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LIFO UPDATE 

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

#1. LIFO FOR USED VEHICLES .•. THE IRS-
APPROVED SAFE-HARBOR METHOD. This 

issue of the Lookout focuses almost entirely on the 
nitty-gritty details of the IRS-approved LIFO method 
in Revenue Procedure 2001-23. If you're not inter­
ested in this application, this issue of the Lookoutwill 
be a quick read. 

Shortly after the Rev. Proc. was released, the 
IRS Motor Vehicle Technical Advisor followed up 
with an Automotive Alert. It's a good summary and 
the full text of the Alert and our related comments are 
side-by-side on pages 6-9. There's lots more other 
detail throughout the issue. 

Repeating our previous advice, most dealers 
should probably change to the IRS-approved method. 
Changing voluntarily at this time to the new method 
guarantees that the IRS will not challenge how deal­
ers built up their LIFO reserves in previous years. 
Unless you can come up with a good reason for not 
changing to it, then chang ing now would seem advis­
able for many reasons. For more on this, see the 
evaluation on page 4. 

For dealers who now want to change over to the 
2001-23 method, a complete Form 3115 pro forma 
filing package appears on pages 14-25. This in­
cludes a sample letter to dealers already using LIFO 
recommending that they make the change to the new 
method right away. 

Although these materials must be tailored to the 
specifics of your situation, hopefully, they will be 
useful and save you from trying to reinvent the wheel. 
We'd appreciate your comments one way or the 
other on their usefulness. 

As Lookout subscribers, please call at any time 
if we can help you or if you have any questions. 
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#2. IRS MAY PAY MORE ATTENTION TO YEAR­
END USED VEHICLE VALUATIONS 
REGARDLESS OF WHETHER LIFO IS USED. 

Warning ... Don't let not being on LIFO give you a false 
sense of security. The IRS may not be very pleased 
with how some dealers are valuing used vehicles, 
especially those acquired as customer trade-ins. 

Revenue Procedure 2001-23 requires that the 
"cu rrent cost" for used vehicles taken in trade is to be 
determined by reference to a wholesale price listing 
from an Official Used Car Guide that covers the day 
of acquisition of that specific vehicle for a "similarly 
equipped, comparable base vehicle that reflects the 
trade-in vehicle's actual mileage and conditions." 
That cost "also must include prices reflected in the 
guide for installed options and accessories, if any." 
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LIFO Update (Continued from page 1) 

This appears to be the cost determination 
standard against which IRS agents will compare 
year-end trade-in valuations under the lower of 
cost or market method in situations where the 
dealer is not using the LIFO method. 

Although all of this more detailed information 
must be considered in determining the current cost 
of a used vehicle, in contrast, only the base price of 
the vehicle needs to be taken into account in comput­
ing the year-end LIFO inflation index for that ve­
hicle. 

Material from the IRS Audit Guide for Indepen­
dent Used Car Dealers indicates that the Service is 
capable of understanding and enforcing the lower of 
cost or market (LCM) rules whether or not a dealer 
has elected LIFO. For more on this, see page 27. 

It's just a matter of chance ... or the audit lottery 
... whether dealers who are more aggressively writ­
ing down their used vehicles at year end will be 
audited by a sharp IRS agent who wants to really 
pursue the matter. 

#3. LIFO STILL A VERY GOOD THING FOR 
DEALERS WHO ELECTED IT AT THE 
RIGHT TIME. Over the last two years, some 

have written about the relative unattractiveness of 
LIFO for used vehicles because used vehicle prices 
were not reflecting much inflation. In fact, in many 
instances, used vehicle prices were reflecting price 
deflation. 

Nevertheless, for those dealers who elected 
LIFO for used vehicles a few-or many-years ago, 
the more recent period of less inflation is only a minor 
nuisance or setback when viewed against the longer 
term perspective of increasing used vehicle LIFO 
reserves. 

The relatively small compliance cost involved in 
computing LIFO indexes and reserves each year is 
greatly overshadowed by used vehicle LIFO re­
serves of hundreds of thousands of dollars. Select­
ing just one example-out of numerous that are 
readily available-an election made by one dealer in 
1992 has resulted in a LIFO reserve of over $480,000, 
even though, at its highest point (at the end of 1999), 

. the reserve was $580,000 and the dealer had a 
$100,000 payback of the reserve in the year 2000. 

Just keep in mind two overriding principles that 
apply across the board to all LIFO elections. First, 
the LIFO election is attractive if it is anticipated that 
over a period of years, the net trend in prices will be 
upward. Inflation over a long period of time, even 
though there may be intermittent years of no infla­
tion-or even price deflation-will still yield favorable 
cumulative results over the long run. 

Second, the power of compounding becomes 
evident after a few years when current year price 
increases are factored upward to become signifi­
cantlygreater in the LIFO computation under the link­
chain, index method approach. 

Some dealers may find this to be the right time to 
elect LIFO for used vehicles. For them, a completed 
pro forma Form 970, excluding attachments, to make 
that election using the Rev. Proc. 2001-23 method 
appears on page 26. 

#4. TAX COURT & IRS UPHELD IN THROWING 
OUT A LIFO ELECTION. In the Sept. 1998 

Lookout, we reported the case in which the Tax Court 
upheld the IRS in disallowing the LIFO election of 
Consolidated Manufacturing, Inc. The Company lost 
its LIFO election because it ran afoul of the IRS in 
trying to "pick and choose" what inventory goods it 
put on LIFO . 

Consolidated elected LIFO for certain cost com­
ponents for which it experienced inflation. Other 
inventories, including used cores, used engines and 
other used parts, were not put on LIFO. Instead, 
these were written-down to scrap value at year-end. 
In short, Consolidated was trying to get the best of 
both worlds: LIFO reserve deductions for inventory 
that experienced inflation ... and write-downs for in­
ventory that did not. 

Recently, the U.S. Appeals Court for the Tenth 
Circuit upheld the IRS and the Tax Court on all of the 
LIFO issues in this case. 

The one non-LIFO issue involved the proper 
accounting method for customer cores. The Appeals 
Court remanded the case to the Tax Court for further 
proceedings only on the non-LIFO issue. 

With this decision now supporting the IRS on all of 
the LIFO issues, the Service has significantly extended 
its winning streak. As you know, we have been 
following this case closely and plan to report further 
on the Appeals Court decision in the next issue. 

#5. CONTRIBUTION OF LIFO INVENTORIES BY 
S CORPORATION TO AN LLC DOES NOT 
TRIGGER LIFO RECAPTURE. In Letter Ruling 

200123035, the IRS ruled that an S Corporation that 
wanted to provide special incentives to retain the 
general manager of three auto dealerships would not 
trigger the recapture of those dealerships' LIFO 
reserves when the S Corp. contributed the net assets 
of those dealerships to a newly formed Limited 
Liability Company. 

For more on this, see page 3. * 
~~~ot~oC~OP~Yin~g~Or~R~~rin~tin~gW~n~hO~~~p~erm~IS~Si~On~ls~p~ro~hib~~e~d~~~~~~~~~~~~~A~a~u~art~er~IY~UP~da~te~~~L~IFo~'~N~em~.v~i~~an~d~ld~eM 
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NO LIFO RECAPTURE TRIGGERED 
WHEN S CORPORATION CONTRIBUTES 

AUTO DEALERSHIPS' LIFO INVENTORIES 
TO A NEWLY FORMED LIMITED LIABILITY COMPANY 

An S Corporation owned several dealerships and 
wanted to provide special incentives to retain the 
general manager of three of them. It only wanted the 
general manager of the three dealerships in question 
to acquire an interest in those three dealerships. 
Thus, it had a legitimate business purpose for consid­
ering the transaction. 

Moreover, it wanted to be sure that if it set up 
these three dealerships in a separate entity, it would 
not be forced to recapture the dealerships' LIFO 
reserves as one cost of making that change. 

In L TR 200123035, the IRS ruled that the S 
Corporation would not trigger the recapture of the 
dealerships' LIFO reserves when it contributed the 
net assets of those dealerships to a newly formed 
LLC (Limited Liability Company) in exchange for a 
membership interest. 

After contributing the assets of the three 
dealerships to the LLC, the S Corp. stayed in exist­
ence and maintained a majority ownership interest in 
the profits and capital of the LLC. It also continued 
to operate the remaining auto dealerships as sepa­
rate divisions. 

After the net assets were transferred, the general 
manager would have supervisory authority over the 
same personnel and locations as he had before the 
transfer. It was expected that the general manager 
would contribute cash to the LLC for an ownership 
interest commensurate with the amount of his capital 
contribution compared to the total value of the capital 
of the LLC. 

ANALYSIS OF PARTNERSHIP RULES 

The S Corp. represented that the LI FO cost of 
the transferred inventory did not include any bargain 
purchase elements, obviously referencing Hamilton 
Industries, Inc. It also indicated that the LLC would 
be classified as a partnership for Federal income tax 
purposes. This brought into play an analysis of the 
partnership provisions in Subchapter K of the Internal 
Revenue Code. 

The IRS held that, under Section 721 (a), the S 
Corp. would not recognize gain or loss on the contri­
bution of assets to the LLC in exchange for a mem­
bership interest. It held further that. to the extent that 

the manager's membership interest was received in 
exchange for cash contributed to the LLC, the man­
ager would not recognize any gain or loss on the 
contribution. 

The Ruling states "The contribution of the LIFO 
inventory property to the LLC formed to qualify for 
partnership tax treatment will not trigger recapture of 
the LIFO reserve." It added, "In order to adopt the 
dollar-value LIFO inventory method, the transferee 
LLC must file a Form 970 and otherwise comply with 
the provisions of Section 472 and the Regulations 
thereunder." 

The IRS determined that, for LIFO inventory 
item classification purposes, the LLC could treat 
physically identical goods acquired after the transfer 
in the same way as the items that were in the 
inventory goods received in the transfer from the S 
Corp. In other words, separate item treatment for 
after-acquired goods was not required by the LLC 
just because the transferred inventory of similar 
goods had a relatively low carryover basis. 

LIFO RESERVE ALLOCATIONS 

The S Corp. had represented that after the asset 
transfer, the amount of the LIFO reserve allocated to 
the inventories of the transferred dealerships would 
approximate the same percentage of the actual cost 
as existed before the transfer. 

Often there is a variation between the basis of 
property (contributed) to a partnership and the fair 
market value of that property at the time of the 
contribution. When a variation exists, Section 704(c) 
requires that income, gain, loss and deductions with 
respect to that property shall be shared among the 
partners so as to take account of that variation. 

The Service held that the LIFO inventories con­
tributed to the LLC constituted Section 704(c) prop­
erty, and any built-in gain or loss attributable to the 
inventories contributed by the Company must be 
allocated back to the Company when the LLC recog­
nizes that gain or loss. The S Corp. agreed that the 
LLC would make necessary elections under the 
Section 704 Regulations to aggregate each item of 
inventory for purposes of making allocations under 
that Section. * 

~A~ou~~~er~IY~UP~d~me~O~fL~IF~O~-N~~~s~.V~ie~ws~a~nd~1d~ea~s~~~~~~~~~~~~P~ho~toc~OP~Y~ing~C~rA~ep~ri~nti~ng~W~ith~o~ut~PJe~Urm~niSe~Si02~no~lso~p1r~oh~ibl~je3d 
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EVALUATING THE "NEW AND IMPR'OVED" 
LIFO METHOD FOR USED VEHICLES 

2001-23 
EVALUATION 

Good news came in with the New Year ... on 
January 19. 2001 ... for dealers applying LIFO to their 
used vehicle inventories. Effective for taxable years 
ending on or after December 31. 2000. the IRS 
announced an acceptable, safe-harbor method for 
used vehicle LIFO computations. It is available to all 
dealers who satisfy the requirements spelled out in 
Revenue Procedure 2001-23 (2001-10 I.R.B. 1). 

Essentially. vehicle prices used to compute infla­
tion or deflation for LIFO index computation purposes 
are determined by reference to prices published in 
one of the industry's official used vehicle guides. 
These references are based on comparable ve­
hicles in average condition. without adjustment for 
mileage, options. accessories and other costs. 

The IRS method requires two pools: one for 
used automobiles and the other for used light-duty 
trucks. Sport utility and other hybrid vehicles may be 
placed in either pool. However, whatever pool treat­
ment is selected for SUVs and other hybrids must be 
consistently followed. 

Generally, IRS permission to change over to use 
the newly announced method will be automatic. 
Dealers already on LIFO for used vehicles simply file 
Form 3115. and no IRS processing fee is required for 
filing this Form. However. if the dealer is already 
under audit by the IRS and its used vehicle LIFO 
method is being questioned. then change to the IRS­
approved method may not be automatic. 

DEALERS SHOULD CHANGE NOW 

The biggest reason a dealer should change to 
this new method now is that the IRS agrees that it will 
not challenge prior year LIFO computation methods 
which were used to build up the LIFO reserves before 
the year of change. 

Many LIFO methods previously employed would 
have no prayer or chance of standing up to tough 
IRS scrutiny ... especially if those methods did not 
(1) fully reprice all options and accessories on the 
vehicle. (2) consider wear and tear and mileage on 
the vehicle, (3) consider everyvehicle and (4) possi­
bly even trace back the index comparison intervals 
for each vehicle to the exact months of acquisition in 
the current year and in the preceding year. 

All these fears or concerns (real or imagined) 
over whether the IRS would accept prior year LIFO 
calculations are wiped away for any dealer who 
changes now to the new method. 

However, this change can be made automati­
cally ... without IRS advance approval ... only if it is 
made for the first or second taxable year ending on or 
after December 31. 2000. For any changes to the 
new method made after this "window of opportunity," 
the cut-off method will not be permitted. Instead. an 
onerous Section 481 (a) recalculation adjustment for 
all LIFO years will be required. 

LESS COSTL V & MORE SIMPLIFIED 

There are other reasons for dealers to change 
right away. First. the dealer should end up paying far 
less for the annual computations under the new 
method. Computations readily accessing official 
guide electronic databases are far less expensive 
and time consuming. They are also more accurate 
because they avoid the element of human error 
inherently built into any process involving going back 
and forth between different paper guide books and 
mentally adjusting for different model years. 

Other advantages are really derivatives of the 
liberal approach allowed by the new method. 

Options and accessories on the vehicles are not 
required to be separately repriced. 

Separate databases are not required to price 
used vehicles acquired by trade-in differently 
from those acquired by purchase at auction. 

In making the time-interval comparisons. it is not 
necessary to count back exactly 52 weeks in the 
prior year to match acquisition dates in current 
and prior year ... as one dealer was required to 
do under the "52-week" method in L TR 9853003. 

OTHER CONSIDERATIONS 

The Revenue Procedure does contain special 
definitions, rules and requirements for determining 
the cost for used vehicles in ending inventory. How­
ever, these are neither unrealistic nor unduly burden­
some. In fact, these requirements for determining 
cost reflect what dealers should be following as a 
matter of sound business practice anyway. 

As a procedural requirement. the LIFO indexes for 
all years prior to the year of change are required to be 
rebased to 1 .000 as of the beginning of the year of change. 

Finally, the Revenue Procedure is not without 
certain technical implementation problems. How­
ever, as a practical matter, these should not be 
insurmountable and the IRS has evidenced a very 
cooperative attitude in informally discussing ap­
proaches for dealing with them. * 

~~~ot~oC~OP~Yin~g~Or~R~~r~int~'n~gW~i~tho~ut~p~erm~iS~si~on~,s~p~ro~hib~ne~d~~~~~~~~~~~~~A~a~u~art~er~IY~UP~da~te~o~'L~IF~O~'N~ew~s~.V~ie~~an~d~'d~eas 
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• An alternative method for LIFO computations for valuing used vehicle 
inve~tories that the IRS will accept if the dealer properly satisfies all 
reqUIrements. 

• Essentially, vehicle prices used to compute inflation or deflation for LIFO 
index computation purposes are determined by reference to an official 
used vehicle guide selected by the taxpayer. 

• Reference is to comparable vehicles in average condition, without adjustment 
for mileage, options and accessories, etc. 

• Audit protection: IRS agrees not to challenge prior year LIFO computation 
methods which built up used vehicle LIFO reserves. 

• Cut-offmethod applies: Sec. 481(a) recalculation adjustment is not required. 

• Simplification 

Do not have to separately reprice options and accessories on the vehicles. 

Separate databases are not required to price used vehicles acquired by 
trade-in differently from used vehicles acquired by purchase at auction. 

So-called "52-week" method set forth in TAM 9853003 is not required. 
Not required to count back exactly 52 weeks in prior year to match 
acquisition date in current year. 

• Specific requirements must be satisfied for determining cost of used vehicles in 
ending inventory. 

• Dual index (earliest acquisitions) method can't be used for valuing increments. 

• Two pools are required ... one for autos, the other for light-duty trucks 

• Sport utility and special vehicles may be placed in either pool. However, pool 
treatment selected for these vehicles must be consistently followed. 

• Vehicles which are not comparable andlor cannot be repriced are given a 1.000 
index so that all used vehicles in ending inventorY are consldered in the 
determination of the LIFO inflation (deflation) index (or the year. 

• The LIFO index at the beginning of the year of change is converted to 1.0000, 
and all indexes for prior years are to be rebased '.lccordingly. 

• All invoices for vehicles in inventory must be retained. 

• Special transition rules apply if the dealer is using the IPIC method. 

• Applies to taxable years ending on or after December 31, 2000. 

• Generally, IRS permission to change will be automatic. See Rev. Proc. 99-49 

• Dealers already on used vehicle LIFO file Form 3115. No filing fee is required 

• If dealer is under audit and used vehicle LIFO has been questioned by the IRS, 
then change to the IRS-approved method will not be automatic. 

• Revenue Procedure 2001-23 published January 19, 2001. (2001-10 I.R.B. 1) 

~A~QU~art~e~rIY~U~p~da~le~O~fL~IF~O~'~Ne~w~s.~V~iem~a~nd~l~de~aS~~~~~~~*~~~~~~P~hO~tO~CO~p~Yin~g~O~rR~e~pr~int~in~g~Wi~'th~ou~t~pe~rm~is~si~on~ls~p~ro~h~ib~~ed 
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IRS SUMMARY OF R.P. 2001-23 LIFO METHOD FOR USED VEHICLES 

IRS MVI'A* AUTOMOTIVE ALERT DATED JAN. 25, 2001 

Introduction 

On January 19, 2001, the Internal Revenue Service 
published the long awaited Used Vehicle Alternative LIFO 
Method; Revenue Procedure 2001-23. The new method 
incorporates a computational methodology similar, 
although with some significant differences, to the method 
used in Revenue Procedure 97-36, Alternative LIFO for 
New Vehicles. The publication of the simplified method is 
part of a major initiative by the Service to provide specific 
guidance to taxpayers on industry issues. 

• Rev. Proc. 97:'36, which contains the specifics of the 
Alternative LIFO Method for New Vehicles, was 
originaUy issued in 1992 as Rev. Proc. 92-79. The 1997 
Rev. }>roc. deleteS all of the cumbersome transitional 
rules that were necessary in 1992 ... Other than that, 
there were no' changes in any of the technical details. 

• "Simplification" relates to the IRS not requiring a more 
comprehensive repricing of all of the vehicle cost 
elements in determining the year-end inflation indexes. 

The new method is an elective, comprehensive link- • I have always been a proponent of describing the 
chain method that includes several special rules and methodology the IRS now accepts in both Revenue 
required sub-methods .. In the opinion of the Commissioner, Procedures 97-36 and 2001-23 as a ... "link-chain, 
provided that dealers properly. implement and apply the index" method. Note the insertion of the word "index" 
method described in Revenue Procedure 2001-23, income to indicate that less than every cost element has been 
from the sale of used vehicles will be clearly reflected and repriced in determining the rate of inflation. 
the method will be accepted as an accurate, reliable, and • As long as the IRS accepts the method ... Frankly, it 
suitable method of computing a LIFO inventory index. doesn't matter what they call it now. 
However, all computations under the Used Vehicle 
Alternative LIFO Method remain subject to verification 
upon examination of the dealer's tax return. 

Section 4.02(1) of the Revenue Procedure defines base 
vehicle as " ... the most relevant combination of (a) a 
detailed base model description, consisting of model line, 
body style, . and trim level ... and (b) an associated 
manufacturers base model code number..." When 
computing the LIFO index, dealers must deternline base 
vehicle prices by reference to an offidal used vehicle guide. 

• MVI'A = Malar Vehicle Tech"icalAdvisor 

• Under Rev. Proc. 97-36 for the new vehicle LIFO 
method, the finest level of detail that must be used is an 
"item category" determined by the most precise 
breakdown found on the manufacturer's price list. 

• Under Rev. Proc. 2001-23, the equivalent level of detail 
to be used in computing the year-end inflation. index will 
be detemlined by the detail found in the official used 
vehicle guide selected for this purpose. 

~~~o~to~C~~Y~in~g~Or~R~~~r"~lm~in~g~~nh~O~~pe~rm~i~SS~io~n~ls~p~ro~hib~~~ed~~~~~~*~~~~~~~~A~a~ua~n~er~IY~U~~~~~e~m~L~IF~O~'~N~~S~,.v~i~~a~n~d~ld~e~ 
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IRS SUMMARY OF R.P. 2001-23 LIFO METHOD FOR USED VEHICLES 

IRS MYrA· AUTOMOTIVE ALERT DATED JAN. 25, 2001 

The Revenue Procedure provides a specific definition 
of current-year cost for purchased vehicles and for trade-in 
vehicles (Section 4.02(4)(a) and (b». The current-year cost 
of trade-in and purchased vehicles includes the vehicle's 
purchase price plus reconditioning costs, delivery charges, 
and any other costs properly allocated to the vehicle, i.e., 
Section 263A costs. 

As a simplifying measure, the revenue procedure 
provides for the use of an "official used vehicle guide" in 
the computation of the LIFO index. "Official used vehicle 
guide" is defined as a guide that is " ... widely recognized 
and utilized in the used vehicle dealer industry. " The 
selected guide must be used consistently and must be the 
~ppropriate guide for the dealers region. 

It is important to note that any change in the particular 
used vehicle guide or any change in the precise manner in 
which the guide is used represents a change in method of 
accounting. . Accounting method changes generally require 
the Commissioner's consent. (Section 4.02(2» 

• In most instances, proper and more practical Sec. 263A 
elections made by dealers will not result in any Section 
263A costs being directly allocable to the specific 
vehicles (i.e., units) in ending inventory. Rather, the 
Section 263A costs will be allocable as a total dollar 
amount to the respective years' LIFO layers. 

• Official used vehicle guides include 
) Black Book 
) Kelley Blue Book 
) NADA 
) Others 

• Although this seems reasonable, technical problems may 
be created if publishers of official used car guides 
change the level of descriptive detail in their Guides 
between years. . 

~A~ou~a~rte~rl~YU~p~dm~e~O~f~LlF~o~'~N~ew~s~.~Vi~e~~a~nd~I~de~as~~~~~~~~*· ~~~~~~Ph~O~IOO~O~pY~in~g~Or~R~e~pr~im~in~9~w~ilh~O~Ul~P~JerU~mn~iSeS~iO~2n~o,so~p1~rO~h~ib~~~7 
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IRS SUMMARY OF R.P. 2001-23 LIFO METHOD FOR USED VEHICLES 

IRS MVTA * AUTOMOTIVE ALERT DATED JAN. 25.2001 
.:. -::. 

The Revenue Procedure also provides some of the first 
guidance on where to pool the new generation of hybrid 
vehicles. Section 4.02(3) provides that "used sport utility 
vehicles and used hybrid vehicles... may be included 
initially in either the used automobile or the used Iight-duty 
truck. .. pool." The original selection is a method of 
accounting and any deviation requires the consent of the 
Commissioner. 

Changing to the Used Vehicle Alternative LIFO Method 

• This seems to be a very fair and sensible approach. 
• A1though not specifically referred to, "sport wagons" 

would appear to fall within this flexible initial treatment 
for pooling purposes. 

• This removes any controversy over how PT Cruisers 
should be treated (when drivers start trading them in). 

Dealerships must follow the automatic change • 
provisions of Revenue Procedure 99-49, with some 
modifications, to change to the Used Vehicle Alternative 
LIFO Method. With one exception, if the change is made 

The exception referred to is described in the next 
paragraph of text relating to a pending issue already 
raised on audit concerning the used vehicle LIFO 
method. 

for the first or second taxable year ending on or after 
12/31100, the ta,"'{payer may change to the new method 
automatically even if the dealership is under examination. 

• There are other limited exceptions for certain changes 
involving users of the IPIC (Inventory Price Index 
Computation) method. 

~Ph~:m~OC~O~pY~ln~g~Or~R~ep~ri~m~lng~W~'~·lh~OU~.I~pe~rm~i~SS~io~n~ls~p~rO~hib~H~~~~~~~~*~~~~~~~~A~Q~Ua~"~~~IY~U~Pd~a~~~m~L~IF~O~.~N~mq~'V~I~~a~n~d~ld~eu 
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IRS SUMMARY OF R.P. 2001-23 LIFO METHOD FOR' USED VEHICLES 

IRS MYrA AUTOMOTIVE ALERT DATED JAN. 25.2001 

. Changes to the Used Vehicle Alternative LIFO Method 
are made on a cut-off basis which requires that the value of 
the used vehicle inventory at the beginning of the year of 
change must be the same as the inventory value at the end 
of the prior year. Note: The Revenue Procedure contains 
special rules if the c:iealer has previously improperly 
accounted for a bulk bargain purchase or uses the IPIC 
method. For further information see Section 5.02(2) and 
Section 5.03(2). 

Electing dealerships must maintain complete books and 
records of the computations under the method. Records 
must include the used vehicle guides used in the index 
computation. 

The dealership'S LIFO election must be reviewed to 
determine whether the initial election included used 
vehicles. If not, the dealership must file a Form 970 
electing LIFO for used vehicles. 

Conclusion 

Revenue Procedure 2001-23 includes additional 
information not addressed by this publication such as 
specific computational steps and complete instructions on 
how to elect Used Vehicle Alternative LIFO. 

• If a dealer does not change to the R.P. 2001-23 method 
for the first or second year ending on or after December 
31, 2000 ... the "window of opportunity," ... then the 
favorable cut-off method cannot be used in connection 
with making the change. Instead, an adjustment under 
Section 481 (a) will be required. 

• Dealers using this method must retain copies' of invoices 
for all vehicles in ending inventory. These should be 
retained as permanent Corporate tax records. 

• The instructions to Schedule B of the Form 3115 require 
that copies of Forms 970 making the LIFO elections are 
to be attached to the Forms 3115 filed. 

• For more on this requirement, see the 3115 pro fonna package. 

~A~Q~UM=e~rl=YU~p~da~te=m~LI~FO='=N=~~S~'~VI~eM==a~nd~l~de~~==============~~~==========Ph~o~to~cO~pY~in~g~o=rA~e~pr~in~tln~9~.W~it~hc~ut~p~JerU~mn~iSe~Sio~2n~olso~p1~ro~hl~'b~~~9 
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• In general, indexes must be computed using prices for base vehicles that best reiate, under the 
guidelines specified in this revenue procedure, to the used vehicles actUally held by the 
taxpayer. 

• Base vehicle is defined for purposes of this revenue procedure as the most relevant 
combination of (a) a detailed base model.~~cription, consisting of mode) line, bo'dy style, and 
trim level (e.g., Honda Accord 40 Sedan EX), and (b) an associated manufacturer's base 
model code number that appears in. the official used vehicle guide utilized by the taxpayer and 
relates to a used vehicle held by the taxpayer. 

• "Official Used Vehicle Guides" are defined as those that (a) are widely recognized and 
utilized in the used vehicle dealer industry for business purposes in the regions involved, and 
(b) are regularly and consistently used by the taxpayer in valuing inventory for federal income 
tax purposes. 

• Any change in the particular used vehicle guide utilized by a taxpayer in connection with the 
Used Vehicle Alternative LIFO Method or any change in the precise manner of its utilization 
(e.g., a change in the specific guide category that a taxpayer uses to represent vehicles of 
average condition for purposes of section 4.02(5)(a) of this Revenue Procedure) represents a 
change in method of accounting for which the taXpayer must secure the consent of 'the 
Commissioner in accordance with the requirements of Rev. Proc. 97-27,1997-1 C.B. 680 (or 
its successor). 

• A taxpayer that uses the Used Vehicle Alternative LIFO Method must establish, for each trade 
or business that sells used vehicles, a dollar-value LIFO pool/or all used automobiles 
(regardless of manufacturer) and another separate dollar-value LIFO pool for all used light­
duty trucks (regardless of manufacturer). 

• Used sport utility vehicles and used hybrid vehicles (e.g. vans and mini-vans) may be included 
initially in either the used automobile or the used light-duty truck dollar-value LIFO pool; . 
however, once a choice is made, all like vehicles must be similarly treated in subsequent years. 

• Purchased vehicles. The current-year cost for each used vehicle purchased includes its 
purchase price plus reconditioning costs, delivery charges, and all other costs properly 
allocated to that particular vehicle under the taxpayer's method of accounting (which includes 
the: taxpayer's method of accounting for section 263A costs). 

• Trade-in vehicles. The current-year cost for each used vehicle acquired via trade-in includes 
its "cost" plus reconditioning costs and all other costs properly allocated to that particular 
vehicle under the taxpayer's method of accounting (which includes the taxpayer's method of 
accounting for section 263A costs). 

• The cost 0/ a vehicle acquired via trade-in must be determined by reference to the wholesale 
price listing, as permitted by Rev. Rul. 67-107, 1967-1 C.B. liS, in an official used vehicle 

. guide for a similarly equipped, comparable base vehicle that reflects the trade-in vehicle's 
actual mileage and condition. The cost of a trade-in vehicle also must include prices reflected 
in the guide for installe~ options and accessories, if any. 

• The official used vehicle guide from which prices are drawn to determine the cost of a trade-in 
vehicle must be the guide that covers the day of acquisition of that specific vehicle. 

PhotocoPying or Reprinting WHhout Permission Is Prohibfied * 
~'~~~~~~ ~~~~~~~ 
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The Revenue Procedure introducing the Used Vehicle Alternative LIFO Method incorporates the industry-wide practice of 
using Official Used Car Guides in several ways. It !Ccognizes that dealers use Car Guides in many ways: (1) in discussions with 
customers, (2) in determining vehicle cost for book purposes, (3) in ~etermining writedowns at year-end if the dealer is not on 
LIFO, and (4) in determining inflation indexes based on comparable beginning and end-of-the-year prices. . 

The following paragraphs indicate those situations where the IRS requires the use of the same Official Used Car Guide and 
those situations where different Official U:sed Car Guides can be used for different purposes. . 

Salespersons (on the lot, in negotiating the deal with the customer) can use book #1 or #2 or any other book, even though a 
different book is used to determine (1) cost as of the date of acquisition, andlor (2) value as of end-of-the-year if LIFO is not used 
and the ending inventory is valued at lower of cost or market (LCM). 

It is the position of the IRS that where the dealer has not elected LIFO and at year-end is· valuing used vehicles at LCM, ... 
the same book (Le., the same Official Used Car Guide) must be used (1) to determine cost of that vehicle as of the date of 
acquisition, and (2) to detennine the LCM (lower of cost or market) value of that vehicle in ending inventory. 

In other words, if the dealer is using Black Book to determine the cost of the vehicle when it is acquired, then that cost 
stays on the books and remains its cost (unless increased by other cost elements, such as transportation, reconditioning, etc.) until 
at year-end when that vehicle's cost carrying value is written down to LCM by a writedown that must be deteimined from the 
year-end Black Book. Values for year-end LCM adjustments cannot be determined from a different source (i.e., NADA or Kelley) 
if Black Book is used to determine cost during the year. 

Revenue Procedure 2001-23, Section 4.02(5)(a), permits a dealer to use ... a different book at the end of the year to 
reprice vehicles at their beginning-of-the-year and end-of-the-year prices in order to compute a LIFO inflation/deflation index. In 
other words, a dealer could use Black Book to determine acquisition cost during the year and (he could use) a book other than 
Black Book at the end of the year in order to compute the LIFO inflation/deflation indexes. 

Below is the full text of Revenue Procedure 67-107 which is cited in Revenue Procedure 2001-23, Section 4.02(4)(b) as 
permitting the cost of a vehicle acquired by trade-in to be determined by reference to the wholesale price listing in an Official 
Used Vehicle Guide for a similarly equipped, comparable base vehicle that reflects the trade-in vehicle's actual mileage and 
condition. It contains two further requirements: (1) the cost of the trade-in vehicle also must include prices reflected in the Guide 
for installed options and accessories, if any, and (2) the Official Used Vehicle Guide from which prices are drawn to determine the 
cost of a trade-in vehicle must be the Guide that covers the day of acquisition of that specific vehicle. . 

"Advice has been requested concerning the proper method of valuing for inventory purposes used cars taken in trade by a 
car dealer. 

"A car dealer tiles his returns on a calendar year basis employing an accrual method of accounting and values his 
inventories at the lower of cost or market. 

"It is a common practice for the car dealer to sell a car and as part of the payment to take in trade the purchaser's old car. 
The dealer values the car taken in trade at cost which is an amount representing the average wholesale price listed by an official 
used car guide at the time of trade-in. If not sold, the used car is carried in inventory at the cost figure until the end of year. The 
inventory value is then adjusted to confonn to the average wholesale piice listed at that time. This is the practice recommended by 
the auto industry and used by nearly all car dealers. 

"Section 471 of the Internal Revenue Code of 1954 provides that inventories must confonn as nearly as may be to the best 
accounting practice in the trade or business and must clearly reflect income. Section 1.471-2(c) of the Income Tax Regulations 
provides that the bases of valuation most commonly used by business concerns and which meet the requirements of Section 471 
are (1) cost and (2) cost or market, whichever is lower. Section 1.471-4(a) of the Regulations defines 'market' as the 'the current 
bid price prevailing at the date of inventory for the particular merchandise in the volume in which usually purchased by the 
taxpayer.' 

"Accordingly, a car dealer may value his used cars for inventory purposes at valuations comparable to those listed in an 
official used car guide as the average wholesale prices for comparable cars." 

Citation: Revenue Ruling 67-107 (1967-1 C.B. 115) 

~A~Q~Ua~n~e~rIY~U~~!m~e~O~f~L1~F~O~.~N~ew~s~.V~I~ew~s~a~n~d~ld~e~~~~~~~~~~*~~~~~~~Ph~o~ro~co~p~Yi~ng~O~r~R~e~pr~in~tin~g~W~it~ho~u~t~PJe~rU~mn~iSeS~io~2n~ols~op~1r~oh~ib~~1~e1d 
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• For each inventory pool, current-year and prior-year base vehicle prices for each used vehicle 
in ending inventory are totaled and the totals are used to compute a current-year index for the 
pool under the Used 'Vehicle Alternative LIFO Method. These base vehicle prices must be 
determined by reference to prices reported in an official used vehicle guide for comparable 
base vehicles of the same age and in average condition, unadjusted for options, accessories, 
reconditioning costs, or other costs. . . 

• "Average condition" is defined ... as the category that best represents a vehicle in average 
condition in the taxpayer's official used vehicle guide. Thus, although "average" prices would 
be used for guides in which this category does appear, it would be appropriate to select and 
use a comparable category, e.g., "clean" prices, in the case of other used vehicle guides in 
which there is no average category. 

• Current-year indexes for each inventory pool are then multiplied by prior-year cumulative 
indexes for that pool to compute a current-year cumulative index. 

• Once a current-year cumulative index is computed for each inventory pool using base vehicle 
prices, that index is then applied to the total current-year cost (as determined under section 
4.02(4), including options, accessories, reconditioning costs, and other costs) of all vehicles in 
the pool at the end of the taxable year in order to determine whether an inventory increment or 
decrement has occurred. 

• Current-year base vehicle prices for all vehicles in ending inventory must be determined by 
reference to the official used vehicle guide covering the last day of the taxpayer's current 
taxable year for the specific vehicles held in inventory. 

• Prior-year base vehicle prices for comparable vehicles of the same age as those in ending 
inventory must be determined by reference to the official used vehicle guide covering the last 
day of the taxpayer's preceding taxable year. In a short taxable year, see section 4.02(S)(d}. 

• Example: A calendar year 2000 taxpayer that had a 1998 Vehicle X (a particular model, body 
style and trim level) in ending inventory would determine associated base vehicle prices for its 
index computation as follows: the current-year base vehicle price for this vehicle would be the 
base price (without adjustment for any options, accessories, reConditioning costs, or other 
costs) for a 1998 Vehicle X in average condition from the guide covering December 31, 2000; 
the associated prior-year base vehicle price would be the base price for a 1997 Vehicle X in 
average condition (a comparable vehicle of the same age) from the guide covering December 
31, 1999. 

• When no prior-year base vehicle price for a comparable vehicle of the same age as a vehicle in 
ending inventory appears in the official used vehicle guide covering the last day of the 
taxpayer's preceding taxable year (e.g., Vehicle X was introduced for the first time in the 1998 
model year, and thus there was no corresponding 1997 Vehicle X), current-year base vehicle 
price must be used as prior-year base vehicle price in index computations. 

• Special 1.000 requirement. Current-year base vehicle price must also be used as prior-year 
base vehicle price in the event that a change in wheelbase or track-width from one year to the 
next has occurred for a particular type of vehicle without a corresponding change in the 
relevant official used vehicle guide combination of detailed base model description and 
associated manufacturer's base model code number. 

• AIl current-year indexes must be adjusted in the case of a short taxable year (i.e., a return for a 
period ofless than 12 months). 

• This adjustment involves adjusting the current-year index, as computed on a full year basis, as 
follows: current-year index for short taxable year = 1 + [(current-year index for full year - 1) x 
(number of months in short year / 12)]. 

• For example, a new calendar year taxpayer that came into existence on July I, 2000, would 
use official used vehicle guides covering December 31, 1999, and December 31, 2000, in its 
index calculations to compute a full year index for 2000 and then adjust that index by the 
number of months actually contained in its short taxable year (i.e., six months). 

~P~hq~t~~~~YJ~ng~O~r~R~~~n~'m~in~g~~~th~o~~~p~e~rm~i~SS~lo~n~ls~p~rO~h~ib~tt~~~~~~~~*~~~~~~~~~A~Q~U~a~rte~n~Y~u~Pd~a~te~o~'~LI~F~O~'~Ne~w~s~,V~i~~~~~d~l~de~u 
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• Determine the detailed base model description and associated manufacturer's base 
model code number combination that applies to each vehicle in ending inventory by 
using an Official Used Vehicle Guide. 

• Determine the current-year cost of each vehicle in ending inventory in accordance 
with Section 4.02(4). • 

• Then, for each pool, calculate the total current-year cost of all vehicles in ending 
inventory. 

• For each vehicle in ending inventory, using the related description and code number 
from Step 1, determine current-year and prior-year base vehicle price as indicated in 
Section 4.02(5) ... (i.e., "for comparable base vehicles of the same age and in 
average condition, unadjusted for options, accessories, etc.") . 

• For each pool, calculate the total current-year base vehicle price and the total prior­
year base vehicle price for aU vehicles in ending inventory by adding the respective 
numbers from Step 3. 

• Divide the total current-year base vehicle price of all vehicles by the total prior-year 
base vehicle price of all vehicles to determine the current-year pool index. 

• In the case of a short taxable year, pro-rate this index in accordance with Section 
4.02(5)(d) of the Revenue Procedure. 

• For each pool, compute the cumulative index for the current taxable year by 
multiplying the cumulative index from the immediately preceding taxable year by 
the current-year index from Step 4. 

For the first taxable year in which the Used Vehicle Alternative LIFO Method is 
used, the cumulative index for the immediately preceding taxable year is 1.000. 

• For each pool, calculate the ending inventory at base-year cost by dividing the total 
current-year cost from Step 1 by the cumulative index from Step 5. 

• For each pool, determine whether there is an inventory increment or decrement by 
comparing ending inventory at base-year cost for the current year from Step 6 to 
beginning inventory at base-year cost (from Step 6 of the prior-year calculation), or, 
for the fll'st taxable year in which this method is used, to the beginning inventory (as 
determined under Section 5.02(3) ... if applicable in order to reflect all appropriate 
vehicles and costs in the respective pools). 

• If the ending inventory at base-year cost is greater, there is an increment. Multiply 
this increment by the cumulative index from Step 5 to calculate the LIFO value of 
the increment (i.e. the layer of increment). 

• Alternatively, if the ending inventory at base-year cost is less than beginning 
inventory at base-year cost, a liquidation (also referred to as an inventory decrement) 
has occurred. Reduce the prior-year LIFO layers of increment in reverse 
chronological order until the liquidation is fully absorbed. 

• For each pool, add together the current year's layer of increment, if any, at current­
year cost and the remaicing prior years' layers of increment at each prior year's 
historical current;.year cost to compute the total LIFO value of the inventory pool. 

• Under the Used Vehicle Alternative UFO Method, the inflation index is computed 
by reference to the invoices for every vehicle in ending inventory - no sampling, no 
shortcuts in this regard. 

Copies of invoices for every vehicle in ending inventory should be sayed indefinitely 
. as permanent (corporate) tax records. 
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FORM 3115 PROFORMA FILING PACKAGE 
'FOR DEALERS CHANGING TO THE 

USED VEHICLE ALTERNATIVE LIFO METHOD ... REV. PROC. 2001-23 

In general, it is very easy for dealers who already are valuing their used vehicle inventories on LIFO to change to the "new" IRS­
approved alternative method. Except in a few isolated instances, the change to the new method does not require advance IRS permission, 
nor does it require payment to the IRS of a S 1 ,200 filing fee. If the change is made for the first or second taxable year ending on or after 
December 31, 2000, just follow the automatic accounting method change provisions found in Revenue PTocedure 99-49. 

Prepare Form 3115 in triplicate. The original of Form 3115 must be attached to the taxpayer's timely filed (including. extensions) 
original Federal income tax return for the year of change. One copy of the Form 3115 must be filed with the IRS National Office in 
Washington, DC no earlier than the first day of the year of change and no later than when the original is filed with the Federal tax return for 
the year of change. The second copy should be retained by the taxpayer as a permanent corporate tax record. 

Warning: This discussion and the related attachments apply in what is likely to be the more common situation: (I) the dealer is not 
currently under audit by the IRS and there is no pending used vehicle LIFO valuation issue and (2) the dealer is not changing from an 
existing LIFO method where it is currently using the IPIC method. .' 

Form 3115 is one of the more lengthy, complex and challenging fonns any practitioner has to deal with. The current form bears a 
May, 1999 revision date and contains 8 pages. Applicants filing under the automatic change procedures are required to complete Parts I 
through IV (the first three pages) and Schedule B (page 5). 

TllREE SPECL 1£ ORSER J ~l TIO.VS 

I. Speciallegend required. The following MUST be typed or written at the very top of page 1 of Form 31 15: 

"FILED UNDER REVENUE PROCEDURE 2001-23." 
2. General narrative should suffice. In connection with providing the detailed information called for by Schedule B, it should not be 

necessary to recite back to the IRS all of the specific and technical rules and conditions set forth in Rev. Proc. 2001-23 that the 
taxpayer will follow in changing to the new method. Instead, a more general narrative should be sufficient. If an IRS agent, upon 
examination, should require more particulars, they would naturally have to be provided at that time. 

3. Copies of previous Forms 970 are required to be atuJched to Form 3115. The instructions for Schedule B - at the top ofthe page­
include the following: 

"ATTACH A Capy OF ALL FORMS 970 FILED TO ADOPT OR EXPAND THE USE OF THE LIFO METHOD." 

This should be interpreted to mean that all Fonns 970, electing LIFO for any class of goods (i.e., new vehicles, used vehicles 
andlor parts and accessories) should be filed. However, some may file only a copy of the Form 970 by which the 61ection was 
made to apply LIFO to used vehicles inventories. 

This requirement may be problematic if the taxpayer cannot locate either the Form 970 on which the LIFO election for used 
vehicles was made andlor the taxpayer is unable to locate all of the other 970s that may have been filed. (See Rev. Proc. 92-85.) If 
the dealer first elected LIFO for new vehicles and in a later year elected LIFO for used vehicles, that subsequent election was 
technically an expansion or extension of the LIFO method to another class of goods. 

4. The key point: The Form 3115 should make it obvious to the IRS that the dealer is changing to the Used Vehicle Altemative LIFO 
Method under Revenue Procedure 2001-23. 

FORJI 3/15 PRO FORll.1 FlLllYG P.IClI...IGE 

1. Narrative statement attachment. Note: You will need to extract and modify appropriate statements in order to complete your own 
narrative supporting disclosure. There can be significant variation in past practices and methods for dealers filing Forms 3115 to 
elect the Used Vehicle Alternative LIFO Method. Therefore, no single ''pro forma'" Form 3115 can be expected to fit all situations. 

Any attachments to Form 3115 must show the taxpayer's name and identification number and be referenced as attachments 
to Form 3115. The suggested wording can be tailored to your own fact pattern and style. In several of these statements you will 
need to select the appropriate disclosures from several alternatives listed. Accordingly, these attachments canntlt be used as they 
appear wiJhout some further modlfu:ation by you to reflect your specific facts and circumstances. 

2. AddiJional comments and explanations - to be considered in connection with completing Forms 3115 and 970. The obvious lack 
of coordination between the current Form 3115 (May, 1999 revision) and the Revenue Procedure 2001-23 issued in J~uary of2001 
means there will be different interpretations over how certain schedules and attachments to Form 3115 should be completed, or how 
certain questions might be answered. . 

3. Form 3115, Pages 1 through 3 and Schedule B (page 5) are reproduced on pages 20-23. All other Forni 3115 pages (i.e., 4, 6, 7 
or 8) are not applicable, are not required to be filed with the IRS and have not been reproduced. 
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Mr.lMs. Dealer and/or CFO 
XYZ Dealership Group 

Dear _____ _ 

February ,2001 

Many of the dealers we have been involved with over the years already have their used vehides on LIFO. By now, they have 
generated very sizable LIFO reserves amounting to hWldreds of thousands of dollars. 

The ms recently spelled out the details of what it would consider as an acceptable way of computing LIFO for used vehicles. This 
new ms-accepted method is a significant simplification over its previous statements which were more burdensome and 1U1re3listic. All of the 
specifics are in Revenue Procedure 2001-23, dated January 19,2001. 

We recommend that any dealers for whom we are presently doing llSed vehfcle LIFO calculations change to the recently annoWlced 
ms-approved method at the end of the year. 

Probably the best reason to make this change is Ulat tile ms will automatically accept all prior used vehicle LIFO calculations if a 
dealer agrees to use the neW method on a going-forward basis. This meaRs that we won't have to defend previous calculations because of the 
"audit protection" the ms will give to any dealer who voluntarily changes over to the new method. 

TIle new procedures require you to select an "official" used vehicle guide to use on a consistent basis for determining year-end inflation 
and cost valuations for used vehicles. There are certain other conditions to which you must agree, essentially relating to how you will determine 
cost for your inventories. However, these conditions should not be onerous if proper procedures are currently being employed. 

As to the type of documentation necessary, a copy of your used vehicle inventory demil that shows the make, model, body style, trim 
level, etc. of each vehicle in inventory and the amount C3rried as the vehicle's cost will be sufficient. Also, you should retain a copy of the 
invoice for each used vehicle in ending inventory. 

IF YOU'RE NOT ALREADY ON LIFO FOR USED VEHICLES 

Basically, ifJou elcpect that used vehicle prices will be increasing over time, then it makes sense to elect LIFO for your used vehicle 
inventories at year-en . Many dealers who recently (i.e., in the last two years) elected LIFO for used vehicles experienced price deflation and 
negative results because they Jumped on the bandwagon too late. For your dealership, the key consideration is whether you expect used vehicle 
prices to trend upward over the long run. 

The advantage of electing LIFO for used vehicles, instead of taking traditional write-downs Ilt year-end, is simply that these write­
downs reverse immediately in the next year. The LIFO reserve, on the other hand, compolmds over time and is a,more permanent deferral. 

Other considerations are involved; this letter only covers the highlights. With a used vehicle inventory of roughly $2 million, if 
inflation were only 2% for the year 2001, you could expect a used vehicle LIFO reserve of roughly $40,000 in the first year. At 3% infla~on, the 
first year LIFO reserve would be closer to $60,000. 

PLANNING AT YEAR - END TO ELECT LIFO FOR USED VEHICLES 

Our experience in doin~ used vehicle .. LIFO calculations for dealers' Dec. 31,2000 inventories has been that their used automobile 
pools ~o,!"ed Iit~e, if. any, inflation (and sometimes even a smllll amo'!"t of defl~tion). However, thei~ used li(llI-tlllty.ITuck pools ~ended to 
show Significant inflation (2 to 3+%). Therefore, overall, for a dealer Wlth a large mvestment of dollars m these mventones, used vehicle LIFO 
provided a significant tax deduction in 2000 as well as one that was superior to simply taking write-downs that reversed in a matter of months. 

In many cases we have simply done a trial calculation at year-end, and if that showed "sufficient" inflation and a large enough LIFO 
reserve for the used vehicles, then the LIFO election was made. 

TWO OTHER IMPORTANT CONSIDERATIONS 

WRlTEDOWNS. First, if you've taken write-doWlls in used vehicles at the end of the preceding year, you may be able to take 
advantage of the way the Internal Revenue Code (not the new Revenue Procedure 2001-23) is written and end up with a significant timing 
benefit. This is because the mc says that write-downs taken against the vehicles in the prior year ending inventory must be restored over a three­
year period ... even OlOllgh the reality is tbat you've already sold all of Ole vehicles on which the write-downs were taken by the end of the next 
year. . 

PUT AN ESTIMATE OF LIFO ON ALL YEAR-END FINANCIAL STATEMENTS. Second, if you are even thinking about 
electing LIFO f~r used vehicles, in order to keep this option. 0 .. pen . . ii.or tax purpos~. s, you must provide ~ es~te on your year-end (Factory and 
all other) finanCial statements. In other words, you must satiSfy the LIFO financlaistatement confonUlty requlTement on all year-end statements 
even though you may have not made the decision to elect LIF(j·before you have to release those statements. 

We look forward to discussing all of this further wiOl you at your cOllvenience. 

A O~arterly Update of LIFO. News, Views and Ideas * Photocopying or Reprinting Without Permission Is Prohib"ed 
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TAXPAYER EI# 

FORM 31JS: APPliCATION -FOR CHANGE IN ACCOUNTING METHOD 

WIR/T FISCAVCALENDAR YEAR ENDING ! 200 

FILED UNDER REV. PROCs. 2001-23 &: 99-49 

STATEMENT RE: AUTOMATIC CHANGE &: WAIVER OF USER FEE 

This Form 3115 is filed under Section 5.02 of Revenue Procedure 2001-23. Taxpayer is a automobile 
dealer engaged in the trad,e or business of selling and servicing new and used automobiles and light-duty 
trucks. The Taxpayer is changing to the Used Vehicle Alternative UFO .Method described in Revenue 
Procedure 2001-23 in order to bring its LIFO calculations for its used vehicle inventories into compliance 
with the "safe-harbor" methodology described therein. 

Taxpayer's year of change from its prior LIFO method for used vehicle inventories is its current fiscal 
Icalendar year ending , 200_. 

The Taxpayer is not currently under audit by the Internal Revenue Service. Accordingly, there are no 
pending used vehicle LIFO valuation issues. Also; the Taxpayer is not changing from an existing LIFO 
method which involves the use of the Inventory Price Index Computation (IPIC) method. Therefore, this 
change within the LIFO accounting method is being made under the automatic change provisions of Revenue 
Procedure 99-49. Per Form 3115 instructions, applicants filing under an automatic change procec:iure are not 
required to pay a user fee to the IRS. 

The Used Vehicle Alternative UFO Method to which the Taxpayer is changing (with automatic 
consent approval) is a dollar-value, link-chain (index) method employing the sub-methods, definitions, 
special rules, eight step computational methodology, and other procedures, all of which are set forth in detail 
in Revenue Procedure 2001-23. 

The Taxpayer has previously elected to value its used vehicle inventories under the LIFO method for 
the fiscal/calendar year ended . by filing Form 970, a copy of which is attached/or is not 
readily available. 

Taxpayer has previously elected to value certain other inventories (new vehicles (including 
demonstrators) and/or parts and accessories inventories) under the LIFO method by filing Form(s) 970 at 
the appropriate times. Copies of the Form(s) 970 filed for these inventories other than used vehicles are 
attached/or are not readily available. 

Alternative Wording Re: Forms 970 

A copy of the original Form 970 LIFO election made by the Taxpayer for its fiscaVcalendar year 
ending , is attached/or is not readily available. 

Subsequently, the Taxpayer elected to extend LIFO to its used vehicle inventories by filing another 
Form 970 for its fiscaVcalendar year ending ,. a copy of which is attached/or is not 
readily available. 

Statement Re: LIFO Methods Used'Prior to the Change 

The Ta.."payer's prior methods of applying Last-In, First-Out (LIFO) to its used vehicle inventories are 
indicated on the attached Form 970. 

Note: if you cannot locate a copy of the original Form 970 filed to elect LIFO for used vehicles, then 
describe the prior methods used in order to indicate which methodes) are currently being employed ... i.e., 
dollar-value link-chain, index method or dollar-value double extension method or specific goods/unit 
method, employing a (select one: most recent purchases, (separate) earliest acquisitions, average cost or 
other) index method to value increments. 

(Continued) 
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TAXPA YER EI# 

FORM 3115: APPLICATION FOR CHANGE IN ACCOUNTING METHOD 

WIRIT FISCAVCALENDAR YEAR ENDING .200 

FILED UNDER REV. PROCs. 2001-23 & 99-49 

Where prior Form 970 cannot be located: If the prior Fonn 970 electing LIFO for used vehicles 
cannot be located, see Revenue Procedure 92-85 (I.R.B. 1992-42). In this regard, if applicable, you should 
include and sign the following representation in connection with the missing Fonn 970 as part of the Fonn 
3115 narrative statement: 

I certify that to the best of my knowledge and belief" (name of flpplicant ) 
properly elected the LIFO inventory method for used vehicle inventories by filing Fonn 970 
with its return for the tax year(s) ended (insert date(s) ) and otherwise 
complied with the provisions of Section 472(d) and Regulation$ Section 1.472-3. 

PAGE 3. PART III - SECTION 481(0) ADJUSTMENTS 

. Cut-Off Method. Under Section 5.02(2) of Revenue Procedure 2001-23, the dealer must effect the 
change to the Used Vehicle Alternative UFO Method using the cut-off method. Therefore, no Section 481 (a) 
adjustment is required. Under the cut-off method, the value of the used automobile and used light-duty truck 
inventory ... at the beginning of the year of change shall be the same as the value of such inventory at the 
end of the preceding taxable year, plus cost restorations, if any are required. 

In effecting the change in LIFO methodology, Taxpayer will retain without change any layers of 
inventory increments pr~viously determined and the corresponding LIFO values of such increments. The base­
year coSts of the layers of increments in the pools at the beginning of the year of change will be restated in 
tenns of the new base-year costs, using the year of change as the new base year. 

No Section 263A Changes. In making these LIFO changes, Ta;<payer contemplates no changes in 
connection with its method of accounting for the capitalization of inventory costs under Section 263A. 

PAGE 3, PART IV-ADDITIONAL INFORMATION 

Forms 3115 filed within four years. Within a four-year period, the Ta'q)ayer has not requested or 
made any other changes in accounting method requiring the filing ofFonns 3115. 

Alternative Wording Re:Prior Changes in Method(s) 

Forms 3115 filed within four years. Within a four-year period, the Taxpayer has requested or made 
other changes in accounting method{s) requiring the filing of Fonns 3115. Such changes are not material or 
relevant to the change the Ta.'<payer is currently making to the Used Vehicle Alternative UFO Method under 
Revenue Procedure 2001-23. Copies of Fonns 3115 filed for these changes are/are not attached. 

Note:· Item 23 on page 3, Part IV of FOJlll 3115, asks whether the Taxpayer, its predecessor, or a 
related party has requested or made (under either an automatic change procedure or a procedure requiring 
advance consent) a change in accounting method or accounting period in the past four years. Technically, 
changes in accounting methods ... such as Fonns 3115 filed to change to the Alternative LIFO Method under 
Rev. Proc. 97-36, to the SWIM method, for changes in treatment of advertising credits, interest, etc .... alJ 
fall within the scope of this question ... if they were made within the past four years. You may, or you may 
not, wish to more fully disclose any and all otthese changes and attach copies of the related Fonns 3115 that 
were filed. 

(Continued on page 24) 
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FORM 3115 ADDITIONAL FILING COMMENTS AND CAUTIONS 

As mentioned previously, preparers of Forms 3115 electing to change to the Used Vehicle Alternative 
LIFO Method will have to suffer with the lack of coordination and direction on exactly how detailed responses 
must be. What should be clear from the overall Form 3115 filing is that the LIFO method change being made is 
to the Used Vehicle Alternative LIFO Method. 

If any further information might be required by the IRS in connection with the Form 3115, that additional 
information can be provided without necessarily affecting the taxpayer's eligibility to elect to use the Used 
Vehicle Alternative LIFO Method. 

REQUUffiDLEGEND AT TOP OF PAGE 1 

The following MUST be typed or written at the very top of page 1 of Form 3115: 

"FILED UNDER REVENUE PROCEDURE 2001-23." 

PAGES 1-3: DEALER VARIABLE INFORMATION 

. Several questions on the first three pages of Form 3115 require information specific to the auto dealer 
filing the change request. These questions include: 

• Page 1, top portion above Part 1. All of the bo"es need to be completed with the appropriate information. 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

In the box where the accounting method change being requested is to be identified, check the "Other" box 
and add "REV. PROC. 2001-23." 

Question 1: 

Question 2: 

Question 3: 

Question 4: 

Signatures: 

Question 5: 

Question 6: 

Question 7: 

Question 8: 

Question 9-14: 

Check "Yes" box ... On third line, enter Rev. Proc. 2001-23. 

Check "No" box. 

Check "No" box if there are no IRS audits in progress. 

Check "No" box if there is no involvement with the IRS Appeals Office 

Don't forget all appropriate signatures and identification at the bottom of page 1. 

The copy of Form 3115 should be mailed to the IRS National Office: 

Commissioner of Internal Revenue 
Attention: CC:IT &A 
P. O. Box 7616 
Benjamin Franklin Station 
Washington, DC 20044 

Check ''No'' box if there is no involvernent with a Federal Court. 

Check "No" box if taxpayer is not a member of an affiliated group filing a 
consolidated return. Otherwise, identify other members, etc. 

Check ''No'' box if described partnership relationships and issues are not involved. 

Check "No" box .. 

Narrative statement attachment is intended as response. 
(continued) 
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• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

FORM 3115 ADDITIONAL FILING COMMENTS AND CAUTIONS 

Question 15: 

Question 16: 

Question 17: 

Question 18: 

Question 19: 

Question 20: 

Question 21 : 

Question 22: 

Question 23: 

Question 24: 

Question 25: 

Question 26: 

Question 27: 

Question 28: 

Page 4: 

Page 5: 

Page 6: 

Page 7: 

Page 8: 

Check ''No'' box.,. IRS has recognized that generally an auto dealership does not 
have more than one trade or business. 

This question does not apply unless taxpayer is a member of an affiliated group 
filing a consolidated return. 

No response required: This question is not applicable. 

No response required: This question is not applicable. 

No amount should be entered on the Indicated line. Instead, enter: ''N/A Not 
Applicable,:, Cut-Off Method Applies." 

No response required: This question is not applicable. 

No response required: "f!1is qlJestion is not applicable. 

No response required: This question is not applicable. 

"Yes" or "No" response depends on your facts and circumstances and should be 
consistent with disclosures you decide to make in the narrative statement 
attachment under the caption Page 3, Part IV. 

Check ''No'' box ifthere are no pending requests for rulings. 

Answer ''Yes'' or ''No'' depending on whether Form 2848, Power of Attorney, is 
attached. 

No response required: This question is not applicable because IRS consent is 
automatic. 

No amount should be entered on the indicated line. Instead, enter: "Not 
applicable - Automatic Change Request." 

No response required: This question is not applicable. 

Schedule A is not applicable and this page does not need to be attached to the 
Form 3115 filed. 

Schedule B should be attached to the Fornl 3115 filed. 

• Responses to all requested infornmtion are included in narrative statement 
attachment. 

• Note requirement to attach copy of all Forms 970. 

Schedule C is not applicable and this page does not need to be attached to the 
Form 3115 filed. 

Continuation of Schedule C is not applicable and this page does not need to be 
attached to the Form 3115 filed. 

Schedule D" is not applicable and this page does not need to be attached to the 
Form 3115 filed. 
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Form 3115 
"FILED UNDER REVENUE PROCEDURE 2001-23." 

(Rev. May 1999) 

[)eparIment d the 1I"easwy 
Intarnal R ....... SeMca 

Application for Change in Accounting Method OMS No. 1545-0152 

~ See page 1 of the instructions for the Automatic Change Procedures. 

Name of applicant (If a Joint return Is filed, also give spouse's name.) Identillcation number (See page 3 ofthe InlltructJons.). 

Number. room or suite no. (If a P.O. box. see page 3 of the .nslrut::lIlOm, .• day, yr.) 

City or IOwn, state, and ZIP code 

10 contad (If not the 

Check the appropriate box to indicate 
who is filing this form. 
o Individual 

o Partnership o S Corporation 

Check the appropriate box to indicate the type of 
accol,lnting method change being requested. (See 
page 3 IX the instructions.) 

o Corporation o Cooperative (Sec. 1381) o Qualified Personal Service Corporation 
(Sec. 448(d)(2» 

o Insurance Co. (Sec. 816(a» o Insurance Co. (Sec. 831) o . Other (specify) ~ __ _ 
o Depreciation or Amortization 
o Financial Products anellor Financial Activities of 

Financial Institutions 
Other " "REV. PROC 2001-23"-

1 Is the applicant changing its method of accounting under a revenue procedure or other published guidance that 
provides for an automatic change? (See page 1 of the instructions.). . . . . . . . . . . . . ..... 
If "Yes,' enter the citation of the revenue procedure or other published guidance ~ . Rev. Proc. 2001-23 . 

2 Is the applicant changing its method of accounting under sections 263A, 447, 448, 460, or 585(c) for the first tax year 
the applicant is required to change? .......................................................... . 
If ·Yes,· the ~pplicant is required to make the change in accounting method under the automatic change procedures 
set forth in the applicable regulations. 

3a Does the applicant have any Federal income tax returns under examination by the IRS? See section 3.07 of Rev. 
Proc. 97-27, 1997-1 C.B. 680 ........................................................•....... 
If ·Yes," complete line 3b. 

b· Is the method of accounting the applicant is requesting to change: (i) an issue under consideration or (il) an issue 
placed in suspense by the examining agent(s)? See sections 3.08(1) and 6.01 of Rev. Proc. 97-27 .......... . 
If "Yes,' the applicant is not eligible to request the change in accounting method. If "No,' canplete lines 3c through 3e. 

c Indicate the "window period" the applicant is filing under or state if the change is being requested with the consent of 
the district director. ~ See section 6.01 of Rev. Proc. 97-27. 

d Has a copy of this Form 3115 been provided to the examining agent(s) for all examinations that are in process? See 
section 6.01 of Rev. Proc. 97-27 ..........•.............•..................................... 

e Enter the "name(s) and telephone number(s) of the examining agent(s). ~ _____________ _ 
See section 6.01 of Rev. Proc. 97-27. 

4a Is the applicant before an appeals office with respect to any Federal income tax return issue? .............. . 
If 'Yes,' complete line 4b. 

b Is the method of accounting the applicant is requesting to change an issue under consideration by the appeals 
office? See sections 3.08(2) and 6.02 of Rev. Proc. 97-27 .......•.....•.•.......................... 
If ·Yes,· the applicant is not eligible to request the change in accounting method. If "No,· complete lines 4c and 4d. 

c Has a copy of this Form 3115 been provided to the appeals officer? See section 6.02 of Rev. Proc. 97-27 ..... . 
d Enter the name and telephone number of the appeals officer. ~ _________________ _ 

See section 6.02 of Rev. Proc.97-27. 

Signature - All Applicants (See page 3 of the instructions.) 
Under penalties of perjury, I declant that I have examined this application, Including accompanying documents, and, to the best of my knowledge and belief, the 
application contains all the relavant facts ntlatlng to the .ppllclltlon, lind such facts are true, correct, lind complete. Declaration of prep.rer (other than applicant) Is 
based on an Information of which praparar has any knowledge. 

Applicant 

Officer's slgnatura and date 

Name and title (print or type) 

Slgn'lura(s) of Individual or firm praparlng the application and date 

For Privacy Act and Paperwork Reduction Act NotIce, see page 1 of the instructions. 
ISA 

Parent corporation (If applicable) 

Parant officer's slgnatura and date 

Name and tltle (print or type) 

Name of firm praparlng the. application 

Form 3115 (Rev. 5-99) 
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5a Is the applicant before a Federal court with respect to any Federal income tax issue? .................... . 
If "Yes,' complete line 5b. 

b Is the method of accounting the applicant is requesting to change an issue under consideration by the Federal court? 
See sections 3.08(3} and 6.03 of Rev. Proc. 97-27 ............................................... . 
If "Yes; the applicant is not eligible to request the change in accounting method. If "No," complete line 5c and 5d. 

c Has a copy of this Form 3115 been provided to the counde/ for the government? See section 6.03 of Rev. Proc. 97-27 .•......... 
d Enter the name and telephone number of the counsel for the government. ~ ____________ _ 

See section 6.03 of Rev. Proc. 97-27. 
6a Is the applicant a member of an affiliated group filing a consolidated return for the year of change? .......... . 
b If 'Yes: attach a statement Osting the parent corporation's (1) name, (2) identification number, (3) address, and (4) tax year. 
c Has the applicant ever been a member of a consolidated group other than the current group? .............. . 

If 'Yes; complete line 6b for each group of which the applicant was formerly a member. 
d If the applicant is (or was formerly) a member of a consolidated group, is any consolidated group under examination, 

before an appeals office, or before a Federal court for a tax year(s} that the applicant was a member of the group? 
See sections 3.07(1} and 4.02(5) of Rev. Proc. 97-27 ............................................. . 
If ·Yes,· complete lines 3b through 3e, 4b through 4d, or 5b through 5d (whichever are applicable). 

7 If the applicant is an entity (including a limited liability company) treated as a partnership or an S corporation for 
Federal income tax purposes, is the method of accounting the applicant is requesting to change an issue under 
consideration in an examination of a partner, member, or sh$reholder's Federal income tax return or an issue under 
consideration by an appeals office or by a Federal court with respect to a partner, member, or shareholder's Federal 
income tax return? See sections 3.08 and 4.02(6) of Rev. Proc. 97-27 ................................ . 
If • the is not the method. 

8 Is the applicant requesting to change its overall method of accounting? ............................... . 
If "Yes,' check the appropriate boxes below to indicate the applicant's present and proposed methods of accounting. 
Also complete Schedule A on page 4 of the form. 
Present method: 0 Cash 0 Accrual 0 Hybrid (attach description) 
Proposed method: 0 Cash 0 Accrual 0 Hybrid (attach description) 

9 If the applicant is not changing its overall method of accounting, attach a description of each of the following: 
a The item being changed. 
b The applicant's present method for the item being changed. PLl!4Sc 5tftr 
c The applicant's proposed method for the item being changed. Na"anve statement attachment 
d The applicant's present overall method of accounting (cash, accrual, or hybrid). 

10 Attach an explanation of the legal basis supporting the proposed method for the item being changed. Include all 
authority (statutes, regulations, published rulings, court cases, etc.) supporting the proposed method. The applicant 
is encouraged to include a discussion of any authorities that may be contrary to the proposed method. 

11 Attach a description of the applicant's trade or business, including the goods and services it provides and any other 
types of activities it engages in that generate gross income. 

12 Attach a copy of all documents directly ~el.ated to the proposed change. (See page 3 of the instructions.) 
13 Attach a statement of the applicant's reasons for the proposed change. 
148 Attach an explanation of whether the proposed method of accounting will be used for the taxpayer's books and 

records and financial statements. (Insurance companies, see page 3 of the instructions.) 
b Attach an explanation of whether the proposed method of accounting conforms to generally accepted accounting 

principles (GAAP) and to the best accounting practice in the applicant's trade or business. 
15a Does the applicant have more than one trade or business as defined in Regulations section 1.446-1(d)? ...... . 

b If "Yes," is each trade or business accounted for separately? .........................•.............. 
If ·Yes,· for each trade or business, attach a description of the type of business, the overall method of accounting, 
whether the'business has changed any accounting method in the past 4 years, and whether the business is changing 
any accounting method as part of this application or as a separate application. 

16 If the applicant is a member of an affiliated group filing a consolidated return for the year of change, do all other 
members of the consolidated group use the propo~ed method of accounting for the item being changed? ..... . 
If 'No;" attach an explanation. 

17 If the applicant is changing to the cash method, or tQ. the inventory price index computation (IPIC) method under 
Regulations section 1.472-8(e}(3), or is changing its method of accounting under sections 263A, 448, or 460, enter 
the gross receipts for the 4 tax years preceding the year of change. (See page 3 of the instructions.) 
1st preceding 2nd preceding 3rt! preceding 4th preceding 
year ended: mo. ended: mo. ended: mo. ended: mo. 

Page 2 
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Form 3115 (Rev. 5-99) Page 3 
~~~~--~~--~~~~----------------------------------------~~ 

18 Attach a statement addressing whether the applicant has entered (or is considering entering) into a transaction to which No"'-
section 381(c)(4) or (c)(5) applies (e.g., a reorganization or merger) during the tax year of change determined without AP?LJc:.j!Bi.£ 
regard to any (potential) closing of the year under section 381 (b)(1). Also include in the statement an explanation of any 
r.h~lnnl~!I in method of that resulted will . from the 

19 Enter the net section 481 (a) adjustrn,,/.nt for the vear. of chanqe. Indicate whether the adjustment is an increase (+) 
or a decrease ( - ) in income." $ N A Not Apphcable - Cut-Off Method Applies~ 

20 Has the section 481 (a) adjustment been reduced by a pre-1954 amount? ........•..................... 
21 a If the section 481 (a) adjustment is less than $25,000 (positive or negative), does the applicant elect to take the entire 

amount of the adjustment into account in the year of change? ....... " ................................ . 
b If "No," (or if the applicant declines to elect to take the entire amount of the adjustment into account in the year 

of change), enter the applicable period over which the applicant proposes to take the adjustment into 
account. .. _______ _ 

22 Is any part of the section 481(a) adjustment attributable tei transactions between members of an affiliated group, a 
controlled group, or other related parties? ..................................................... . 
If " attach an 

23 Has the applicant,.its predecessor, or a related party requested or made (under either an automatic change procedure or a procedure 
requiring advance consent) a change in accounting method or accounting period in the past 4 years? ............. . ...... . 
If ·Yes," attach a description of each change and the year of change. seena"ative statement 
If the application was withdrawn, not perfected, or denied, or if a Consent Agreement was sent to the taxpayer but 
was not Signed and returned to the IRS, or if the change was not made, include an explanation. 

24 Does the applicant, its predecessor, or a related party currently have pending any request for a private letter ruling, 
a request for change in accounting method or accounting period, or a request for technical advice? .......... . 
If ·Yes,· for each request, indicate the name(s) of the taxpayer, the type of request (private letter ruling, request for 
change in accounting method or accounting period, or request for technical advice), and the specific issue in the 
request. 

25 Has the applicant attached Fonn 2848, Power of Attorney and Declaration of Representative? (See the instructions 
for line 25 and ·Person To Contact" on page 3 of the instructions.) ................................... . 

26 Does the applicant request a conference of right at .the IRS National Office if the IRS proposes an adverse 
response? '" ...............................•............ , ............................. . 

27 Enter the amount of user fee attached to this application... $ /II oN if - (See page 2 of the 
instructions.) not applicable. Automatic Change Request 

28 If the applicant qualifies for a reduced user fee for identical accounting method changes, has the information required 
section 15.07 of Rev. Proc. 99-1, 1999-1 I.R.B. been attached? ................................. . 

.. ~ FILED UNDER REVENUE PROCEDURE 2001-23 
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Complete this section Ifthe requested change involves changes within the LIFO inventory method. Also, attach a copy of all Forms 970, 
Application To Use LIFO Inventory Method, filed to adopt or expand the use of the LIFO method. ' 

1 Attach a description of the applicant's present and proposed LIFO methods and submethods for each of the following items. 
a Valuing inventory (e.g., unit method or dollar-value method). 

b Pooling (e.g., by line or type or class of goods, n~tural business unit, multiple pools, raw material content, simplified dollar-value 
method, pooling method authorized under inventory price index computation (IPIC) method, etc.). 

c pricing dollar-value pools (e.g., double-extension, index, link-chain, link-chain index, IPIC method, etc.). 

d Figuring the cost of goods in the closing inventory over the cost of goods in the opening inventory (e.g., most recent purchases, 
earliest acquisitions during the year, average cost of purchases during the year, etc.). 

2 If any present method or submethod used by the applicant is not the same as indicated on Form(s) 970 filed to adopt or expand the 
use of the method, attach an explanation. 

3 Ifthe proposed change is not requested for all the LIFO inventory, specify the inventory to which the change is and is not applicable. 

4 If the proposed change is not requested for all of the LIFO pools, specify the LIFO pool(s) to which the change is applicable. 

5 Attach a statement addressing whether the applicant values any of its LIFO inventory on a method other than cost. For example, 
if the applicant values some of its LIFO inventory at retail and the remainder at cost, the applicant should identify which inventory 
items are valued under each method. 

... Change in Pooling Inventories 
1 If the applicant is proposing to change its pooling method or the number of pools, attach a description of the contents of, and state 

the base year for, each dollar-value pool the applicant presently uses and proposes to use. 

2 If the applicant is proposing to use natural business unit (NBU) pools or requesting to change the number of NBU pools, attach the 
following information (to the extel')t not already provided) in sufficient detail to show that each proposed NBU was determined under 
Regulations section 1.472-8(b)(1) and (2): 

a A description of the types of products produced by the applicant. If possible, attach a brochure. 

b A description of the types of processes and raw materials used to produce the products in each proposed pool. 

c If all of the products to be included in the proposed NBU pool(s) are not produced at one facility, the applicant should explain the 
reasons for the separate facilities, indicate the location of each facility, and provide a description of the products each facility 
produces. 

d A description of the natural business divisions adopted by the taxpayer. State whether separate cost centers are maintained and if 
separate profit and loss statements are prepared. 

e A statement addressing whether the applicant has inventories of items purchased and held for resale that are not further processed 
'by the applicant, including whether such Items, if any, will be included in any proposed NBU pool. 

f A statement addressing whether all items including raw' materials, goods-in-process, and finished goods entering into the entire 
inventory investment for each proposed NBU pool are presently valued under the LIFO method. Describe any items that are not 
presently valued under the LIFO method that are to be included in each proposed pool. 

9 A statement addressing whether, within the proposed NBU pool(s), there are items sold to others and transferred to a different unit 
of the applicant to be used as a component part of another product prior to final processing. 

3 If the applicant is engaged in manufact.u~ng and is proposing to use the multiple pooling method or raw material content pools, 
attach information to show that each proposed pool will consist of a group of items that are substantially similar. See Regulations 
section 1.472-8(b)(3). 

4 If the applicant is engaged in the wholesaling or retailing of goods and is requesting to change the number of pools used, attach 
information to show that each of the proposed pools is based on customary business classifications of the applicant's trade or 
business. See section 1 .ll.7"_R' .. , 

If changing to the IPIC method, attach the following items. 

1 A completed Form 970. 

2 A statement Indicating which indexes, tables, and categories the applicant proposes to use. 

TAXPAYER IS CHANGING TO THE" USED VEHICLE ALTERNATIVE LIFO METHOD 

UNDER REVENUE PROCEDURE 2001-23 

PLEASE SEE NARRATIVE STATEMENT ATTACHED 

~A~a~ua~rt~er~IY~U~Pd~a~~~m~L~IF~a~'~N~eW~S~.V~ie~M~a~nd~l~de~U~~~~~~~~*~~~~~~P~hO~IO~C~~~Y~in~g~Or~R~e~pr~in~lin~g~'W~il~hO~u~IP~e~rm~is~s~ion~ls~p~ro~hib~~~OO 
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TAXPAYER EI# 

FORM 3115: APPLICATION FOR CHANGE IN ACCOUNTING METHOD 

WIR/T FISCAVCALENDAR YEAR ENDING ! 200 

FILED UNDER REV, PROCs. 2001-23 & 99-49 

DISCLOSURES CONCERNING CERTAIN POOLING SITUATIONS 

Applicable only where a single pool is being split: As required by the LIFO methodology incident to 
electing the Used Vehicle Alternative LIFO Method, a single pool (consisting of all used vehicles) previously 
employed is being split into two pools: 

POOL # 1: All used automobiles (regardless of manufacturer). 

POOL #2: All used light-duty trucks (regardless of manufacturer). 

Applicable only where more than two pools are being consolidated: As required by the LIFO 
methodology incident to electing the Used Vehicle Alternative LIFO Method, multiple pools (i.e., by make, 
model, body style, or other pooling classification, etc.) previously employed are being 
combined/consolidated into the two pools required by Section 4.02(3): 

POOL # 1: All used automobiles (regardless of manufacturer). 

POOL #2: All used light-duty trucks (regardless of manufacturer). 

FURTHER NOTE re: special treatment for used sport & hybrid vehicles: Section 4.02(3) of Rev. 
Proc. 2001-23 provides that used sport utility vehicles and used hybrid vehicles (i.e., vans and mini-vans, 
etc.) may be included initially in either the used automobile pool or in the used light-duty truck pool. 
However, once a choice is made, all like vehicles must be similarly treated in subsequent years. 

You may, or you may not, wish to include in this statement whether used sport & hybrid vehicles are 
included in the used autos (pool #1) or the used light-duty trucks (pool #2). 

DISCLOSURE OF OFFICIAL USED VEHICLE GUIDE CHOICE(S) 

You may, or may not, wish to disclose (in the Form 3115 filed) which Official Used Vehicle Guide(s) 
have been selected by the Taxpayer to be used for cost determination purposes during the year and for LIFO 
inflation index computation purposes at the end of the year. 

Since the Internal Revenue Service has not indicated any preference, priority or choice as to which 
Official Used Vehicle Guide is selected, as long as the Guide selected is an "Official" guide, it would not 
appear to be mandatory to inform the Service of this selection on the Form 3115. 

(End) 

~Ph~ot~OC~OP~Y~ing~O~r~Re~pr~in~tin~g~W~ith~o~ut~pe~rm~i~SS~io~n~ls~pr~Oh~ib~ite~d~~~~~~*~~~~~~~~A~o~u~art~er~IY~U~Pd~a~te~of~L~IF~o~.~Ne~w~s.~v~iem~a~nd~ld~e~M 
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FOR!lI 3115 LETTER OF TRANSMITTAL 

TO BE MAlLED TO THE IRS NATIONAL OFFICE 

DEALERSHIP LETTERHEAD 

* Commissioner of Internal Revenue 
Attention: CC:DOM:IT &A (Automatic Rulings Branch) 
P. O. Box 7604 
Benjamin Franklin Station 
Washington, D.C. 20044 

Date: ______ , 200_ 

Re: EI# ________ _ 
(Dealership Name) 

Form 3115: Application for Change within the LIFO Accounting Method to the 
Used Vehicle Alternative LIFO Method 
under Revenue Procedures 2001-23 and 99-49 
For The Fiscal/Calendar Year Ending _______ _ 

Dear Sir or Madam: 

Enclosed is a copy of the Form 3115 for the dealership identified above reflecting the dealership's 
request for permission to change to the Used Vehicle Alternative LIFO Method provided by Revenue 
Procedure 2001-23 in connection with its use of the Last-In, First-Out (LIFO) inventory valuation method 
for its used automobile and used light-duty truck inventories. 

This change is being made under Revenue Procedure 99-49 which contains the procedures for 
automatic accounting method changes. 

The original of Form 3115 was/will be attached to the taxpayer's timely filed (including extensions) 
original Federal income tax return for the year of change. This copy of Form 3115 is being filed at this 
time \-Vith the National Office pursuant to Section 6.02(2)(a) of Revenue Procedure 99--49. 

On the date this Form 3115 is being filed with the National Office, the taxpayer is not under audit 
examination and it has no Federal income tax retum(s) under consideration by any IRS Appeals Officer or 
by any Federal Court. 

Taxpayer will not compute any Section 481(a) adjustment because Section 5.02(2) of Rev. Proc. 
2001-23 requires that the cut-off method must be used for a change made to the Used Vehicle Alternative 
LIFO Method if that change is being made under the provisions of Revenue Procedure 99-49. 

No User Fee is required to be paid to the IRS in connection with this filing. 

Respectfully submitted, 

TAXPAYER NAME 

(Authorized Officer), President 

,.. This is the addressee designation per Section 6.02(5) of Revenue Procedure 99-49. 

~A~Q~Ua~rte~rl~YU~p~da~te~o~fL~IF~o~'~Ne~w~s,~V~ie~ws~a~nd~l~de~aS~~~~~~~~*~~~~~~P~ho~to~CO~p~YI~ng~O~rR~e~pr~in~tin~g~W~ith~o~ut~p~erm~is~s~,on~l~s~pr~oh~ib~~ed 
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Fam 970 Application To Use LIFO Inventory Method 
OMS No. 15"5-0012 

~ Attach to tax return. 

identifying number (See insIruc1ions.) 

Number, Slreet. room 01' suits no, ~r a P. O. box, see instruc:ticns.) CHECK ONE: 
o First Election 

City 01' town. state, and ZIP code a Subsequent Election 

A 

B 

c 

o 

The taxpayer elects to adopt and use the LIFO Inventory method provided by section 472. The taxpayer will use (or expand! 
the LIFO nventory method for the first tax year ending (month, day, year) ~ _______________ _ 

ror the rallowing goods (see instructions): .V.SEtl .. XtlJ,l;,*.:r;s..;~ .. tiI.~ .. ~R+~~~.~ .. ~~1 .. QtiI .. qJQ ..... 
The taxpayer agrees, as required by RegUlations section 1.472-4, to make any adjustments that the District Director of Internal 
Revenue may require, on the examination of the taxpayer's income tax return, to clearly rellect income for the years involved 
in the change to or from the LIFO inventory method or due to the use of the LIFO inventory method. 

Was the beginning inventory for the items specif'ted in Item A above valued at cost (as required by section 472(dll for the rlrst 
tax year this application applies? If "No," attach an explanation. • • • • • • 
Will be taken at actual cost of market value? If "No," attach an 

List goods subject to inventory that will not be inventoried under the LIFO method ~ ........ _ ............................ .. 

. £AR1'S. .. &c .• AC~f.S.sQRU~S .. A@ .. N,.~ .. QJ:~.~R.J:.1.l;S.c;:!,;T...:t.ANKQU~ .. J;KYJ:;tiI.TQR.U;S ............................ . 
b Were the goods specifted in Item A above treated as acquired at the same time and at a unit cost egual to the actuai cost 

of the total divided the number of on hand? If "No: attach an Sl>ECH'IC ~DEN'l'IEIGA'J;IQN. 

Did 'jfIJ issue credit statements or reportS to sharehokters. partners, other proprielDlS. or benerlCiaries CDYering !he lirst lax yelll to which !tis appicalion relates? 

If "Yes: state to whom and on what dates ~ .MNw.f.~S;r..m.~ ..... C~;;J;lJJ; .. <;Q~.· ................................... . 
to determine ~ 

6a Check method used to rlgure the cost of the goods in the closing inventory over those in the openinQ inventory, (See instructions.! 
o Most recent purchases 0 Earliest acqUisitions during the vear . 
o Average cost of purchases during the year QiII Other-Attach explanation REV, PIZOe" 2C-() 1-23 

6b The taxpayer selects the month of ........................................................... as the representative month used in selecting 
the index or indexes used to determine the current·year cost of the taxpayer's inventory pool(s) under Regulations section 1.472·8(e)(2)00 
(see instructions). This applies only to taxpayers using the Inventory Price Index Computation Method. 

7 Method used in valuing LIFO inventories: 0 Unit method IX! DOllar·value method (See instructions.) 

8 If you use pools, check the box that indicates the poo/ng method. List and describe the contents of each pool in an attached statement. 

12 By line, type, or class of goods authorized by Regulations section 1.472·8(c) (retailer, wholesaler, jobber, or distributor) 

o Pooling method authorized by Regulations section 1.412·8(e)(3)pv) (retailer, wholesaler, jobber. or distributor) 2 POOLS: 

o Natural business unit authorized by Regulations section 1.472·8(b1l1) (manufacturer or processor) 0 ONE POOL FOR ALL USED 

o Multiple pools authorized by Regulations section 1.472-8(b)(3)(i) (manufacturer or processor) AUTOS AND 
o Raw mater1al-<:ontent authorized by Regulations section 1.472-Blb)(3)(ii) (manufacturer or processor) 0 ONE POOL FOR ALL USED 
o Simplified Dollar·value method under section 414 (see General Instructions) LIGHT-DUTY TRUCKS 
o Other (descn'be and justify) 1((£ V , Pte c c..., 2. 0 a 1- 23 

• Method used In computing LIFO value 0( dollar-value pools (see instructions and attach required infCll'matlon): 

o Oouble-extenslon (describe) 0 Published Price Index (describe) 0 Index (describe and justify) o Unk-chaln (desalbe and Justify) 0 Alternative LIFO S Other method (desaibe and ju!lllfyl 

10 Attach a statement brlelly describing the cost system used.SEE STATEMENT ATTACHED LINK CHAIN INDEX METHOD~ ~,(? 
11 Old 'jQJ raceMt !he Commissioner's permission to change your method 0( valuing Inventories ror this tax year? _ 0 Yes IX! No ;2.Jl1O'!-2. .3 

It ·Yes. • IIttac:h a copy 0( the National Otflce's "grant letter", 

12 DId 'jQJ __ use the LIFO Inventory method before? • • • " • • " • • • • • • • • • ." .. Yes 0 No 
If ·Yes,· IItt8ch a statement listing the tax years you used LIFO and explain why you discontinued It.TAXPAYER I S STILL US ING 

Nama and title (print or type) Name and title (print 01' type) 

For PapefWork Reduction Act Notica, see instnlctions on back. Fam 970 (Rev. 8-98) 

TAXPAYER IS ELECTING TO USE THE USED VEHICLE ALTERNATIVE LIFO METHOD 
UNDER REVENUE PROCEDURE 2001-23 

~P~hO~IO~C~Op~Y~ing~O~r~R~ep~r~in~tin~g~W~il~hO~u~IP~e~rm~i~ss~io~n~ls~p~r~Oh~ib~il~ed~~~~~~~~~~~~~~~~A~Q~U~a~ne~r~IY~U~~~a~le~o~f~LI~FO~.~Ne~w~s~,v~ie~w~s~a~nd~l~de~~ 
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YEAR-END USED' EllleLE Lvr EVTORIES ... 
WRITEDOUXS & LIFO 

The following material comes directly from the lRSlMSSP Audit Guide for Independent Used Car Dealers issued as 
Training Document 3147-106, dated April, 1996. 

"SPECIFIC . {[TDIT TECll.YIQl ES" FOR I,VI EVTOR Y 

If the lower of cost or market method is used, the agent should be satisfied as to whether the method used to determine 
inventory values is at the acceptable industry market values. The IRS Manual acknowledges that an accepted industry guide 
book may be used in arriving at this valuation, listing two of the most common industry valuation guides as the NADA Official 
Used Car Guide and the Kelley Blue Book. 

However, the IRS Manual emphasizes that the agent should assure that the valuation guides are used properly and 
consistently. "The dealer should be using (the) same guide for valuing all inventory items, and not using a different guide for 
different cars because of a lower value shown in one guide for a certain car." Agents are reminded to "compare the subsequent 
sale of inventory items to the year-end inventory value. If the sales price is more than the inventory value, the writedown would 
appear to be improper. (eost was lower than market.)" 

l'E.IR-ESD IIRITEDO","S TO LClI 

Year-end write-downs on used vehicles are allowable when certain requirements are met. Revenue Ruling 67-107 allows a 
car dealer to value used cars for inventory purposes at valuations comparable to those listed in an official used car guide adjusted 
to conform to the average wholesale price listed at that time. (See also Brooks-Massey Dodge. Inc., 60 T.e. 884 (1973).) 
Although this is a practice recommended by the industry and used by nearly all car dealers, there are some additional 
requirements. 

Reg. Section 1.446-1 (a)(2) states in part that a method of accounting which reflects the consistent application of generally 
accepted accounting principles in a particular trade or business in accordance with accepted conditions or practices in that trade 
or business will ordinarily be regarded as clearly reflecting income. Treas. Reg. Section 1.471-2(d) provides that the method 
must be applied with reasonable consistency to the entire inventory of the taxpayer's trade or business. According to the IRS, 
there is a "lack of consistency" if more than one offu:",l valuation guide is used simultaneously. 

IRe Section 471 provides that inventories must conform as nearly as may be to the best accounting practice in the trade or 
business and must clearly reflect income. These regulations under IRe Section 471 prescribe two instances where inventory may 
be written down below cost to market. The first instance allows a taxpayer to write down purchased goods to replacement cost 
(Reg. Section 1.471-4(a».· 

The second instance is described in Reg. Section 1.471-4(b) which states in part that inventory may be valued at lower than 
replacement cost with correctness determined by actual sales for a reasonable period before and after the date of inventory. 
Prices which vary materially from the actual market prices during this period will not be accepted as reflecting market. (See also 
Thor Power Tool Co. v. Commissioner, 439, U.S. 522 (1979) and Saul S. Pearl v. Commissioner, T.e. Memo 1977-262.) 

"Review the sales of vehicles that have been written down and not unusually large profits." 

Ll Fa l'ROCEJ)[ RES FOR l SED I EllleLFS 

The Inventory chapter contains a discussion stating that the Service holds that a taxpayer may use an official used car guide 
such as the Kelley Blue Book in determining its LIFO cost of trade-in vehicles. The taxpayer must make the determination of 
value at the time of trade-in and no future write-downs are permitted. 

With respect to the taxpayer's UFO index computation method, the Manual states that "the proper method for computing 
the (inflation) index for used vehicles is: 

1. To use the taxpayer's own cost (actual for vehicles purchased and Blue Book value as of the trade-in date for vehicles 
obtained in a trade-in); and 

2. To use the taxpayer's own cost (as descn'bed in #1) for the same type vehicle in the ending inventory ofthe preceding 
year, or, ifthere was no such vehicle in the ending inventory of the preceding year, use the "reconstruction" techniques 
contained in Reg. Section 1.472- 8(e)(2)(iii) for items not in existence and items not stocked in the prior year-that is, 
the Blue Book value for the same type of vehicle at the beginning of the year. 

Dealers using LIFO for their used car vehicle inventory are to be asked: In determining the yearly LIFO index, what is the 
vehicle in ending inventory compared to in the ending inventory of the preceding year (that is, the taxpayer's own cost for the 
same type of vehicle or a "reconstructed" cost from an official valuation guide for the slime type of vehicle at the beginning of 
the year)? ... and then: "Explain how these vehicles are comparable." 

Problem Areas: The IRS Manual explains: "As with any method, (unforeseen) problems can and do arise ... Included 
among these are program cars with a much higher value than 'book' and there is no requirement to increase trade-in value to 
equal 'book' value. In addition, the costs of improvements are expensed and there is difficulty with objectively defining a 
comparable vehicle. If you find a LIFO inventory case, request assistance from a resource person. " 

~A~a~u~a~~e~rIY~U~p~d~~~e~O~lL~IF~O~'~N~e~w~s~.V~I~ews~~~d~ld~e~U~~~~~~~~~*~~~~~~~P~h~ot~OC~O~p~Yin~g~O~r~R~e~pr~in~tI~ng~.W~ith~o~ut~p~Je~rUm~ni~SeS~iO~2n~oIS~o~P1r~O~hb~2b~e7d 
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LESS EXl'ENSIVE 
MORE COMPLETE SOFTWARE 

FOR YOUR LIFO CALCULATIONS 
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SUPERLIFO, L.L.C. 
PHONE (847) 577-3977 FAX (847) 577-1073 

WILLARD J. DE FILIPPS, CPA, p.e, MANAGER 

The De Fi/ipps' LIFO Lookournewsletter is a quarterly publication of LIFO News. Views and Ideas by Willard J. De Filipps, CPA. P.C., 
317 West Prospect Avenue. Mt. Prospect. IL 60056. It is intended to provide accurate. general information on LIFO matters and it should 
notbe construed as offering accounting or legal advice or accounting or legal opinion on any specific facts or circumstances. The contents 
are intended for general information purposes only. Readers should consult their certified public accountant. attorney and/or other 
competent advisors to discuss their own situations and specific LI FO questions. Mechanical or electronic reproduction or photocopying 
is prohibited without permission of the publisher. Annual subscription: $395. Back issues available for $70 each. Not assignable without 
consent. Any quoted material must be attributed to. De Filipps LIFO Lookout published by Willard J. De Filipps. CPA. P.C. Editorial 
comments and article suggestions are welcome and should be directed to WillardJ. De Filippsat (847)577-3977; FAX (847) 577-1073. 
INTERNET: hltp://www.defilipps.com. © Copyright 2001 Willard J. De Filipps. 
De Filipps' LIFO Lookout format designed by Publish or Perish. Inc. (630) 627-7227. 

PLEASE NOTE: All articles and the entire contents of this publication are the proprietary intellectual property of the author and publisher. 
Willard J. De Filipps. No article. nor any portion of this publication. is to be reproduced or distributed without the express written authorization 
of Willard J. De Filipps. Any prior permission to reproduce andlor distribute. unless expressed in a written document. is null and void. 
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~Ph~ot~~~~~Y~in~g~Or~R~~~rl~m~ing~W~lth~o~~pe~rm~i~SS~io~n~ls~p~ro~hi~bH~ed~~~~~~*~~~~~~~~A~O~U~~~~IY~U~~~~~e~m~L~IF~O~.~N_~S.~V~i~~~~d~lde~M 
28 oJune 2001 De Filipps' LIFO LOOKOUT Vol. 11, No.2 


