
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: 

With this issue, we conclude our 12th year of 
publication. Thank you for your continuing interest in 
what we have to say about LIFO each quarter. 
#1. TRADE DISCOUNT & ADVERTISING 

EXPENSE CAMs MAY BE THE ANSWER FOR . 
DEALERS LOOKING FOR . BIG, ONE-TIME 
TAX WBlTE-OFfS. The. biggest, single tax 

topic discussed atthe AICPA Dealership Conference 
in Orlando was the popularity of changes in account
ing methods that dealers can now make to reduce 
inventory costs by Factory incentive payments, trade 
discounts and advertising charges. 

The big attraction is that these method changes, 
like the initial adoption of LIFO, result in the largest 
part of the benefit being deductibfe in the year of 
change. Then,like LIFO, although continuous moni
toring at subsequent years-end is required, the net 
changes are usually not too significant. And finally, 
like LIFO, irs really only a timing difference. 

For the CPA or the controller trying to contend 
with all the detail alone, the work can be both tedious 
and overwhelming. Not only do year:etld invoices for 
several years have to be analyzed, but other dealer
ship information including f100rplan and other reports 
must be reviewed in the course of making these 
determinations. Incentive programs vary by manu
facturer and, in some cases, by year. If the inventory 
is on LIFO, all prior year LIFO layers need to be 
recomputed. Since these changes cannot be made 
using the cut-off method, Section 481 (a) adjust
ments are required. 

What some CPAs and dealers may not be aware 
of is that, despite the underlyingtechnicalities,,,these 
overall changes in accounting methods can be 
made on a cost effeetlvej ,tum;;.keybBsls. 

We have many dealer clients who are in the 
process of making these changes right now. We 
have been extremely busy in assisting them in this 
process. If you have any questions on this or if we 
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can be of any assistance to you in this regard, please 
contact us immediately at (847) 577-3977 or by e
mail (cpawjd@aol.com). 

#2. A LITTLE MORE BACKGROUND ON THESE 
CHANGES. Over the past few years, many CPA 

firms have been filing Forms 3115 for their auto 
dealer clients in connection with changing the treat
ment of certain Factory trade discounts and other 
finance credits. This is all in accordance with Reg. 
Sec. 1.471-3(b). Previously, making changes for 
trade discounts required advance permission from 
the IRS under Rev. Proc. 99-49. However, now this 
change has been elevated to "automatic change 
after year -end" status in Revenue Procedure 2002-9. 

The main reason for making these changes ... to 
remove Factory incentive payments as well as adver
tising charges from inventory cost ... is that these 
changes reduce the invoice price of the vehicles (Le., 
inventory at actual cost) and at the same time reduce 
current income. 

Note that changes involving reducing inventory 
costs for advertising expenses are not "automatic" 

see LIFO UPDATE, page 2 
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and require filing before year-end, the payment of a 
user fee and the long-wait to hear for approval from 
the IRS. 

Changes of this nature require corresponding 
Section 481 (a) adjustments. Therefore, prior years' 
invoices and manufacturer programs must also be 
analyzed. 

The biggest seiling point in making these 
changes in accounting method Is that ••• the negative 
adjustment under Sec. 481 (a) is taxpayer-favorable 
since it results in a net reduction of income. Origi
nally, under Revenue Procedure 2002-9, the spread 
period for recording this benefit was 4 years. This 
meant that only 25% of the net adjustment was 
allowed as a deduction in the year of change, and 

. subsequently 25% was allowed in each of the 3 
succeeding years. However, shortly after its issu
ance, Rev. Proc. 2002-9 was superseded in this 
respect by Rev. Proc. 2002-19 which provided that a 
negative adjustment resulting from a· voluntary 
change In accounting method can be deducted 
from Income 100% In the year of change. 

Section 9.05 of Rev. Proc. 2002-9 provides that 
the net Section 481 (a) adjustment attributable to a 
change in method of accounting related to qualified 
volume-related trade discounts "is computed in a 
manner similar to the computation of a net Section 
481 (a) adjustment in the case of a change to the net 
invoice method of accounting for cash discounts." 
Section 9.01 (2) of the Appendix provides an example; 
... also see page 26 of LIFO Lookout, March 2002. 

The Section 481 (a) adjustment really contains 
three components: 

• the net effect of the reduction of the costs 
from inventory over all the years involved; 

• ifthe inventories are on LIFO, the recompu
tation of all prior year LIFO layer incre
ments andlor decrements based on the 
reduced year-end inventory levels; and 

• any corresponding Section 263A adjust
ments arising from the recomputations. 

There are other technical questions arising where 
LIFO inventories are involved. For example, does 
the Section 481 (a) adjustment require a specific 
recomputation for all prior years on LIFO or can a 
"short-cut" method 3-year lookback approach be 
adopted? 

We have requested clarification from the IRS 
through the office of the Motor Vehicle Technical 
Advisor on whether or not a specific year-by-year 
LIFO recalculation is required (or whether an aver-

age based gn 3 prior years is sufficient). We have 
also suggested· that·· confirmation, one way or the 
other, be provid$d on this question by the IRS 
through its Automotive Alertl pUblication. 

. #3. USING COGGIN~S VICTORY IN AVOIDING 
LIFO RECAPTUREfN YOUR DEALER'S 
RESTRUCTURING. In the September 2002 

Lookout, we discussed at length the victory that 
CoggiQ Automotive Corporation ended up with when 
it appealed the Tax Court's decision to the U.S. Court 
of Appeals for the 11th Circuit. 

This case involved almost $5 million worth of 
LIFO recapture and very complex facts and 
restructurings, all of which occurred prior to a change 
in the Regulations. 

The IRS won in the Tax Court, however, the 
Appeals Co.urt upheld the taxpayer .In overturning 
the IRS, the. Appeals Court simply said that Coggin 
was a holding company . It only held the stock of the 
other C corporilti.ons. It was not engaged in the sale 
of automobiles. Under plain language of the statute, 
it had 110 LIFO inventory requiring recapture when it 
elected to become an S .corporation. Therefore, it 
was not necessary to resort. to legislative history. 
Any potential windfall to holding companies must be 
cured by Congress,notby the judiciary or by the IRS. 
... End of story ... End of case. 

In our previous commentary in Update #2 in that 
issue, we observed that there might be at least one 
fly in the ointment ... in the form of the so-called anti
abuse partnership Regulation added shortly after 
Coggin made its Selection. 

Since writing the article, I've heard two prominent 
attorneys disCuss Coggin and its implications for 
LIFO taxpayers and tor auto dealers. These attor
neys feel that as long as there are good business 
motives for the restructurings, there shouldn't be 
concern over the Regulation. 

At a 2002 Federal Tax Update seminar that I 
recently attended .in the Chicago area, Albert L. 
Grasso of Chuhak & Tecson, P.C. discussed Coggin 
at length as an excellenttax planning opportunity and 
strategy. He believes that the change in the Regula
tion doesn't diminish the attractiveness of the Coggin 
strategy overall. 

Mr. Grasso indicated that he is presently using 
"the Coggin technique" as the main strategy in reor
ganizing a verylargedealershipgroup in the Chicago 
area. If any of you have (LI FO dealership) clients that 
are contemplating restructuring and are wondering 
just exactly how to go about the process, you might 
want to give Mr. Grasso a call at (312) 444-9300. 
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#4. HIGHLIGHTS. OF THE FINAL IPIC 
REGULAnON~ ENHANCE .THAT METHOD'S. 
ATTRACTIVENESS. A few years ago, the IRS 

issued more guidance for taxpayers using Bureau of 
Labor Statistics indexes in connection with their LI FO 
calculations. For these IPIC users, that guidance 
was in the form of proposed Regulations. At that 
time, Lee Richardson summarized the proposals in 
the September 2000 LIFO Lookout. 

These IPIC Regulations were finalized earlier 
this year. The biggest change and the best news was 
that I PIC users no longer have. to take a "200fc, 
haircut." They can now use 1 00% of the appropriate 
index instead of 80% of it. 

We have again prevailed on Lee to summarize 
the more important changes. In his article beginning 
on page 8, he has organized his comments along the 
lines of those changes which are most taxpayer
friendly, least taxpayer-friendly, most likely to be 
confusing and finally, some of the ambiguities in the 
old Regulations which are clarified in the final Regu
lations. 

Lee is an expert in the IPIC area. We recently 
referred a CPA to Lee who did severallPIC calcula
tions for two truck and implement dealers, and did the 
Forms 3115 required for adoption of the new IPIC 
Regulation methods. Lee continues to be a valuable 
consulting resource. For more about Lee, see page 1 O. 
#5. WATCH OUT IF YOU'RE TERMINA nNG LIFO 

FOR USED VEHICLeS. Many dealers are fac
ing another year-end of significant deflation in their 
used vehicle inventories. This is not good news! 

There is some fine print you don't want to over
look if your dealer wants to terminate his LI FO 
election for used vehicles (while staying on LIFO for 
new vehicles) i#that dealer recently efected to use the 
Alternative UFO Method for Used Vehicles. Termi
nation of the Used Vehicle LIFO Election cannot be 
made after the end of the year Under Rev. Proc. 
2002-9. Instead, permission to make that change 
must be requested before the end of the year by the 
filing of Form 3115 and the payment of a user fee. 

The problem lies in the limitations to the applica
tion of Rev. Proc. 2002-9 in certain situations. If the 
overall LIFO election were made within the last 5 
years, 2002-9 would not apply and the requirements 
of Revenue Procedure 97-27 would have to be 
followed. 

Here's another situation: If the dealer has been 
on used vehicle LIFO for more than 5 years, but the 
dealer recently changed to the Alternative Used 
Vehicle Method (say, in 2001), it appears that the 

termination of the used vehicle LIFO election desired 
for the year 2002 cannot be made as an automatic' 
change without advance approval after year-end. 
Instead, it would have to be applied for before 
December 31 under Revenue Procedure 97-27. 

The second sentence of Sec. 4.02(6) of Rev. 
Proc. 2002-9 states that "a change in method ... does 
not include the adoption of a method of accounting ... 
in the first year in which the taxpayer has the item to 
which the method of accounting relates." Although 
the term item has a whole lot of meanings, and some 
of them are pretty broad or seem strange, it may be 
difficult (or impossible) to interpret the term item 
under these circumstances in a way that would 
permit the dealer to automatically terminate the used 
vehicle LIFO election for the year 2002 under Rev. 
Proc. 2002-9 (i.e., without the advance filing before 
year-end and waiting for IRS approval). 

It would appear that the dealer is now being 
"penalized" (when he wants to get off of used vehicle 
LIFO) for having changed to the safe-harbor calcula
tion method in 2001. The "penalty" is that the dealer 
is being required to comply with the more cumber
some filing requirements of 97-27, not to mention the 
delay in getting a response from the IRS and the 
payment of a filing fee. 

This seems a bit harsh. If the Service is trying to 
. simplify its own workload in handling increasing 
numbers of Forms 3115, this would hardly seem to 
be a good way of going about doing it. 
#6. LIFO CONFORMITY: WATCH THOSE YEAR-

END FINANCIAL STATEMENTS. There is no 
reason to expect the IRS to be lenient if it finds any 
violations of the LIFO conformity requirements on 
year-end financial statements. Such violations allow 
the IRS to take the position that the LIFO election 
must be terminated, although asserting that penalty 
is discretionary with the IRS Commissioner. 

With this in mind, irs appropriate to review our 
annual reminders about year-end projections, esti
mates and the importance of placing proper LIFO 
inventory disclosures in the year-end financial state
ments. To this end, we have reproduced last year's 
article beginning on page 11 and urge you to read or 
re-read it as the case may be. 
#7. DOCUMENT YOUR YEAR-END LIFO 

PROJeCTIONS. Many businesses find it nec
essary to estimate LIFO reserve changes before the 
final amounts can be calculated, especially for in
come tax planning purposes. Knowing what is ex
pected to happen before year-end is very important 
because these projected changes affect fourth quar-

see LIFO UPDATE, page 4 
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ter installments of estimated tax due Dec. 15 of this simplified, one-of-each inflation indexes may be used 
year or Jan. 15 of next year. in year-end projections as a substitute far some other 

The conformity article discusses how to project 
LIFO reserve changes quickly and effectively. This 
begins on page 18. It also discusses strategies for 
managing year-end inventory levels beginning on 
page 20. 
#8. YEAR-END PROJECTIONS FOR AUTO 

DEALERS BASEl) ON "ONE-OE-EACH'" MIX 
ASSUMPTION. Most auto dealers are' under 

great pressure to release their year-end financial 
statements before their actual LIFO calculations can 
be completed. To assist in making year-e/'ldprojec
tions, each year we provide a listing for newvehicle 
LIFO inventories showing weighted average inflation 

'(deflation) information for each model. 
Our report compares everything in our 

SUPERLIFO database as of December 20, 
2002 ... with intro-2003 model prices, unle.the 2003 
intra price was subsequently updated, arid 'that infor
mation is also in our database for the end of tti" year. 
December 1, 2001 is the reference date for the 
equivalent of the calendar year 2002 beginning of the 
year date; i.e., December 31, 2001lJanuary 1, 2002. 

The summaries on pages 5-6-7 show that for 
most new vehicles, the overall price increases are 
small again this year. This is due to competitive 
pressures among the manufacturers and c:;urrency 
pressures. Also, some manufacturers changed op
tion packages either to or from standard base ve
hicles. There is some subjective language built into 
the tests under the Alternative LIFO Method for 
determining whether or not a vehicle is a "new" item 
or a "continuing" item. Our one-of-each inflation 
indexes for each manufacturer reflect all of these 
factors. 

The weighted averages we have computed are 
determined by taking all of the underlying item cat
egories (for which information is currently available) 
and simplistically assuming that a dea1er at year-end 
would have an inventory mix of one-of-each. These 

arbitrary or assumed inflation rate (like 1 %, 2% or 
3%) or by some other guesswork. 

Warning. Our database is ,not entirely complete 
at this time because not all manufacturers have 
made their information available as we go to press. 
Notwithstanding this limitation, some readers have 
found apr one-of-each results to be useful in estimat
ing LIFO reserve changes or in comparing their 
results with ours. The detailed analyses for each 
make are on pages 24 to 31. 

Reasonable Estimates. If you're going to re
flect an estimate of the LIFO change for the year in 
a year-end Income Statement, that estimate should 
be a reasonable estimate In order to satisfy the IRS 
guidance found in Revenue Ruling 97-42. 

Unfortunately, no one really has any idea of what 
the IRS will accept as reasonable ... or reject as 
unreasonable. So be careful, and save your projec
tion calculations. ' 

When the year-end LI FOcomputations are made 
using all of the act\.lal year-end invoices, the results 
based on detailed item categories may be signifi
cantly different from the projeCtions based on one-of
each weighted averages. Also, a dealer's beginning
of-the-year average cost for an item category may be 
considerably lower than th,e intra dealer cost used in 
compiling the intro .. to-intro averages, and this could 
result in a slightly higher inflation index. 

The Best Way. A more acc\.lrate way to project 
LIFO changes is to Input all of the dealer's invoices 
on hand as of a date close to the end ofthe year. By 
doing this, a more accurate weighted model mix is 
factored into the year-end LIFO reserve change 
projection. In addition, this process also factors in the 
actual average beginning-of-the-year item category 
costs for all of the continuing models. * 

pt:otocopylng or Reprinting WIthout Permission Is Prohlbfted * A Quarterly Update 01 LIFO· News. VIews and Ideas 

~~~~~~' ~~~~~~ 
4 December 2002 De Filipps' LIFO LOOKOUT Vol. 12. No.4 



PAGE: 1 

ACURA 
AUDI 
BMW 
BUICK 
CADILLAC 
CHEVROLET 
CHRYSLER 
DAEWOO 
DODGE 
FORD 
GMCTRUCKS 
HONDA 
HlM'IER 
HYUNDAI 
INFItI11 
ISUZU 
JAGUAR 
JEEP 
KIA 
lAND ROVERIRANGE ROVER 
LEXUS 
UNCOLN 
MAZDA 
MERCEDES 
MERCURY 
MIN 
MITSUBISHI 
NSSAN 
OLDSMOBILE 
PONTlAC 
PORSCHE 
SAAB 
SATURN 
SUBARU 
SUZUKI 
TOYOTA 
VOLKSWAGEN 
VOLVO 

MODELnTEM CATEGORY INFLATION SURVEY 
FOR QUICK, Ot£.OF.EACH, UFO ESTIMATES 

DEALER COST FOR THE YEAR ENDED 12131102 

INFlATION ESTIMATE REPORT BY MAKE 
BASED ON INFORMATION AVAILABLE 
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WEIGHTED AVERAGE* INFLA nON FOR THE YEAR ENDED 12131/02 
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HIGHLIGHTS OF THE FINAL 
IPIC LIFO REGULATIONS 

BY LEE RICHARDSON, CPA 

IPIC 
GUEST 

AUTHOR 

New IPIC Method LIFO Regulations (Reg. Sec. 
1.472-8{e)(3)) were issued in January 2002 as Trea
sury Decision 8976 superseding the original Regula
tions for this method which were issued March 15, 
1982 as Treasury Decision 7814. These finalized 
Regulations supercede the proposed IPIC Regula
tions which had been issued in May of 2000 to 
provide additional or interim further guidance. For an 
overview of the proposed changes, see the Septem-

. ber 2000 LIFO Lookout, pages 11-23. 

This article highlights the most important changes 
made by the final Regulations. These changes are 
summarized in terms of those which are more favor
able and less favorable to taxpayers and those which 
are more likely to be confusing. Also, the final 
Regulations contain certain important Clarifications. 

These extensive changes to the IPIC (Inventory 
Price Index Computation) LIFO method are effective 
for taxable years ending on or after December 31, 
2001. As discussed below, under certain circum
stances, taxpayers may elect to defer implementa
tion of these changes. 

MOST TAXPAYER-FRIENDLY CHANGES 

100% Inflation. The final Regulations elimi
nated the previous requirement that inventory price 
IPIC indexes published by the BLS were required to 
be reduced by 20% by most taxpayers. In other 
words, taxpayers are no longer penalized for using 
the BLS indexes in connection with their LIFO calcu
lations. 

I don't believe anyone realistically expected the 
allowable percentage of CPI or PPI inflation to in
crease from 80% to 1 00% although everyone fa
vored this. This should encourage greater use of the 
IPIC method and LIFO in general. 

Use of 10% Categories and BLS Weights. 
The use of this method was mandatory under the old 
Regulations but is now optional. Taxpayers now 
have the option of using only their actual FIFO 
inventory balances to calculate weighted average 
pool indexes. Having this option provides for simpli
fication of pool index calculations for companies that 
can sort their inventories into the Most Detailed CPI 
or PPI categories the new Regulations require. Tax
payers for whom sorting their inventory in greater 
detail would be burdensome or impossible can still 

use the IPIC method. The proposed new Regula
tions required taxpayers to use the Most Detailed 
methoq, so having the option to use the 10% method 
that the final new Regulations provide (rather than 
making its use mandatory) will be very beneficial for 
many retailers. 

Use of CPI or PPI Categories by Retailers. 
Many retailers who use CPI categories who do not 
use Retail Inventory Method LIFO would have been 
forced to use only PPI categories under the proposed 
RegulationS. Those retailers using the Retaillnven
tory Method LIFO would have been forced to use only 
the CPI categories under the proposed new Regula
tions. Under the final new Regulations, retailers can 
use either CPI or PPI categories without making cost 
complement adjustments that the old Regulations 
required. Taxpayers other than retailers must use 
PPI indexes. 

Elimination of Requirement to Use Cost 
Complements. This is a change greatly welcomed 
by most companies to whom this requirement ap
plied under the old Regulations. Some companies 
however may wish to defer implementation of· the 
new Regu lations for a year if using cost complements 
this year would produce a higher LIFO charge than 
the net positive effect of using the new Regulations 
(1 00% inflation in particular). We believe this change 
may prompt many companies using Retail LIFO to 
switch to Cost LIFO so that margin changes do not 
significantly increase or decrease LIFO charges. 

IPIC Method Can Now Be Used by Retailers 
Eligible to Use Department Store Inventory Price 
Indexes. These companies can now use the IPIC 
method for either their entire inventory or just for 
those inventories for which there are no Department 
Store Inventory Price Indexes. This change will 
result in very few taxpayers using Department Store 
Indexes after 2002 because these companies have 
found that use of PPI indexes and the IPIC Method 
produced significantly more inflation than the Depart
ment Stores Indexes. 

Effective Date & Taxpayer Option to Defer 
Implementation. Taxpayers have the option to 
defer implementation of the changes required by the 
new IPIC Regulations for one year. Companies 
having December 2001 through November 2002 
year-ends can implement the required changes for 

~ 
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Highlights of the Finalized IPIC LIFO Regulations 

this year end or wait one year to dO so. This two year· 
window allows companies to continue using th'iJ old 
Regulations' methods if· they pnxtuce greater tax 
savings (for taxpayers with deflation or higher than 
prior year cost complements, if applicable) and new 
Regulations methods if not 

Method Changes Made Simpler. Revenue 
Procedure 2002-9 was issued at almost the same 
time as the new LIFO Regulations and it describes 
the new requirements for automatic approval changes 
in tax accounting methods, including LIFO method 
changes. Many more LIFO methods are now defined 
as being automatic approval changes which previ
ously were not. This allows most taxpayers to file the 
necessary Form 3115 with the Form 1120. Taxpay
ers are required to file a Form 3115, Application for 
Change in Accounting Method, in the year in which 
they adopt the provisions of the new LIFO Regula
tions. 

LEAST TAXPAYER·FRIENDL Y CHANGES 
Weighted Harmonic Mean. Since the great 

majority of taxpayers have used the Weighted Arith
metic Mean in the past, this will require a change for 
most taxpayers. The new method always produces 
less inflation or greater deflation than using the 
Weighted Arithmetic Mean method. 

The decrease in LIFO benefits this produces is 
relatively small for most taxpayers (much less than 
extra benefit using 100% rather than 80% produces). 
However, this difference will be significant for some. 

A likely source of confusion will be the require
ment that the Weighted HarmoniC Me~n i~ tobe used 
only for pool index FIFO dollars weighting calcula
tions and not for the Category Index BlS weighting 
calculations required for calculations using the 10 
percent categories and ~LS WeiQhts method. 

Change In Definition of 10% Categories. Most 
taxpayers who continue to use ,the 10% categories 
and BlS Weights method under the new Regulations 
will need to sort their inventories in greater detail. 
This is because the new Regulations definitiqn of the 
10% categories threshold is t~~$l,Jm of each pool's 
FIFO inventory values. The old Regplations speci
fied that the denominator for the 10% categories was 
''total inventory value" which almost all taxpayers 
took to mearieither (1) the sum of their FIFO inven
tory values, (2) the sum of their FIFO inventory 
values on LIFO or (3) the sum of their FIFO inventory 
values for which the IPIC method was used. A small 
minority of taxpayers used the sum of each pool's 
FIFO inventory values as the 10% categories thresh
old. 

(Continued ) 

Not only does the new definition of 10% catego
ries require more detailed sorting, it makes this' 
process more complicated because instead of there 
being one threshold amount for all inventories, there 
will now be as many different 10% thresholds as 
there are pools. 

An example of the increased record keeping 
burden this will impose is the change required for 
retail grocers. Under the old Regulations, there was 
a standard list of 21 less detailed CPI categories 
these companies could sort their inventories into that 
satisfied the 10% Method requirements. This list has 
increased to 33 under the new Regulations. This is 
still considerably fewer than using the Most Detailed 
method would entail because there are over 100 
most detailed CPI categories applicable for these 
companies. 
MOST CONFUSING CHANGES 

Earliest Acquisitions Method. The new Regu
lations specify that this method is still available to 
taxpayers but they also say that the Dual Index 
method is no longer acceptable when the IPIC method 
is used. This along with other guidance provided 
regarding the use of Appropriate or Representative 
index months effectively eliminates the ability for 
taxpayers to use different deflator and inflator in
dexes. 

Rebaslng Requirement. The requirement to 
rebase or establish a new base year is ambiguous in 
the new Regulations. There is no reason this should 
be required for link-Chain method taxpayers and the 
rebasing will not affect the LIFO reserve amounts, 
i.e., LIFO reserves in years subsequent to a rebasing 
will be no different than if no rebasing had occurred. 

Definition of LIFO Methods. The new Regula
tions and Revenue Procedure 2002-9 specify a num
ber of alternative IPIC LIFO methods and sub-meth
ods which should be included in filings of Forms 970 
and 3115 and for which a Form 3115 is required if 
changes are made in these methods. However, the 
Forms 970 and 3115 have not been changed to 
reflect all the newly defined LIFO methods and sub
methods. The IRS intends to change these forms to 
reflect these alternative IPIC LIFO methods and sub
methods, but it has not yet done so. 
OLD REGULATIONS AMBIGUITIES CLARIFIED 

Option to Use Either Preliminary or Final PPI 
Indexes. Although this eliminates confusion, it might 
have been better to specify that only preliminary 
indexes should be used since this is the only practical 
option for most taxpayers wishing to make their LI FO 
calculations sooner than five months after year-end. 
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Highlights of the Finalized IPIC LIFO Regulations 

5% Pooling Method Changes. The old Regu
lations were silent with regard to wh ether the optional 
5% IPIC pooling method pools should be changed 
when inventory mix changes resulted in different 
pools CPI or PPI major groups' inventory balances 
exceeding 5% of total inventory. 

The new Regulations specify that any changes 
necessary should be made upon adoption ofthe new 
Regulations provisions and every three years there
after. 

Missing PPllndex Treatment. The new Regu
lations specify that what we call the Index Substitu
tion method(Le., the use of indexes for the next less
detailed category containing the missing index cat
egory) may be used when indexes are not published 

, for PPI categories for which inventory balanct;lS. have 
been assigned. However, this may only be done for 
cases in which such categories have not been offi
cially discontinued by the Bureau of Labor Statistics. 

The new Regulations further specify that a rea
sonable method be used for situations in which such 
categories have been officially discontinued by the 
Bureau of Labor Statistics and then provide an ex
ample of a method they consider to be a safe harbor 
method. This safe harbor method is the Compound 
Inflation method. This method is somewhat compli
cated and, in our opinion, not a practical method for. 
most taxpayers. We have advised companies that 
the Index Substitution method Is, In our opinion, 
a "reasonable method" and Is much more prac
tical to use for all situations involving missing 
PPI indexes. 

IPIC Methods. The new Regulations and Rev
enue Procedure 2002-9 (in Section 10.06(1) of the 
Appendix) have clarified specifically what are to be 
considered IPIC LIFO methods. 

Double-Extension or Link-Chain Method of 
Index Computation. The old Regulations did not 
indicate whether IPIC indexes should be computed 
using link-chain or double-extension methodologies. 
In the past, some IPIC method taxpayers used 
double-extension methodology but the majority of 
IPIC method users used the link-chain methodology. 
The new Regulations specifically permit either 
method. 

Under the old Regulations, some taxpayers 
thought the only way they would be able to switch to 
a link-chain method was to elect the IPIC method 
because securing permission for a change from the 
doul;>le-extension method from the IRS was difficult 

(Continued from page Q) . 

for some taxpayers whose turnover of new inventory 
items was relatively low. Beca~se this ambiguity has 
been removed,thls specific strategy Is no longer 
available. However, changes from double-extension 
to link-chain and Vice versa are now included in 
Revenue Procedure 2002-9 as automatic approval 
changes. 

CONCLUSION 

Although the new Regulations will still beconfus
ing to most taxpay.ersand CPAs that don't have 
extensive LIFO experience, we believe the IRS has 
tak~n an important step in providing better guidance 
for taxpayers using the IPIC LIFO method. 

For selected references on the IPIC method, see 
page 23. 

MORE ABOUT LEE RICHARDSON 

Mr. Richardson'S company, Legend Software, 
Inc., d.b.a. LIFO-PRO, Inc. provides LIFO calcula
tion software, LIFO calculation and consulting ser
vices to companies in businesses other than automo
bile dealers. . Its clientele includes manufacturing, 
food processing, wholesale distribution and retail 
companies. Department and discount chain retailers 
and grocery retailers and wholesalers constitute the 
majority of their clients. Grocery retailers are their 
largest clientele for which the IPIC LIFO method is 
widely used. 

The combined sales of companies using the 
LIFO-PRO software exceeds $500 billion and almost 
half of this total is grocery retailer sales. The LlFO
PRO software is used forUFO inventory calculations 
for approximately 40% of the retail and wholesale 
grocery inventory dollars in the U.S. with the majority 
of these companies using the IPIC LIFO method. 
Although LIFO-PRO's clients include a number of the 
largest retailers alld wholesalers in the U.S., LlFO
PRO's software is also used by over 300 small retail 
grocery companies who operate no more than sev
eral stores each. 

LIFO-PRO is the only comprehensive (handles 
all LIFO method variations) non-auto dealer LIFO 
program commercially available and the company is 
headed by the only CPA in the U.S. whose entire 
practice is devoted to non-auto dealer LIFO. 

The LIFO-PRO Web site is www.ljfopro.com. 
The company's email addressislifODro@aol.com 
and phone number is (402) 330-8573. The company 
is located in Omaha, Nebraska. * 

For selected references on the iP~C method, see page 23. 
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SPECAL UFO CHALLENGES: 
CONFORMITY REPORTlNG REQUIREMENTS 

YEAR 
END 

ALERT AND PROJEcnONS FOR YEAR-END PLANNING 
. , 

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

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

As emphasized throughout the discussions on 
pages 14-1 6 of the special rules and I RS guidance for 
auto dealerships, taxpayers outside the scope of that 
guidance should be careful not to rely on that guid
ance as If the IRS had generalized or intended it to be 
applicable In their own different situations or indus
tries. Similarly, auto dealerships-although benefit
Ing from some clarification by the IRS on certain 
reporting issues-should be careful notto rely on that 
guidance as if the IRS had generalized or intended it 
to be applicable beyond the carefully worded "scope" 
sections in Revenue Ruling 97-42 and in Revenue 
Procedure 97-44. 

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

BASIC LIFO ELl.GIBILITY REQUIREMENTS: . However, where the UFO violations involve cost, 
"CONFORMITY" IS ONLY ONE conformity, Form 970 consent matters or "inad

First: the bigger picture, of which conformity Is 
only a part. The IRS can disallow a taxpayer's LIFO 
election if It finds a violation of anyone of· four 
eligibility requirements. The four requirements in
volve cost, conformity, consent, and the mainte
nance of adequate books and records. 

1. Failure to value LIFO inventory at cost for 
tax purposes for the year precedi ng the 
year of LIFO election, the electio,n year, 
and in all subsequent years (Cost). 

2. Violation of the financial statement re
porting conformity requ!rements for the 
election year and all subsequent years 

. (Conformity). 

3. Failure to properly elect LIFO, including the 
failure to file Form 970 (Consent). 

4. Failure to maintain adequate books and 
records with respect to the UFO inven
tory ar:1d all computations related to it 
(Adequate Books & Records). 

During 1999, probably the most startling devel. 
opment involving these eligibility requirements came 
out of the Tax Court in Mountain State Ford Truck 
Sales v. Commissioner. In this case, the Tax Court 
held that the use of replacement costforvalui ng parts . 
inventories could not be employed as a substitute for 
actual cost in connection with LIFO inventories ... nor 
for any other non-liFO inventories. 

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

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

equate books and records," the Service usually looks 
to invoke this more dramatic measure. 

Revenue "Procedure 97-44, which allowed cer
tain taxpayers with conformity violations to avoid· 
termination of their LIFO elections by paying a 4.7% 
penalty amount, should be regarded as a very limited 
exception to the IRS general approach ofterminating a 
LIFO election whenever it uncovers an eligibility viola
tion. 
FORM 970 QUESTIONS' 

REGARDING CONFORMITY 

Form 970 is the UFO election torm which is 
requiredto'be included with the tax return for the first 
LIFO year. One of the significant traps for the unwary 
is that Form 97(Lasks only whether the year-end 
financial statemerJts for the election year have satis
fied certain conformity requirements. 

..Questiqn 5 (:in'Form 970 does not warn taxpay
ers thEit . these conformity. requirements must be 

. satisfiecUof'Bveryyear-encistatement for as long as 
the LIFO method is being used. This requirement is 
spelled out in Reg. Sec. 1.472-2(e)(1). 

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

THERE ARE MANY 

There are many conformity requirements. They 
exist as restrictions on a taxpayer's general desire to 
pay lower taxes using a LIFO ,method for valuing 
inventories, while reporting' more income to share
holders or banks and other creditors using a non
LIFO method. TO.prevent this from happening, the 
Treasury says that LIFO must be used in all reports 
covering a full year to insure that the use,of LIFO for 
tax purposes conforms as nearly as possible with the 
best accounting practice in the trade or business in 
order to provide a clear reflection of income. 

It is often stated that LIFO must be used to 
compute income in the year-end financial state- . 
!lliill!S. However, it is more technically correct to 
state that the IRSonly requires LIFO to be used in the 
primary presentation of income (i.e., in the Income 
Statement). For 'most taxpayers, the LIFO can for-

~ 
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Special LIFO Challenges (Continyed) 

mity requirements pose at least two general sets of 
requirements: 

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

SECOND, they also require all year-end 
manufacturer-fo·rmatted financial 
statements sent by certain dealers to a 

. rn~nufacturer/~upplier/creditor (12th. 
13th and any other fiscal year-end state
ments) to reflect LIFO results. 

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

Accordingly. a LIFO reserve. no matter how 
large, can be completely and abruptly lost if careful 
attention is not paid to the conformity requirements in 
year-end. manufacturer-formatted financial state
ments sentto the FactorylManufacturerlSupplier ... as 
well as in the more conventional year-end state
ments issued in report form by CPAs. 
EVERY· YEAR, ALL OF THE CONFORMITY 

REQUIREMENTS MUST BE MET 

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

If a taxpayer is thinking about making a LIFO 
election for the year. then it should place an estimate 
ofthe year-end LIFO reserve ... or the actual amount 
if it has been calculatect-... in the year-end statements 
(including those issued to the FactorylManufacturer 
or issued to any other party) in order to preserve its 
ability to elect LIFO when it files Form 970 as part of 
its Federal income tax return for the year at a)ater 
d~a . 

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

ment) and is considering extending LIFO to anothe'r 
class of inventory (such as used vehicles. equipment 
or parts). In this situation. the year-end Income 
Statements should also reflect an estimate of the 
LIFO reserve expected to be produced by extending 
the LIFO election(s) to the additional classes of 
goods under consideration. 

TRADITIONAL FINANCIAL STATEMENTS IN 
ANNUAL REPORTS ISSUED BY CPAs 

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

The LIFO conformity requirement as it relates to 
reports issued by CPAs requires that in the primary 
presentation of income (I.e .• the Income Statement). 
the results disclosed must only be the net-of-UFO 
results. The primary Income Statement cannotshow 
results before LIFO. followed by either an addition or 
subtraction for the net LIFO change, coming down to 
a final net income or loss after-LIFO figure. This 
means that during a period of rising prices. a business 
using LIFO will usually be reporting lower operating 
results in order to comply with the conformity require
ments. Very strict disclosure limitations existed with 
no room for deviation for many years. 

The Regulations were liberalized in 1981 and 
they now allow LIFO taxpayers to disclose ·non-LIFO 
operating results in supplementary financial state
ments. as long as those supplementary non-LIFO 
financial statements satisfy two tests: First. they 
must be issued as part of a report which includes the 
primary presentation of income on a LIFO basis. 
Second. each non-LIFO financial statement must 

. contain on its face a warning or statement to the 
reader that the non-LIFO results are supplementary 
to the primary presentation of income which is on a 
LIFO basis. Accordingly. in CPA-prepared year-end 
financial statements. a LIFO taxpayer's results on a 
non-LIFO basis can be fully disclosed as supplemen
tary information If both of ~ese requirements are met. 

Alternatively. the Regulations permit disclosure 
of non-LIFO results in a footnote to. the regular year
end financial statements. as long qS the Statement of 
Income itself does not disclose this information par
enthetically or otherwise on its face. and the notes 
are all presented together and accompany the In
come Statement in a single report. 

see SPECIAL UFO CHALLENGES, page 14 
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Special LIFO Challenges 

, As a result of these "liberalizations" in the Regu
lations in 1981 , these LIFO conformity requirements 
should not present any major reporting problems for 
r~ports issued by CPAs. 

DEALERSHIP YEAR-END STATEMENTS SENT 
TO MANUFACllJRERISUPPLIERlCREDITORS 
Many CPAs serving automobile dealerships are 

now aware that the Regulations contain several year-
end LIFO reporting restrictions which apply to the' 
specially formatted financial statements sent by auto 
dealerships and other businesses immediately after 

, year-end to the Manufacturer/Supplier/Creditors. 
Some of those CPAs who were not had a rude 
awake'ilingwhen their (former) dealerclients-through 

, their attorneys-asked them to reimburse the dealers 
for their payments of the 4.7% penalty "settlement 
am au fits" due under Revenue Procedure 97-44. 

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

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

The Regulations further provide that a series of 
credit statements or financial reports is considered a 
single statement or report covering a period of opera
tions if the statements or reports in the series are 
prepared using a single inventory method and can be 
combined to disclose the income, profit, or loss for 
the period. See Reg. Sec. 1.472-2(e)(6). If one can 
combine or "aggregate" a series of interim or partial
year statements to disclose the result~ of operations 
for a full year, then the last Income Statement must 
reflect income computed using LIFO to value the 
inventory. 

Literally interpreted, this wording applies to all 
franchised auto dealers' 12th statements (I.e., De
cember unadjusted) as weI/" as to their 13th state
ments. The 12th statement is usually issued on a 
preliminary basis, before accruals and estimates are 
refined by detailed adjusting entries. The 13th state
ment is usually issued several weeks after the 12th 
statement, and it reflects year-end accrual adjust
t:nents and other computations not otherwise com-

(Continued from page 13) 

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

The IRS National Office confirmed dealers' worst 
fears during 1995 in L TR 9535010. In this Letter 
Ruling, a calendar year dealership raised the confor
mity question in the context of what happens when 
the mQnthly Eitatements, including the December 
year-ettld statement, are not on LIFO but the CPA 
prepares annual audlted·financial statements for the 
dealership which do reflect LIFO. 

Here, the taxpayer's argument was that the 
CPA's audited statements reflecting UFO were the 
primary financial statements, while the monthly state
ments sentbythedealership to the manufacturer and 
to thecreditboi'poration w~rE:t "~uppleinentary state
ments." The IRS concluded that the dealer in L TR 
9535010 had violated the LIFO conformity require-
ment because: 

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

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

The financial statements were "for credit 
purposes," and 

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

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

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

--* 
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Special LIFO Challenges 

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

LTR 9535009 states that the fiscal year dealer 
taxpayer issued a financial statement (in January, 
19xx) that ascertained its income for the entire prior 
calendar year, and that calendar year statement is 
considered a statement covering the "taxable year" 
because It covers a 1-year period that both begins 
and ends in a taxab!e year or years for which the 

. taxpayer used the LIFO method, This is the IRS' 
interpretation of Reg. Sec. 1.472-2(e)(2) which cov
ers one-year periods other than a taxable year. 

, Warning. This would seem to be the pOSition of 
the IRS for all taxpayers whose fact patterns fall 
under the Regulation. Only the special and limited 
relief afforded to certain oealers in Revenue Ruling 
97-42 and Revenue Procedure 97-44 (discussed 
next) saved some taxpayers from the consequences 
of this narrow and harsh interpretation. ' 
REVENUE RULING 97-42: 

DISCLOSURE GUIDELINES 
FOR CERTAIN DEALERS 

On September 25, 1997, the IRS issued Rev
enue Ruling 97-42 which provides special interpreta
tions allowing auto dealers to satisfy the LIFO confor
mity requirements. These s~ial interpretations 
apply only to a year-end financial statement 
prepared in a format required by an automobile 
manufacturer on preprinted forms supplied by 
the automobile manufacturer. 

Placement In the Income Statement. LIFO 
.adjustments must appear in the twelfth month !n
come Statement. However, they do.llQt have to be 
reflected in the Cost of Goods Sold section through 
the inventory valuation accounts. As long as the 
LIFO adjustments are reflected somewhere in the 
determination of net income on the Income State
ment, that conformity requirement will be satisfied. 

Revenue Ruling 97-42 makes it clear that if a 
LIFO reserve adjustment is posted directly tQ the 
retained earnings account and reflected on the 
dealership's Balance Sheet, that treatment of the 
LIFO reserve change will!lQl satisfy the conformity 
requirement. For years ending after October 14, 
1997, it is thus imperative that the LIFO adjustment 

(Continued) 

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

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

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

Fiscal year taxpayers. If an auto dealer em
ploys a fiscal taxable year, and reflects the LIFO· 
change I n Cost of Goods Sold or anywhere else in the 
Income Statement, the LIFO conformity require-

, ments can be satisfied in either of two ways: First, 
the dealer may'make an adjustment for the change in 
the LIFO reserve that occurred during the calendar 
year In the month and year-to-date column of the 
December Income Statement. 

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

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

The dealer may simply carry through the annual 
LIFO reserve change effect reflected in the Septem
ber fiscal year-end Income Statement ~ithout modi
fication in the December Income Statement. Note 
that the December Income Statement must. reflect 
the charge against income for the prior fiscal year
end LIFO reserve change and that prior September 
fiscal year-end LIFO reserve change should DQ1 be 
reversed so that the December Statement of Income 
does not reflect any LIFO reserve charge for the 
twelve month period ending December 31. 

see SPECIAL UFO CHALLENGES, page 16 
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Special LIFO Challenges 

REVENUE PROCEDURE 97-44: 
LIMITED- RELIEF FOR CERTAIN DEALERS 

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

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

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

One of the major traps that practitioners' and auto 
dealers now face is in the lack of synchronizatloA 
between the language in Revenue Ruling 97-42 and 
the ianguage in Revenue Procedure 97-44. Revenue 
Ruling 97-42 applies to the issuance of statements to 
a "credit subsidiary." In contrast, Revenue Proce
dure 97-44 contains broader language in its scope 

'(Section 3) referring to the providing ''for credit pur
poses" ... of an Income Statement in the format 
required by the franchisor. 
_ See the analyses of Revenue Proced ure 97-44 in 

the September, 1997 and December, 1997 issues of 
the LIFO Lookout for discussions of the settlement 
amount 4.7% penalty payment and many questions 
that still remain unanswered. 
SPECIAL INTERPRETATIONS CLARIFIED 

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

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

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

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

(Continued from page 15) 

that cover a one-year period other than a taxable 
year,but only If the one-year period both begins and 
ends in a taxable year or years for which the taxpayer 
uses the LIFO method for Federal income tax pur
poses. For example, .. .ln the case of a calendar year 
taxpayer, the requirements ... apply to the taxpayer's 
determinatIon of income for purposes of a credit 
statement that covers the period October 1, 1981, 
through September 3D, 1982, if the taxpayer uses the 
LIFO method for Federal income tax purposes 'in 
taxable years 1981 and 1982. 

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

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

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

All taxpayers ... other than auto and truck 
dealers ... using LIFO who issue monthly 
statements, to manufacturers, suppliers or 
creditors arenst protected by the special 
rules in Revenue Ruling 97-42 which modify 
the Flegulatlons only for special reporting 
situations faced by auto dealers. 

~Pho~. ,~ocop~Yln~g~Or~R~epr~lnt~ln~g Wit~ho~ut~p~erm~ls~sl~on~ls~p~ro~hlb~_ed~~~~~~~~~~~~~A ~au~art~er~ly~Upd~a1e~of~L~IF~O~. N~ew~S~. v~I_~an~d~ld~eas 
16 December 2002 ~ De Filipps' LIFO LOOKOUT Vol. 12. No, 4 



Special LIFO Challenges 

What should these businesses/taxpayers be told 
about their LIFO elections? Are they subject to 
retroactive termination of their LIFO elections at any 
time, literally at will, by the IRS? What responsibility 
does the CPA practitioner have as preparer ofthe tax 
return now that the IRS position has been more' 
clearly set forth in Revenue Ruling 97-42? These are 
the questions that (should) haunt practitioners and 
their clients today. 
CONFORMITY VIOLATIONS CANNOT BE 

CORRECTED ONCE THE YEAR-END 
FINANCIAL STATEMENTS 
HAVE BEEN RELEASED 
What if year-end financial statements are issued 

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

The position of the IRS is that once a year-end 
, Income Sta,tement has been issued or released on a 

non-LIFO basis, that statement cannot be recalled 
and corrected to reflect LIFO by the re-i~uance of 
$tatements satisfying the conformityrE!quirement. 
Furthermore, it then be<;:omes discretionary with the 
I RS Commissioner as to whether or not the Commis
sioner chooses to terminate the taxpayer's LIFO 
election as a penalty for the violation. 

The William Powell Company decision (81-1 
USTC 11 9449) illustrates one taxpayer's success (or 
possibly good fortune) in avoiding termination of its 
LIFO election when It came do.wn tp "all-or-nothing" 
on this issue. This case, decided in 1981,.involved 
what would have been the termination ofa UFO 
election made in 1973 because at the end of the first 
LIFO year, the taxpayer had issued non-LIFO state
ments and then lalermade a LI FO election when it 
filed its tax return. 

In that case, the t~payer recalled its previous 
non-LIFO statemeritSahd replaced/reissued LIFO 
statements to ail the bariks~ creditors and sharehOld
ers before the income tax return for the first year was 
'filed. The taxpayer probably would have lost its LI FO 
election if it had litigat~thejssuein the Tax Court, 
but the taxpayer chose to litigate this issue in the 
District Court in Ohio. ' , 

The taxpayer took the pesitiqnth;at.it had not 
"used" FIFO within the meartin€JOf:SeQtit!l.~':~72(C)" ~ts 
positionwith respect to Section' 47\2'{dYflfiNas' that 
non-LIFO ''Worksheets'' were not· used··fbr~6'fedit 
purposes," sineathe credit had beeneXtettd'edprrQr 
to the deliverY:"Of;tM~worksheets. The DistriCt' d~9rt' 
accepted the'laxpaY;Eitsarguments. Withrespeqt'to 
Section 472(c)(1), Powell contended that use 'is 
determined at the tirriEfofthe LIFO election and that 

(Contipued) 

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

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

THE LIFO CONFORMITY LIMITATIONS 

Many businesses using L1FO-especially pub
licly-held companies reporting to the SEC-Would like 
to reduce taxes by reporting lower taxable incomel 
earnings In tax returns while at the same time report
ing higher earnings/more income to their sharehold- ' 
ers and creditors for financial and market valuation 
purposes. This can be done easily, thanks to loop
holes conveniently provided in the Regulations. But 
one has to know they are there. 

The Regulations allow taxpayers to legitimately 
avoid the intent of the conformity requirement by 
allowing them to use LIFO methods and sub-eJec
tions in their financial statements that are different 
from those LIFO sub-elections and methods that are 
used in their iQcome tax return computations. That's 
right: D/~rent LIFO methods may be used for 
book liiid~t t~x,purposes. It is not necessary for 
the year~erid finahciaL statements to use the same 
exact LIFO sub-elections that are used in the tax 
return LIFO calculations. The Regulations simply 
require that both sets of financial statements (I.e., 
those included in the financiCiI reports .and those 
inherent in the income tax returns) must report using 
LIFO methods. 

This allows some companies to use more pools 
... in one case, several hundred more pools ... for 

'financial reporting purposes than for income tax 
purposes. Others use link-chain or link-chain, index 
(dollar-value) methods to lower LIFO income for tax 
purposes, while they use double-extension (dollar
value) LIFO methods for financial reports. Still others 
reconstruct long distant base prices for new items in 
their tax return LIFO calculations while they price 
new items at current cost in their financial state
ments. These companies enjoy the best of both 
worlds without violating the fine print of the "confor
mity" requirements. 

see SPECIAL LIFO CHALLENGES, page 18. 
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Special LIFO Challenges 

Based on the foregoing, we continue to question 
the wisdom of the advice given by Wall Street to 
dealer groups going public in connection with termi
nating their UFO elections. How many millions of 
dollars of LIFO deferral tax savings have been thrown 
away needlessly in exchange for the perceived ben
efit of higher earnings per share and hopefully higher 
market valuations? The significanHf not Draco
nlan-penalties the Investing marketplace exacts from 
businesses that miss their earnings per share projec- . 
tions by even a penny suggest that sacrificing real 
millions of LIFO tax deferral dollars "just for show" 
can be costly, If not almost unnecessary. 

INTERIM REPORTS 

Interim reports covering a period of ,operations 
that is less than the whole of a taxableyearmaxb~ 
issued 0;' a non-LIFO basis without violating the
LIFO conformity requirement for tax purposes. The 
Regulations are completely clear and unambiguous 
on this point. Although generally accepted account-

, ing principles may present some difficulties in this 
regard, the Income Tax Regulations clearly do not. 

OTHER CONCERNS: INS/LCO & SECTION 472(g) 

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

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

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

(CQntln~~c;tf!'8rnp8Q.17) 

CONCLUQ'NG,.CONFORMITV WARNINGS 
" ,. , " ' .. 
Th~.,.vv/jilaiTiP.tiwell Company and the Insilco 

decislo~$ar~:~h,eomly,re6orded cases where taxpCiY
ers cOlilt~st~thejRS .t~rminatlon of their LIFO 
electioh$inJ~p~#.T/;Ie bottom line is that the IRS 
takes alloftn~$~\c,pnforr,i1ity requirements seriously. 
On many audits;inst:$acf of assuming that the tax
payer has compll$d,t;theIRS asks for proof that 
financial'statementS at year .. end were not in violation 
of the LIFO conformity r~q\.!irements. 

The first year Qf the l.l;FOel6Ction is very. often 
the easiest one for theiRS to find a conformity 
violation in. This is because by the time the election 
is "officially" made in the tax return many months 
after year-end, the financial statements for the year 
are long gone out the door. 

Inthese>situations, the IRS asserts that there is 
no statutE''C,fllmltatlons preventing itfrom inquiring as 
to a taxpayer~~90mpliance with the conformity re
quirement ~ .. antflh~t the Service can look into this 
as far back as the initial UFOeleetion year. Further
more, the burden of proof is on the taxpayer-not on 
the IR8--in these inquiries. 

The IRS position is that there is no limit on its 
ability to go back to ~ prior year ... no matter how far 
distant. .. to terminate a LIFO election because of a 
violation of anyone of the many conformity require
ments discussed above.· The IRS supports Its argu
ment by reminding taxpayers that they have explicitly 
agreed to this result right on the Form 970 (in Part 1 ) 
that they included in their tax returns when they 
elected lIFOI 

The only exception to this is the IRS' uncharac
teristic and somewhat voluntary self-imposed limita
tion in 1997 for certain retail auto and truck dealers. 
Conseq uently, LI FO users cannot be too cautious or 
careful in dealing with conformity matters. 

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

Projections for statement conformity pur-
poses. When the pressure is great to issue the 
financial statements before detailed LIFO computa
tions can be made, the conformity requirement should 
be satisfied by using a reasonable estimate of the 
change in the LIFO reserve in lieu of the actual 
amount. (Revenue Ruling 97-42 says so explicitly for 
auto dealers.) As mentioned previously, another 
alternative might be to use a different LIFO compu
tation methodology for the financial statements than 
the one used for tax purposes. 



Special LIFO Challenges 

ProJections' for Income tax planning pur-' 
poses. It is unrealistic to attempt any serious 
planning for a business that uses LIFO without fIrst 

.projecting the change in the LIFO reserves for 
year-end. 

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

One thing Is certain: After year-end, it will be too 
late to change the results that might have been 
avoided by proper planning with adequate timing. 

Even if it is concluded that nothing can be done 
to avoid the LIFO reserve payback consequences, it 
is far better to know the extent of the impending "hit" 
so that other buffering actions can be taken, than It is 
to be caught entirely off-guard or withoutany idea of 
how large the LIFO reserve recapture is going to be. 

(Continued) 

PROJECTION MECHANICS 

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

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

Beginning-of-the-year inventory expressed in total 
dollars and in base dollars, 

Beginning-of-the-year LIFO valuation of the in
ventory, 

Method used for valuing current year increments, 
and 

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

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

(1). Determine the cumulative index as oftheend-of-the-year-this is the estimated current year inflation 
index times (Le., multiplied by) tMebegir:ming-of-the-year cumulat!ve index, . 

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

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

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

Alternatively. if a decrement is projected for the year, carry back the decrement (expressed in base 
dollars) against prior years' increments (also expressed in base dollars) on a LIFO or reverse
Chronological-order 'basI5,This means that the most recent/last layer built up is the first one 
eliminated, and thenprioryearS'l~yers are eliminated in reverse-chronological order. In other words, 
a decrement in 1999 iscarriedbackfirstag~il;t§tany 1998 increment, then against 1997, then against 
1996, thenagainst 1995, etc.untlltheeri~rE!iam()unt of the 1999 decrement (expressed in base 
dolla:rs) hasbeen fully accounted for. In sbr:ne.instances, a decrement may end up being carried all 
the way back to the original first LIFO year base layer. 

(5) Add all there~ulting layers of inventory at their respective LIFO valuations to get the end-of-the-year 
inventory stated ~tits' UFO valuation, 

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

(7) Subtract the actual L1FOr~~E!rve as of the beginning-of-the~year from the projected LIFO reserve 
as of the end-of-the-yeaL:W~.e result determined in this final step is the estimat~ of the change in 
the UFO reserve for the year. 

(8) Recollcileand prove out the. projected changes to understand why the reserve is going up or down. 

see SPECIAL LIFO CHALLENGES, page 20 
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UNDERSTANDING WHY (PROJECTED) . 
LIFO RESERVES GO UP OR. DOWN 
Taxpayers using LIFO are often surprised when 

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

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

• Price increases .... inflation. 
• Quantity increases. if a dual index method

ology/approach is used. 
Downward influences.; .causing decreases 

• Price decrE!ases ... deflatlon. 
• Decreases in inventory investment levels

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

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

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

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

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

(Continyed from page 19) 

otherWise be unantlcipat~d results where negative 
LIFO reserves are involved, and even qualifies the 
generalizatl~nabOve that decreases in Inventory 
investment'leveis cause or result in decreases In 
LIFO reserves. 
WORKING OUT OF ANTICIPATED YEAR-END 

LIQUIDATION;(lR DECREMENT SITUATIONS 

When a liquidation or decrement situation is 
anticipated. the starting pOint is to calculate the pay-
back potential from a series of reduced inventory 

. levels. In other words, as the year-end inventory 
drops, how much more (or less) is the LIFO reserve 
going to change? These calculations determine what 
the real LIFO recapture vulnerability will be as the 
anticipated current,.year's decrement is carried-back 
on a LIFO 'basis against the prior LIFO layers that 
have been built up .over the years. 

This recaptullepotential will be different for every 
pool. siflce each poothas its ownhistory and charac
teristics. For auto dealers. this recapture impact will 
be different for the new auto pool compared to what 
it will be fc;>r the new light-duty truck pool. The LIFO 
reserve repayment potential impact should be com
puted for ~ LIFO pool and expressed as a readily 
understandable dollar amount. For an example of 
this type of successive calculation. see "GM Dealers 
Low on LIFO Inventory May Face Stiff Recapture ... 
Planning May Lessen the Blow." in the June 1998 
Dealer Tax Watch. 

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

1. Manage Inventory levels. Attempt to 
incre~se or "manage" the inventory level 
through transactionS tha~ might not oth
erwise have be.en considered. but which 
still have some degree of business justi
fication (other than solely attempting to 
minimize the impact of LIFO layer liquida
tions). 

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

3. Switch to the BLSIIPIC method. Con
sider changing to the BLS/IPIC method 
under the recent changes ... and expedi-
tious consent procedure ... available in 
Section 10.04 of the Appendix to Rev
enue Procedure 98-60. 
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If a business using LIFO is trying to avoid a 
significant year-end reserve. reduction, steps to in
crease the inventory level s.houldbe completed and 
documented b~fore year-end. These ~ctions should 

, be considered only if they make sense from a busi
ness standpoint, after considering carrying costs, 
insurance, expected ability to sell the additional 
inventory and the possibility of challenge by the IRS. 

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

As discussed in the next section, the IRS has 
been successful in challenging transactions that ap
peared to be motivated by the desire to avoid LIFO 
recapture Impact. .In these cases, the IRS ignored 
the last-ditch efforts that resulted in Inventory on 
h.and at year-end which was not "intended to be sold 
or placed in the norrTlal inventory channels." . 

Ideas dealers mig/Jt consider if . faced with 
significant projected decrements. A dealer might 
attempt to increase or "manage"the year-end inven
tory level by considering some transactions that 
otherwise would not have entered his mind. These 
may be rationalized under the "Nothing ventured, 
nothing gained" generalization. HOViever, they may 
not necessarily be jU'stified i! theiRS digs deeply into 
them and sees them as motivated solely by liquida
tion-avoidance. Therefore, these strategies should 
be regarded by dealers and their advisors~s aggres
sive and not without the Iikellhoodofchallemge by the 
IRS. They are only generalized here, and they 
should be carefully and more fully evaluated by the 
dealer's advisors before any further action is taken. 

1. After determihing\tJhichpool (new automo
biles or new light-duty truckS) has'the greater LIFO 
repayment potential, a dealer may simply try to have 
more inventory dollars in the pool with the greater 
repayment potential. 

In other words, if the dealer can have only 
$1,000,000 worth of inventory, if the LIFO repay
men"! payback potential is 30% on the dollar in the 
new automobile pool ahd'6Q.%on the dollar in the new 
light-duty truck pool, the d~aler should try to have 
more inventory dollars at year-end in the new light
duty truck pool than in the new aLitornqbile pool. 

2. Attemptto purchase newveni¢J:~:p(9m8r m~es 
(for resale to retail customers) to put iilt6'·il1v'~ntlJry. 

Under the Alternative LIFO MethoQ,alll1.ew 
automobiles~ regardless of manufacturer. inCluding 
those used as demonstrators, must be Included in a 

(Continued) 

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

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

How far can the Mretail resale" aspect be pushed? 
Will this pass muster with ihe IRS? Oneca'nnotbesure. 

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

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

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

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

see SPECIAL UFO CHALLENGES, page 22 
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6. Finally, although it may seem heresy, a 
dealer might consider not closing sales until aftar the 
end of the year. For some dealers, what they hope 
to realize in gross profit and potential customer 
loyalty may be smaJler than the real dollar outflow that 
definitelywlll result from the reduction of inventory by 
sales which will definite/ytrigger the LIFO recapture. 
Some dealers may simply be unable to make theright 
decision on this. 
SOMETIMES THE EVER-VIGILANT IRS 

REVERSES YEAR-END 
'L1QUlDATION AVOIDANCE MEASURES 

111. 1996, the Tax Court observed that taxpayers 
often "desire a higher- base-year cost of ending 
inventory in a given year to avoid liquidating a LIFO 

'layer, causing a match of historical costs against 
current revenues" (see E. W. Richardson, Tax Court 
. Memo Decision 1996-368). The Court's observation 
was made in the context of three other cases and 
Revenue Ruling 79-188. A" of these collectively 
stand for the proposition that the IRS may success
fully overturn and even penalize year-end inventory 
transactions that are solely LIFO-benefit motivated. 

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

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

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

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

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

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

(Continued 'tom page 21) 

3. The inventory acquired at year-end should 
be paid for before Its subsequent sale, again In an 
effort to demonstrate an rntent to receive and use the 
goods in the ordinary course of the business. 

4. The specific mechanics of takingp.oss~ssion 
and. title prior.to reselling the inventory should also be 
conslder;ed. But note, even doing all this legally did 
not stop theiRS In Illinois Cereal Mills. 

TAli 9&17003 provides more recent evidence of 
how closely the IRS scrutinizes year-end inventory 
levels and transactions. In this case, the IRS con
cluded that anaffll!~ted group had engaged in inven
tory-level manipula~oRstatirg: "The Group simply 
used Y (one affiliated member) as a purchasing and 
holding company so that .It, could manipulate the 
quantity of gepdsih {<'s (~r:lPther:~ffiliated. member) . 
ending i'riVentory;thereby. artlfiCiallyilnflatlng X'"s cost . 
of good sold .. , This purchasing arrangement was 
designed to artificially reduce the Group's taxable 
Income and avoid taxes;· It had no independent 
purpose ... Although papers were drawn up to place 
formal ownership with Y, the objective economic 
realltiesh,dicate that Xhad,effeclive command overthe 
Y purchases.". Acco'rdingly, the IRS National Office 
concluded that X was the owner oUha Y purchases 
and should have included them it, its inventory. 

In this TAM, the IRS pursued the adjustment to 
correct the year-end inventory levels through the 
Group's corporate restructuring, holding that (1) X's 
method of accounting ·for the Y purchases carried 
over to the taxpayer created in the merger process, 
(2) the treatment of the purchases in inventory con
stituted an unauthorized change in method of ac
counting, and (3) corrections could be made by 
changi~g the new taxpayer's method of accounting 
and making adjustments pursuant to Section 481 (a). 
A WARNING ABOUT AGGRESSIVE 

YEAR-END INVENTORY PLANNING 
Any LIFO taxpayer aggressively planning to avoid 

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

More recently, Letter Ruling 9847003 indicates 
that the IRS arguments are potentially more sophis
ticated and strengthened whenever the IRS brings 
Section 481 (a) into the evaluation. The IRS' re
peated use of the term objective economic realities 
may open the door to many subjective disputes. * 
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12 
22 
30 
9 
8 

91 

91 
==a 

o 
28 
3 
1 

32 

o 
4 
o 

13 
6 
6 
o 
2 
6 
o 
o 

37 

37 -
43 
4 
o 
o 

47 

4 113,003 
4 
6 127,336 

13 
6 
6 

12 2lll,316 
24 564,294 
36 722,3JI 
9 140,446 
8 '07,426 

114,600 
122,021 122,021 

128,872 
29i,939 29i,939 
12.1,797 123,797 
144,883 144,863 

200,818 
43,276 624,632 

125,7ai 874,473 
149,670 
287,341 

128 ~ B56,624 3,158,046 

128 ~ 85&,624 3,158,048 
-== -====- -- -====-

43 
32 3n329 
3 $,643 
1 29,146 

'lIJ,m 'lIJ,m 
71,592 484,294 

56.647 
29,325 

79 476,118 972,3811 1,451,0t3 

148.333 149,t69 

697 
o 

1,536 
o 
o 
o 

lD,S)2 
17,l8) 
26,468 
9,224 
9,915 

75,392 

75,392 -
o 

2,373 
4 

179 

2,5li8 

736 

0.61% 
0.001 
1.21% 
m 
0.001 
0.001 
1751 
2.81% 
3.121 
6.571 
a57I 

2A5% 

2A5% 

0.001 
0.511 
1lO1% 
0.&11 

0.18'1. 

0.50% 

P~6 

ELEI.ENT 
00fSf£( 

PLOT 

TOTALNEW1.4lTRUCKS 

TOTALHCNIA 

IUI1ER 

NEW UGlfT4lUTY TRUCKS· POOLfl 
IUI.fR 

TOTALtaL-DTRUCKS 

TOTALIIMB 

IMIfDAI 

lEW MOB· POOL II 
ICCENT 
EIJHTRA 
G35 
mTA 
XG300 

TOTAL lEW AUTOS 

NEW UGIfT .lJU'lYTRUCKS· POQ.t2 
lWfTAFE 

TOTAL NEW1.4lTRUCKS 

TOTAL IMKIAI 

IIRfTI 

NEW AUTOS· POOL II 
Gl!I 

.G35 
135 

NLAlllN ESTIIATE REPORT BYIIAICBIICXElJIO 
DEALER COST FOR Tl£YfAREMlED 12rJU1Z 

NEW ITEMS AT CIJUENI' COST • I.E., NO NLAlIlN 

o 
5 
o 

6 
5 125,284 
5 

101,876 101,87& 
125,948 I. I. 

13 11 24 273,617 7l1S128 512,843 

45 58 103 748,735 1,210,295 1,963,1116 
=== === ===- ==== -=== -===:II 

3 188,851 44,336 ~ 

2 3 188,857 44,338 24O,G 

1ECSIlER3l, ml 

o 0.001 
Bi4 0.53% 
o .0.001 

l.a ~ 
3,9!i& 0lII 

===-

7,210 3.M 

7,210 3!8% 

3 188,857 44,331 24O,G 7,21D_ 
--= =- ----- -

5 
4 
o 
8 
o 

17 

23 -
o 
o 
o 

o 
2 
2 
o 
o 

o 
o 

4 ..... 

o 
5 
o 

5 48,1154 5O,9'lJ 
6 Sl.2t2 ~778 77:S 
2 51~ 51,167 
8 122,142 122,322 
o 

21 221,238 77~ 

6 113,025 115,079 

& 11. 115,m 

11 334,213 77~ 418,177 

===--~-

o 
5 132,072 132,012 
o 

2,1& 
218 
o 

1111 
o 

2,525 

2,004 

2,0114 

4,511 
=-

o 
o 
o 

4.24% 
G.36I -0.15% 
NIA% -
1.82% 

1.82% 

1.111 

tfA% 
m 
!fA' 
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PPI:£:.7 
IfiATDi ESTIIATE REFORI' BYMAKEIMOIlELJPOa 

IEALERCOSTFORTHEYEARENlED12131m 
NEW ITEMS AT CURRENT COST • LE., NOtfUmN 

DECEMBER 3), axJ2 

~(~.~2&:);··;;:t1,lj~~\',,~'.:;:fi'~ftftli'~':'=·.:.:l:~;:!"1:iI,';:~k(i,:'1:( ,:.~ 

Q45 

TOTJLHEtlAUTOS 

tEWLIl/IT.oortTRUCKS· POa.I2 
QX4 

TOTAL NEWL.QTRUCKS 

TOTALINFNT1 

ISUZIJ 

NEW l.XlHT.oUTYTRUCKS· POOLIl 
ASCENDER 
~ 
ROOEO 
ROOEOSlalT 
'fROOlER 

TOTAL NEWL.Q TRUCKS 

TOTALISUZU 

JAGUAR 

NEW AUTOS • POOL " 
.lI.GlJAR 
S-iYPE 
)('TYPE 
XJSERIES 
XKSERES 

TOTJLNEW AUTOS 

TOT JL JAGUAR 

JEEP 

NEW LIGHT .ourYTRUCKS· POOLIl 
GlWDCHERQKEE 
lIlER1Y 

o 
132,D72 

WAlk 

G.OO'Io 

o WA% 

WAlk 

132,D72 132,D72 G.OO'Io ===- === === ___ ===-=a ====-

0 2 2 53,951 53,$1 0 G.OO'Io 
4 0 4 103,610 103,7&1 140 0.14% 

10 0 10 219PlO 219.370 :BI 0.16% 
7 0 7 13),841 121.ce& 215 m 
7 0 7 194,23) 194,475 245 0.13% ----

28 30 637,701 53,951 892.&32 980 0.14% ------
28 30 637,701 53.951 892.&32 980 0.14% 

--=- === ==- ===== ==-=- ===a:II:II ........ 

0 2 2 WfiTT 'l#,iTT 0 0.00% 
1 0 1 'SJ:sn 37f/J5 (1~ (4.18)% 
2 0 2 59,310 59.(&1 (2IIJI (0.44)% 
5 0 5 Jl1,635 Jl1,6.'fi 0 G.OO'Io 
4 0 4 200,188 283JI4 3,116 1.11% -----

12 14 sao.44O 99fi[1 761.&31 1.2\4 0.1&% ------
12 14 680.440 99fi[1 761,631 1.2\4 G.11'1o 

=== --= -=- ---- =-==-- --- ...... 

188,775 194,481 5,7Ili 3.02% 
74,124 43,341 120,811 3,346 2.85% 

PAGE:8 

\\!WruR 

TOTAL NEWL.QTRIJCKS 

TOTJL.EEP 

lOA 

t£W AUTOS· POOL 11 
CJIl'M\ 
RIO 
SETRA 

TOTALNEW AUTOS 

NEWLDfT.flUI'YTRUCKS· POOLIl 
SEIXJIA 
m:NTO 

TOTAL NEWL.QTRUCKS 

TOTALKIA 

LANORO'JERlRANGE ROVER 

NEW LDfT.flUI'Y TRUCKS· POOLIZ 
IAIf) R!MR1llSC(MRy . 
lJKl R!MRFREEINaR 
1WlGER<MR 

TOTALNEW L-DTRUCKS 

TOTALLANO ROVEMANGC ROVER 

lEXIJS 

NEW AUTOS· POOLI1 
es:Dl 
GS300 
GS43l 
1S:Dl 
!SOl 

tflATDiESTIIATEREPOOBY~ 
DEALER COST FORTlEYEAREtIlED 1213U12 

NEW ITEMS AT CII!RENI' COST .LE., NOlflAmN 

4 

15 

5 71~ 22$1 '!Jill ------
18 334.211 85,628 411,119 

1ECEMfR2O, m 

2,213 '2,F4 

11.2&5 2m 

15 18 334.211 65,&28 411,179 11.2&5 2m 
===- ==== -- -==== __ =-==:I ..... 

5 0 5 75,111 8J,3I5 
4 0 4 37,175 3!l.935 
8 0 8 91,TJ2 96,410 
----

17 17 204!111 21&,830 

0 2 36,aaI 38,l1li 
4 4 81,5:1) 81,5:1) -----

2 4 -11.530 119.530 ----
19 23 240.717 81.D1 336,160 

IIIIIII;I === -== -==- =- --=== 

0 3 I. 13I,95J 
3 0 77,51 77,7111 
0 1 -&:1.181 
----

4 7US 194,040 271.111 -----
77ps3 194,040 211.111 

:=III -=- ... __ --= -====-

o 1 27/m 
o 1 33,972 
o . 1 41.312 
o 3 81.437 
o 1 47,ll2 

~OCI 
34»Tf 
41,1117 
81,431 
47,784 

5,I&i 8.78% 
2,1111 5.72% 
4,6l8 5.10% 

11,933 U3% 

1., ~ 
0 0.00% 

1,980 1.88% 

13.913 (32% 

-= 

0 0.00% 
'J!J7 om 

0 0.00% 

317 -317 --
1(8 0.38% 
llXi m 
3Ii5 Q.897, 
o O.OO'l. 
~ a.s 
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PAGE: 9 DECEMBER~, 2m 
INFLATION ESTIMATE REPORT BY MAKElMOIlEl.JPO 

OEM.ER COST FOR THE YEAR ENDED lmlAJ2 
NEW ITEAlSAT CURRENT COST • I.E., NO INflATION 

C" :JJ 

!!! i I\) 
0 s· 
0 IC 

BODY STYi:'e'/( , 
,teNt NeW tOTAI... 12.\)1/oL; ~EW: ENDiNG : bdU.ARi'ERcEtit 
~'. 'iTEMS ' •. n:eM$: 'm rre!AS:'.I'RICE.·.ctWg:cRANi 

I\) 

~ SC4lJ 53,117 53,961 844 1.59% 
~ 
0 -------s 
" 

TOTAL NEW AUTOS 285.oos 286,907 l,8n 0.66% 
!!! 
~. ,r 

NEW UGHT.QUTY TRUCKS· POOl. 12 
GX470 39,004 39,084 0 0.00% 

::> .. l.X470 53,813 54,918 1,100 2.00% 
~ RX300 61,299 63,402 ~103 143% 
0 
~ -------6' 
"" a. TOTAL NEWL-D TRUCKS 3 4 115,112 39,004 157,404 3,2OB 2.08% -------

TOTAL LEXUS 11 12 400,147 39,004 444,311 5,080 1.16% 
== === === ====== === = 

UNCOLN 

NEW AUTOS· POOl. t1 

* 
LS 12 265,268 146,463 416,124 4,393 1.07'.4 
TOItNCAA 9 364,401 364,401 0 0.00% -------
TOTAL NEW AUTOS 13 21 265,268 51D,864 780,525 4,393 0.57% 

NEW UGHT.QUTY TROCKS· POOL 12 
A~Toq 4 154,883 154,883 D.OO% 
ilACKWOO) 0 NlA% 
NAVKlATCR 6 'll7;iS 267,'1fij 0.00% ----
TOTAL NEW L-O TRUCKS 10 10 422,452 422,452 0Jl0% ------

0 
TOTAL lINCOLN 23 31 265,268 933,316 1;1@7 4,393 0.37% 

Q) » ======~ === 
;;£! 0 

<: 
"6' !§ 
"U !!! !n- o;: 
C ~ "T1 
0 !!l 

to r 
9. 0 r-0 'ii A 0 

0 

MAZDA 

NEW AUTOS· POOLt1 
MAlDA6 36.553 36.553 0 0.00% 
MX-5M~TA 83.720 B4,ero 1,160 1.39% 
PROTEGE 41,'llT 18,466 59,l)2 (431) (0.72)% 
PROTEGES 15,318 15,287 (31) (02J)% ------z C 

-l ~ 
TOTAL NEW AUTOS 11 1~5 55,019 196,022 698 0.36% 

Y' < S 2-
~ ...... 

.!'l ., 
::> 

NEW lIGHT·DUTY TRUCKS· POOL 112 
WPV 45.347 44,912 (435) (0.96)% 
TRIBUTE 120,3$ 121,433 1,077 OM 

Q. Z a: 0 
'" ~ III 

PAGE: 10 
INFLATION ESTlAATE REPORT BY MAK8MODEUPOOl 

a:Al.ER COST FOR Tl£YEAR 8ilEJ) 11fJlm 
NEW ITEMSAT CURREKT COST -I.E., NO IfLATKlN . 

0ECEMBER2O,m 

~~::oi;I:~i.;fi!~\~~~;::;.\;t(~i:;r>,:;i'J;;~§~;;rf:';'~ .·:~}i:_~·::'('.>:~_.S'= 

TROO< 

TOTALNEWl-OTROCKS 

TOTAL MAZDA 

MERCEa:S 

NEW AUTOS· POOl. t1 
C~ 
a.QASS' 
OJ(QASS 
EQASS 
S~ 
llQASS 
s.KQASS 

TOTAL NEW AUTOS 

NEW UGHT-OUrYTRUCKS- POOL Il 
Gruss 
M~ 

TOTALNEWL'[)TRUCKS 

TOTAL MERCEDES 

MERCURY 

NEW AUTOS· POOUI 
GIW() MAAOJIS 
WJWJlER 
SAaE 

TOTN. NEW AUTOS 

NEW UGIIT -DUTY TRUCKS· POOL Il 
MruITAI'£ER 

TOTAL NEW L'[) TRUCKS 

TOTAL MERCURY 

17 

25 

14 149,361 88,521 24~011 

22 315,064. 88,521 «1,3511 

33 455,3&9 143,540 604,378 
======== === 

5 5 10 168,146 159,774 324,524 
3 0 3 291;D7 lI7P70 
2 2 4 99,417 69,373 169,442 
2 2 4 93,aJ! 94,015 188,931 
4 0 4 341.078 353,995 
0 2 2 185,294 185,294 
3 0 3 129,363 111,294 -.-----

19 11 30 1,122,979 529,116 1,&a1,45J 

0 1 68,448 68,448 
3 3 1~ 137.s11 -----

4 I. 88,448 205,949 ------
22 12 34 1,258,829 597,564 I"" __ _ =- _ -=- -====:a 

0 8 8 3l2.402 3l2.402 
0 1 1 lI.B78 lI,8I6 
6 0 6 11~728 121,zi1 -------

15 118,nB 233,278 354,531 

10 12 54,231 ~ 300,164 ---
2 10 12 54,231 ~6 360,164 -------

19 'l1 172,958 538,.494 714,701 
=- ===-=- -===-===-=== 

4.129 1.74% 

4,771 1.18'10 

5,469 Q.91% 

(3.396) (1.Q4)% 
16,693 5.73'.4 

652 m 
558 Oll'Jl 

12,917 3.79% 
0 0.00% 

931 0.72% 

28,3S5 1.72% 

0 o.OO'lfo 
651 0.48% 

651 D.32% 

29,OIJ6 IS .......... 

0 0.00% 
0 m 

2.531 2.13'.4 

2,531 0.72% 

717 02l% 

717 0.20% 

3,248 0A6% 
~ 
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PAGE: 11 
INflAllON ESI1MATE REI'ORr BY MAK8lIOIlELIPO< 

DEALER COST FOR THE YEAR ENDED 12131ftl2 
NEW ITEMS AT CURRENT COST • IE., NO I'fLAllON 

DECEMlER:!), :Dl2 

~~·~·'j··:,.:.:j;) .. i··ioi····i;',J!;,<;·,'~\,·j~~.·t~:s iM~'i~·;:;.I:·f,;rl:-i·(";);;._.Jf~= 
MIN 

NEW AUTOS·POCUI 
COCFER 

TOTAL NEW AUTOS 

TOTAL MINI 

MlTSUBISH 

NEW AUTOS· POOL#1 
Ow.wITE 
EW'SE 
GALANT 
lANCER 

TOTAL NEW AUTOS 

NEW UGHT·OlITY TRUCKS· POOL #2 
MCffiffiO 
MCMEROsomr 
CUTI.»IlER 

TOTAL NEW L-D TR~S 

TOTAL MrrSUBISHi 

MSSAN 

NEW AUTOS· POOL #1 
350Z 
ALTJM 
MAXIM 
SENTAA 

TOTAL NEW AUTOS 

NEW lJGHT -DUTY TRUCKS" POOl fI2 
FRCtITlER PICKUP 
t.lIRN-lO 
PATlfINDER 
OJEST 

32,434 32,434 

32,434 32,434 

32,434 32,434 

0.00% 

G.OO% 

G.OO% 
=== ===- ==== ===== ===== ==== ====== 

2 
10 
6 
5 

23 

2 
8 
o 

10 

33 
= 

20 

31 
o 
4 
o 

o 
o 
4 

3 00.207 25.138 75,614 
14 204,789 100,239 ~,387 
6 115,884 116,274 
5 71,519 72,lWJ 

--- ----
28 442,399 125,377 570,655 

62,593 
200,519 

64,009 
~7ro 

71,965 71,965 

14 269,112 71,965 342,814 

42 711,511 197,342 913,469 
=== :a::::::: ===== -===== 

7 
8 148,002 
4 92,422 
9 108,554 

193,233 193,233 
150,158 
93,~ 

15,178 125,677 ------
28 348,978 1JJ8,411 562,435 

35 596,252 85,759 693,822 
4 lre,298 1~ 
4 105,277 109,549 
o 

269 o.ll% 
1,3!i3 0.45% 

300 0.34% 
861 12)% 

2,819 

1,496 
24~ 

o 

0.51% 

.2.39% 
0.12% 
0.00% 

1,737 0.51% 

4,616 0.51% 
== 

o 0.00% 
2,158 1,116% 

945 1.02% 
1,945 1.57% 

5,1M6 0.91% 

11,811 
o 

4,272 
o 

1.73'4 
0.00% 
4.00% 
WA% 

PAGE: 12 

XTERRA 

TOTAL NEWL-D TRUCKS 

TOTALreAN 

CXDSMOBlE 

NEW AUTOS· POOL 11 
,IUR() 

AUR<J!A 

TOTAL lEW AUTOS 

NEW LmIT-IlUTYTRUCKS· POOL 12 
FJlAVKJA 
SUi<lElE 

TOTAL Nr:WL.JlTRUCKS 

TOTAL OLDSMOBILE 

PONTIAC 

NEW AurOS· POOL #1 
Int£I/Uf 
GlWIDNi. 
GW«lPRIX 
SUNFff: 
VIlE 

TOTAL lEW AUTOS 

I£W UGKT .JlUlYTRUCKS· POOl 12 
AZTEK 
MOOANA 

TOTAL NEWL-D TRUCKS 

TOTALPOHTlAC 

PORSCHE 

I£W AUTOS.poelll 
911 
80XSTER 
~ 

TOTAL NEW AUTOS 

fG'lATXlN ESTBATE REPORr BY IIAKEIIXlEl.fOO 
IU.ERCOSTFORTHEYCAREMlEDmtm 

NEW rrEMS AT CURRENT COST ·IE.,NOIflATXlN. 

9 188,827 1!rj,129 9 

44 52 890,358 192,057 1,104,798 
- --- --- ---

64 16 80 1,239,334 400,468 1,667,233 

DE<BtlER 3l,:Dl2 

W '3,34% 

22.3115 2.07% 

27,431 1.&7% === === II&1::I::I -==-- =-===- -=- ==-

16 

o 
o 

== === 

3 
6 
3 
1 
o 

13 

2 
6 

21 

1 
4 
6 

11 

o 
1 
o 
o 
3 

148,325 
32,016 

149,009 
31,]6 -----

178,341 180,454 

59,913 61,214 
144,587 147,718 

~ 208,932 

16 382,841 389,386 
==- =-=a::::IIa ==-=- -==-= 

3 79,788 
7 110,600 
3 83,918 
1 13,450 
3 

81,613 
19,2)1 131,001 

65,678 
1~792 

51,944 51,944 

17 267,81' 71,145 344,828 

2 39,335 40,217 
7 154,439 23,498 178, II*! - --- - ---
9 193,774 23,a 218A86 

- - --- ---
28 461,590 94,643 563,324 

169,641 
164,244 
430,783 - --- ---

11 7&4,668 

171,495 
164,244 
441,037 

778,778 

2,744 . 1.88% 
18311 (1.97)% 

2,113 1.18% 

l,lJI 2.17% 
~131 2.17% 

4,432 

8,545 
==-

1.825 
1,940 
1,700 

342 
o 

2.17% 

1.71% 

2.29% 
1.49% 
2.75% 
2.54% 
0.00% 

5,8&7 1m 

962 2.45% 
262 0.15% 

1,224 o.s&% 

7,091 1.21% 

1,854 1.!l% 
o 0.00% 

lD,254 m 

12,1(1 1.58% 



w 
o 

o 
1Il 
CD 
3 
0-
~ 
I\J 
o 
o 
I\J 

" .. 
I 
:r 
<0 

g 
:0 

~ a 
~. 

~ 
o 
S 

~ or ., 
g-
in 

" a 
~ 
~ 

* 
l? 
;] 
"6' 
"0 
<It. 

r 

~ 
5 o 
" o c: 
-I 

~ 
.1\) 

Z 
9 

""" 

> 
o 
c: 

i 
-< 

i 
~ 
2-
r
'ii o 
z 

~ 
< 
~. 

[ 

f 

PAGE: 13 

aQO-tS'lyti:,: ." 

NEWUGHT .ourYTRUCKS· POOl 12 
CAYENNE 

TOTAL NEW L-O TRUCKS 

TOTAL PORSCHE 

SAAB 

NEW AUTOS· POOl.l 
9.3 SERIES 
9.5 SERIES 

TOTAL NEW AUTOS 

TOTALSAAB 

SATURN 

NEW AUTOS· POOl 11 
I(}lI 

1002 
1003 
l.2OO 
lJX) 

lWlOO 
LWlXl 

TOTAL NEW AUTOS 

NEW LIGHT -OUTYTRUCKS· POOl 12 
VUE 

TOTAL NEW L-D TRUCKS 

TOTAL SATURN 

SUBARIJ 

NEW AUTOS· POOI.'1 
IMPREZA 
lEGACY 

TOTAL NEW AUTOS 

INA.ATION ESTNATE REPORT BY MAKEMOOEI.JPOOI 
DEALER COST FOR THE YEAR ENIlElI2/31Al2 

NEW ITEMSAT CURRENT COST • I.E., NO INFlATION 

DECEI.tlER 20,:m2 

...... ~f:~.\t~·i:,·r:~,.;/;:Jc~,~.L ""~;;= 

126,422 126,422 

126,422 126,422 

11 13 764,668 126,422 903,198 
=== = = === ::c::::::; ==:I 

4 . 120,721 120,721 
6 210,512 21~512 

10 210~12 120,721 331,233 

10 210,512 120,721 331,233 
== ==== == ==::II z= 

4 

10 

10 
19 

29 

2 
4 

2 22,333 22,333 
2 26,~ 26,~ 
2 28,843 28,843 
2 33,515 33,258 
1 18,832 19,039 
2 36, 129 :1\,541 
1 _ 20,815 

12 109,084 77,229 186,882 

69,957 70,470 

4 69,957 70,470 

16 179,041 77,229 257,352 

12 192,377 45,939 239,586 
23 424,854 76,186 511,163 

35 617,231 122,125 750,749 

12,108 
= 

== 

0.00% 

0Jl0% 

1.36% 

0.00% 
0.00% 

0.00% 

0Jl0% 

o 0.00% 
o 0.00% 
o 0.00% 

(257) (OJ/)% 
207 1.1(1'1, 
412 1.14% 
207 1.00% 

569 0.31% 

513 0.73% 

513 0,73% 

1,082 0.42% 

1,270 0.53% 
10.123 2.02% 
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