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

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

#1. As year-end closes in, TRADE 
DISCOUNTS & ADVERTISING EXPENSE 
CHANGES IN ACCOUNTING METHOD ARE 
STILL THE RIGHT ANSWER FOR DEALERS 
LOOKING FOR BIG, ONE-TIME TAX DE
DUCTIONS. As we pointed out in our year-end 

update last year, the big attraction is that these 
method changes, like the initial adoption of LIFO, 
result in the largest part of the benefit being deduct
ible in the year of change. Like LIFO, it's one big 
beneficial timing difference. 

The entire last issue of the LIFO Lookout dis
cussed and illustrated many of the details. For auto 
dealers using LIFO, the benefits of making these 
changes can be significant. The Section 481 (a) 
adjustments required to implement these changes 
will be negative adjustments. The great news is that 
the entire amount of the adjustment is 100% deduct
ible in the year of change. 

Even better is the fact that these deductions (Le., 
the reductions of LIFO valuation of opening inventory 
in the year of change) are permanent deductions. 
They are locked into, or embedded, in the LIFO layer 
valuations. As a result, the amount of the Section 
481 (a) deduction for a LIFO taxpayer will only be paid 
back or offset in the future under certain circum
stances, and then only to a limited degree. 

Once the change has been made, only minor 
calculations need to be made at each year-end to 
determine the amount of cost reduction for trade 
discounts and advertising fees to be pulled out of 
ending inventory cost. 

During 2003, we have already made these 
changes in accounting methods on a cost effective, 
turn-key basis for many of our clients. 

We also felt this was important enough to contact 
all of our dealer clients and/or their CPAs to alert 
them in writing to this development/tax strategy. If 
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you'd like to see how we worded our letter to our 
clients on this subject, see page 4. 

Some dealers have indicated that they prefer to 
wait until next year to make the change. Their basic 
reason for putting off making the change was be
cause their tax reduction strategies for 2003 are 
already in place ... and they don't need more deduc
tions right now. However, they are planning to make 
the change next year, with 2004 as the year-of
change. 

In some cases, the CPAs who we've spoken with 
about this just don't seem to get it. They think that it's 
foolish (some say even "unnecessary") to make the 
change because they can't "sell it" to their dealers. Is 
that stupid, or what? These CPAs are adamantly 
willing to continue to use an accounting method for 
trade discounts that is illegal. They see nothing 
wrong with continuing to use a method that is not 
authorized by the Income Tax Regulations. 

Our questions to them are: "What else are you 
avoiding or letting your dealer avoid because you 
don't like what the Regulations say?" Reminding 
them that they should be putting a Form 8275-R in 
the income tax returns falls on deaf ears. 

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

Don't expect the IRS to run around reminding 
taxpayers that Revenue Ruling 84-41 ... not to men
tion the Regulations under Section 471 ... requires 
trade discounts to be eliminated from inventory costs. 
After all, when has the IRS ever pushed tax deduc
tions on car dealers? 

But, consider this: If one really wanted to go to 
extremes, it could be argued that not eliminating 
trade discounts from inventory costs is a violation of 
the UFO eligibility requirement that ending inventory 
be stated at cost. Hmmm ... seems that the I RS just 
looks the other way when taxpayers overstate ending 
inventory. But, every once in a while, someone in the 
IRS gets excited over these technicalities. Remem
ber Mountain State Ford? Everyone thought they 
were safe overstating ending inventories by using 
-replacement cost for valuing parts inventories. What 
a mess that turned out to be! 

#2. "L1FO AT 30 ••• LOOKING BACK, SIDEWAYS 
& FORWARD." In October, I presented a review 

of the LIFO application over the last 30 years as it 
relates to auto dealers at the AICPA National Auto 
Dealership Conference in San Antonio. My presen
tation outline is included on pages 5 to 10. 

#3. 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, it's 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. 

#4. 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
ter installments of estimated tax due Dec. 15 of this 
year or Jan. 15 of next year. 

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. 

#5. ye"R;.~NPPROJECTIONS.FOR.AUTO 
DEAL,Er:lSBASED.ON"ONE';OF';iEACH" MIX 
ASSUMPTION~ . Most auto dealers are under 

great pressure to rele.ase their year-end financial 
statements before their actual LIFO calculations can 
be completed. To assist in making year-end projec
tions, each year we provide a listing for new vehicle 
LIFO inventories showing weighted average inflation 
(deflation) information for each model. 

For 2003, new vehicle inflation indexes look to be 
among the smallest in years based on our one-of
each item category compilations. 

Our report compares everything in our 
SUPERLIFO database as of December 19, 
2003 ... with intro-2004 model prices, unless the 2004 
intra price was subsequently updated, and that infor
mation is also in our database forthe end of the year. 
December 1, 2002 is the reference date for the 
equivalent of the calendar year 2003 beginning of the 
year date; i.e., December 31, 2002lJanuary 1, 2003. 

The summary on page 23 shows that for most 
new vehicles, the overall price increases are small 
again this year. This is again due to competitive 
pressures among the manufacturers and currency 
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 dealer at year-end 
would have an inventory mix of one-of-each. These 
simplified, one-of-each inflation indexes may be used 
in year-end projections as a substitute for some other 
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 our one-of-each results to be useful in estimat
ing LIFO reserve changes or in comparing their 
results with ours. The detailed analyses for each 
make are on pages 24 to 31. 
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LIFO Update (Continyed) 

Reasonable Estimates. If you're going to reflect 
an estimate of the LIFO change for the year in a year
end Income Statement, that estimate should be a 
reasonable estimate in order to satisfy the IRS guid
ance 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 just in case the IRS ever wants to 
see them. 

When the year-end LIFO computations are made 
using all of the actual 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 the intro 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 accurate way to project 
LIFO changes is to input all of the dealer's invoices 
on hand as of a date close to the end of the year. By 
doing this, a more accurate weighted model mix is 
factored into the year-end LIFO reserve change 
projection. In addition, this process also factors in the 
actual average beginning-of-the-year item category 
costs for all of the continuing models. 

#6. IF YOU'RE TERMINATING LIFO FOR USED 
VEHICLES. WATCH OUT FOR YOUR TIMING. 

After last year's used vehicle LIFO calculations were 
run, big deflation hit many dealers' used vehicle LIFO 
reserves. At that time, many dealers decided to 
terminate their used vehicle LIFO elections effective 
for the year 2002. 

Other dealers, mainly those who had elected 
LIFO for their used vehicl~s long ago, still had large 
LIFO reserves ... though they were gradually being 
whittled down by deflation. These dealers decided to 
stay on LIFO at least through 2002 and wait and see 
what 2003 will bring. 

Well, it looks like 2003 is bringing more deflation 
for used vehicle LIFO inventories. Consequently, 
those dealers who stayed on one more year are more 
likely now to terminate their used vehicle LIFO elec
tions for 2003. 

For these dealers, we should repeat the caution 
expressed previously regarding the timing' of the 
filing of Form 3115 for permission to make this 
change. 

There is some fine print you don't want to over
look if your dealer wants to terminate his LIFO 
election for used vehicles (while staying on LIFO for 
new vehicles) if that dealer recently elected to use the 
Alternative LIFO 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. 

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 or if changes within the same method were 
made within the last five years, Rev. Proc. 2002-9 
would not apply and the requirements of Rev. Proc. 
97-27 would have to be followed. 

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 
when this safe-harbor method first became avail
able), it appears that the termination of the used 
vehicle LIFO election desired for the year 2003 
cannot be made as an automatic change without 
advance approval afteryear-end. Instead, this change 
would have to be applied for by filing Form 3115 with 
the IRS in Washington, D.C. before December 31 
under Rev. Proc. 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 pretty 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 2003 under Rev. 
Proc. 2002-9 (Le., without the advance filing before 
year-end and waiting for IRS approval). 

For permission to make this change to terminate 
LIFO for used vehicles, it is our understanding that 
although the dealer has to file before the end of the 
year, the IRS, is not requiring the payment of a user 
fee in connection with these change requests. * 
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Dear Dealer / CPA: 

December _, 2003 

Re: ABC Dealership, Inc. 
Possible Change in Methods of Accounting 
For Trade Discounts and for Advertising Fees & Expenses 
Effective for Calendar Year 2003 

It appears that ABC Dealership, Inc., would benefit greatly by, changing its method of accounting for trade 
discounts (floorplan assistance payments) and for advertising fees ana expenses. The schedule enclosed, reflecting 
December 31, 2002 inventory infonnation, estimates that the one-time, 100% fully-deductible-in-the-year-of-change, 
Section 481(a) adjustment for the dealership if it makes this change for 2003 would be at least in the range of $80,000 
to $87,000. 

You can obtain a better estimate of this potential Section 481(a) adjustment/deduction for 2003 by going to 
www.greenoutsourcing.com. It takes only a few moments to enter the basic data, and you will immediately have a more 

.' accurate projection ... at no cost. Alternatively, you can call me at the number above or Todd Boren at Green Financial 
Outsourcing Solutions at (214) 350-8197. 

We have been actively involved with many dealerships and CPAs during the year assisting them in making the 
appropriate changes in accounting method. For dealers on LIFO, the most beneficial aspect of making these changes is 
the fact that they receive a significant income tax deduction in the year of change as· a result of making these changes. 

At the AICP A Auto Dealership Conference in San Antonio in October, I devoted a portion of my presentation on 
LIFO discussing the fact that many dealers are not properly recording trade discounts in accordance with the 
Regulations and Revenue Ruling 84-41. This holds true regardless of whether or not the dealership is using LIFO to 
value its new vehicle inventories. 

I have written extensively on these changes in accounting method in the September 2003 issue of the LIFO 
Lookout. If you are not thoroughly familiar with the tax requirements and ramifications of this matter, you should find 
out more about it before December 31,2003. You can see the information from the first page of the September 2003 
LIFO Lookout on our web site at www.defilipps.com. 

Here are two of the key client management issues that were included as part of the 2-page Practice Guide checklist 
in the LIFO Lookout. 

1. Have the ramifications and benefits of the change in accounting method been explained to the dealer/client? 
o If possible changes in accounting method have been discussed, but dealer has decided not to make 

the changes, is there a memo in the file documenting discussion and rationale for not making 
changes at this time? 

2. 0 Regardless of how the client/dealer feels about the accounting for trade discounts, what is the Firm's 
position, liability and/or responsibility for not changing to the correct method/treatment for trade 
discounts? ..• It is clear that it is incorrect to include trade discounts as inventory costs. (Where do 
you stand .•• and why?) 

Another related point is that if the dealer resists making this change '" despite the fact that he receives a 
significant benefit from doing so ... , you or your CPA firm may be signing an income tax return that reflects inventory 
values that have not been reduced for trade discounts in accordance with the Regulations. As a result, technically, the 
dealership'S income tax return is required to include a special form, Form 8275-R, to indicate that the tax return reflects 
a method of accounting that is not authorized by the income tax regulations. 

If your schedule permits, we should talk about this fairly soon since all of this requires action, and in some cases, 
certain filings with the IRS before December 31. 

Sincerely, 

Willard J. De Filipps, CPA 
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LIFO AT 30 
Looking Back, Sideways & Forward 

WILLARD J. DE FILIPPS. CPA 

AICPA NATIONAL AUTO DEALERSHIP CONFERENCE 

SAN ANTONIO, TEXAS - OCTOBER 23, 2003 

l Background &: Perspective: Major Developments Along the Way 

A. Measuring and estimating inflation ... CP As lead, IRS follows 

B. The turbulent 80's 

C. Alternative LIFO Method for New Vehicles 

1. Compromise on computations all the way around ... IRS, NADA, dealers, CPAs 
2. Originally, published as Revenue Procedure 92-79 
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3. Superseded by Revenue Procedure 97-36 ... identical in content, just removed all transition rules 

D. Controversy over LIFO financial statement "conformity" for auto and truck dealerships 

1. VariOllS conformity requirements 
2. Dealer financial statements required to be submitted each month in prescribed fonnats to the manufacturer / 

Factory ... held to be subject to year-end LIFO conformity requirements because they were statements 
submitted "for credit purposes" 

3. The issue surfaces in 1994 ... at the first AICPA National Auto Dealership Conference 
4. Eventual "resolution" in 1997 .. 

a. Revenue Procedure 97-44 
(1) Penalty tax for past conformity violations 
(2) Penalty computed as 4.7% of LIFO reserve as of Dec. 31, 1996 (for calendar year taxpayers) 
(3) Paid in three equal installments 
(4) Subsequent IRS enforcement ... very disappointing 

b. Revenue Ruling 97-42 
(1) IRS guidance requires that an adjustment for LIFO must be reflected somewhere in the dealer's 

year-end income statement, but it does not mandate where the adjustment should be reflected (i.e., 
in cost o/goods sold section ... or in other income or other deductions) 

(2) Reasonable estimate of change for the year may be used 
(3) Fiscal year dealerships only have to reflect LIFO change once per year 

E. Parts & Accessories ... Mountain State Ford, and the use of replacement cost for valuing parts inventories 

1. The use of the replacement cost method for valuing parts-type inventories was disallowed by the Tax Court 
in Mountain State Ford Truck Sales. Inc. v. Comm. 112 T.C. No.7 (March, 1999) -
a. The taxpayer's appeal to the US Court of Appeals for the Tenth Circuit was rendered moot by the IRS 

issuance of Rev. Proc. 2002-17 
2. Revenue Procedure 2002-17 

a. Generally, effective for taxable years ending on or after December 31, 2001 
b. Resulted,· in part, from NADA efforts to try to compel IRSlTreasury to provide relief 
c. Provides safe harbor accounting method for dealers' parts and accessories inventories 

(1) Must be based on end-o!=,year quantities and mix (not interim) 
(2) Must include all items - not only a sample 

d. Allows dealers to approximate actual cost of parts inventory items by using replacement cost method 
based on end-of-the-year prices taken from manufacturers' price lists 

f. Automatic consent to change to this method was granted in almost all cases 
g. Rev. Proc. 2002-9 is modified to include this change as an automatic change in Appendix Sec. 10.02 

(Continued) 
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L Background & Perspective: Major Developments Along the Way (continued) 

E. Parts & Accessories ... MSFTS, and the use of replacement cost for valuing parts inventories ... (continued) 

3. Action / Form 3115 filings necessary to conform 
a. In lIWly situations, no action was required ... dealers would just continue doing what they had been 

doing in the past 
b. Other situations where filing Form 3115 was required (in contrast to "do nothing" situations) 

4. For some dealers, easiest way out (or better advice) was to convert to IPIC method for parts and skip all of 
the Rev. Proc. 2002-17 requirements 

F. Alternative LIFO Method for Used Vehicles ... Rev. Proc. 2001-23 

1. Methodology (sub-elections and computations) patterned after Alternative LIFO for New Vehicles 
2. Appropriate modifications are included to reflect difference in nature of used vehicles 

G. LIFO develops its own legal vocabulary in the Courts 

1. Wendle Ford ... definition of an "item" for LIFO repricing computation purposes 
2. Hamilton Industries ... method of accounting implications with corresponding Section 481(a) adjustments 

negate statute of limitations by making adjustments in the earliest open year ... "clear reflection of income" 
standard ... Statute of limitations never runs on timing/methods of accounting 

3. Amity Leather Products ... LIFO should not result in a deduction for factors other than inflation (such as 
technological change, inventory mix, etc.) 

4. Consolidated Manufacturing, Inc. . .. expanding reasons for temiinating LIFO elections beyond those listed 
in Revenue Procedure 79-23 

5. "Link-chain, index" methodology ... is it really necessary to be technically correct on this matter? 
a. "Repricing" versus "Double~extension" 
b. "Sample" vs. "Representative portion" 

H. The real service - and practice opportunities - for dealers on LIFO 

1. Projections of year -end changes in LIFO reserves and related planning 
2. Understanding, reconciling and explaining (projected) LIFO reserve changes 

n. New & Used Vehicles - Contemporary LIFO Issues 

A. New vehicles 

1. Item categories - multiplying like rabbits 
2. How far do you have to go in determining "item categories"? 
3. Use of shared model codes by some lIWlufacturer& make reference to VIN numbers inappropriate ... must 

use most detailed level of description provided by manufacturer 
4. "New Items" lists .... None of which are "Official" 
5. Crossover vehicles ... should there be a third pool? 

B. There's also a "half-LIFO" for new vehicles ... i.e., use of Bureau of Labor Statistics / IPIC Method ... Short
changes the dealer ... BLS determines new vehicle inflation to be approximately 1/3 to 112 of amounts computed 
under regular calculations because it makes all kinds of "qualitative" adjustments 

C. Used vehicles 

1. Basic issue: LIFO in deflationary periods ... many dealers are terminating (or.have recently terminated) 
these elections 

2. Cost determinations ... specific rules are provided in the Rev. Proc. for determining cost of used vehicles 
(Continued) 
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II. New & Used Vehicles - Contemporary LIFO Issues (continued) 

C. Used vehicles ... (continued) 

3. Use of Official Used Vehicle Guides, change in accounting method implications 
4. Impractical requirements ... double-checking the Official Used Vehicle Guides for platfonn changes 
5. Problematic language for "pennitted" methods when terminating used vehicle LIFO elections 

D. Determining "cost" of vehicles ... To change or not to change? .. that is the question 

1. Trade discounts/manufacturer financing incentives 
2. LIFO implications of selectively changing accounting methods 

a. Section 481 (a) adjustment is required ... negative Sec. 481(a) adjustment taken 100010 in the year of change 
b. LIFO indexes as of the beginning of the year of change must be restated 

3. Automatic change, can be made after year-end by filing Fonn 3115 with the tax return 
4. Distinguishing CAMs for advertising fees and expenses (non-automatic changes) from changes for trade 

discounts 

HI. Reserve Recapture Issues ••• Minimizing Recapture of UFO Reserves when Changing Entity Form 

A. Special problems for Oldsmobile dealers being phased-out by OM and for other dealers in transition 

1. Different results depending'on LIFO methods used: Alternative LIFO, IPIC, other methods 
2. Vertical slice approach discussed in LTR 199920001 could be analogous 
3. LTR 199911044 ... Although favorable to the auto dealer using the Alternative LIFO Method, the LTR 

involves a very simple fact pattem ... Leaves a lot of "wiggle room" in it for the IRS, but at the same time, 
also leaves a lot of "wiggle room" in it for certain dealer situations 

B. Acceleration of repayment of LIFO reserves in other situations 

1. Vertical slice approach ... LTR 199920001 doesn't involve an auto dealer, but it could be analogous 

C. Section 1363( d) recapture of LIFO reserve where C corp. changes to S status 

1. Revenue Procedure 94-61 provides guidance 
2. Tax attributable to ~IFO reserve is recaptured and repaid over 4 years ... basis is stepped-up 
3. LIFO election is not terminated by change to S status ... LIFO election remains in effect 
4; Special collapsed layer is created which combines all prior years' LIFO layers into a single layer ... Note: 

this does not involve a rebasing of all the prior year layer indexes 
5. Tax versus financial accounting treatment for LIFO computations for S years 
6. Other special problems 

D. Section 351 Transfers and Section 721 Transfers 

1. Regs (under IPIC) now al10w the dealer to treat the year of transfer as a new base year '" This allows dealer 
relate (or index) the current year cost against the prior year's costs ... so that dealer does not lose all of the 
LIFO benefits realized before the Section 351 or Section 721 transfers. 

E. Legitimate dealership restructuring not subject to LIFO recapture ... Coggin Automotive Corporation 

1. $4.8 million LIFO reserve recapfi!:!:re, issue !,lpon restructuring of consolidated automotive group 
2. Tax Court (115 T.C. 349 [2000]) 1:1p~I~1!Rs and required recapture upon restructuring of consolidated 

automotive group . 
3. Appeals Court, reversing the IRS and the Tax Court, did not require recapture of LIFO reserves 

(89AFTR2d 2002-2826 [CA-1l, 2002]) 

(Continued) 
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IlL Reserve Recapture Issues ... Minimizing Recapture of LIFO Reserves ... (continued) 

E. Legitimate dealership restructuring not subject to LIFO recapture ... Coggin Automotive Corp. . .. (continued) 

4. Letter Ruling 9716003 is precursor to the case in the Tax Court 
5. Special cautions for current restructurings 

a. "Anti-abuse" of aggregation theory partnership regulation ... Reg. Sec. 1. 70 1-2( e) ... effective for 
transactions after Dec. 29, 1994 

b. IRS may choose to contest similar transactions injurisdictions outside of the 11 th Circuit ... i.e., in states 
outside of Florida, Georgia and Alabama 

c. Best advice: Dealers should consider requesting a ruling from the IRS before undertaking restructuring 
transaction(s) 

F. No LIFO reserve recapture where S Corporation contributes auto dealerships' LIFO inventories to a newly
fonned limited liability company ... LTR 200123035 

IV. S Corporation QSub Groups ... Integrating LIFO Opportunities andAvoiding Pittalls 

A. Tax returns, LIFO elections & election terminations 

1. Overall combination of assets, per statute. Nothing in the instructions indicates what to do 
2. No IRS formal guidance on how to combine all assets of Qsub group 

a. Initial LIFO elections ... Do all QSubs have to be on LIFO? 
b. Terminating LIFO elections for QSub members 

B. LIFO calculations, pooling & reserve recaptureirnplications 

1. Should each Qsub's inventory constitute a separate pool? 
2. Is each Qsub a "separate trade or business?" 

a. If so, separate pooling implications. 
b. Resolution may depend on whether the Qsub is operated as a "separate trade or business" 

3. If, in initial return, all LIFO inventories of all Qsubs were combined, that approach obviously provides 
greater protection against reductions in inventory resulting in LIFO reserve recapture 
a. Method of accounting and change in method of accounting implications 

4. How Qsub inventories have been treated in the initial S cOIp. return filed to include the Qsubs could have 
"method of accounting" implications 

5. To date, the IRS has not issued any instructions or guidance on these LIFO/pooling inventory questions. 
Accordingly, there is no official IRS position requiring that Qsub inventories should be treated separately 

C. It is important to consider all of this before filing the first income tax return for the S corp. 

D. Under Reg. Sec. 1.1361-4, if S corp. makes a valid Q-Sub election with respect to a subsidiary, the subsidiary is 
"deemed to have liquidated into the S cOIp." '" Carryover of LIFO layers, merger oflayers under Sec. 381(c). 

V. Changes in Accounting Methods: Rules & Guidelines Updated in 2002 

A. Voluntary Changes - Automatic 

1. Now covered by Rev. Proc. 2002-9 ... superseding Rev. Procs. 99-49,98-60,97-37 
2. Basically, taxpayers making automatic changes are not under audit 
3. Generally, a Section 481(a) adjustment is not required where the method changes involve LIFO inventories 

... instead, use of the cut-off method is permitted 
4. Fonn 3115 is filed after the year end as part of the income tax return for the year of change 

A copy ofFonn 3115 must also filed with the IRS National Office 
(Continued) 
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V. Changes in Accounting Methods: Rules & Guidelines Updated in 2002 (continued) 

A. Voluntary Changes -Automatic ... (continued) 

5. Special dealership applications 
a. Electing IRS-approved safe harbor LIFO calculation methods 

(1) New vehicles ••. Rev. Proc. 97-36: Alternative LIFO Method for New Vehicles 
(2) Used vehicles ... Rev. Proc. 2001-23: Used Vehicle Alternative LIFO Method 

. b. For voluntary LIFO election tenninations see VI. below 
c. Certain IPIC (Inventory Price Index Computation) method changes 
d. Detennining the cost of used vehicles purchased or taken as a trade-in 
e. Including and/or excluding certain other items or costs from inventory 

Page 5 0(6 

(1) Trade discounts, flooxplan assistance, etc .... Section 481(a) adjustment is required 
f. Changes in methods for detennining inventory costs capitalized under Section 263A 

B. Permission-Required Changes 

1. Now covered by Rev. Proc. 2002-19 ... Modifying Rev. Proc. 97-27 
2. General rules & discussion ... see V.A.2. and V.A.3. above 
3. Fonn 3 i 15 must be filed with the IRS before year-end Payment of a user fee is required 
4. Special dealership applications 

a. Advertising fees and expenses '" Section 48 1 (a) adjustment is required 

C. IRS Audit-Initiated ..• (Involuntmy) •.. Method Changes 

1. Involves changes in accounting methods that are made on audit by the IRS and whether the taxpayer - or the 
IRS - is bound I required to follow that accounting method in succeeding years. 

2. Now covered by Rev. Proc. 2002-18 
3. Superseding a proposed Revenue Procedure that was included in Notice 98-31 which would have required 

Section 48 1 (a) adjustment to be picked up 100% in earliest open year 
4. General rules & special dealership applications 

D. Form 3115: Current Revision (as of October 21,2003) is dated May, 1999 

1. Fonn required to be filed when requesting IRS pennission to make a change in accounting methods 
2. General filing timing requirements ... autornatic vs. changes requiring advance approval 
3. Other filing experiences with the National Office 

JIl. Voluntary Termination o(LIFO Elections 

A. Tenninating all LIFO elections at the same time 

1. Does not require advance pennission from the IRS 
2. Does not require payment of user fee 
3. Fonn3115 is filed after the year end as part of the income taxretum for the year of change 

A copy ofFonn 3115 must also filed with the IRS National Office 
4. Rev. Proc. 2002-9 superseding Rev. Proc. 97-27 

(Continued) 
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VI. Voluntary Termination of LIFO Elections (continued) 

B. Tenninating less than all LIFO elections at the same time 

1. .No longer requires advance pennission from the IRS, nor payment of a user fee ... now permitted by Rev. 
Proc. 2002-9 (Section 9.05) superseding Rev. Proc. 97-27, which previously treated this change as a change 
requiring advance permission from the IRS 

2. Filing ofFonn 3115 is done after the end of the year of change as part of the income tax return for the year 
of change. A copy ofFoIlll 3115 must also filed with the IRS National Office 

3. IRS relaxed the rules ••• Issues where texminating used vehicle LIFO election where taxpayer has changed 
to the Alternative LIFO Method for Used Vehicles (Rev. Proc. 2001-23) or made other changes within the 
last 5 years 

4. Section 481 (a) adjustment & spread periods '" positive adjustments ... negative adjustments 
5. Problematic / Troublesome language in definition of ''pennitted method'· of accounting required to be used 

for inventory going off of LIFO 

VII. Looking Forward: What Lies Ahead? 

A. Basic considerations ... 

1. Inflationary vs. deflationary price trends for new vehicles and for used vehicles 
2. Changing value of LIFO interest-free loansf'pennanent" deferrals due to lower interest rates affecting the 

time value of money 

,B. The real service - and practice opportunities - for dealers on LIFO 

1. Projections of year-end changes in LIFO reserves and related planning 
2. Understanding. reconciling and explaining (projected) LIFO reserve changes 

C. Short tenn ... next 12 to 18 months or so 

1. More terminations of used vehicle elections? 
2. More changes in accounting methods to eliminate trade discounts and/or advertising fees from inventory 

costs? 
3. LIFO elections for motorcycle dealers 
4. Conversion of parts inventories on LIFO to the IPIC LIFO Method 

D. Long tenD ..• Will Congress ever repeal LIFO? 

JlIIL Bibliographv 

A. A comprehensive, topical index listing articles discussing all of the developments referred to in this outline can 
be accessed at www.defilipps.com (follow the "Publication" and "Index of Articles" links) 

B. These articles have appeared in the UFO Lookout from March 1991 through December 2002 ... Many of these 
articles also include additional selected bibliographies 

Willard J. De Filipps. CPA 
. Copyright. August 2003 

~photoCopylng~~~or~Rep~rIn~tIn~g W~H~h~OU~1 p~e~rm~Is~SIo~n~ls~p~roh~ib~lt~ed~~~~~*~~~~~~~A~a~u~arte~rIy~U~pda~1e~of~.L~IFO~.~News!!!!!!!!!~. V~ie~WS~and=!!!l~de~IS 
10 December 2003 De Fllipps' LIFO LOOKOUT Vol. 13, No.4 



SPECIAL UFO CHALLENGES: 
CONFORMITY REPORTING 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 using 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-end financial statement confor
mity reporting requirements in order to remain eli
gible to use the method. 

As emphasized throughout the discussions on 
pages 14-16 of the special rules and IRS guidance for 
auto dealerships, taxpayers outside the scope of that 
guidance should be careful not to rely on that guid
ance as If the I RS 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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Spacial LIFO Chall~nges (Continued from page 11) 

BASIC LIFO EUGIBILITY REQUIREMENTS: . Howeyer, where the LIFO 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 ~IFO 
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 preceding the 
year of LIFO election, the election year, 
and in all subsequent years (Cost). 

2. Violation of the financial statement re
porting conformity requirements for the 
election year and all subsequerit years 
(Conformity). 

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

4. Failure to maintain adequate books and 
records with respect to the LIFO Inven
tory ar:Jd 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 cost for valui ng parts 
inventories could not be employed as a substitute for 
actual cost in connection with LIFO inventori~s '" nor 
for any other non-LIFO inventories. 

If a· violation of anyone of the four eligibility 
requirements occurs, the Internal Revenue Service 
has the discretionary power to allow the LIFO elec
tion-if it can be persuaded to exercise that power in 
the taxpayer's favor. For example, Revenue Proce
dure 79-23 reflects the pOSition of the Service that a 
LIFO election can be disallowed If the taxpayer falls 
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 ~ be possible to avoid 
termination of the LIFO election for a violation of the 
''books and reco~ds" 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 dlff~r
ences in the levels of costing inventories between 
financial statements and tax returns - the IRS is not 
authorized to te'rminate the taxpayer's LI FO election. 

equate books and records, n 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% 
pena,l~y amount, should be regarded as a very limited 
exceptiOn to the IRS general approach of terminating a 
LIFO election whenever It uncovers an eligibility viola
tlon. 

FORM 970 QUESTIONS 
REGARDING CONFORMITY 

Form 970 is the LIFO election form which is 
required to be included with the tax return for the first 
LIFO year. One ofthe significanttraps forthe unwary 
is that Form 970 asks only whether the year-end 
financial statements for the election year haVE! satis
fied certain conformity requirements. 

Question 5 on Form 970 does not warn taxpay
ers that these conformity requirements must be 
satisfied for every year-end statement 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 CPAs floundered through for nearly a decade 
(and that resulted in Rev. Proc. 97-44), itwould seem 
that many practitioners have never even looked at, 
much less attempted to study in detail, the regula
tions dealing with this critical issue .. 

CONFORMITY REQUIREMENTS •.. 
THERE ARE MANY 

There are many conformity requirements. They 
exist as restrictions on a taxpayer's general desire to 
pay lower taxes using a LIFO .method for valuing 
inventories, while reporting' more income to share
holders or banks and other creditors using a non
LIFO method. To prevent this from happening, the 
Treasury says that LIFO must be used in alt repoits 
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 UFO must be used to 
compute income in the year-end financial state- ' 
J:illillt§. However, it is more technically correct to 
state thatthe IRS only requires LIFO to be used in the 
primary presentatIon of income (I.e., in the Income 
Statement). For 'most taxpayers, the UFO confor~ 
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mity requirements pose at least two general sets of 
requirements: 

----------------------------~ FIRST, they require that any year-end 
financial statements issued in the tradi
tiona/ 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-formatted financial 
statements sent by certain dealers to a 
manufacturer/supplier/creditor (12th, 
13th and any other fiscal year-end stafe
ments) to reflect LIFO results. 

A taxpayer may adopt LIFO only if it has used no 
other procedure than LIFO in preparing an Income 
Statement or a profit or loss statement covering the 
first taxable year of adoption. As noted previously, 
for subsequent taxable years, similar restrictions are 
imposed. However, the Commissioner has the dis
cretion to allow a taxpayer to continue to use the 
UFO 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 tothe conformity requirements in 
year-end, manufacturer-formatted financial state
ments senttothe FactorylManufacturer/Supplier ... as 
well as in the more conventional year-end state
ments issued in report form by CPAs. 

EVERY YEAR, ALL OF THE CONFORMITY 
REQUIREMENTS MUST BE MET 

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

If a taxpayer is thinking about making a LIFO 
election for the year, then it should placeanestimate 
of theyear-end LIFO reserve ... or the actual amount 
if it has been calculated ... 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 UFO when It files Form 970 as part of 
its Federal income tax return for the year at a later 
date. 

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

ment) and is considering extending LIFO to another 
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 tlie additional classes of 
goods under consideration. 

TRADITIONAL FINANCIAL STATEMENTS IN 
ANNUAL REPORTS ISSUED BY CPAs 

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

The LIFO conformity requirement as it relates to' 
reports issued by CPAs requires that in the primary 
presentation of income (Le., the Income Statement), 
the results disclosed must only be the net-of-L1FO 
results. The primary Income Statement 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 th,ese requirements are met. 

Alternatively, the Regulations permit disclosure 
of non-LIFO results in a footnote to· the regular year
end financia/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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, 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~orts issued by CPAs. 
DEALERSHIP YEAR-END STATEMENTS SENT 

TO MANUFACTURERlSUPPLIERlCREDITORS 

Many CPAs serving automobile dealerships are 
now aware that the Regulatians'Oontain several year-
end LIFO reporting restrictions Which apply 10 the' 
specially formatted financial statements$ent by auto 
dealerships and other businesses immediatelY after 
year-end to the ManufacturerISuppli~rICt$dltors. 
Some of those CPAs who were not ,hada,rude 
awakeiiingwhen their (former) dealerclien~r[)4gh 
their attorneys-asked them to reimburseth.(~.Et~~I;t~; 
for their payments of the 4.7% penalty ''settl,emei1t 
amoupts" 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 statem'ent 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 partlal
year statements to disclose the resultf? 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 well' as to their 13th state
ments. The 12th statement is usually issued on a 
preliminary basis, before accruals and estimates are 
refined by detailed adjusting entries. The 13th state
ment is usually issued several weeks after the 12th 
statement, and it reflects year-end accrual adjust
!l1ents ,and other computations not otherwise com-

(Q9ntipyed from page 13) 

~,It;ltetilliwithin the tight tlme<f:fl@f:]':I~for the issuance of 
fhe December or 12th statemepL(usually by the 10th 
day,iofthefollowing month). 

" 'th~tR$National Office confifrT!~¥Ldealers' worst 
fe,~f~;,(;tLltiOg.1995 in LTR 9535010i.II;IJhis Letter 
RLiUng;,\;~:p~j$ndar year dealership raisetJltheconfor
mityij'd!~~1iq[\inlhe context of what happens,when 
thembfii~tI,ly:s.tatements, including the December 
year-eM~V' '!iJ~m~f,are not on LIFO but the CPA 
prepares' a '" ,~ifinancial statements for the 
dealership wflic, ",~itr~f:I~~pFO. 

Here, the taxpaYtitts,,~~g~ment was that the 
CPA's audited statements~e~~in,gi LIFO were the 

, , financial statements,whH~\tlj1'~;mQrithlystate
, , dealership to the man'~flicturerand 

~tnt:~<;I~Ir;poration were "supplementary state-
rr ........ ft!","' that the dealer in LTR ' 
95:350'1J)i),h:aljiv!!ol~tE'KlIi the LIFO conformity require-

The dealer$hipus'ed aninventory method 
other than LIFO in ascertaining its income 
in the monthly financial statements, 

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

The financial statements were "tor credit 
purposes," and 

The financial statements were riot 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, 
tax;payer was unable to p~ovide any explanation of 
what purpose other than credit evaluation the credit 
subsidiary might have for requesting the dealer's 
financial statements. 

In a companion letter ruUng, 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 ponformity require
ments. In connection with the second "test" related 

~ 
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Special LIFO Challenges 

to whether the dealership's financial statement to the 
Factory ascertained the taxpayer's income for the 
taxable year, the IRS noted that the year-to-date 

. column information readily provides this computation 
for the reader. Even without year-to-date accumula
tions on the face of the monthly Income Statement,' 
any series of months could simply be added together 
·to reflect a complete 12-month period of anyone's 
choice. 

L TR 9535009 states that the fiscal year dealer 
taxpayer issued a financial statement (in January, 
19xx) that ascertained Its income for the entire prior 
calendar year, and that calendar year statement is 
corisldered a statement covering the "taxable year" 
because it covers a i-year period that both begins 
and ends in a taxable year or years for which the 

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

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

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 special interpretations 
apply only to a year-end. financial statement 
prepared in a format required ~y an automobile 
manufacturer on preprinted forms supplil!d by 
the autotflfl#ll~·m!lnufacturer. 

Placementilfthelncome Statement. LIFO 
adjustments musta~p'~ar In the twelfth month !n
come Statement. H!ilw,~yeritn~y do.QQ1 have to be 
reflected in the Costof'$o~dsSold section through 
the inverllmry valuationaQ¢Q~'filt$;'As long as the 
LIFO adj~stments are reflect~.(;l:~~~ri1'~Yfhere in the 
determination of net income~Qj;J:ith~(i\t\:ilqQrcn~.State
ment,that conformity requirememf~i"I}be:~~ti$fied. 

Revenue Ruling 97-42 makes:l!trr¢I~~~i,:.,t:lat>if ~ .. 
LIFO res9rveadjustment is. posted.dir~~\\(tt:l~'the 
retained earnings account and reflect~&dlll1i·\::tn~ 
dealership!sBalance S~eet, that treatm$nt:!ef,t~~) 
LIFO reserveehange will D.Q1 satisfy thecomf~rrnii'.; 
requirement· :F'Qryears ending after Octeller';1~,,: . 
1997, it is thusll'l1perative that the LIFO adjtlstl'ttel1lt 

(Continued) 

be properly reflected in the Income Statement pr~-
pared for the last month of the year. . 

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

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

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

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

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

In other words, the IRS does not require the 
. change in the LIFO 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 w,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 .QQ1 be 
reversed so that the December Statement of Income 

. does not reflect any LIFO reserve charge for the 
. twslve month period ending December 31. 

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

Revenue Procedure 97-44 provided "relief" to 
ayto dealers whose year-end Factory statements 
failed to satisfy the conformity requirements at any 
time during a six-year "'oak-back" petiod. " These 
dealers were allowed to keep their UFOe/actions if 
they paid a 4.7% penalty/settlement tax based Qntbe 
amount of their LIFO reserves as of the last ta~8,t)I~ 
year ended on or before October 14, 1997 (Le.,'asedf 
December 31, 1996 for most calendar-year auto 
dealers). These dealers were also required to satisfy 
certain Qther conditions as terms of the settiement. 

.lnHevenueProcedure98-46,the IRS extended 
this relief for'slmil~r,'9Pr:1formity violations to all me
dium and heavy-dut¥triJekdealers, providing them 
with a slightly different series.',Ofpayments dates. 

One of the major traps thatpr.actlti()mer~· ~ndauto 
dealers now face is in the lack ofsyric~rQ~'I~ation 
between the language in Revenue RUling97~42:anc:l' 
the language in Revenue Procedure 97-44. RevenLle ' 
Ruling 97-42 applies to the issuance of statements to 
a "credit subsidiary." In contrast, Revenue Proce
dure 97-44 contains broader language in its scope 

. (Section 3) referring to the providing ''for credit pur-' 
poses" ... of an Income Statement In the format 
required by the franchisor. 

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

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

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

For these fiscal year taxpayers ... other than. auto 
dealers and light, medium & heavy-duty truck deal
ers ... In order to satiSfy another strict conformity 
requirement, the full-year Income Statements must 
reflect LIFO at the end of both 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 at income, profit, . 
or loss for a one-year period other than a taxable 
year, and to (2) credit statemer:lts or financial reports 

(Contj!jlt,l~d,frQmpage 15) 

thatbci~ataioAe;.year period otherth~n:a taxable 
year, mCl;t,omIMdf-',the' one-year period bOth::~egins and 
ends in'a"t~~!~ley~aror years for which the taXpayer 
uses theiLliJ?~!;,rtrI.~,~filpd, for Federal income tax pur
poses., For,e~~~QJ.e:"", .in the case of a calendaiyear 
taxpayer, the.:~~tlliiF,~,fTIents ... apply to the taxpayer's 
determinatlonQ:f\i,f1~~rnedor purposes of a oredit 
statement that CQ¥e~#~;i;tl1lep;Period October 1, 1981, 
through September'~O,'t:9~2dttf:le taxpayer uses the 
UFO method for Federat'ihcometax purposes:in 

,,' t~able years 1981 and 198~:" 

Plar:.ement of LIFO change,lflthfil year-end 
Stllt,~~nt:Qflncome. In fightingWjth'~~to dealers 
ovef(i'¢~~:f;Ptf:l3J~Yijn 1994 the IRS informallyJodicated 
th.atorn,:\th~I.I~~li!~C)"thly (Le., twelfth) statement; the. 
UFO adjustrm:~t1:t:~/il~d to be run through the Costot 
Goods Soldsectioti!l&~ia/tl:!e beginning-of-the-year . 
and the end-of-th81y~atlr\)~~@t,pryvaluations), rather 
than through an other Incom~ldepLlGtions account. .. or 
else dealers would not be in cort1plianc;;e with the 

, LIFO year-end conformity requirernent. The IRS 
, sup,s~.g!:lently retreated on this "placement" issue in 
Re~enue:RulinQ' 97-42. 

For LlFOtaxpay,ers 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 Fa 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 aoply 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 UFO 
violations should do in light ofwhatis now understood 
to be the IRS Interpretati~n of these regulations. 

All taxpayers ••• other than auto and truck 
dea/ers ••• usfng LIFO who Issue monthly 
statements. to manufacturers, suppliers or 
creditors are not protected by the special 
ruies in Revenue Ruling 97-42 which modify 
the Regulations only for special reporting 
situations faced by auto dealers. 
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What should these businesses/taxpayers be told 
about their LIFO elections? Are they subject to 
retroactive termination of their LIFO elections at any 
time, literally at will, by the IRS? What responsibility 
does the CPA practitioner have as preparer of the tax 
return now that the IRS pOSition has been more' 
clearly 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 Statement has been issued or released on a 

non-LIFO basis, that statement cannot be recalled 
and corrected to reflect LIFO by the re-issuance of 
statements satisfying the conformity requirement. 
Furthermore, it then bec;:omesdiscretionary with the 
IRS 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 119449) illustrates one taxpayer's success (or 
possibly good fortune) in avoiding termination of its 
LIFO election when it came down to "all-or-nothing" 
on this issue. This case, decided in 1981, involved 
what would have been the termination of a LIFO 
election made in 1973 because at the end of the first 
LIFO year, the taxpayer had issued non-LIFO state
ments and then later made a LIFO election when it 
filed its tax return. 

In that case, the taxpayer recalled its previous 
non-LIFO statements and replaced/reissued LIFO 
statements to all the banks, creditors and sharehold
ers before the income tax return for the first year was 
filed. The taxpayer probably would have lost Its LIFO 
election if it had litigated the issue in the Tax Court, 
but the taxpayer chose to litigate this issue in the 
District Court in Ohio. 

The taxpayer took the position that It had not 
"used" FIFO within the meaning of Section 472{c). Its 
position with respect to Section 472{c)(2) was that 
non-LIFO "worksheets" were not used fpr "credit 
purposes," since the credit had been exten'ded prior 
to the delivery of the worksheets. The District Court 
accepted the taxpayer's arguments. With respect to 
Section 472(c)(1), Powell contended that use is 
determined at the time of the LIFO election and that 

(Continued) 

this election need not be made until the taxpayer fires 
its return. At the time Powell elected LIFO, it was no 
longer using the FIF.O statements, inasmuch as they 
had been recalled prior to the ejection 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 '1n 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 LlFO-especially pub

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

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

This allows some companies to use more pools 
.. .in 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 comp~nies 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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8ased 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 
doliars 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
nian-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 '~ust for show" 
can be costly, if not almost unnecessary. 

INTERIM REPORTS 

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

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

OTHER CONCERNS: INSILCO & SECTION 472(g) 

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

In upholding the taxpayer in Insilco, the Tax 
Court told the IRS that if it didn't like the result, it 
should get Congress to change the law. And that's 
exactly what the IRS/ Treasury did I Attl;)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)(8) provides that any other group of corpo
rations which consolidate or combine for purposes of 
financial statements ... shall be treated as one tax
payer for purposes of the conformity provisions. 

(Continued from page '17) 

CONCLUDING CONFORMITY WARNINGS 

The William Powell Company and the Insilco 
decisions are the only recorded cases where taxpay
ers contested· the IRS termination of their LIFO 
elections in court. The bottom line is that the IRS 
takes all of these conformity requirements seriously. 
On many audits, instead of assuming that the tax
payer has complied, the IRS asks for proof that 
financial statements at year-end were not in violation 
of the LIFO conformity requirements. 

The first year of the LIFO election is very often 
the easiest one for the IRS to find a conformity 
violation in. This is because by the time the election 
is "officially" made in the tax return many months 
atter year-end, the financial statements for the year 
are long gone out the door. 

In these situations, the IRS asserts that there is 
no statute of limitatIons preventing it from inquiring as 
to a taxpayer's compliance with the conformity re
quirement ... and that the Service can look into this 
as far back as the initial LIFO election year. Further
more, the burden of proof is on the taxpayer--i1ot on 
the IR&--in these inquiries. 

The IRS position is that there is no limit on its 
ability to go back to.a£:lX' prior year ... n a 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 LlFOI 

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. 
Consequently, LIFO users cannot be too cautious or 
careful in dealing with conformity matters. 

YEAR-gND 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 requirementshould 
be satisfied by using a reasonable estimate of the 
change in the LIFO reserve in lieu of the actual 
amount. (Revenue Ruling 97 ~42 says so explicitly for 
auto dealers.) As mentioned previously, another 
alternative might be to use a different LIFO compu
tation methodology for the financial statements than 
the one used for tax purposes. 
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Projections for Income tax planning pur-· 
poses. It is unrealistic to attempt any serious 
planning for a business that uses LIFO without first 
,projecting the change in the LIFO reserves for 
year-end. 

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

'One thing is certain: After year-end, it 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 aetions can b~ taken, than It is 
to be caught entirely off:.guard or without any idea of 
how large the LIFO reserve recapture is going to be. 

(Continued) 

PROJECTION MECHANICS 

Projecting year-end changes in LIFO reserves 
need not be too difflcLilt nor time-consuming. Making 
these LIFO reserve change projections involves only 
two estimates: (1) the ending inventory'level. arid (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 inflatior) index as ofthe beginning-of
the-year. 
The computation of the projected change in a 

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

(1). Detennlnethe cumulative index as ofthe end-of-the-year-this is the estimated current year inflation 
index times (Le., multiplied by) the begir:ming-of-the-year cumulative index, . 

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

(3) Compare the end-of-the-year inventory expressed in base dollars with the beginning-of-the-year 
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 fqr 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 basis. This means that the most recent/last layer built up is the first one 
eliminated. and then prioryears'layers are eliminated in reverse-chronological order. In other words, 
a decrement in 1999 is carried back first against any 1998 in~rement. then against 1997. then against 
1996. then against 1995. etc, un~iI the entire amount of the 1999 decrement (expressed in base 
dollars) has been fUlly acCounted for. In some instances. a decrement may end up being carried all 
the way back to the original first LIFO year base layer. 

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

(6) Subtract the ending Inventory at its LIFO valuation from the ending inventory at Its actual or 
estimated current non-UFO cost~to determine the projected LIFO reserve as of the end-of-the-year. 

(7) Subtract the actual LIFO reserve as of the beginnlng-of-the-year from the projected LIFO reserve 
as of the end-of-the-year. The result determined in this final step is the estimat~ of the change in 
the LIFO reserve for the year. 

(8) Reconcile and 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 UFO ar.e 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 ~ors. 

ncreases 

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

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

• Price decr~ases ... deflatlon. 
• Decreases in inventory investment levels

i.e., pay-backs of previously built-up LIFO 
reserves to the extent necessitated by the 
carryback at 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 at 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-ot-the

, year. Whether or not there is a "pay-back" depends 
on how the prior year layers were built up over time 
an~ 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
volved, see "Strange ... But Explainable.' .. Results from 
the Wacky World of Negative LIFO Reserves," in the 
December, 1998 LIFO Lookout. This article, with 
extensiv'e supporting schedules, analyzes what f11ight 

(Cootiny@d f~Qm page 1 Q) 

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

WORKING OUT OF ANTICIPATED YEAR-END 
LIQUIDATION OR DECREMENT SITUATIONS 

When a liquidation or decrement situation is 
anticipateG, the starting point is to calculate the pay-
back pote"tial from a series at reduced inventory 

, levels. In other words, as the year-end inventory 
drops, how much more (or less) is the LIFO reserve 
going to change? The,se 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 recapture' potential will be different for every 
pool, si!1ce each pool has its own history and charac
teristics. For auto dealers, this recapture impact will 
be different for the new auto pool compared to what 
it will bef(;Jr 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 UFO 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 
stili have some degree'of business justi
fication (other than solely attempting to 
minimize the impact of LIFO layer liquida
tions). 

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

3. SwItch to the BLSIIPIC method. Con
sider changing to the BLSIIPIC method 
under the recent changes ... anQ expedi-
tious consent procedure ... available in 
Section 10.04 of the Appendix to Rev
enue Procedure 98-60. 

Photocopying or Reprinting WIthout Permission Is Prohibited * A Quarterly Update of LIFO - News, Views and Ideas 

2~O~D~~~mOO~~r2~~~~~~~~~~~~~~--~ ~~~~~~~D~e~Fi~IiW~S·~L~IF~O~L~O~O~KO~UT~~V~OI~.1~3~.N~O~.4 



Special LIFO Challenges 

If a busines$' using LI FO is trying to avoid a 
significant year-end reserve reduction. steps to in
crease the inventory level should be completed and 
documented b~fore year-end. These actions 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 stili 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 yea:r-end which was not "Intended to be sold 
or placed in the normal inventory channels." . 

. Ideas dealers mIght consider If faced with 
significant projected d~remetits. 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. However, they may 
not necessarily be justified 1f the IRS digs deeply into 
them and sees them as motivated solely by liqulda
tion-avoi9ance. Therefore, these strategies should 
be regarded by dealers and their advisors asaggres
sive and not without the likelihood of challenge 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 determining which pool (new automo
biles or new light-duty trucks) has the greater LIFO 
repayment potential. a dealer may simply try to have 
more inventory .dollars in the pool with the greater 
repayment potential. 

In other words, if the dealer can have only 
$1,000.000 worth of inventory. if the LIFO repay
ment payback potential is 30% on the dollar in the 
new automobile pool and 60% on the donar inthe new 
light-duty truck pool, the dealer should try to have 
more' inventory dollars at year-end in the new light
duty truck pool than in the neW automobile pool. 

2. Attemptto purchase new vehicles of other makes 
(for resale t~ retail customers) to put into inventory. 

Under the Alternative LIFO Method. all new 
automobiles;' regardless of manufacturer. including 
those used as demonstrators. must be includ ad in a 

(Continyed) 

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

3. Similarly, a dealer might simply attempt to 
purchase (for retail sale) some very expensive makes 
(Lamborghini or Rolls Royce) and putthem In the new 
automobiles pool. (KA 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 wi~ another franchised dealer? 

How far can the "retail resale" aspect be pushed? 
Will this pass muster with theIRS? One cannot be sure. 

Caution: Section 4.02 of Revenue Procedure 
97-36 does contain some troublesome language 
relating to LIFO pools. It states that "for each 
separate trade or business, II all autos. regardless of 
manufacturer, must be placed in one pool. No one 
really knows what "for each separate trade or busi
ness"really means, and the IRS has yet to define or 
explain it. If these words don·t mean anything. why 
are they there? Might the IRS assert some special
ized interpretation for this term under these circum-

. stances? 

In TAM 199911044. the IRS gave some indica
tion of its interpretation of the "for each separate 
trade or business" language. In this TAM. the 
National Office allowed an auto dealer to keep all new 
autos in one pool and aI/ new fight-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 '''Automoblle Dealer with Multiple 
Franchises & Locations Can Use One Pool for all 
New Cars." LIFO Lookout. June 1999. 

4. A dealer might actIvely seek out another' 
dealer with less of a LIFO recapture impact potential 
and attempt to purchase inventory from that dealer. 
perhaps paying a "premium" or offering that dealer 
some ather 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 entitles ... to 
determine whether a shifting of inventory from one 
entity to another, if feasible. might create a favorable 
recapture-avoidance result. 

see SPECIAL LIFO 'CHALLENGES, page 22 
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SPacial LIFO Challenges 

6. Finally, although it may seem heresy, a 
dealer might consider not closing sales until after the 
end of the year. For some dealers, what they hope 
to realize in gross profit and potential customer 
loyalty may be smaller than the real dollar outflow that 
definite/ywill result from the red uction of inventory by 
sales which will definitely trigger the LIFO recapture. 
Some dealers may simply be unable to make the right 
decision on this. 
SOMETIMES THE EVER-VIGILANT IRS 

REVERSES YEAR-END 
UQUIDA nON 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. All of these collectively 
stand for the proposition that the IRS may success
fully overturn and even penalize year-end inventory 
transactions that are solely LIFO-benefit motivated. 

1. Ingredient Technology Corporation (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 IRS' 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 taxlLlFO 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 that justify the purchase of year-end 
inventory levels in the ordinary course of business. 

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

(Cootjoyed from page 21) 

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

4. The specific mechanics of taking possession 
and title prior to reselling the inventory should also be 
considered. But note, even doing all this legally did 
not stop the IRS In Illinois Cereal Mills. 

TAM 9847003 provides more recent evidence of 
how closely the IRS scrutinizes year-end inventory 
levels and transactions. In this case, the IRS con
cluded that an affiliated group had engaged in inven
tory-level manipulation statiflg: "The Group simply 
used Y (one affiliated member) as a purchasing and 
holding company so that it could manipulate the 
quantity ofgooc:ls in X's (another affiliated member) 
ending Inventory, thereby artificially inflating 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 
formai owne~ship with y, the opjective economic 
reaUties ihdicate that X had effective command overthe 
Y purchases.". Accordingly, the IRS National Office 
concluded that X was the owner of the Y purchases 
and shoul~ have included them .in 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 
changil'1g the neW taxpayer's method of accounting 
and making adjustments pursuant to Section 481 (a). 
A WARNING ABOUT AGGRESSIVE 

YEAR-END INVENTORY PLANNING 
Any L1FOtaxpayer 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 after year-end or just to otherwise look 
good on paper. . 

More recently, Letter Ruling 9847003 indicates 
that the IRS arguments are potentially more sophis
ticated and strengthened whenever the IRS brings 
Section 481 (a) into the evaluation. The IRS' re
peated use of the term objective economic realities 
may open the door to many subjective disputes. * 
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PAGE: 1 
MODELATEM CATEGORY INFLAllON SURVEY 
FOR QUICK, ONE-OF-EACH, UFO ESllMATES 

DEALER COST FOR THE YEAR ENDED 12J31m3 

INFLAllON ES"nMATE REPORT BY MAKE 
BASED ON INFORMAllON AVAILABLE 

pooL #1 POOL #2 
NEW NEW 

AUTOMOBILES L-DTRUCKS 

ACURA 0.12% 1.78% 
AUDI 0.00010 0.00% 
BMW 0.33% 2,63% 
BUICK 2.09% 0.52% 
CADILLAC 1.71% 1.03% 
CHEVROLET 1.19% 2.26% 
CHRYSLER 1.71% 2.:1)010 
DODGE 2.15% 2.51% 
FORD 0.57% 1.56% 
GMCTRUCKS 0.00% 3.31% 
HONDA 0.00% 0.43% 
HUMMER 0.00% 1.50% 
HYUNDAI 3.25% 1.98% 
INFINITI 0.95% 0.00% 
ISUZU 0.00% (1.50)% 
JAGUAR (0.12)% 0.00% 
JEEP 0.00% 2.13% 
KIA 0.88% 3.17% 
LAND ROVERIRANGE ROVER 0.00% (11.87)% 
LEXUS (0.20)% 0.66% 
UNCOLN (0.29)% 1.25% 
MAZDA 0.70% 4.16% 
MERCEDES 1.40% 2.75% 
MERCURY 1.30% 1.88% 
MINI 0.12% 0.00% 
MITSUBISHI .0.66% 0.79% 
NJSSAN 1.37% 1.51% 
OLDSMOBILE 1.00% 1.26% 
PONTIAC 1.18% (123)% 
PORSCHE 0.00% 0.00% 
SAAB (0.04)% 0.00% 
SATURN (0.39)% 3.87% 
SOON 0.00% 0.00% 
SUBARU 1.75% 0.62% 
SUZUKI 1.05% 2.18% 
TOYOTA 0.08% 0.48% 
VOLKSWAGEN 2.83% 0.00% 
VOLVO (021)% 2.35% 

Complete 2004 iltro price i1formation is not currmUy available for all models. 
Accordingly, some inflation indexes exclude certain ~em(s) for which 2004 ilformation is missing. 
New ~ems are repriced at current oost - i.e., no ilflation. 

Source: W. J. De Rlipps' MakeMxiel Analysis Data Base Report, Prelimi1ary Edition (copyright 2(03) 

DECEMBER 19,2003 
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0' 
=> 

EXPLOOER SPORT 6 2 8 139,854 ~ 193,727 3,298 1.730/0 ;;; 
"lI Fl!il HERITAGE 21 0 21 436,100 445,968 9,868 2.26% TOTAL HONDA 91 23 114 1,787,848 392,693 2,197,378 16,837 0.77% a Fl!il1'lCKUP 0 46 46 1,122,JXl 1,122,JXl 0 O.l'O% - == = = 
::T 
6' F2&l SUPER DUTY PICKUP 28 0 28 ~748 721,056 15,3)l 2.17'ro .. 
CD 

F3!il SUPER DUTY PICKUP !il 0 !il 1,319,53) 1,346,132 ;!l.612 2.!Yl% HUMMER 0. 

FREESTAA 0 6 6 147,141 147,141 0 0.00% 
RNlGER l) 1 31 515,354 21,815 555,732 18$3 3,460/0 NEW lIGlfT.I)I1TY TRUCKS· POa.n 
&J'ER DUTY rJaCHASSlS 36 0 36 001,214 919,622 18,408 2.04% fl.II.'HER 44,336 45,(00 684 1.50% ------ ---TOTAL NEW L.IJ TRUCKS 27U 59 329 6,791,749 1,453,948 8,374,ail 128,354 1.560/0 TOTAL NEW L.lJTRUCKS 44,336 45,000 664 1.50% ------ -----TOTAL FORD 317 66 383 .7,m,679 1,642,125 9,554,901 135,097 1.430/0 TOTAL HlMIER 44,336 45,(00 664 1.50% 

* 
====== = ==== = = 

GMClRUCKS HYUNDAI 

NEW lIGIfT-OUTYTRUCKS· POOL 12 NEW AUTOS·I'OOl.'1 
CPN'(OO 0 26 26 495,494 495,494 0 0.00% .ACCENT 3 7 10 l),614 74,700 106,(8) 7&) 0.72% ENJOy 4 0 4 114,&10 117,270 2,670 2.33% ELbMRA 6 3 9 n;g, 40,665 122,011 4,(S) 3,m ENVOY XI. 4 0 4 122,021 124;l28 2;JJl 1.890/0 SONATA 7 0 7 lM,218 113,Z19 5,011 4Bl'Yo ENVOYYJN 0 4 4 125,982 125,a!2 0 O.l'O% l1BJl(}l 5 0 5 78,255 93,191 4,936 8.31% SAFARI 6 0 8 128,872 132,336 3,464 2.690/0 XG3!il 2 0 2 44,361 44,361 0 0.l'0% SAVftNA CIffiO VftN 13 4 17 296,939 84,214 384,227 3,074 0.81% ---SAVftNA OJrAWAYVftN 6 0 6 123,797 126,611 2,833 2.290/0 TOTALf£W AUTOS 23 10 33 338,744 115,371 468,872 14,757 3.2i% 0 SAVHlA PASSENGER VftN 6 0 6 144,BIC 147,288 2,405 1.00% 

III > SlERPA:l5OOCIf.ASSIS.CAIlS 12 6 18 200,818 141,294 443,716 11,6J4 2.69% NEW lIGIIT.IJI1TY TRUCKS· POOl. 12 
~ 0 SlEffiAHEAVY.()1JIY PICK\f 34 8 42 910.424 319,878 1 ,18JPl1 &),319 5.38% SNlTAFE 4 . 71.ooa 88,667 11ll,733 3,178 1.9l% 

c 
'6" Ol SIERRA f'O(IJP 44 14 58 1,101.Rl8 368,780 1 ,543,941 73,223 4.000/0 ----::0. '0 !!l 5(N)MA 9 0 9 149,761 153,024 3,283 2.18% TOTAL NEW L.lJTRUCKS 71.ooa 88,667 163,733 3,178 1.98% 
00_ 

'< YUKOO 8 0 8 287,~1 291,402 3,711 1.290/0 ----r c 

~ "8. TOTAL IfYIN)A/ 'IT 14 41 410,&32 :!M,G38 632,aJi 17,935 2.920/0 
II> 

TOTAL NEW L.o TRUCKS 146 62 :!II 3,&71,744 1,425,842 5,266,259 168,873 3.31% = === = iO 

= r So -------0 
0 r-

TOTAL GMt TRUCKS 146 62 201 3,671,744 1,425,642 5,266,259 168,873 3.31% :;; 

" 0 
=== ===-== = = INRNTl 0 

HONDA C z 
-I CD 

NEW AUTOS· POOL.l 
< ~ 

NEW AUTOS· POOL 11 G35 0 4 lM,847 109,992 1,145 l.ai% ~ ~ ACCORD 43 48 9OO,m 101,472 1,016,782 14,512 1.45% 135 0 1 ;!l,225 28,3fl) 135 o.s1% ... ~ CMC 26 34 39Q,1),lj 114,6«) fIXl,992 (683l (0.14)% M45 0 0 0 tt'A% SN ID 
I'lSIGHT 3 3 56,643 58,922 279 0.49% Q45 0 0 0 tt'A% 

=> 
Z 0. 

sam 1 1 29,325 29,!il5 180 0.61% ----!=' ~ ---- TOTAl.NEW AUTOS 135,072 1,2BO D.95% 
ID .;:.. .. 

TOTAL NEW AUTOS 73 13 86 1,316,781 216,112 1,607,181 14,288 IJ.9O% 



PAGE: 7 DECEMBER 19, 3XXl PAGE:S IlECEMIER 19, am 
INFI.AllON ESTIMAiE REPORT BY MAKFAttODElA'OOl. 1NFI.A11ON ESTIIAiE RSIOIIT BY MAK&YOOeI.A'OOI 

0 » 
Dl!ALER COST FOR lliE YEAR ENDED 12t31100 DI!ALER COST FOR lHEYEAR ENDED 1?J311OO CD 0 

~ 
c I£W ITEMS AT CURRENT COST -I.E., IKl Itfl.AllON NEYf ITEMS AT CURRENT COST -lE., 1Kl1IFI.A11ON .. 

-6- i 
ctlNr_ 12Al1~ NEW DOlLAR PERCENT I£W niTAL NeW ENaf«l IJOli.AR PERCENT "0 ".;: fEW TOTAL ENOlNG CONT. 12m~ 

fIJ c - .., SOOYSTYLE iTEMS ITEMS ITEIIS PRICE ITEMS PRICE CHANGE CHANGE BODY STYLE ITEMS ITEMS ITEMS PRICE ITEMS PRICE CHANGE CHANGE r c. 
=n ~ 0 a KIA 

6 I"" NEWLIGKT-OOTYlRUCKS-POOlI2 :;; 
0 0 FX35 126,556 126,556 0.00% NEW AUTOS-POOLll 

" z FX45 ~,018 ~,018 0.00% AMNffi 22,655 22,655 0 "().IXl% 
0 CD 0X4 WA% CI'Tt.1A ~,285 8J,2l!5 0 ()M c :Ii 
~ !!' 00 39,!rl5 42,075 2,141 5l1% < 
< iii" TOTALNEWL.I)'III1.ICKS 211,574 0.00% SPECTRA 101,025 101,025 0 0.00% 
~ ~ ----- -------.... IV 

TOTALIlFINI1I 11 i~ 2(1,574 342,926 1,280 0.37% TOTAL NEW AUTOS 18 120,220 123,6W 246,04() 2,140 o.B8'Io :> 
(.0) c. . 

ii ====== Z CD NEW LIGKT.ouTYlRUCKS -POOL 12 0 IV ., 
ISUZU SEIDlA 3!,(XX) 39,{ffi 1.<&i 2.m 

"" sommJ 81~ 'JI,f'fIJ 123,000 3,910 321l'1o 
NEW UGHT.[)UT'f TRUCKS- POOL/12 -----
ASCOOER 2 0 ~1 54,100 215 0.40% TOTAL NEW L-Il TRUCKS 8 119,S30 'JI,f'fIJ 162,155 4,975 3.17% 
fIXI(l,I 4 0 llXl,750 101,883 (1,007) (1.~)% -----
~ 2 3 ~ 62,m 102,833 (2.294J (2.1fll% TOTAL KIA 15 11 26 239,750 161,330 408,195 7,115 1.77% ---- ====== = 
TOTAL NEW L.I) TRUCKS 11 .1 62,m 2S8,882 (3,946) (1.50)% ------- lAND AOVER/RAHGE ROVER 

TOTALISUZU 11 .1 62,m 258,882 (3,946) (1.50)% 

* 
= = ===== = HEW LIGIfT-DUTYTRUCKS -POOL /12 

lJH) RlVER oroJVERY 3 1_ 103,284 (27,6ffiI (21.131% 
JAGUAR lJH) IUIER fREEL6HlER 3 78.002 73!/.l2 ~ (6.68)% 

FW«lE RJIER 1 64,792 65,142 :Bl Q.54% 
NEW AUTOS· POOLI1 -------
5-TYPE 3 139,172 141,004 1,892 1.ll% TOTAL to L-ilTRIJCKS 7 274,6IM 242,018 (32,5116) (11.87)% 
X-TYPE 2 59,704 57,f!lJ (2,684) (4SJ)% -- ----
lUSERlES 3 l1tl,813 19!,813 0 0.00% TOTAL l.AI() fIOIJEMIANGE ROVER 274,6IM 242,(118 (32,5116) (11.87)% 
XKSERIES 4 2&l,1l4 2&l,1l4 0 0.00% == = = == = ------
TOTAL tlW AUTOS 12 

"0 
482,11) 183,813 665,201 (792) (0.12)% LEXUS 

::T -------
~ TOTAL JAGUAR 12 482,11) 183,813 665,201 (792) (0.12)% NEW AUTOS· POOL 11 

~ = === ==== = === ES!m 0 28,041 28,13> 89 om. 
'S. GS:m 0 341117 34!JTT () 0.IXl% .6 GS.m 0 41,817 41,IIl7 0 D.OO% 0 
~ JEEP 1S:m 0 81,437 ~,117 (1~ (1.621% :Jl 
CD 1.S43> 0 47,784 47,958 174 0.31% .., 
5' NEW UGHT-IlUTYTRUCKS· POOL 12 OC43> 0 53,931 54,438 417 o.B8'Io 
§' GRAM) CHEROKEE 6 145,227 33.723 182,420 3.470 1.94% -------10 

~ 
LIlERTf 6 lal,721 123,725 3,004 2.49% TOTALNEW AUTOS 8 286,9Il7 2B8;rl1 (5aJ) (O.!l)% 

0 'IIRN-.GIER 6 ~,eH1 18,925 117,147 2,3l5 2.03% 
~ 0 NEW UGHT-DUTY TRUCKS· POOL 12 S -------(J) "0 TOTAL NEW L.I) TRUCKS 16 18 lil,835 52,648 423,292 8,118 ~13% GX470 39,004 39.213 129 o.ll% 3 CD 

i 3 ------- LX 470 54,918 ss,ml 912 1.00% 
Iii' TOTAL JEEP 16 18 361,835 52,648 423,292 8,11B" ~13% RX!m 63,3)1 63,3)1 0 0.00% ... § . 

I\) ===== -------
§ ;;; TOTALNEWL.I)TRUCKS 94,00:2 63,3)1 158,244 1,041 0.&6% 

"0 - -- -- --' a 
::T TOTALLEXUS 10 12 3!l,D 63,aIl 444,571 461 .0.10% 

~II i == 



~ ~ 
o 

o -J § g 
8- ~ 
CD I ... 5-

S ~ 
(.0) ~ 

r 
-: 

I 
iii 

I 

* 
c 
CD ,.. 

~ 2 _. II 

"C i 
-g. ~ 
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pa9 

BODY STYlE 

UNCOI.N 

NEW AUTOs-POOl.ll 
LS 
'TOI.tICAR 

TOTAL lEW AUTOS 

IEWLDIT~TRUCKS·POOLI2 
AVIATOO 
NAVIGATOO 

TOTAL lEW L-OTRUCKS 

TOTALutm.N 

MAZDA 

NEW AUTQS·POOUI 
MAZDA3 
MAZDA6 
MX-5M1ATA 
POOTEGE 
POOIEGE5 
AX-8 

TOTAL lEW AUTOS 

NEW lJIJiT-liurYTRUCKS • POOL 12 
IE'{ 

TFBIlE 
lJW( 

TOTALIEW L-DTRUCKS 

TOTALMAlDA 

MERCEDES 

NEW AUTOS·POOL'1 
CCIASS 
CLCIASS 
CLKCIASS 
ECIASS 
SCI..6SS 
SLCIASS 
SlKQ.ass 

TOTALNEW AUTOS 

Nl.AlDt ESTIMlE REPORI'BY IIAK6'MODElA'OO 
DfALEII COSTFQ11HE YEAR ENlEDla'JW3 

IEWI1EIIS AT CURllEHTCOST·1.E, NO tfl.A11ON 

CORI'. iO toTAL latnm to EIQt 
ITEMS ITEMS ITEMS PIICE ITEMS PRICE 

4 141,8111 ~1:l8 170,500 
9 314.401 :B,07O 

13 14 5IJ6.l'7 32.138 536,6&0 

10 

o 
o 

4 154,1m 
6 2IlIJ,!i69 

10 424.452 

156,224 
273,521 

429,745 

23 24 !131,539 32.138 II66,4rS 
= = = 

o 
2 
5 
o 
1 
o 

3 
o 
1 
o 
o 
2 

2 1 
6 0 

16 0 

24 

32 
=== = 

13 3 
o 0 
3 3 
o 1 
o 0 
o 0 
3 2 

19 

3 43,923 43,923 
2 36.553 36,981 
6 100,974 21,456 131,9X1 
o 
1 15,379 15,793 
2 47,m 47,m 

14 l6O,Q 113,314 278,133 

3 45,078 
6 122,201 

16 278,821 

19S!! 0/5JT 
125.105 
2!l2,B21 

25 44&,1111 19,t:11 485,433 

39 1Il7,008 133,244 7&1,566 
= === 

16 413,378 92,161 519,IrM 
o 
6 153,311 177.398 332.755 
1 70,611) 7O.6al 
o 
o 
5 100,294 81.701 211,995 

28 696,981 422,840 1,135,264 

DECEMBER 19, am 

!ioiJ.A1i PeRa:Nt 
CIfAI«lE CHAI«lE 

(3,234) (1.ffi)% 
l.em 0.46'1. 

~,565) (0.29)% 

1,341 om 
3.952 1.47% 

5,293 1.25% 

3,728 0.3!I'Y0 

o 
428 

1,D71 
o 

414 
o 

0.00% 
1.17% 
08 
~A% 
2BI% 
Il.CO% 

1,913 0.70% 

2.4l!I 
2,904 

14,1XXl 

19,403 

21,316 

13,597 
o 

2,046 
o 
o 
o 
o 

3.84% 
2.m 
5.13 

4.16'l. 

2.88'!0 

2.m 
tfA% 

0.62% 
0.00% 
~A% 
tfA% 

Il.CO% 

15,643 1 •• 

PAGE: 10 

BOOYSTYlE 

NEWLIGHT.flUTYTIIUCKS·PQOL t2 
GCIASS 
MCIASS 

TOTAL NEWL-O TRUCKS 

TOTALIERCEDES 

MERCURY 

NEW AUTOS· POOL It 
GRANlMAIWS 
MARAIaR 
SAB.E 

TOTALS AUTOS 

1ft LIGHT-DUIY TRUCKS. m t2 
IOlEIEY 
1.O.M'.6IlEER 

TOTAL NEW L-DTRUCKS 

TOTAL MERruIY 

lIN 

lEW AUTOS • POOL It 
cam 
TOTALIEW AU1'OS 

TOTALMN 

IoITSUBISHI 

ta AUTOS· POOL It 
IJW.W.ITE 
EO.lPSE 
GIt.WT 
LHm 

TOTAL NEW AUTOS 

NEW LDIT-DUlYTRUCKS· POOL 12 
eaAV<JI 
r.onERO 

IIfLAlIlN ES1IIAlE III'ORI'BY IIAKWlIIIJIOOL 
DfALEII COSTFQ11HE YEAR ENlED17IJ1AI3 

NEWIIBIS AT CURlENTCOST • I.E, NO Nl.AllON 

<.tl'Ht. fEw TOTAl 1_ fR EtIl1t«l 
ITEMS ITEMS /TEllS PIICE ITEMS PRICE 

o 
o 

2 152,055 
1 42,176 

157.oot 
42,546 ---

194,231 199,579 ------
22 31 881,212 422,640 1,334,843 

= ==== === 

11 

o 
o 
o 

4 99.265 
1 :J),!i8 
6 122,ai4 

1111.421 
:11,968 

124,D70 -----
11 252,177 2!i5,469 

o 3 118,284 118,284 
12 12 ~ 368,641 

12 15 360,387 88,284 457,125 

23 2& 612,564 88,284 712,584 
===== = 

2 

2 
= 

o 
14 
1 
5 

31 

o 
o 

o 

= 

o 
o 
4 
5 

~(!4 32.474 ---2 32,434 32,474 ------
32,434 32,474 

= ==== 

o 
14 :nI,387 310.789 
5 19,642 77.819 971/lJ 

10 72.3IKl 94,970 1&\9 
----

29 3Il1,409 172,789 574!iJI1 

6 1&'1,164 1&'1,164 
o 

DECe.IJER 19.axl3 

IXlI.IJ.iI PEII:EIii' 
0IAIIlE CIW«lE 

4,975 am 
!12 o.m 

5,348 2.m 
20,991 1_ 

1,1!i! t.16'l. 
110 ~ 

2,016 IS 

3,282 1.31% 

o 
8,454 

8,454 

11,T.II 

0,01)% 
2:fj% 1. 
1.67'10 

«J 0.12% 

«J 0.12% 

«J 0.12% 

o WA% 
4,4(2 1.44% 

129 0.13% 
(742) "-44J% 

3,789 II.66'l. 

o Il.CO% 
o tfA'ro 
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INR.AlKlH ESTIMATE REPORT BY MAK£H4ODEIJPOOL IlfU1KlNESTIMATEREPORTBY~ 

DEALER COST FOR THE YEAR 00Bl17131Al3 IlEALER COSTFOR1IIE YWI EtIlEO 17131Al3 
0 ,. 

NEW ITEMS AT CURReNT COST ·I.E., NOltf1.AllON NEW ITEMS AT CURRENT COST .lE., NO tRAlION 
CD 0 

~ 
c: .. 

NEW TOTAl l?AlWl NEW ENDiNG '!WAR PERCENT tofft. /lEW TOTAL 12J1ifA12 NEw ;;- ii CONT. EIOI«l IlOU..AR PERCENT 
'Q ~ BODY STYLE ITEMS ITEMS ITEMS PRICE ITEMS PRICE CIIANGE CIIAta BODY STYLE ITEMS ITEMS ITEMS PRICE ITEMS PRICE awIGE OIANGE 
fIl~' c: 
r I PONTIAC 
~ 4D MOOTEOOSPORT 0 94,157 94,157 0 0.00% 

2. 00TVnlER 0 71,!&i 74Jil2 2,f!J7 3.62% 
.... c NEW AUTOS· POOL 11 
0 .." TOTAL If:WL.I) TRUCKS 14 166,122 163,164 331,893 2,f!J7 0.79% BCMVLl.E 3 81,613 82,102 1,coo 1m. 0 0 
A: z GfW()PM 7 131.001 134,748 2,947 224% 
0 .. TOTAL MlTSUBISHI 2! 15 43 564,531 335,953 ~ 6,396 0.71% GfWllPAl)( 3 ffi,221 65.221 0 0.00% c:: ~ "'i.: == === = SUNfflE 2 13,792 10,187 23,007 18 0.00% 

< ~ VIlE 3 51,944 52,004 1«> 0.27% 

!2- ~ NiSSAN .... .. TOTAL 1ft AUTOS 14 18 279,150 75,408 358,752 4,194 1.18% " ~ a. 
NEW AUTOS· POOL.l 

Z ~ m 7 11 19323!' 131,399 328.624 3,992 1.23% NEW UGIT.flUTYTRUCI<S· FOOl. 12 
0 .. 

'" N.TIMA 7 12 129.524 90,320 223,182 3,338 1.52% AZl8( tro$T 41,074 m 1.00% 
.". 

MAlOMA 0 3 75,985 75,985 0 0.00% IOITmA 156,3.11 153,1:Jl (3,1911 (2.041% 
SENTRA 12 14 161,311 31,436 196,534 3,787 1.96% 

TOTAL NEW L-O TRUCKS 196,627 194,213 (2,4141 {1.231% 
TOTAL lEW AUf!)S 26 14 40 484,osa 329,140 824,325 11,117 1.37% 

TOTAL PONTlAC 22 2S 475,m 75,408 552,965 1,m Q.32% 
NEW UGIT-Dt1IYlRUCKS· POOL 12 === == 
FIOITlER PICKUP 26 0 26 1Hl,4f5l 515,278 17,816 3.58% 
MlJIWV 8 0 8 212,596 216,842 4,246 2.00% PORSCIIE 
PAlHFNlER 4 0 4 109,549 112.089 2,5«l 2.32% 

* 
PAllflMlER ARMADA 0 6 6 3)3,196 203.196 0 0.00% NEW AUTOS·FOOI.'1 
QUEST 0 3 3 76,348 76,348 0 0.00% 911 0 0 0 WA% 
llTN>I 0 12 12 ll3,ll2 lXl.l32 0 0.00% BOXSTER 0 0 0 "IA% 
XJ'ERAA 9 0 9 195.129 194.665 (4641 (O24)% CAIftRA 0 0 0 WA% -- ----
TOTAL NEW L·DTRUCKS 47 21 68 1,G14,736 582,906 1,621,~ 24,138 1.51% TOTALNEW AUTOS WA% 

TOTALNSSAN 73 3S 108 1,498,Ml4 912,046 2,446, 1~ 3S,2S5 1.46% NEW IllHT-Dt1IYTRUCKS· FOOL 12 

- - ==== = CA~E 126,422 126,422 0 0.00% 

TOTAl. NEW L-OTRUCKS 126,422 126,422 OJXI% 

" OlDSMOBILE :T 

~ TOTAL PORSCHE 126,422 126,422 0.00% 
n NEW AurOS· POOL.l = = ==== .g = 
'< ALEAO 149,coo 152.114 3,046 2.04% 3' 
IC MJROPA 31,385 31.773 3a8 124% 
g SAAB 
:D TOTALHEW AUTOS 180,454 183,887 3,433 1.90'10 .. 
11 NEW AUTOS -POOL'1 
~ NEW UGHT-OUTYTRUCKS· POOl 12 9.3SER1ES 52.739 10B.759 161,649 351 0.22% 

CD 

~ 
BPAVADA 61,214 62.662 1,448 2.37% 9.5 SERIES 137,$4 ffiJ)72 32,129 (497) (025)% 

0 StJOJETTE 147,718 148,904 1,1~ 0.00% 
(1) 0 TOTAL NEW AUTOS 11 190,293 173,631 363,778 (1~ (0Jl4)% 0 S 
CD ;e TOTAL NEW L·DTRUCKS 208,932 211,566 2,634 1.26% ----3 
0" 3 TOTALSAAB 11 190,293 173,631 363,778 (148) (Q.04)% 
CD i: TOTAL OLDSMOBILE 16 16 389,386 395,453 6,1167 1.56'10 = = ... g I\) == = = 
8 .. SATURN 
c.> 4' 

g. NEW AUTOS· POOL 11 a I(}lI rgll [ 22,.ln 20,419 (1,914) -(8.57)% 
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Pia: 13 

BODY STYLE 

012 
Dl3 
I3Xl 

TOTAL NEW AlIIOS 

NEW UGHT.lXJTYTRUCKS· POOL 12 
VUE 

TOTALNEW L.o1llUCJ<S 

TOTAL SATUIII 

SOON 

NEW AlIIOS· POOl. t1 
XA 
XB 

TOTALI£W AUTOS 

TOTALsaoN 

SUBARU 

NEW AlIIOS· POOLt1 
WffZA 
lEGICl' 

TOTALI£W AlIIOS 

lEW LDtT-DlllYTRIJCKS· PO<lI2 
~ 
FORESJER 

TOTAL IEWL.olRUCKS 

TOTALSUBARU 

SU7lJKJ 

1ft AUIOS· POOL 11 
AERIO 
FCftNZA 
IJEROOA 

TOTAL I£W AUTOS 

IlfUTION ESlftAlEREPORr BYMAKmIOIIELA'OOL 
IEALBI COSTRlIIntE lEAR EIIED la'M'1 

lEW ITEMS AT CUllRENTCOST .LE, t«) tfUTION 

CORT. lEW 1OI'AI.. ~ NEW EIONG 
ITEMS ITEMS IIBIS PIICE ITEMS PRICE 

2 
2 
o 

2 
2 
6 

4 26,ai3 27,515 54,1D! 
4 28,843 :11,35 59,634 
6 116,178 116,178 

10 16 7T:tJ!J 173,998 25O,ZI9 

o 

o 

11 10 

==== = 

o 
o 

o 

o 
= === 

12 
21 

33 

7 

40 
= 

14 
o 
o 

14 

5 
3 

11 
= 

9 

90,612 94,121 

90,612 94,121 

21 167,841 173,998 344,3&0 

=== ====== ==== ==== 

24,470 20\,470 
26,mJ 26,mJ 

--
51,220 51,220 

51,220 51,220 
= = 

14 2ll,5III 57,18) 3Yl,!i18 
22 468,623 24,555 $1,258 

36 711,21» 81,715 II3,7l8 

5 107,371 107,371 
10 147,586 71m 220,949 

15 147,586 171,&98 32!,320 

51 865,795 281,413 1,132,19i 
= ====z = 

14 203.4al ~9&I 
5 65.325 65,325 
4 68,635 68,635 
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