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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~ "IF IT AIN'T BROKE. DON'T FIX IT." The 4th 
Quarter Issues of the LIFO Lookout have always 
emphasized two topics ... (1) the importance of pay
ing close attention to the LIFO conformity require
ments for year-end financial statements, and (2) the 
need for adequate projections of the anticipated 
changes in the LIFO reserves. 

Several years ago, I wrote a comprehensive 
article combining both topics. Every year I review that 
article to see how it should be updated or expanded. 
For many years, including this one, I've concluded 
that there's not much point in trying to "reinvent the 
wheel." It's not that I'm lazy, mind you. It's just that 
all the material you need to know is there, and I still 
can't think of a better way to explain it to you. 

There is, however, one slight exception. In the 2nd 

Quarter LIFO Lookout this year, I wrote an article on 
the changes in LIFO reserves for auto dealers apply
ing LIFO to their used vehicle inventories. In that 
article, I expanded a previous summary on the factors 
that cause LIFO reserves to go up or down. On page 
23, you'll find the upgraded version of the previous 
summary. 

#2. CHANGES IN ACCOUNTING METHOD FOR 
TRADE DISCOUNTS & FOR CERTAIN 
ADVERTISING FEES & EXpENSES. This is the 

3rd year that we've really harped on the benefits of 
these method changes. At this point, you're either a 
"believer" or you're not. These changes in method 
are still the right answer for dealers looking for big, 
one-time tax deductions. We've devoted significant 
portions of several issues of the LIFO Lookout to 
discussing and illustrating many of the details. 

As we've pointed out previously, the big attraction 
is that these method changes result in the largest part 
of the benefit being deductible in the year of change. 
Like LIFO, it's one big beneficial timing difference. 
And, for auto dealers using LIFO, the Section 481 (a) 
adjustment required to implement these changes will 
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be a negative adjustment that is 100% deductible 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 essentially 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 
circumstances, and then only to a limited degree. 

Once the change has been made, calculations 
need to be made at each subsequent year-end to 
determine the amount of cost reduction for trade 
discounts and advertising fees to be pulled out of 
ending inventory cost. But that is no big deal. 

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

We are still making these changes for 2004 for The conformity article discusses how to project 
those clients that did not previously make them. If you LIFO reserve changes quickly and effectively. This 
haven't already done so, you're simply out-of-step discussion begins on page 18, and strategies for 
(that's a polite way of saying that you're not in compli- managing year-end inventory levels are included on 
ance) with both the Internal Revenue Code and with page 20, beginning with "Working Out of Anticipated 
Generally Accepted Accounting Principles. Year-End Liquidation or Decrement Situations". 

#3. LifO CONfORMITY: WATCH THOSE YEAR- #5. YEAR-END PROJECTIONS ... A LOOK AT 
END fiNANCIAL STATEMENTS. Many of us HOWWEDOTHEM. Roundingoutourcoverage 

who attended the AICPA 10th Annual National Auto of projections and planning activities, we've included 
Dealership Conference in Las Vegas earlier this year some examples of schedules, worksheets and letters 
were very disappointed to hear Ms. Terri Harris, the that we use. 
IRS Motor Vehicle Technical Advisor, say that the 
IRS has made virtually no effort to police auto dealer 
compliance in connection with Revenue Procedure 
97-44. You'll recall that this Revenue Procedure 
enacted a "self-assessed" penalty/sanction/black
mail payment for alleged conformity violations in prior 
years. 

Many CPAs had risked the loss of their clients in 
trying to "comply" with the conformity problems that 
this Revenue Procedure addressed. Many other 
CPAs and dealers blew the whole darn thing off as 
something the IRS was unlikely to ever enforce. It's 
too bad that things turned out the way they did, 
because the scofflaws were right. 

Nevertheless, there is no reason to expect the 
IRS to be lenient today if it finds any violations of the 
LIFO conformity requirements on year-end financial 
statements ... that is, if an IRS agent happens to be 
aware such requirements exist. 

The risk for those of us who know better is that 
violations of anyone of the many financial statement 
conformity requirements would allow the IRS to take 
the position that the LIFO election must be termi
nated, 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 neces

sary 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. 

These include a simple illustration of how you can 
come up with a LIFO prOjection for a new (Le., first 
year) LIFO election without benefit of "special LIFO" 
software (page 6). Sometimes we try to refine our 
one-of-each indexes where there are several differ
ent makes all in the same pool. See page 7 for our 
worksheet. Also, you can see what we tell our own 
clients in our projection transmittal letter (on page 9) 
and some of the formats we use for information. Most 
of these are self-explanatory. 

On page 8, you can see the "before and after" 
schedule formats that we use to summarize on one 
page all of the information for a group of dealerships. 
I'm a great believer in "At a Glance" summaries where 
you can see everything on one page, and I have found 
that this format works extremely well. In one instance, 
this format is used to summarize over 30 dealerships 
in a single layout. 

#6. INfLATION fOR USED VEHICLE LIFO 
CALCULATIONS THIS YEAR? Used Car News 

reported earlier this month that used car prices con
tinued their upward bounce. The BLS reported an 
increase of 0.2% in October, the fourth month in a row 
where prices went up. The overall price increase for 
the year is 1.3%. Possibly, this may mean that for the 
calendar year 2004 LIFO calculations for used ve
hicles, we may see some inflation for the first time in 
many years. 

#7. YEAR-END PROJECTIONS fOR AUTO 
DEALERS BASED ON "ONE-Of-EACH" 
MIX ASSUMPTION. Most auto dealers are un

der great pressure to release 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. 

The summaries are on pages 3-4-5. For this 
year-end, again there is not a whole lot of inflation in 
the new vehicle indexes, based on our one-of-each 
item category compilations. 

see LIFO UPDATE, page 32 
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PAGE: 1 DECEMBER 14, 2004 
MOOEUITEM CATEGORY INFLATION SURVEY 
FOR QUICK, ONE-oF-EACH, LIFO ESTIMATES 

DEALER COST FOR THE YEAR ENDED 12131104 

INFLATION ESTIMATE REPORT BY MAKE 
BASED ON INFORMATION AVAILABLE 

PooUn POoL 112 PAGE. 
NEW NEW FOR DETAIL 

AUTOMOBILES L-DTRUCKS By:~eDEL 

ACURA 0.68% 1.75% 24 
AUDI 2.25% 0.00% 24 
BMW 2.27% 1.18% 24 

BUICK 1.21% 1.00% 24 
CADILLAC 0.56% 2.03% 24 
CHEVROLET 1.71% 1.76% 25 
CHRYSLER 0.62% (4.24)% 25 

DODGE 0.64% 0.86% 25 
FORD 0.66% 1.80%25 25-26 
GMCTRUCKS 0.00% 1.63% 26 
HONDA 0.88% 1.55% 26 

HUMMER 0.00% 2.00% 26 
HYUNDAI (0.46)% 1.01% 26 
INFINITI 2.54% 0.98% 27 
ISUZU 0.00% 0.66% 27 

JAGUAR 0.74% 0.00% 27 
JEEP 0.00% 1.04% 27 
KIA 0.79% 1.48% 27 
LANDRO~GEROVER 0.00% 0.97% 27 

LEXUS 0.52% 1.57% 27 
LINCOLN 1.12% 1.42% 28 
MAZDA 0.96% 1.55% 28 
MERCEDES 1.49% 3.99% 28 

MERCURY 1.00% 0.94% 28 
MINI 0.55% 0.00% 28 
MITSUBISHI 4.95% 2.70% 28-29 
NISSAN 0.24% 0.79% 29 

OLDSMOBILE 0.40% 0.39% 29 
PONTIAC 2.17% 0.74% 29 
PORSCHE 0.00% 0.88% . 29 
SAAB (0.98)% 0.00% 29 

SATURN 2.15% 2.35% 30 
SCION 0.00% 0.00% 30 
SUBARU 0.38% 1.19% 30 
SUZUKI 3.58% 5.20% 30 

TOYOTA 0.87% 1.09% 30 
VOLKSWAGEN 1.56% 6.22% 31 
VOLVO 0.28% 0.08% 31 

Complete 2005 intro price infoonation is not currently available for all models. 
Accordingly, some inflation indexes exclude certain ilem(s) for which 2005 information is missing. 
New items are repriced at current oost - i.e., no inflation. 

Source: W.J. De FiUpps' MakeImodeI Analysis Database Report. Preliminary Edition (copyright © 20(4) 
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WEIGHTED AVERAGE* INFLATION FOR THE YEAR ENDED 12131104 
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We were asked to provide a LIFO estimate for a first-year election where the dealership entity had 2 store locations 
with 5 franchises. The only information that could be provided related to inventory amounts. Our projection of the total 
LIFO reserve for the first year was $68,000, as shown below. The notes provide further explanation. 

XYZ DEALERSHIP 

PROJECTED LIFO RESERVE CHANGE - FOR THE INITIAL LIFO ELECTION YEAR 

Notes: 

In1/tlntory AmolUlU Pool ##1 
(Informtllion Provilkd) Nn>Autos 

GM 
Cars 
Trucks 

N"ISSIUI 

Cars 
Trucks 

S"bUltlll- SUIre ##1 

VolIrswagen 
Cars 
Trucks 

Chrysler 
Cars 
Trucks 

Lotus 
Cars 
Trucks 

Subtotlll- Store ##2 

Totals - Both Stores 

BOY 

655,988 
2,046,188 

1,201,713 

1,941,137 

5,845,026 

3,052,223 

648,145 

1,917,428 

71,265 

5,689,061 

11,534,087 

EOY BOY 

320,000 655,988 
3,700,000 

590,000 1,201,713 
2,400,000 

7,010,000 

2,100,000 3,052,223 

-

800,000 648,145 
1,250,000 

39,702 71,265 

-
4,189,702 5,629,334 

11,199,702 

Lower of BOY (Beginning-of-Year) or EOY (End-of-Year) Inventory Amount 
MUltiplied by the estimated weighted inflation factor for the pool 

Equals the projected LIFO reserve at the end of the first year 

EOY 

320,000 

590,000 

2,100,000 

800,000 

39,702 

3,849,702 

3,849,702 
0.010 

38,497 

1. The total doUars for Volkswagen needs to be split between cars and trucks. It is unlikely that aU dollars are in the car category. 

Pool ##2 
New JA) Trucks 

BOY 

2,046,188 

1,941,137 

1,917,428 

5,904,753 

5,904,753 
0.005 

29,524 

EOY 

3,700,000 

2,400,000 

1,250,000 

7,350,000 

Total 

68,021 

2. All new automobiles are combined into one pool and all new light-duty trucks are combined into the secood poo\. All makes are to be combined within each pool. 

Therefore, decreases at the end of the year in one make may be off-set by increases in another make, thus negating the effect of the individual line decrease. 

3. The basie projection is made by multiplying the estimated inflation percentage for the pool by the lower of (I) the beginning of the year inventory amount or 
(2) the end-of-the-year inventory amount You can see the offsets taking place within each pool 

4. The difficulty is applying a single inflation mctor for each pool given the significant variety of lines in each pool. Also, the one of each inflation index factor can 

represent a significant range of price changes. For example, the .424% decrease for Chrysler trucks reflects a range of decreases from 1.77% up to 8.61 % so if all 
of the eoding dollars were in P.cificas at 1.77% decrease, that would be considerable different than if all of the dollars were in Town & Country vehicles 
having a decrease of8.61%. 

5. For purposes of the projection for the new autos pool, we've used 1% which reflects an estimated weighted average of(I.71%, .24%, 1.56% and .62%). 

6. For the projection for the new Iight-duty truck pool, we've used .5% inflation, which reflects an estimated weighted average of(1.76%, .60%, -4.24%). This 

estimate reflects the fact that although Chrysler trucks show a significant price decrease, the ratio of Chrysler trucks to total trucks is relatively small and therefore 
the overall inflation in OM aod Nissan trucks may significantly increase the LIFO reserve for that pool while the deflation in Chrysler trucks produces some offset to 

that inflation, but not enough to negate that inflation entirely. Hence, the estimate of net inflation of one-balf percent for the truck pool. 

7. If the number of units for each make can be estimated, then it maybe possible to use a more "refined" process to estimate the projected LIFO reserve change by using a 
blended inflation rate. See worksheet which effectively allocates the one of each inflation for each make by the anticipated mixlcornposition of the units u.. the pool. 

~P~ho~to~C~op~Y~in~g~O~r~R~ep~r~in~lin~g~W~H~h~ou~t~p~e~rm~i~SS~ion~l~s~p~rO~h~ib~ite~d~~~~~~~*~~~~~~~~~~A~Q~u~a~n~er~IY~U~pd~a~te~o~f~LI~F~O~-~N~ew~S.~V~ie~w~S~a~n~d~lde~as 
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"RI:Il.\ED PRO.JLCTIOSS" ... . IS OSLlJORO;\"! 

Under the Alternative LIFO Method for New Vehicles, all makes of new automobiles are combined into a single pool 
and all makes of new light-duty trucks are combined into a separate pool. Accordingly, the LIFO pools of many dealerships 
contain different mixes of makes and this requires some modification of the application of the one-of-each item category 
inflation indexes that we develop for projection purposes. 

This worksheet shows one approach for determining an estimated blended inflation rate for each pool based on our 
one-of-each-item-category MakeIModel Inflation Survey. The inflation rate for each make is applied to an assumed year-end 
inventory mix that is either provided by the client or that corresponds to an approximately similar mix of vehicles based on the 
previous year's ending inventory mix. 

The first two pairs of colunms show the actual number of units in each pool at the end of last year (this is a "given"). 
The information on the left side of the third and the fourth pairs of colunms represents the client's "best estimate" of the 
number of units of each make that is expected to be on hand at the end of the year. The right side of these columns shows the 
respective percentages (adding up to 100%) of the number of units of that make to the total number of units for all makes. 

The fifth column contains the one-of-each item category index for each make from the summary on page 3. 

The sixth column, "Blended Inflation Rate," shows a prorated portion of the index in the fifth column. Each make 
becomes a component of the overall blended inflation rate that will be applied to the pool dollars for projection purposes. 

ill this example, the blended inflation rate that would be used for Pool #1 is 1.00% and the rate used for Pool #2 is 2.00%. 

XYZ DEALERSHIP 

INFLATION RATE PROJECTION WORKSHEET FOR MIXED MAKE NEW VEHICLE UFO INVENTORY POOLS 

FOR THE YEAR ENDED DECEMBER 31, 2004 

Pool # I Pool#2 Pool # I Pool # 2 Innltion Rate Blended Innation Rate 
New Autos New UD Trucks New Autos New UDTrutks for One-of·Elth for One-of·Eath 
PriorVear Prior Vear Current Vear Current Vear Item Catec0ry Item Category 
Actual Mil Actual Mix Projected Mil Projected Mix • Per SurvO)' • PorSnrvey 

Number "I. of Number %of Number %of Number %of Pool #1 Pool #2 Pool #1 Pool #2 
Mike of Total of Total of Total of Total New New New New 
Mfgr. Units Units Units Units Units Units Units Units Autos UDTrocks Autos UDTrucks 

Audi 81 17% 0 0% 50 14% 0 0% 2.25% 0.00% 0.31% 0.00% 

Kia 61 13% 31 34% 77 21% 47 36% 0.79% 1.48% 0.17% 0.54% 

Mazda 126 27% 60 66% 153 43% 48 37% 0.96% 1.55% 0.41% 0.58% 

Porsche 6 1% 0% 6 2% 15 12% 0.00% 0.88% 0.00% 0.10% 

Volkswagen 200 42% 0 0% 73 20% 19 15% 1.56% 6.22% 0.32% 0.92% 

1.21% 
2.13% 

TolIII Units I 4741 ~ 91 1 ~ 359 1 I 129 ~ 

" TO/Ills I 100%~ I 100%1 I 100"1., II 1000;·11 Use 1.00" 2.00" 

Proiectioll Notes 

1. The estimated inflation rates for each pool are determined from our one-of-each·itelJH:3tegory MakeIModellnllation Survey. The inflation rate for each make is applied 
to an assumed year-end inventory mix that either is estimated by the client or that corresponds to an approximately similar mix of vehicles based on the previous 
year's ending inventory mix. Where the inventories include more thaD ODe make, the respective "one-of·each" inflation rates for each make are prorated 
to result in one overall "blended" estimated/projected inflation rate for the pooL 

2. Ending inventory cost does not reflect reductions for hade discounts (Factory assistance payments) and advertising fees for which a change in accounting 
method has been made. 

~A~Q~U~art~e~rIY~U~p~d~at~e~o~fL~I~FO~'N~e~w~s~.V~i~ew~s~a~n~d~ld~e~aS~~~~~~~~~*~~~~~~~P~ho~t~oc~o~pY~in~9~O~r~R~ep~r~in~tin~9~W~i~th~ou~t~p~er~m~is~si~on~ls~p~ro~hi~bi~te~d 
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PROJECTIONS OF UFO RESERVE CHANGES FOR NEW VEHICLES 

FOR THE YEAR ENDED DECEMBER 31,2003 

Projected 
Pool # I NBW A uu.s Pool #2 NBW liD Trucks Ne/Change Combined Pool 

Number UFO 

I 
Ending UFO 

I 
Ending 12/3//03 Projected 

0/ Reserve inventory Reserve Inventory New Vehicle Ending 
Dealership & Estimated Inj11lJion Rales Units Change Cost Change Cost LIFO Reserws Inventory Cost 

Dealership #1 (.050"10, 1.50%) 84 16,025 3,400,294 1,162 78,582 17,187 3,478,876 

Dealership #2 (0.00"/., 0.50%) 49 0 1,100,444 3,959 796,011 3,959 1,896,455 

Dealership #3 (1.00%, 1.50"10) 180 18,586 1,878,O~9 8,190 2.698,824 26,776 4,576,863 

Dealership #4 (0.00"10, 0.50%) 188 0 2,366,740 9,348 1,878,547 9,348 4,245,287 

Inveldory Cost TtlttUs 14,197,481 II 

Projected Increllse in UFO Resen'es 

F-=;;-:=T.':=u1b.....;8 ... 7;.;4=5,=5=17djH F-='="~C'il16==5~,4=5=l,=964==uH 
I $ 34.611 n U $ 22,659 U ~1F.~::===':57:.=:.2:::70:9lH 

Projection Notes 

I. 1be estimated inflation nttes for each pool are determined from our one-<lf-each-itetn-eategory Make/Model Inflation Survey. The inflation ntte for each make is applied 
to an asswned'year-end inventory mix that corresponds to an approximately similar mix ofvehicles based on the previollS year's ending inventory mix. Where the inventories 
iDclude more than one make, the respective inflation rates for each make are blended to result in one overaU estimated/projected inflation ntte for the pool. This estimated 
inflation ntte (shown to the right of the dealership name in parenthesis above) has been applied to the projected total dollars of inventory cost for the pool. 

2. For projection purposes, the assumed coding inventory cost does not reflect reductions for trade discounts (Factory assistance payments) and for certain 
advertising fees and expenses for which a change in accounting method has been made. 

THE ABC DEALERSHIP GROUP 

LIFO RESERVE CHANGES FOR NEW VEHICLES - AS FINALIZED 

FOR THE YEAR ENDED DECEMBER 31, 2003 

Pool /I I New Autos Pool 112 New UD Trucks Combined - All New Vehicles 

Dealership & Actual Inflation Rates 

Dealersbip #1 (0.47%,0.00010) 

Dea lership #2 (0.27%,0.15%) 

Dealership #3 (1.97%,0.93%) 

Dealership #4 (0.05%, 0.33%) 

Increase in LIFO Reserves/or 2003 

LIFO /tJ!Serve Balluaces Dec. 31, 2003 

III vetllory, Net of Trllu Discounts &: Ad F6U 

~ 

r--

Units 

f--

99 $ 

49 

160 

192 

'-::-=-

LIFO I LIFO I Ending 
Reserve Reserve Inventory 
Change Balance Cost 

15,178 71,932 4,020,009 

2,518 31,261 1,069,661 

27.800 110,887 1,460,403 

1,236 40,81 \ 2,347,491 

46,732H 

254,891 n 
8,897,56411 

LWO I LIFO I Ending Net Change LWO 

Reserve Reserve Inventory 12131103 Reserve 
Change Balance Cost LIFO Reserves Balance 

$ I 726 78,127 $ 15,179 72,658 

1,178 49,334 765,365 3,696 80,595 

5,059 37,696 2,544,185 32,859 148,583 

6,070 37,941 1,869,357 7,306 78,752 

59,040 n 

125,697U 380,588 n 
5,257 ,034 II 

I. The aCllUI! eoding inventory cost amount shown for each pool reflects reductions fOT trade discounts (Factory assistaoce payments) and for certain advertising fees for which 
changes in accounting method have previously been roade by filing FomlS 3115 with the IRS. The amounts of cost reduction attributable to the vehicles in ending 
inventory fOT these elements have been determined by ... (insert name), for the respective dealerships. 

1be inventory cost per LlR Reports #1-4 reflect the above actual ending inventory cost amounts. The inventory cost peT the supporting detail LlR Reports 1/5-12 
reflect the ending inventory cost amounts before reduction for applicable trade discounts and/oT advertising fees. 

2. The projected changes for each dealership pool (see schedule dated 118/2004) reflected estimated inflation rates for 2003 that were based on a blended, one-of-each 
item category inflation index that was determined by comparing model year-cod '03 - '04 base vehicle prices for all the vehicle item categorics by manufacturer, make 

Ending 

Inventory 
Cost 

4,098.136 

1,835,026 

4,004,588 

4,216,848 

14,154,598 II 

aDd model. A1so, the ending inventory cost amounts used for projection pwposes did not reflect reductions for trade discounts and/or for certain advertising fees and expenses. 

~P~hO~I~O!cOP~Y~in~g~O~r~R~e~p~rin~l~in~g~W~ith~O~U~I~P~er~m~i~SS~io~n~ls~p~r~O~hi~b~ite~d~~~~~~~~*~~~~~~~~~~~A~Q~U~a~rte~r~IY~U~Pd~a~t~e~O~f~LI~F~O~-~N~e~w~s~,~v~ie~w~s~a~n~d~l~d~ea~s 
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TRANSMITTAL LETTER I'm( Ii!'!' 
(ill id!' FOR YEAR-END LIFO PROJECTIONS 

VIA FAX TRANSMITTAL 
FOLLOWED BY MAILING 

Dealer/Controller 
XYZMotors 
Address 
City, State, Zip 

RE: XYZ MOTORS 

Date ______ _ 

PROJECTED LIFO RESERVE CHANGES - YEAR ENDING DEC. 31, 100 
FOR FINANCIAL STATEMENTS SENT TO THE FACTORY -

Enclosed are the detailed projections we made of the estimated changes in the LIFO reserves at December 31, 
2004 so the dealership could complete its financial statements for the Factory without waiting for the completion of 
the more time-consuming actual calculations. These projections were based upon the number of units and the dollar 
amounts of ending inventory you provided. 

The LIFO computations reflect assumed inflation rates for the year of 2% for new automobiles and 2% for 
new light-duty trucks .,. as a general range of expected inflation. These projection computations are built upon the 
dealership's prior year LIFO history- for the pool in terms of total dollars in inventory, base dollars and cumulative 
inflation experience. The computational format for these projections will also be used in our LIFO Inventory Reports 
when we do the final computations. 

The LIFO reserve computations for last year (i.e., December 31, 2003) appear in the colunm immediately to 
the left of the colunm showing the current year's computation based upon the assumed inflation rates. 

Page three of each projection shows the composition of the LIFO reserve for that pool for the projected 
inflation rate. Page four is a "proofi'reconciliation" of the increase of decrease in the LIFO reserve at year end. 
Where a payback will occur due to the decrement being carried back against prior years, the program does not print 
all of the detail by layer - even though this bas been computed - due to space limitations on the page. In other words, 
there is more detail underlying the reconciliations on page 3, but that data has not been printed out as part of the 
projections. 

YEAR-END LIFO FINANCIAL STATEMENT CONFORMITY REQUIREMENT 

Please remember that the year-end LIFO financial statement conformity requirement necessitates that a dealership 
reflect an estimate (or the actual amount, when computed) of the change in the year-end LIFO reserve on the last 
statement for the year issued to the Factory, as well as on any other year-end financial income statements. 

The dealership's 12th monthly financial statement (sent to the Factory) should reflect a best-efforts estimate, and 
the 13th statement should adjust the estimate to the actual computed year-end LIFO reserve amount The position of the 
IRS is that failure to satisfy these conformity requirements can result in the tenninationlloss of the entire LIFO election 
and reserves. 

Any year-end financial statements with preliminary LIFO estimates on them should be adjusted to reflect the 
amount of the LIFO reserve changes once they are finalized for the year. 

SAVE mESE PROJECTIONS 

These projections should be retained as part of your permanent corporate income tax records because they 
document your attempt at compliance with the LIFO financial statement conformity requirements for dealership 
financial statements sent to the Factory. 

CALL IF YOU HAVE ANY QUESTIONS 

Please call me if you have any questions on these comments, or the detailed projections, or if we may be of any 
further assistance in advance of receiving your ending inventory invoices for processing. 

Sincerely, 

Willard J. De Filipps, CPA 

~A~QU~a~~~rIY~U~p~da~te~o~f~LI~FO~.~N~eW~S~.V~ie~~~an~d~loo~aS~~~~~~~~*~~~~~~P~hO~IO~C~~y~~g~O~rR~e~pr~in~lin~g~W~lt~oo~ut~~~~~~s~~~n~ls~p~rOO~ib~ft~ed 
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DOCUMENTATION CHECKLIST 
FOR YEAR-END LIFO PROJECTIONS 

1. Review Revenue Ruling 97-42 Confonnity Disclosure Guidelines for Certain Dealers 

2. Client File Contents Should Contain the Following. 

• Recap of Projected LIFO Reserve Changes: 
__ Individual Dealership ... or __ Dealership Group 

• Detail Projections for Autos Pool #1. 
• Projection Proofs and Reconciliations for Autos Pool #1. 
• Detail Projections for LID Trucks Pool #2. 
• Projection Proofs and Reconciliations for LID Trucks Pool #2. 
• Letter to Client for Client's Files Transmitting Projections. (See sample attached.) 
• Input Worksheet Comparing Last Year & Current Estimated Inventory Levels by MakelModel. 
• Other Information & Correspondence with Client re: Projections. 

Post-Year-Elld Compariso1ls 

1. Letter to Client Discussing/Showing Comparison of Actual LIFO Reserve Changes with Projections. 
2. Detail Schedule Comparing Year-End Actual Results with Projections. 

__ Individual Dealership ... or __ Dealership Group 

DOCllIJIClllalioIlIDi.\ClISsiOIl (~r P/'(~iecti()lIs witll Cliellf 

1. Projections Requested by ____________ (date) _______ _ 

2. Projections to be used for: 
_ Tax payment purposes _ Corporation _ Shareholders (S Corps) 

_ Compliance with Factory or Other Financial Statement Conformity Requirements 
Other __________________ ___ 

3. Did We Provide a Copy of the Projections to the Client? Yes 
4. Projections Discussed with ___________ _ 

by __________ on (date) ______ _ 

5. Transmitted by: _ Mail _ Fax _' In person review 
_ Orally, not sent to client 

Other _________________ _ 

No 

6. Importance of Confonnity Requirement Discussed with ___________ _ 
by on (date) ______ _ 

The dealership'S 12th monthly financial statement (sent to the Factory) should reflect a best-efforts 
estimate, and the 13111 statement should adjust the estimate to the actual computed year-end LIFO 
reserve amount. The position of the Internal Revenue Service is that failure to satisfy these 
conformity requirements can result in the tenninationlloss of the entire LIFO election and the 
recapture of the LIFO reserve balances. 
7. Next Follow-up (date) by Cal FYE __ 
8. Time and Billing Comments re: Projection Services ____________ _ 

Photocopying or Reprinting Without Permission Is Prohibited A Quarterly Update 01 LIFO· News. Views and Ideas 
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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 ofthe 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 

CONFORMITY REPORTING REQUIREMENTS 

Basic LIFO Eligibility Requirements: "Conformity" Is Only One ................................................... 12 

.--- Form 970 Questions Regarding Conformity ......... ............................................... '" ........................ 12 
Conformity Requirements ... There Are Many ............................................................................... 12 
Every Year, All of the Conformity Requirements Must Be Met.. .................................................... 13 

Traditional Financial Statements in Annual Reports Issued by CPAs ........................................... 13 
Dealership Year-End Statements Sent to Manufacturers/Supplier/Creditors ................................ 14 
Revenue Ruling 97-42: Disclosure Guidelines for Certain Dealers ............................................ :.15 

Revenue Procedure 97-44: Limited Relief for Certain Dealers ..................................................... 16 

Special Interpretations Clarified Only for Auto Dealers ... All Other LIFO Users Beware ............. 16 

Violations Cannot Be Corrected Once Year-End Financial Statements Have Been Released ..... 17 
How Some Businesses Get Around the LIFO Conformity Limitations ........ : ................................. 17 
Interim Reports .............................................................................................................................. 18 
Other Concerns: Insilco and Section 472(g) .................................................................................. 18 

Concluding Conformity Warnings ................................. ,' ................................................................. 18 

YEAR-END PROJECTIONS FOR PLANNING PURPOSES 

Year-End Projections for Statement Conformity or for Income Tax Planning Purposes ............... 18 
Projection Mechanics ..................................................................................................................... 19 

Understanding Why (Projected) LIFO Reserves Go Up or bown ................................................. 20 

Working Out of Anticipated Year-End Liquidation or Decrement Situations .................................. 20 
Sometimes the Ever-Vigilant IRS Reverses Year-End Liquidation Avoidance Measures ............. 22 
A Warning About Aggressive Year-End Inventory Planning .......................................................... 22 

~AQ~U~art~er~~u~p~da~le~Of~LIF~O~.~Ne~~~.v~~~~~a~OO~loo~a~s~~~~~~*~~~~~P~hO~IOO~~~Yi~~~Or~R~ep~rm~lin~gW~~~hO~UI~~~rm~~~sioo~lsp~roo~ro~il~~ 
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Special LIFO Challenges (Continued from page 11) 

BASIC LIFO ELI.GIBILITY REQUIREMENTS: . However, 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 LIFO 
election if it finds a violation of anyone of· four 
eligibility requirements. The four requirements in
volve cost, conformity, consent, and the mainte
nance of adequate books and records. 

1. Failure to value LIFO inventory at cost for 
tax purposes for the year 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 subsequent years 
(Conformity). 

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

4. Failure to maintain adequate books and 
records with respect to the LIFO inven
tory a~d 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 forvalui ng parts 
inventories could not be employed as a substitute for 
actual cost in connection with LIFO inventories ... nor 
for any other non-LIFO inventories. 

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 disallow~ if the taxpayer fails 
to maintain adequate books and records with respect 
to the LIFO inventory and computations related to it. 
However, if a taxpayer is able to reconstruct the 
information necessary to calculate the LIFO inven
tory amount properly, it ~ be possible to avoid 
termination of the LIFO election for a violation of the 
"books and records" requirement. 

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

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

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

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 of the significanttraps forthe unwary 
is that Form 970 asks only whether the year-end 
financial statements for the election yearhav~ 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 all reports 
covering a full year to insure that the use. of LIFO for 
tax purposes conforms as nearly as possible with the 
best accounting practice in the trade or business in 
order to provide a clear reflection of income .. 

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

~Ph~~~~~YI~~Or~Re~~~int~mg~W~H~hoo~t~~~rm~iS~SiOO~IS~Pr~OO~jb~'·t~~~~~~~~~~~~~~~AQ~U~art~er~IY~UP~da~~~o~fl~IF~O~-N~~~S~.v~~w~s~an~d~loo~as 
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Special LIFO Challenaes (Continued) 

mity requirements pose at least two general sets of ment) and is considering extending LIFO to another 
requirements: class of inventory (such as used vehicles, equipment 

. or parts). In this situation, the year-end Income 
':IRSr,. they require. that a~y year-en? Statements should also reflect an estimate of the 
financial statements Issued In t~e tradl- LIFO reserve expected to be produced by extending 
tlon~1 report form by the bUSiness to the LIFO election(s) to the additional classes of 
creditors, shareholders, partners or other goods under consideration. 
users must reflectthe year-end results on S 
LIFO. TRADITIONAL FINANCIAL STATEMENT IN 

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 staie
ments) to reflect LIFO results. 

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

Accordingly, a LIFO reserve, no matter how 
large, can be completely and abruptly lost if careful 
attention is not paid to the conformity requirements in 
year-end, manufacturer-formatted financial state
ments senttothe 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
puted before the statement has to be released. 

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

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

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 I ncome Statement cannot show 
results before LIFO, followed by either an addition or 
subtraction for the net LIFO change, coming down to 
a final net income or loss after-LIFO figure. This 
means that during a period of rising prices, a business 
using LIFO will usually be reporting lower operating 
results in order to comply with the conformity require
ments. Very strict disclosure limitations existed with 
no room for deviation for many years. 

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

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

see SPECIAL UFO CHALLENGES, page 14 

~A~QU~ar~ter~IY~UpOO~te~o~fL~IF~O~'N~ew~s~.V~ie~~a~nd~'OO~a~s~~~~~~*~~~~~P~ho~to~~~Y~in~gO~r~Re~pr~int~ing~W~it~ho~ut~~~m~$~SiOO~'s~prOO~i~bit~ed 
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Special LIFO Challenges 

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

DEALERSHIP VEAR-EN·D STATEMENTS SENT 
TO MANUFACruRERlSUPPLIERlCREDITORS 
Many CPAs serving automobile dealerships are 

now aware that the Regulations contain several year-
end LIFO reporting restrictions which apply to the' 
specially formatted financial statements sent by auto 
dealerships and other businesses immediately after 
year-end to the Manufacturer/Supplier/Creditors. 
Some of those CPAs who were not had a rude 
awake'r1ing when their (former) dealer clients-through 
their attorneys-asked them to reimburse the dealers 
for their payments of the 4.7% penalty "settlement 
amouflts" due under Revenue Procedure 97-44. 

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

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

The Regulations further provide that a series of 
credit statements or financial reports is considered a 
single statement or report covering a period of opera
tions if the statements or reports in the series are 
prepared using a single inventory method and can be 
combined to disclose the income, profit. or loss for 
the period. See Reg. Sec. 1.472-2(e)(6). If one can 
combine or "aggregate" a series of interim or partial
year statements to disclose the resul~ 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
ments and other computations not otherwise com-

(Continued trom page 13) 

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

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

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

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

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

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

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

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

In a companion letter 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 90nformity require
ments. In connection with the second "test" related 

~ 
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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 
considered a statement covering the "taxable year" 
because it covers a 1-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 LI FO contor
mity requirements. These specia/lnterpretations 
apply only to a year-end financial statement 
prepared in a format required by an automobile 
manufacturer on preprinted forms supplied by 
the automobile manufacturer. 

Placement in the Income Statement. LIFO 
adjustments must appear in the twelfth month In
come Statement. However, they do.QQ1 have to be 
reflected in the Cost of Goods Sold section through 
the inventory valuation accounts. As long as the 
LIFO adjustments are reflected somewhere in the· 
determination of net income on the Income State
ment, that conformity requirement will be satisfied. 

Revenue Ruling 97-42 makes it clear that if a 
UFO reserve adjustment is posted directly to the 
retained earnings account and reflected on the 
dealership's Balance Sheet, that treatment of the 
LIFO reserve change will.QQ1 satisfy the conformity 
requirement. For years ending after October 14, 
1997, it is thus imperative that the LIFO adjustment 

(Continued) 

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

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

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

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

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

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

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

The dealer may simply carry through the annual 
LIFO reserve change effect reflected in the Septem
ber fiscal year-end Income Statement ~ithout modi
fication in the December Income Statement. Note 
that the December Income Statement must. reflect 
the charge against income for the prior fiscal year
end LIFO reserve change and that prior September 
fiscal year-end LIFO reserve change should !lQ1 be 
reversed so that the December Statement of Income 
does not reflect any LIFO reserve charge for the 
twelve month period ending December 31. 

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

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

.In Revenue Procedure 98-46, the IRS extended 
this relief for similar conformity violations to all me
dium and heavy-duty truck dealers, providing them 
with a slightly different series of payments dates. 

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

See the analyses of Revenue Procedu re 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 INTERPRETArlONS CLARIFIED 
ONLY FOR AUTO DEALERS ••• 
ALL OTHER LIFO USERS BEWARE 

Different year-ends ,for book 'and tax pur-
poses (fiscal years). LI Fa 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 !11onth annual 
reporting periods or years (Reg. Sec. 1.472-2(e)(2)). 

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

(Continued from page 15) 

that cover a one-year period other than a taxable 
year, but only if the one-year period both begins and 
ends in a taxable year or years for which the taxpayer 
uses the LIFO method for Federal income tax pur
poses. For example, ... in the case of a calendar year 
taxpayer, the requirements ... apply to the taxpayer's 
determination of income for purposes of a credit 
statement that covers the period October 1, 1981, 
through September 30, 1982, if the taxpayer uses the 
LIFO method for Federal income tax purposes 'in 
taxable years 1981 and 1982. 

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

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

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

All taxpayers .•. other than auto and truck 
dealers ..• using LIFO who issue monthly 
statements to manufacturers, suppliers or 
creditors are not protected by the special 
rules 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 at their LIFO elections at any 
time, literally at will, by the IRS? What responsibility 
does the CPA practitioner have as preparer ofthe tax 
return now that the IRS position has been more· 
clearly settorth 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 SEEN 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 beyomes discretionary 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 Oh~o. 

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 for "credit 
purposes," since the credit had been extended 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 files 
its return. At the time Powell elected LIFO, it was no 
longer usingthe FIFO statements, inasmuch as they 
had been recalled prior to the election and LIFO 
statements had been reissued. 

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

HOW SOME BUSINESSES GET AROUND 
THE LIFO CONFORMITY LIMITATIONS 

Many businesses using lIFO-especial/y 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 (dol/ar
value) LI FO methods for financial reports. Still others 
reconstruct long distant base prices for new items in 
their tax' return LIFO calculations while they price 
new items at current cost in their financial state
ments. These companies enjoy the best of both 
worlds without violating the fine print of the "confor
mity" requirements. 

see SPECIAL LIFO CHALLENGES, page 18 
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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 
dollars of LIFO deferral tax savings have been thrown 
away needlessly in exchange for the perceived ben
efit of higher earnings per share and hopefully higher 
market valuations? The significant-lf 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 "just for show" 
can be costly. If not almost unnecessary. 

INTERIM REPORTS 

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

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

OTHER CONCERNS: INSILCO & SECTION 472{g) 

For another example of how seriously the Trea
suryliRS polices the LIFO conformity requirement, 
consider the origin of Code Section 472(g). This 
subsection was added because the IRS lost the 
Insilcodecision 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 After its loss, the 
Treasury persuaded Congress to change the law 
(which it did by adding subsection (g) to Section 472) 
so that taxpayers in the future couldn't get around the 
conformity requirement the way lnsilco had. 

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

(Continyed from page :17) 

CONCLUDING CONFORMITY WARNINGS 

The William Powell Company and the Insilco 
decisions are the only reCorded cases where taxpay
ers contested the IRS termination of their LIFO 
elections in court. The bottom line is thaJ 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 
after 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 itfrom 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-not on 
the IRs---in these inquiries. 

The IRS position is that there is no limit on its 
ability to go back to MJ! prior year ... no matter how far 
distant. .. to terminate a LIFO election because of a 
violation of anyone at 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 L1FOI 

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 to"o cautious or 
careful in dealing with conformity matters. 

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

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

~Ph~~~OC~~Yin~g~Or~Re~pr~inl~ing~W~il~hO~UI~pe~rm~iS~Si~~ls~Pro~h~ibi~,ed~~~~~*~~~~~~~~AQ~U~art~er~IY~Up~oo~te~O~'L~IF~O~'N;~~s~.V~ie~~an~d~I~~as 
18 December2004 De Filipps' LIFO LOOKOUT Vol. 14, No.4 



Special LIFO Challenges 

Projections for Income tax planning pur
poses. It is unrealistic to attempt any serious 
planning for a business that uses LIFO without first 
oprojecting 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 projectioons. 

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

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

(Continued) 

PROJECTION MECHANICS 

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

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

8eginning-of-the-year inventory expressed in total 
dollars and in base dollars, 

8eginning-of-the-year LIFO valuation of the in
ventory, 

Method used for valuing current year increments, 
and 0 

Cumulative inflatio!,) index as of the beginnOing-of
the-year. 

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

(1) Determinethe cumulative index as of the end-of-the-year-this is the estimated current year inflation 
index times (Le., multiplied by) the beginning-of-the-year cumulat!ve index, ' 

0(2) Divide the end-oHhe-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 wheth er there is an increment or a decrement projected 
for the year, 

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

Alternatively, if a decrement is projected for the year, carry back the decrement (expressed in base 
dollars) against prior years' increments (also expressed in base dollars) on a LIFO or reverse
Chronological-order basis. This means that the most recent/last layer built up is the first one 
eliminated, and then prior years'layers are eliminated in reverse-chronological order. In other words, 
a decrement in 1999 is carried back first against any 1998 increment, then against 1997, then against 
1996, then against 1995, etc. until the entire amount of the 1999 decrement (expressed in base 
dollars) has been fully accounted for. In sbme 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 attheir 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-LIFO cost to determine the projected LIFO reserve as of the end-of-the-year, 

(7) Subtract the actual LIFO reserve as of the beginning-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 UFO CHALLENGES. page 20 
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UNDERSTANDING WHY (PROJECTED) , 
LIFO RESERVE~ GO UP OR. DOWN 

Taxpayers using LIFO are often surprised when 
they find out that even though their year-end inven-
toiy 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 factors. 

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

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

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

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

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

(Continued from page 19) 

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

WORKING OUT OF ANTICIPATED YEAR-END 
LIQUIDATION OR DECREMENT SITUATIONS 

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

. levels. In other words, as the year-end inventory 
drops, how much more (or less) is the LIFO reserve 
going to change? These calculations determi ne 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, siflce 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 be f~r the new light-duty truck pool. The LIFO 
reserve repayment potential impact should be com
puted for ~ LIFO pool and expressed as a readily 
understandable dollar amount. For an example of 
this type of successive calculation, see "GM Dealers 
Low on LIFO Inventory May Face Stiff Recapture ... 
Planning May Lessen the Blow," in the June 1998 
Dealer Tax Watch. 

Armed with this diagnostic information, taxpay
ers anticipating a liquidation may be able to lessen 
the anticipated LI FO 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 
increase or "manage" the inventory level 
through transactions tha~ might not oth
erwise have be.en considered, but which 
still have some degree of business justi
fication (other than solely attempting to 
minimize the impact of LIFO layer liquida-" 
tions). 

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

3. Switch to the BLSIIPIC method_ Con
sider changing to the BLS/IPIC method 
under the recent changes ... an9 expedi-
tious consent procedure ... available in 
Section 10.04 of the Appendix to Rev
enue Procedure 98-60. 
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Special LIFO Challenges 

If a business using LIFO is trying to avoid a 
significant year-end reserve reduction, steps to in
crease the inventory level should be completed and 
documented before year-end. These actions should 
be considered only if they make sense from a busi
ness standpoint, after considering carrying casts, 
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 an sound business judgment 
and not solely an the desire to reduce projected LIFO 
pay-backs, same taxpayers may stili wish to pursue 
mare 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 decrements. A dealer might 
attempt to increase or "manage" the year-end inven
tory level by considering same transactions that 
otherwise would nat have entered his mind. These 
may be rationalized under the "Nothing ventured, 
nothing gained" generalization. However, they may 
nat necessarily be justified if the IRS digs deeply into 
them and sees them as motivated solely by liquida
tion-avoidance. Therefore, these strategies should 
be regarded by dealers and their advisors as aggres
sive and nat without the likelihood of challenge by the 
IRS. They are only generalized here, and they 
should be carefully and more fully evaluated by the 
deafer's advisors before any further action is taken. 

1. After determining which pool (new automo
biles or l"Iew 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. 

fn 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 dollar in the new 
light-duty truck pool, the dealer should try to have 
mare inventory dollars at year-end in the new light
duty truck pool than in the new automobile pool. 

2. Attemptto purchase newvehicfes ofother makes 
(for resale to retail customers) to put into inventory. 

Under the Alternative LIFO Method, all new 
automobiles, regardless of manufacturer, including 
those used as demonstrators, must be included in a 

(Continued) 

dollar-value LIFO pool, and all new light-duty trucks 
regardless of manufacturer, must be included in 
another separate UFO 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 
ather non-GM franchises in the same selling entity as 
the GM franchisers) might try to stock up an the non-GM 
new vehicles to the extent possible. . 

3, Similarly, a dealer might simply attempt to 
purchase (for retail sale) some very expensive makes 
(Lamborghini or Rolls Royce) and putthem in the new 
automobiles pool. ("A few will do. tt) Does a dealer 
have to have that franchise to sell those vehicles? 
What about creating a special joint venture, or,flow
through type entity wit!1 another franchised dealer? 

How far can the "retail resale" aspect be pushed? 
Will this pass muster with the IRS? One caimotbe sure. 

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

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

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

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

see SPECIAL LIFO CHALLENGES, page 22 
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Special LIFO Challenaes 

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 
definitelywill result from the reduction of inventory by 
sales which will definite/ytrigger the UFO recapture. 
Some dealers may simply be unable to make the-right 
decision on this. 
SOMETIMES THE EVER-VIGILANT IRS 

REVERSES YEAR-END 
·L1QUIDATION AVOIDANCE MEASURES 

II'} 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 revenue$" (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 UFO-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 tax/LIFO purposes at year end. 

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

1. Attempt to document that sales during the 
year are at levels 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 "cast" as a resale. 

(Continued 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 stating: "The Group simply 
used V (one affiliated member) as a purchasing and 
holding company so that it could manipulate the 
quantity of goods 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 
formal ownership ~Ith V, the objective economic 
realities indicate that X had effective command overthe 
V purchases.", Accordingly, the IRS National Office 
concluded that X was the owner of the V purchases 
and should 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 V 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 LI FO taxpayer aggressively planning to avoid 
year-end LIFO layer liquidations should realize that 
even satisfying the apparent "boundaries" set forth in 
Revenue Ruling 79-188 and these other cases may 
not be enough. Taxpayers' year-end transactions 
may not prevail if year-end purchases are structured 
to involve subsequent re-sales back to the same 
source shortly 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 man~ subjective disputes. * 
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WHY LIFO RESERVES CHANGE THE WAY THEY DO 

The net amount of change in the LIFO reserve for any year is the result of two complementing 
andlor offsetting factors. This variation analysis simply involves ... 

• Price changes, i.e., inflation or deflation ... prices either increased or decreased, and 
• Quantity changes, i.e., changes in the dollar amount of the inventory investment levels. 

Upward influences ... causing increases (i.e., factors causing the LIFO reserve to go up) ... 
.• Price increases ... inflation. 
• Quantity increases, if a dual index LIFO methodology/approach is used for valuing increments. 
• Certain decreases in inventory investment levels - To the extent that a current-year 

quantity decrease (referred to as a "decrement") is carried back against an increment built 
up in a prior year or years, any pay-back of the previously built-up LIFO increment and its 
related contribution to the LIFO reserve will increase the current year's LIFO reserve if ... 
• There was deflation in the prior year(s)'s layers that are now being invaded, and 
• The layers being invaded are/were contributing "negatively" or negative amounts to 

the LIFO reserve at the end of the preceding year. 
• Stated another way •.. The layers of inventory being invaded by the carryback of a 

decrement (expressed in base dollars) are contnbuting negative amounts toward the 
overall LIFO reserve balance; Accordingly, to the extent that any carryback of the 
current-year's decrement eliminates these negative effects, that leaves only inventory 
layers contributing positive amounts toward the overall LIFO reserve balance ... or fewer 
inventory layers still contributing negatively toward the overall LIFO reserve balance. 

Downward influences ... causing decreases (i.e., factors causing the LIFO reserve to go down) '" 
• Price decreases " .deflation. 
• Decreases in inventory investment levels - i.e., pay-backs of previously built-up LIFO 

reserves to the extent resulting from the carryback of a current-year inventory quantity 
decrease (referred to as "decrements") against increases ("increments") built up in prior years. 

• Decreases in inventory investment levels ..• But not always ... Sometimes no payback. 
• An inventory decrease/decrement may not necessarily cause, or result in, any pay-back 

of some or any of the LIFO reserve at the beginning of the year. Whether or not there 
is a "pay-back" depends the order in which the prior year layers were built up over 
time and how they were valued for LIFO purposes. 

• If the decrement in the current year is less than the amount of the increment in the 
immediately preceding year, there will be no dollar change in the LIFO reserve due to the 
carryback of that decrement against that prior year's increment. 

• This result will occur under any LIFO method that values a current-year increment by 
using the cumulative inflation index (factor) at the end of the year. 
• Alternative LIFO Methods for New andlor Used Vehicles 

• "Why Do Some LIFO Reserves Go Up Even Though Inventory Levels Go Down?" in the 
March 1992 LIFO Lookout 

• "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. 

• "Strange ... But Explainable ... Results from the Wacky World of Negative LIFO 
Reserves," in the December 1998 LIFO Lookout. This article, with supporting schedules, 
analyzes pay-back mechanics where negative LIFO reserves are involved. 

• "Dealers Who've· Remained on LIFO Through a Few Years of Deflation Are Finally 
Rewarded by Inflation & Big LIFO Reserve Increases" in the June 2004 LIFO Lookout. 
This article, with supporting schedules, analyzes LIFO reserve changes where some of the 
more recent years' LIFO layers reflect general price deflation, but not to the point where 
overall negative LIFO reserve balances have been created . 
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EJlJ'RESS CUTAWAY VAN 3 0 3 64,1Y.!l 65,005 1,075 1.88'4 CNlAVAN 10 0 10 233,398 m,761 (23837) (10.13)% 
EJlJ'RESS P,4SSENGER VAN 5 0 5 123,244 126,398 3,154 2.56% (),6j(OTA 0 48 48 1,051,008 1,051,~ 0 0.00% SIlVERADO 11m 33 9 42 /m,414 274,979 1,091,153 15,760 1.47% OORANGO 24 0 24 663,450 688,798 25,348 3.82% SIlVERADO 2500{) 38 0 38 1.036,470 1,057,877 21,407 2.07% RAMPiCKU' 39 8 47 956,628 336,570 1,320,546 27,348 2.11% SLVEAAJO 31m 30 0 1I 883,775 eao,577 16,802 1.95% S'RINTER 13 0 13 383,519 365,547 2,028 0.56% SILVERADO 3500 CHASSIS CABS 18 0 18 441,165 450,263 9,098 2.06% 

"0 ~ 1 0 1 38,681 39,789 1.100 2.86% TOTAL NEW L·D TRUCKS 86 56 142 2,216,995 1,388,178 3,638,260 31,087 0.86% ~ SUBURBAA 4 0 4 137,463 141,644 4,181 104% ~ TAHa: 2 0 2 62,lXl 64,392 2,092 3.36% TOTAL DODGE 98 71 169 2,480,743 1,171,Q89 4,287,089 35,257 0.83% 0 .g TRAI..BlRER 8 0 8 2Zl,BSl 226,521 2.000 1.19% = ===== = === = 'S. 
lJPI.HlJER 0 5 5 118,220 118,220 0 0.00% " '" Q VENTURE 4 0 4 92,684 94,233 1,349 1.45% FORD 

JJ .. 
26 230 5,0!16,513 627,945 5,827,407 100,949 1.76% 

"0 TOTAL NEW L.[l TRUCKS 204 NEW AUTOS· POOL #1 ". ::> 

CROWN VK:TORIA 11 1 12 270,376 25,626 301,052 5,000 1.71% 3-
'" TOTAL CHEVROLET 230 36 2S6 5,526,720 827,349 6,465,765 111,696 1.76'10 FIVE Ht.I'mEO 0 6 6 137,100 137,100 0 0.00% 

0 
:E = ====== = = FOCUS 0 12 12 177,m 177,m 0 0.00% s: CD 0 GT 0 1 1 128,456 128,456 0 0.00% (') s 

CD ;r; CHRYSLER MJSTANG 0 4 4 PlJm 00,827 0 0.00% 3 
TAlRUS 4 0 4 81,123 81,783 600 0.81% ~ 

3 
/0' NEW AUTOS· POOL'1 llWDERBIRD 2 1 3 68,911 39,821 109,731 999 0.92% !!!. 

0 18 18 494,7re 494,7re 0 0.00% I\) g 300 
0 iF CROSSFIRE .3 15 18 94,254 546,825 641,418 339 0.05% TOT AI. NEW AUTOS 17 25 42 420,410 589,692 1,016,811 6,709. 0.86% 0 
~ "0 SEBRING 17 0 17 371,478 300,470 8,992 2.42% 0 

~ a 
20 33 53 465,732 1,041,621 1,516,684 9,331 0.62% ~II ~ TOTAL NEW AUTOS 



I\) ." 
0> ::T 

~ PAGE: 5 DECEMBER 14, IDJ4 PAGE: 6 IEEMlER 14, 2004 
(') 

0 0 INFlATKlN ESTIMATE REPORT BY MAKEIMOIlEllPOOl INflATION EmlATE REPORT BYMAKEIMOIJElAlOO -0 

~ -< DEALER COST FOR THE YEAR ENDED 121311114 DEALER COST FOR TI-E YEAR EMlEIl12131m s· 
(1) '" NEW ITEMS AT CURRENT COST • I.E., NO INfLATION NEW ITEMS AT CURRENT COST .lE, NO INFlATION 3 g 
0- :IJ 
(1) (l) 

COOt. NEW tOT:et 12Kllm NEW EiiOiNG bdi.LAR PERcEKT CONt. b tOtflL i2AlfM:! lEW ENliif«l iXiI.AR ~ .., -0 

I\) ~ BODY STYLE ITEMS ITEMS ITEMS PRICE ITEMS PRICE CHANGE CHANGE BODY STYLE ITEMS ITEMS ITEMS PRICE ITEMS PRICE CHANGE CHANGE 
0 s· 
0 '" 
"'" ~ 

:; FORD(~ HOMlA 
0 s 
" NEWUGHT.oIJTY TRUCKS· POOL #2 NEW AlITOS· POOL #1 
CD 

9 0 9 179,684 187,542 7,858 4.37% 39 4 43 847,639 3 CLlTAWAY VN-l ACCOOD 85,826 942.196 8.731 0.94% 
ur E.sERIES 18 0 18 421,378 426,440 5.008 1.20% CIVIC 34 4 38 5re,992 00,748 578,390 4,650 0.81% 
~. ESCAPE 7 7 14 147,221 159,323 307.658 1,114 0.36% tlSlGHT 0 0 0 0 WA% 
'ij; EXCURSION 29 0 29 1,051,991 1,00;,442 14.451 1.37% S2000 1 0 1 29,005 29,540 135 0.46% 
" EXPEDITION 11 2 13 346.363 73.990 424,468 4,115 0.98% 
~ 
~ 

EXPLORER 20 0 20 583.569 592.930 9.361 1.00% TOTAL NEW AUTOS 74 82 1,384,136 152,574 l.sso,226 13,516 0.88% 

0. 
EXPLORER SPORT 8 0 8 193,727 199.566 5.839 3.01% 
Fl00 PlCK\l' 46 2 48 1,122,3)3 65,321 1.200.411 12.787 1.O8'!. NEW UGHT.otJTY TRUCKS· POOl #2 
F200 SUPER DUlY PICKUP 28 0 28 721,056 740,942 19,886 2.76% CR·V 1 5 77,f1Jl 23.136 103,494 2,m 2.74% 
F300 SUPER DUTY PICKUP 50 8 58 1 ,347,580 293.974 1,684.048 42.494 2.59% ELEMENT 0 0 0 WAll 
FREESTAR 6 0 6 147.141 147.085 (56) (0.04)% OOYSSEY 7 7 198,224 198,224 0 0.00% 
FREESTYLE 0 6 6 150,810 100.810 0 0.00% PLOT 0 5 137,354 141.352 3,998 2.91% 
RANGER 16 8 24 276,311 144.447 418.812 (1.946) (0.46)% 
SUPER DUlY CAEJCI\ASS/S 36 0 36 919.622 949,180 29,558 3.21% TOTALNEWL.lJTRUCKS 17 214,955 221,360 443,070 8,755 1.55% 

* TOTAL NEW L.lJ TRUCKS 284 33 317 7,457,946 887,865 8,496,340 150,529 1.80% TOTALHONOA 83 18 99 1,599,og1 373,934 1,993,298 20,271 1.03% 
=== ==== ======r ====== = 

TOTAL FORD 301 58 359 7,878,358 1,477,557 9,513,151 157,238 1.68% 
= HUMMER 

GMCTRUCKS NEW UGHT.lJUlYTRUCKS· POOL 12 
H2 45,196 48,((24 95,087 1,867 2.00% 

NEW UGHT .lJUlYTRUCKS· POOl #2 
CANYON 26 6 32 495,984 120.904 626,519 9,631 1.56% TOTAL NEWL.lJ TRUCKS 45,196 48,024 95,087 1,867 2.00'.4 
CANYON CHASSIS CAB 0 2 2 31,039 31.039 0 0.00% 
ENVOY 4 0 4 118.266 119.994 1,728 1.46% TOTAL HUMMER 45,196 48,024 95,081 1,867 2.00% 

0 ENVOY DENIlU 0 4 4 145,914 145,914 0 0.00% ==== == ===== = == 
CD 

eNOYXl. 4 0 4 125,324 128.004 680 0.54% 
~ 

» 
0 eNOYXUV 4 0 4 125,442 126,257 815 0.65% HYUNDAI 

-6' c: 
SAFARI 6 0 6 133,388 136,184 2.796 2.10% "0 .. 

:l. 
CIl_ ~ SIlVANA CARGO VN-l 13 0 13 m.477 303,617 4.140 1.38% NEW AUTOS· POOL t1 
C -< SAVANA CLlTAWAYVN-l 3 0 3 64,020 65.005 1,075 1.88% ACCCNT 6 65,139 80,918 (4,221) (6.48)% c "T1 '0 SAVN-lA PASSENGER VN-l 5 0 5 123,244 126,398 3,154 2.56% 8JM'RA 12 123,117 39,3l! 162,941 615 0.38% 0 0. 

r ~ SERRA 3500 CH.ASSIWBS 18 0 18 447,216 456,650 9.434 2.11% mTA 5 00,823 81.645 822 1.02'10 

0 ca. SERRAHEAW.[JUlY PICKUP 38 4 42 1,073,138 128.355 1,221.731 22,238 1.85% 'TB3I.Rrn 2 37,396 37,398 0 0'(Xl% 
0 c: SERRAPICKUP 59 5 64 1,606,674 157,978 1,792,930 28,278 1.f1J% XG350 2 44,361 45,358 997 2.25% A TO 

0 a ~ 8 0 8 292,846 298,226 5,300 1.84% 
c: z TOTAL NEW AUTOS 22 '1l 313,440 16/117 388,260 (1,787) (0.46)% -l CD 

" TOTAL NEW L.oTRUCKS 188 21 200 4,905,(119 582,190 5,576,558 89,349 1.63% 
< !" NEW UGHT.lJUlYTRUCKS· POOL 12 
0 < 
:- iii' TOTAL GMCTRUCKS 188 21 209 4,905,(119 582,190 5,578,558 89,349 1.63% SlNTAFE 129,290 131,921 2,631 2.03% :I! 
~ '" = = ===== T\JCSOO 131,600 131.660 0 0.00% 
"" .. 

" Z 0. 

~ 0: TOTAL NEW L.Q TRUCKS 13 129,290 131,860 263,581 2,831 tOW. 
'" 

"" e: 
TOTAL HYUNOAI 28 12 40 442,T3tl 208,267 651,841 844 0.13% 

= -=== ===== === =====a = 



5? 
~ 

~~ 
r 

~ 
r 

~ 
C 
-I 

< 
~ .... 
1-
z 
~ 
~ 

> 
~ .. 
ii 
~ 
c 

l 
9.. 
c 
Cl 
z 

~ 
f .. a 
f 
en 

* 

~ 
~ ..., 

§ 
I\) 
-..j 

l g 

~. 
c6 
Q 
:D 

~ a 
~. 

~ 
". 

~ 
~ 
3 eo 
g. 
;;; 
"0 

~ 

i 

) 

PAGE 7 

BODYSTYlE 

INFINITl 

NEW AUTOs.PODLI1 
G35 
135 
M45 
Q45 

TOTAL NEW AUTDS 

NEW UGHT .[)IJTYTRUCKS· POD!. r.! 
FlCl5 
FX45 
0X!i6 

TOTAl. NEW L.I) TRUCKS 

TOTAL INfINTI 

ISIlZU 

NEW LIGHT.[)IJTYTRUCKS· POD!. r.! 
.ASCEMlER 

TOTAL NEW L.I)TRUCKS 

TOTAL ISIlZU 

JAGUAR 

NEW AUTOS· POOL 11 
S-TYPE 
X-TYPE 
XJSERlES 
XKSERES 

TOTAL NEW AUTOS 

TOTALJAGUAR 

JEEP 

NEW LIGHT.[)IJTYTRUCKS· POD!. #2 
GRAND CHERa<EE 
UBERTY 
WRANGLER 

TOTAL NEW L-D TRUCKS 

TOTALJEEP 

ItRAllON ESTrMTEREPORT BY MAK8MOOEUI'OO\. 
DEALER COST FOR TIE YEAR ENDED 12131~ 

NEW ITEMS AT C\JRREKI' COST .lE., NO INFlAnoN 

toRT. NEW TOTAL l?Jo1m NEW ENDING 
ITEMS ITEMS ITEMS PRICE ITEMS PRICE 

11 

14 
= 

1 
o 
o 
o 

o 
o 
2 

8 193.543 
1 27,713 
1 38.272 
2 102.713 

12 362,241 

84.J)4 
40.848 

28.013 'll7.51Kl 
28,1&1 
'1J,747 

104.7Il1 

28,013 400,178 

S5.284 
41.58) 

89.852 89.852 -----
104,952 89,852 196,716 

17 467,193 117,865 596,894 
=- = 

53,278 48,526 102.476 
-------
4 53,278 48,526 1112.476 
-----
53,278 48,528 102,476 

DECEMBER 14. 2004 

IlOlLAR PI:RCENT 
CHANGE CHANGE 

6.024 
4rf 

1.475 
1.988 

9,924 

980 
932 
o 

2.72% 
1.58% 
3.85% 
1.94% 

2.54% 

1.52% 
2.29% 
0.00% 

1,912 Il98% 

11,836 2.02% 
==== 

672 0.66% 

672 0.66% 

672 0.66% 
CiI:I!== === =-=- ==== ---- ==== =====-t 

12 

12 
== 

14 
o 
6 

12 20 

12 20 

141,084 140.042 
57,0Zl 33,000 91.!KXl 

163.813 81,291 269,199 
283.J)4 284.214 

14 ~ 11~51 ~ -----
14 665,201 114,351 785.355 

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

14 389,329 389,329 
6 123.725 125.aoa 

12 117.147 143.512 291,844 
- --
32 240,Bn 532,841 781,781 

32 240,Bn 532,841 781,781 
=-= = =-= 

(1,022) 
1,8a) 
4,0!Ii 

910 

5,803 

5,803 
=-== 

o 
2,083 
5,985 

8,068 

8,068 

(0.72)% 
2.02% 
1.54% 
0.32% 

0.74% 

0.74% 

0.00% 
1.68% 
2.m 

1.04% 

1.04% 

PAGE 8 

BODY STYlE 

KIA 

NEW AUTOS· POOL 11 
AI.Wl11 
CPTt.IA 
RIO 
SPECTRA 

TOTAL NEW AUTOS 

NEWLIGHT.[)IJTYTRUCKS· POOL 12 
SEOO'IA 
5alENTO 

TOTALNEWL-DTRtx:KS 

TOTALKIA 

!.AND ROVERIRANGE ROVER 

f£WLIGHT.[)IJTYTRUCKS· POOL 12 
IJH)ROVERFREElNaR 
IJH) ROVER lR3 
RANGE ROVER 

TOTAL NEW L.I)TRUCKS 

TOTAL LANl ROVERIRAHGE ROVER 

LEXUS 

NEW AUTOS· PODLI1 
ES:m 
GSlXl 
GS431 
1S:Dl 
LS431 
SC431 

TOTAL NEW AUTOS 

NEW LIGHT -DUTY TRUCKS • POOL 12 
GX470 
LX470 
RX330 

TOTALNEWL.I)TRIJCI(S 

TOTAL LEXIJS 

INFLAllON ESTIMATE REPORJ' BY MAKBMOIBJPOOL 
DEALER COST FOR11iEYEAR EftlED 12131104 

NEW ITEMSAT CURRENT COST .lE., NO INFI.AllON 

COfIr. In TotAl 1?Jo1M3 NEW SiIING 
ITEMS ITEMS ITEMS PRICE ITEMS PRICE 

o 
5 
4 
o 

17 

o 
o 
o 
8 

o 
o 

o 
5 81.440 
4 42,155 
B 

17 123,595 

2 39.131 
6 124,455 

183,575 

83.0&1 
42.'JJO 

11S.700 100,700 ---
109,760 235,200 

40.130 
121l,085 

le&.215 

25 287,170 109,760 401,415 

DECEMlER 14. 2004 

IlOI..lAR PERCERi' 
CHANGE CHANGE 

o 
1.610 

235 
o 

1,&45 

1,Q10 
1,6.1) 

KIA' 
1.98% 
O.fR 
0.00% 

0.79% 

2.56% 
1.31' 

2,6«1 1.81% 

4,485 1.13% 
===- :::::aD ==== =====a ===== ===== 

2 
o 
1 

o 
2 
1 

47,528 48.800 
85,23) 85,23) 

65.142 75,835 142.342 -----
112,870 181,Q85 278,402 -----
112,870 161,065 278,402 

1.:m 2.74% 
o 0.1m 

1.Jj5 0.97'.' 

2,687 0.97% 

2,667 G.97% === .... -== =-== ....,.. ===== ===z: 

4 

12 --

o 
o 
o 
o 
o 
o 

o 
o 
o 

o 

28,13) 28.350 
34.rIn 34.~ 
41,607 41,736 
00.117 11),117 
47/S 48.435 
54,438 54,911l -----

288,327 287.aoa 

'1J.213 39.822 
55.8ll ~352 
63,3l1 84,557 

4 1S1,244 160,731 -------
12 444,571 448,537 
-- =-=-== 

220 
131 
129 
o 

477 
522 

1,479 

609 
522 

1,356 

2,467 

3,968 
-=== 

0.78% 
0.38% 
0.31% 
Q.OO% 

0.99% 
0.96% 

0.52% 

1.55" 
0.93lIo 
2.15" 

1.57% 

0.89% 
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BODYSTYI.E 

LINCOlN 

NEW AUTOS· POOL 11 
LS 
TOI'INCM 

TOTAL NEW AUTOS 

NEWUGHT.ouTYTRUCKS· POOL #2 
A'MTlR 
NAVIGATOR 

TOTAL NEWL.o TRUCKS 

TOTAL UNCOLN 

MAZDA 

NEW AUTOS· POOl. t1 
~3 
~6 
MX-5MIATA 
RJI.8 

TOTAL NEW AUTOS 

NEW UGHT.ouTYTRUCKS· POOl. #2 
r.PI 
TRIBUTE 
TRUCK 

TOTAL NEWL.o TRUCKS 

TOTALMAZOA 

MERCEOES 

NEW AUTOS· POOL 11 
CClASS 
CLCLASS 
CLKCLASS 
ECLASS 
SCLASS 
SLCLASS 
SJ<CLASS 

TOTAL NEW AUTOS 

N'LATION ESlWATE REPa!T BY MAKBIIXlBA'OOl 
DEALER COST FOR THE YfAR ENDED 12/31104 
~ ITEMSAT CURRENT COST • I.E., NO INFlATION 

ca'#. NEW totAl. 1211i1m NEW ENDiNG 
ITEMS ITEMS ITEMS PRICE ITEMS PRICE 

171,283 173,103 
241,ni7 40,868 285,173 

11 12 412,350 40,868 458,276 

19 
== 

o 
13 
1 
2 

156,510 158,264 
183,124 186,178 

339,634 344,442 

20 751,984 40,868 802,718 

8 
17 
5 
4 

= 

87,846 88,664 
73,737 282,222 3Sl,254 
85,892 24,528 111.288 
47,933 59,lX) 107,804 

16 16 32 295,408 386,050 687,810 

2 
o 

15 

17 13 

33 29 
=- ..... 

12 1 
3 1 
8 0 
8 1 
6 0 
3 1 
o 2 

38 

2 47,577 47,550 
6 121,703 121,703 

22 271,373 137,687 418,042 

30 318,95) 259,390 587,295 

62 614,358 625,440 1,255,105 
=== ===== a:::a::a:: ====== 

13 373,740 50,127 435,060 
4 312,387 165,075 461,926 
6 332,755 338.196 
9 419,784 45,640 472,664 
6 51D,246 519,105 
4 310.007 166.470 461,641 
2 98,500 98,580 

44 2,259,719 525,892 2,827,178 

0ECEt.4lER 14, 3Xl4 

D<WR PERcEHr 
CHANGE CHANGE 

1,820 1.06% 
3,240 1.15% 

5,060 1.12'10 

1,154 1.12'10 
3,054 1.61% 

4,806 1.42'10 

9,868 
= 

818 
4,295 

868 
371 

124% 

0.93% 
1.21% 
0.79% 
0.35% 

6,352 0.96% 

(27) (0·001% 
o 0.00'II 

8,982 2.20% 

8,955 I. 

15,JJ7 1.23% 
= 

11,193 2.64% 
4,464 0.93% 
5,441 1.64% 
7:;.40 1.56'4 
8,869 1.74'1(, 
4,370 0.92'10 

o 0.00'II 

41,587 1.49% 

PAGE: 10 

BOOYSTYI.E 

MERCEDES (Ca!iKJsI) 

IlEWUGHT -IlUlYTRUCKS· POOl. #2 
GCLASS 
MCLASS 

TOTAL NEW L·D TRUCKS 

TOTAL MERCEDES 

MERCURY 

NEW AUTOS· POOL 11 
GRN«)MARCIJIS 
MoWHEl 
I.D{IEG() 

SA8t.E 

TOTAL NEW AUTOS 

tR LIGHT -IlUlYTRUCKS· POOl. #2 
MNHR 
MOOEREY 
MCooAteR 

TOTAL NEW L.o TRUCKS 

TOTAL MERCURY 

MINI 

NEW AUTOS· ptJ(Ul 
COO'ER 

TOTAL NEW AUTOS 

TOTAL MIll 

MfTSIBSHI 

t£W AUTOS·POOUI 
EQ.F5E 
GAIJM". 
lANCER 

TOTAL NEW AUTOS 

tflATION ESlWATEREPORT BY IIAKSoICIIBJ'OO 
~COST FORTHEYfARENDED 1331104 

t£W rrEMSAT CURRENT COST • LE., NO INFLATION 

ctlItr, fd tOTAl. imi~ IlW EtIffG 
ITEMS ITEMS ITEMS PR1CE ITEMS PRICE 

o 
o 

o 

157,031 
TT1J7 

234,268 

i 165,168 
78,446 

243,814 

42 48 2,G3,987 525,892 3,070,792 === ==== ==== ~ ===a= =====r: 

o 
3 

12 

15 

23 

=== 

12 
4 
8 

24 

o 
o 
4 
a 

4 

6 
o 
o 

10 ...... 

2 

...... 

o 
o 
2 

4 100,421 
1 :11,968 
4 
3 83,213 

12 194,602 

6 
3 88,373 

12 368,841 

101,954 
31,l'!3 

96,JX) 96,:110 
64,235 

98,300 293,822 

132,572 132,572 
87,427 

375,302 

21 457,214 132,572 ~ 

33 651,818 228,812 889,123 
=== 

32,310 40,845 73,9iO 

4 32,310 40,845 73,5liO 

4 32,310 40,845 mao 
=== ===== ==== ===== 

12 275,909 
4 77,819 

10 133,Q37 

269,921 
83,038 

59,006 199,894 

76 488,765 59,1MI6 572,853 

0ECE/4lER 14, m 

iWAR IfERCEffl' 
CHANGE CHANGE 

8,137' 5.18% 
1,209 1m 

9,346 3.99% 

!m,913 1.89'It 
===-= 

1,5lI 
lIS 
o 

1,022 

1.53% 
1.18% 
D.OO'lI 
1.62'10 

2,920 1.1JO'1o 

o D.OO'lI 
(946) (1.07)% 
8,461 1.75% 

5,515 D.94'It 

8,435 0.96% 
===-

4(!j 

405 

405 
=-=-

t 

14,012 
5,219 
7,791 

'l11J22 

0.55% 

0.55% 

0.55% 

5.08% 
6.71' 
4.06% .. 



0 ,. 
CD 2 PAGE: 11 IlECEIISER 14, mI PAGE: 12 0ECEMlER 14, mI 
"T1 .. IIFLATION ESTlMAll: RS'an' BY IIAK9MCIOElA'OO IlELATIOH ESIIIATE RS'an' BY IMICSIIODB.JPOO :l 
'6' CD IEAI.ER cosr FORTHE YEAREIIlED 12131104 IEAI.ER cosr FOR1l£YEAR E11E112131104 :l 
"0 '< NEW ITEMS AT CURRENT COST • LE., NO INflATION NEW ITEMS AT ClmRENT cosr • LE., NO INFlATION 0_ c 
r "t> c. 
:;; ~ CCf4r. NEW TOTAL l1A11ftD NEW ENilIfiG i:i6l.IA! PERCENT COO. !lEW rotiol. 12lil1m NEW ENDiNG lt1IJ.R ~ 
0 2- BOOYSTVl.E ITEMS rrEMS IICMS PRICE ITEMS PRICE CHANGE CHANGE BOOYSTVl.E ITEMS ITEMS ITEMS PRICE ITEMS PRICE CHANGE CHANGE 
r r 
0 :;; 
0 0 MlTSUBlSlt (CriIJed) PONTIAC 

" z 0 ! NEW UGHT-DUI'Y TRUCKS • POOLIl NEW AUTOS· POOL 11 C 
-i < ENlfAVCR 0 163,164 168,610 5,446 134% ~ 3 0 3 84,lUi 85,918 1,912 228lI 

< iii' MCM'ERO 0 33,951 33,123 (2211) (0.67)' G6 0 2 2 4O,Zl8 40,238 0 O.lXl'il 

~ ~ OOlVMlER 4 74,943 82,027 161,327 4,357 2.78% GRANDPN. 2 1 3 41,514 18,362 60,701 Sl5 1.34% .. 
~ 

::> GRAND PRIX 3 0 3 65,812 U6 2,584 193% c. 
!"- a: TOTAL NEW L-DTRIICKS 11 15 272,058 82,027 363,660 9,5/5 2.70% SUN'1RE 2 0 2 23,997 24~ 255 1.06lI 
Z 

.. 
VIE 3 0 3 52,421 53,940 1,519 2.90% OJ 

? '" 35 41 758,823 141,G93 936,513 36,597 4.07% TarAL MlTSUBISHI .... a=z: -== =====:::s ====: TarAL NEW AUTOS 13 16 'lSI,750 58,6211 333,445 7P15 117% 

NISSAN NEWUGHT-DUlYTRUCKS· POOLIl 
AZTEK 2 0 41,166 42,1li6 1m 2.19% 

NEW AUTOS· POOL 11 WlTANA 2 4 Sl,571 1S,840 l!il,936 525 0.35% 
'BiZ. 11 13 328,809 66,934 397,174 1,431 o.~ -------
.bJ.TNA 12 15 223,182 78.935 298,828 (3.289) (1.09)% TarAi. NEWL-DTRIJCI(S 4 91,737 99,840 193,002 1,425 0.74% 
t.WaMA 3 3 75,985 76,670 685 0.90% -------
5ENTRA 13 13 181,468 184,945 3,477 1.92'1. TOTAL POHnAC 17 24 3IB,487 158,A60 528,447 8,500 1.64% 

* 
=== ===:I -=- -==== -===: -= 

TOTAL NEW AUTOS 39 44 809.444 145,869 957,617 2,304 om 
PORIDtE 

NEW UGHT-DIITYTRUCKS· POOL Il 
AAMAOA 5 0 5 170,o5i 172,511 2,454 1.44% NEW AUTOS· POOL 11 
FROOER PICKIJ' 26 0 26 521,740 524,(3) 2,2IS D.44% 911 4 13 1,188,521 367,886 1,556,407 0 0.00% 
MIJlANO 8 2 10 216,642 !il,854 268,1Dl 1,104 0.41% BQ)(STER 0 4 164,244 164,244 0 0.00% 
PAlIfNJER 0 8 6 214,355 214,355 0 0.00'.4 ----
a.esT 3 1 4 78,348 21,fBi 97,792 (151) (0.15)% TarAi. NEW AUTOS 13 4 17 1,352,785 367,886 1,720,651 0.00% 
mNol 12 0 12 303,362 309,145 5,783 1.91% 
XTERRA 9 0 9 194,665 197~ 2,542 1.31% NEWl.IGHT-DIITY'IRUCKS· POOLIl 

" CAYEItlE 4 163,1DI 35,IDI 3l1,365 1,751 0.86% :r 
TOTALNEWL-DTRUCKS 63 11 74 1,483,014 266,804 1,783,849 14,031 O.M g ----0 

TarALNEW L-DTR1ICKS 4 183,808 35,8011 201,385 1,751 o'88'A 8 
'C TarALNSSAN 102 16 liB 2,292,458 432,673 2,741,466 16,335 0.60% ----~. ==== === ===== ==== ====== = TarAL PORSCIE 16 21 1.516,571 403,694 1,922,016 1,751 0.09% 10 

g === =- -=- ====== ====- --=== ......... 
JJ OLDSMOBILE CD 
't:I SAAIl 
~. NEW AUTOS· POOL #1 

<D .aJ.ERO 153.582 154.204 622 0.40\ NEW AUTOS· POOL 11 
0 

§ 9-2X 47,444 47,444 0 0.00% 
CD :r TOT AI. NEW AUTOS 153,582 154,204 622 G.4O\ 9-3SERIES 181,649 34,985 187,761 (8.673) (4.51)% 0 

£ s 9-5 SERES 169,840 174,653 4.813 2.63% 
3 'j NEW LIGHT -DUTYTRUCKS· POOLIl 
tT 3 BRAVMJA 0 0 NlA% TarAi. NEW AUTOS 10 13 331A89 82,429 409,858 (4,080) (0.98)% CD Ill' -, 

~. SI..HOJETTE 5 149.922 150.510 588 0.39% --- -I'\:) 
TOTALSM8 10 13 331A89 82,42!1 409,858 (4,080) (0.98)% § ;;; 

'll TarAL NEW L-D TRUCKS 5 149,922 150,510 588 0.39% ...... =-~ --=== -===== =-= 
a 
'" 13 13 303,504 304,714 1,210 0,«)% 

{g III TOTALOlDSMOBLE 
=== ====== ===== .-z=:= 



U) ~ PAGE: 13 DECEMBER 14, 3XJ4 PAGE: 14 DECEM!ER 14,3XJ4 0 2 g t.flAT~ESrWATEREPORTBYMAKEl«lDEUPOOL N'LATJOH ESIIIATEREPORT BY MAKaIOOBA'OOI. 
0 i- DEAlER COST FOR THE ruR EltlB) 171J1~ DEAlER COST FOR11£ ruREltlB) 171J1~ 

~ NEW ITEMSAT CURRENT COST • I.E., t«>IIfiATlON lEW IlEMSAT CURRENT COST • I.E, t«>N'l..ATJOH 
CD 
3 0 

COflT. tlW totAl. 12bim /lEW ~ IXlU..AII PEItERT cliNt. fEW totJL latiib Dti.tAR IIEitENT CT Jl lEW ENiRl 
CD .. 

BODY ST'tl.E ITEMS ITEMS ITEMS PRICE ITEMS PRICE CHANGE CHANGE BODY ST'tl.E IIEMS ITEMS ITEMS PRICE !TEllS PRICE CHANGE CIfAIIGE .... -g . 
I\) :>. 

0 5' SUZUKI ~ 
co SAMN 
:lE 
'" ::r NEW AUTOS· POOUI NEW AUTOS· PO(UI 
~ Ia-ll 2 0 ~419 22,278 1,859 9.10% AERIO 8 ° 8 113,828 118,453 4,rD 4.00% 
"tI .. 1002 4 1 55,402 14,595 71,001 1,004 1.43% F<HNlA 5 5 10 67,111 74,710 147,D15 5,224 3.68% 
3 Dl3 4 1 51,Im 15,900 78,489 1,469 1.91% RENO 0 5 5 72,335 72,335 ° 0.00% or .. Ia-lREDUNE 0 1 19,477 19,477 0 0.00% VEROlA 3 ° 3 a1,031 53,718 3,687 7.37% o· 
:> llXl 1 0 19,004 19,114 110 0.56% ----iii" TOTAL NEW AUTOS 16 10 26 230,968 147,D15 ~,551 13,538 158% "tI 

~ TOTAL NEW AUTOS 11 14 156,455 50,062 210,959 ~442 115% 
6' NEWlIGHT.QU\'YTRUCKS· POOLIl 
'" .. NEW lIGHT -OUTYTRUCKS· POOlIl GlWCV1TARA 6 0 6 110,2$ 116,369 6.113 5.54% 
~ 

RElAY 0 3 75,017 75.017 0 0.00% J«.-1 10 0 10 216.096 226,945 10,649 5.02% 

WE 5 5 95,190 99,185 3,995 4Z1% ---
TOTAL NEW L-D TRUCKS 16 16 32&,352 343,314 16,962 5.20% 

TOTAL NEWL-DTRlJCKS 95,190 75,017 174,202 3,995 135% ---
TOTAl. SUZUKI 32 10 42 557.33) 147,04S 73t,865 3O,SIO 4.33% 

TOTAL SATURN 18 22 251,645 125,079 385,161 8,437 2..24% === =-= ===z ====== ===-= -==:::s=: ==== 
-== === ===- ====-:t -===- -===-

* 
TOYOTA 

s:KIf 
NEW AUTOS· POOL 11 

NEW AUTOS· POOL" AVf.JSJI 4 0 4 100,686 101,Q40 354 0.35'.4 
TC 0 31,064 31,064 0 0.00% eMf( 8 2 10 153,953 33,m 188,558 828 0. .. % 

'1J.. 1 11,855 11,855 0 O.DOlI CNIff SOLARA 8 2 10 157;& 50,424 208,196 nJ D.35'.4 
)(8 2 26,710 26,110 0 0.00% carA 8 0 8 150,584 153,642 3.C6B 2.03% 

CCMJ.A 6 1 7 III,. 15,796 98,684 600 m 
TOTALS AUTOS 38,565 31,064 69,629 0.00% ECI() 4 ° 4 41,D16 41,4.11 414 1.01% --- IN.TRIX 7 0 7 101,312 106,D13 641 .0.60% 

TOTAL SOON 38,565 31,064 69,629 D.OO% "fl2Sf'1OER 2 ° 2 45,9 46,413 904 1.99% 
~ -== == -==-= ====== === = PRlJS 1 ° 1 16,411 19,222 811 4.40% ---0 SUBARU TOTAL NEW AUTOS 48 53 855,071 ./fIT 9&3,3!18 8,330 0.87% ID 

;Il 
,. 

-C' ~ NEW AUTOS· POOL #1 NEW UGHT-DUTYTRUCKS· POOLIl 
"'0 CD 

MmA 12 6 18 270.547 101,774 381,719 3.lB 0.90% 4RUNNER 12 0 12 336,1112 341,256 4,654 1.38% 
III ii . ::1 LEGACY 0 21 21 524,545 524,545 0 0.00% HKWHlER 8 0 8 190,774 190,774 0 0.00% 
C '< 

C --- tAN) CRUISER I 0 1 47,~ 48,146 700 1.48% 
"'T1 .., 

12 21 39 210,547 632,319 906,264 3,398 0.38% RAV4 4 0 4 71,942 72,677 7l'i 1.02% 0 a. TOTAL NEW AUTOS CD 
r 10 SEooaA 4 0 4 134,961 137,823 2,5 1.91% 
0 So If.WUGHT-DUTY TRUCKS· POOL Il SIENNA 9 0 9 221,465 231.$3 3,w.! 1.73% 
0 c BAIA 3 2 5 68,332 43,526 111,123 1,855 1.70% TACCIMA PICIU' 0 18 18 321,235 321,235 0 0.00% 

" C3 0 Fa5IER 9 2 11 197,622 51.1. 255,062 6.241 2.51% l\JNORA 16 2 18 372,018 36,369 414,724 6.219 1.54% 
c 

J OJTBACK 0 12 12 325,060 325,060 0 0.00% --------t TOTALNEWL-DTRUCKS 54 31 74 1,381,212 383,804 1,763,828 18,952 1.09% 
< 

~ 
TOTAL t£WL-D TRUCKS 12 16 2B 263,954 419,785 891,645 8,106 1.19% -------

~ -- TOTAL TOYOTA 102 25 121 2,236,343 463,&01 2,721)2& 21,282 1.01% 
..... ~ TOTAL SUIIARIJ 24 43 81 534,501 l.osz.104 1,598,109 11,.504 0.73% -== ====::I -===t ~ -=====a ====== = 
-l» .. . a === === -== ===-== ====== ~ z 
!=I a: 

CD 

-l» 
.. .. 

( 
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1NFlATD4 ESTl!ATE REPaIT BY MAJ<NXBIIOOI. 111- C 
r "8. DEALER COST FOR THEYEARENlED 17J31~ :;; .. 

NEW ITEMS AT MaT COST • IE., NO tflAlKlN iD 
0 So 
r c: 

flW toTAl illill3 fd Ebl 8 "TI 
CdNT. D!i.IJ.l I9:EHt 0 

" z BODYsmE ITEMS ITEMS ITEMS m ITEMS m QWIGE CIWa 0 <II 

C $ -I < V!1KSWAGEN 
< iir 

~ fl J» NEW AUTOS· POOL t1 
~ a GClF 10 0 10 165,672 167,9!J! 2,33i 1.40% !" ~ GTI 3 0 3 56,3!9 57,102 1m IS z J» 

? 
., 

.ETTA 20 2 22 3701SJ 44,811) 431,116 4,IIIi 1.12% .,.. 
~8EffiE· 14 1 15 276,fal 16,445 a,168 ~173 1.77% 
P~T 14 5 19 347,Bi4 11~ 470,0 ~893 1.49% 
PHo\ET(}l 2 0 2 118,$2 122,846 4,!4 3.62% 
R32 0 1 1 !,490 !,490 0 0.00% ------TOTAl.. NEW AurOS 63 72 1,335,&27 313,444 1,5&3,126 24,055 1.56% 

NEW LIGHT -DUTYTRUCKS· POOL'2 

* 
TOJAREG 4 162,~ 172,143 10.(112 6.22% -----TOTALNEWL-DTRUCJ(S 4 4 162,061 172,143 10,12 6.22% -----TOTAL VOLKSWAGEN 67 76 1,491,688 313,444 1,735,19 34,137 2.01% === == =:r ==== -

VOLVO 

NEW AUTOS· POOL., 
"tI 

40 SERES 0 3 3 72,515 72,515 0 0.00% 
:r 
S!. 

50 SERES 0 3 3 77f1l/ 77,rm 0 D.OO% ! 00 SERES 5 0 5 149,157 149,m 375 os 'S. 
70SERJES 4 1 5 125,917 33,884 la1,3118 567 D.37% 

:> 
ID 

Q alSERIES 4 0 4 155,888 I. 751 0.48% :D 
<II ----~. TOTAL NEW AUTOS 13 20 4311,962 183,426 61,101 1,713 G.28% S" 
ID 

IEWUGHT·DUTYTRUCKS. POOL t2 ~ 0 :r 90SERJES 71,281 42,700 114f81 93 m ~ 0 

CD 
S ----3 ~ TOTAl.. NEW L-D TRUCKS 71,281 42,1U6 11. 93 0.0&% i 3 or ----.... §- TOTAl..VOLVO 15 23 502,243 228,132 730,181 I. 0.25% 

I\) 

~ ;;; 
===a === === -==== ===== -=-= =--:I "tI 

g. 
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LIFO Update (Continued from page 2) 

This low inflation is due to competitive pressures 
among the manufacturers and currency pressures. 
Also, this year to a much lesser degree than last year, 
some manufacturers changed option packages either 
to or from standard base vehicles. 

There is some subjective language built into the 
tests under the Alternative LIFO Method fordetermin
ing 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 as 
well as our interpretations. 

Our "one-of-each item category" report compares 
everything in our SUPERLIFO database as of De
cember 15, 2004 ... with intro-2005 model prices, 
unless the 2005 intro price was subsequently up
dated, and that information is also in our database for 
the end of the year. December 1, 2003 is the refer
ence date for the equivalent of the calendar year 2004 
beginning of the year date; i.e., December 31 , 2003/ 
January 1, 2004. 

The weighted averages are determined by taking 
all of the underlying item categories (for which infor
mation is currently available) and simplistically as
suming 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. 

We use this information in connection with many 
of our year-end LIFO reserve projection activities. If 
you are going to use this information, please be aware 
of the following limitation. ... Our database is not 

entirely complete at this time because not all manu
facturers have made their information available as we 
go to press. Notwithstanding this limitation, some 
readers have found our one-of-each inflation indexes 
to be useful in estimating LIFO reserve changes or in 
comparing their results with ours. The detailed analyses 
for each make and model appear on pages 24 to 31. 

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 projection 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 intra dealer cost used in 
compiling the intro-ta-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 pro
jection. In addition, this process also factors in the 
actual average beginning-of-the-year item category 
costs for all of the continuing models. * 
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