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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. WELCOME TO OUR 20th YEAR OF PUBLISH-
ING THE LIFO LOOKOUT. I can hardly believe 

we've reached a 20-year milestone with this publica
tion. Some of you have been subscribers ever since 
our first issue way back in March of 1991 .,. Many of 
you have joined us along the way. Thank you for your 
many, many years of friendship, support and calls 
suggesting topics to be explored in these pages. 

As I've said previously, when I first started this 
publication, I was seriously concerned that there 
might not be enough LIFO-related "stuff' to sustain a 
specialized publication like this. As you can tell, that 
concern wasn't really warranted. 

#2. STATUS OF LIFO ••• WHAT'S BEEN SAID 
LATELY ABOUT LIFO? I do expect that LIFO 

will be around for closely-held businesses for many 
years to come ... despite much of the brouhaha over 
the last few years about its demise, repeal or evapo
ration if or when global accounting "principles" are 
adopted here in the U.S. 

I am now feeling more confident that LIFO for our 
closely-held businesses will survive all efforts to 
make it extinct - whether these efforts might come 
from Congress by legislation to repeal LIFO, or indi
rectly from the much-discussed and anticipated adop
tion of International Financial Reporting Standards by 
U.S. companies. 

I want to give you an update on some recent 
articles and my shift in thinking from a more tentative 
"l-wonder-if-LlFO-will-be-around-much-longer"frame 
of mind. See "Status of LIFO '" What's New?" 
beginning on page 9. 

Also, please let me know whether you think I'm 
being overly optimistic about the ability of LIFO to 
withstand pressures for its demise, and I'd be inter
ested in your thoughts on this. 

#3. HOW BIG ARE AUTO DEALERS' LIFO 
RESERVES? Almost all of the articles that have 
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been written about the repeal of LIFO have been 
written by academics, economists or Beltway bu
reaucrats. Many of these articles rely heavily on 
statistics taken from information in the financial state
ments of publicly-held companies reporting to the 
SEC. In addition, many statistics relate to years (i.e., 
2006, etc.) which are somewhat remote. 

Other than in brief, broad generalizations, it seems 
few have dared to speculate about the impact of the 
potential repeal of LIFO on closely-held businesses. 

I thought it might be useful to try to shed some 
light on the impact of the repeal of LIFO on some 
automobile dealerships iD the real-world. To that end, 

see LIFO UPDATE, page 2 
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LIFO Update 

I've done a survey of approximately 100 dealers for 
whom we provide LIFO computations. 

There are many reasons why anyone of the 
individual auto dealers within the survey/sample group 
is (quite) different from the others ... Obviously, not all 
of the dealerships are of the same size, and the mix 
of franchises handled by anyone dealer could be 
quite unlike the others. Therefore, the rates of infla
tion experienced over the years by these dealerships 
will vary. 

Also, not all of the dealerships in the survey/ 
sample elected LIFO in the same year, so some have 
been on LIFO much longer than others. 

Furthermore, some dealerships in prior years 
changed from C to S status and recaptured their LIFO 
reserves (under Section 1363(d» and then started all 
over again to build their LIFO reserves in their S 
years. Some of the dealerships made the change a 
few years ago; others changed many years ago. 

Another example of the lack of uniformity within 
the survey/sample is that some dealers recently 
changed to the single, combined (Vehicle-Pool) 
method in order to boost their LIFO reserves. Other 
dealers, given exactly the same opportunity to en
hance their LIFO reserves, declined to do so because 
- for one reason or another - they wanted to minimize 
rather than maximize their reserves at this point in 
time. In other words, some dealerships have changed 
... and some have not. 

In September 2009, NADA estimated that over 
75% of automobile dealerships (excluding, of course, 
publicly-held dealership groups) currently use LIFO 
for their New Vehicle inventory. Undoubtedly, some 
dealers terminated their LIFO elections for 2009, so I 
would arbitrarily guess that has now been reduced 
from 75% to somewhere in the range of 60-70%. 
(That is based on my own LIFO experience with 
dealers for 2009.) 

Admittedly, the 100 dealerships in the survey/ 
sample are a diverse bunch. However, in my opinion, 
those differences are what make the overall, or col
lective, results representative of many other dealers 
on LIFO. I also believe that the results of our survey/ 
sample are typical of what other CPA firms would 
expect to find if they took the time to conduct similar 
surveys. 

If our results are representative, then you could 
extrapolate the results to all of the 60-70% of the 
dealerships in the country who are still using LIFO to 
great advantage. You're free to draw whatever con
clusions you wish from the dealership facts in our 
survey. 

(Continued from page 1) 

##4. OUR EXPERIENCES WITH LIFO OVER THE 
PAST FEW MONTHS. Item ##1 on page 6 of my 

Bulletin Board contains some information about the 
rates of inflation experienced by our dealerships in 
their LIFO calculations for 2009. These rates were 
surprisingly high, given the overall less-than-stellar 
events of the year. 

On page 23 of the Year-End 2009 LIFO Lookout, 
I included a step-by-step listing of planning consider
ations for year-end LIFO inventories. Here's what 
happened in my experience with our auto dealership 
LIFO clients, almost all of whom faced significant 
decreases in their LIFO inventories at the end of 2009 
compared to 2008. We'll take it in reverse order ... 

First •.. Step 6 ••• none of our clients changed 
to the IPIC method in order to try to expand the dollars 
in their LIFO pools. 

Second ... Step 5 ... none of our clients elected 
LIFO for used vehicles in order to offset some of the 
payback in their new vehicle LIFO pools ... basically 
because used vehicles continued to reflect deflation 
for 2009. 

Third ... Step 4 ... only a surprisingly small 
number of our clients terminated their LIFO elec
tion. 

Fourth ..• Step 3 ... the vast majority of our 
clients requested projections [discussed in Step 1] of 
the changes in their year-end LIFO inventories to 
assist them (and us) in making their decisions. 

Fifth ... Step 2 ..• a significant number of our 
clients who had not changed to the single, combined 
(Vehicle-Pool) method for either 2007 or 2008, de
cided to make the change for 2009 in order to mini
mize the impact of a decrement in their LIFO invento
ries. But, quite a few dealers still opted not to make 
the change, even though it would have increased 
their LIFO reserves. 

All in all, the months of December 2009 and the first 
quarter of 2010 were extremely busy months for us. 

##5. IRS UPDATES FORM 3115 & INSTRUCTIONS 
FOR ACCOUNTING METHOD CHANGES ... 
NEW REVISIONS & NEW CONCERNS. Form 

3115 is the form that taxpayers must file when they 
are changing most LIFO accounting methods. The 
IRS recently updated this Form and the Instructions 
to incorporate various developments. The new Form 
3115 and Instructions are dated December 2009 and 
supersede the last revision of Form 3115 (December 
2003) and the last revision of the Instructions (June 
2006). 

It is nice to now have a more current revision of 
Form 3115, and at first glance, there doesn't appear 

~Ph~ot~ocopy~ing~or~R~ep~rin~tin~g~W~ith~ou~t p~e~rrn~i.~sio~n~ls~pr~oh~ib~~e~d ~~~~~~~~~~~~~A~p~e~rio~dic~u~p~da~te~of~u~Fo~'~N~ew~s~. v~ie~ws~a~nd~ld=eas 
2 Mid-Year 2010 ~ De Filipps' LIFO LOOKOUT Vol. 20, No.1 



LIFO Update 

to be much difference between the "old" Form 3115 
and Instructions and the "new" revisions. However, 
there are several new requirements and/or conditions 
that have been slipped into Form 3115 in various places. 

The Instructions have been updated to include all 
of the Automatic Changes that do not require ad
vance permission from the IRS. The total is 149, but 
that includes 6 "automatics" that are now obsolete. 
The Automatic Change list will continue to grow over 
time. Many of these automatic changes involve 
changes within the LIFO method. 

My analysis of the changes assumes that you are 
basically familiar with many aspects of Form 3115 
and the underlying changes in methods being dis
cussed. Accordingly, my comments are selective in 
nature, and they focus on areas that require new 
emphasis in light of more recent developments. 

Currently, the biggest problem relating to many 
changes in accounting methods arises in connection 
with automobile dealerships and the amounts they 
are capitalizing as additional inventory costs under 
Section 263A. (A discussion of these technicalities is 
beyond the scope of this article. However, these 
technicalities have all been addressed more thor
oughly in many articles in our sister publication, the 
Dealer Tax Watch.) 

In September 2009, auto dealerships were en
couraged by the Director of the LMSB (in its issuance 
of a moratorium on pursuing Section 263A matters 
until January 1,2011) to consider filing Forms 3115 to 
change to the Section 263A methodology espoused 
in TAM 200736026. Dealerships and their CPAs are 
not living in the real world if they are not in a quandary 
over whether they should file Forms 3115 in connec
tion with their Section 263A methods of accounting. 
And, this applies to one and all, regardless of whether 
or not the dealership is using LIFO. This affects 
everybody! 

But, let's put the focus more sharply on busi
nesses using LIFO, and again, especially on automo
bile dealerships. If they are contemplating the termi
nation of their LIFO elections (or if they have recently 
terminated their LIFO elections), there are several 
unanswered questions ... and no real guidance from 
the IRS ... which significantly muddy the waters 
around a decision to terminate a LIFO election. 

Could these businesses be in for more than just 
the recapture of their LIFO reserves? 

I've tried my best to incorporate these concerns 
into the article that begins on page 22 and in the 
revised proforma materials for Forms 3115 for termi
nating a LIFO election which begin on page 36. 

(Continued) 

The Mid-Year 2009 LIFO Lookout included a 
sample proforma Form 3115 filing package for termi
nating a LIFO election. That proforma was included 
in order to reflect changes introduced by Revenue 
Procedure 2008-52 which allowed more LIFO termi
nations by automobile dealers to be made as auto
matic changes because of the relaxation of the posi
tion of the IRS concerning the use of what were 
"permitted methods of accounting" after the change. 
(It also preceded the announcement by the IRS of its 
temporary "moratorium" on initiating Section 263A 
cost capitalization audit issues.) 

Because of the continuing strong interest in ter
minating LIFO elections and the more recent empha
sis by the IRS on the alleged improper application of 
Section 263A by many auto dealers, the sample 
proforma Form 3115 materials have been updated 
(and expanded) to some extent for use in connection 
with the December 2009 revision of Form 3115. 

Keep in mind that a taxpayer filing Form 3115 has 
a duty to reveal all material factors pertinent to its 
request for an accounting method change. It is not the 
responsibility of the IRS National Office to try to pry all 
of the pertinent information out of the taxpayer who 
wants to make the change. This applies regardless 
of whether the taxpayer is filing a Form 3115 that 
requests advance permission from the Commissioner 
to change the method, or whether the Form 3115 
simply supports an "automatic" change in method, to 
which the Commissioner is deemed to consent. 

One other note of caution: The IRS disclaims 
responsibility for the accuracy or reliability of its own 
forms and instructions. Letter Ruling 200328001 
states that "Generally, forms and instructions do not 
bind the Service and are not intended to replace the 
law or change its meaning. The sources of authorita
tive law in the tax field are the statutes and regulations 
and not the informal publications and tax forms that 
are published by the Service.... Therefore, taxpay
ers who rely solely on IRS forms and instructions 
are at risk." Not very comforting, is it? 

As I've said before, my intention in providing 
sample proformas is to help you avoid having to 
"reinvent the wheel" by giving you a head-start in 
dealing with these situations. However, this proforma 
will have to be modified to fit your exact situation. So, 
please be sure to read the Form, Instructions and our 
proforma supplementary responses carefully. Be 
sure to tailor your responses on the Forms 3115 that 
you are preparing to the specific facts and circum
stances of the situation and the type of business you 
are dealing with. 

see LIFO UPDATE, page 4 
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LIFO Update (Continued from page 3) 

#6. THE BEST SUGGESTION I CAN MAKE ... 
OBTAIN A SIGNED ENGAGEMENT LETTER 
WHEN PREPARING FORM 3115 FILINGS. In 

my opinion, you should consider obtaining a written 
engagement letter from the client before embarking 
on most, if not all, change in accounting method 
request filings. 

Once initiated, the Form 3115 filing process may 
involve considerably more time and expense than 
originally anticipated. This likelihood increases if the 
IRS should require additional information to be sub
mitted or computations to be provided, or if it raises 
unexpected or novel reasons for considering an ad
verse ruling in response to your request. 

It may be desirable to have a written, signed 
understanding up-front with your client (Le., an en
gagement letter before you proceed) that reflects 
these possibilities. 

This letter might (or should) include an estimate 
of how much time and fees might be involved in (1) 
accumulating information for the ruling request, (2) 
actually drafting it, (3) reviewing it with the client after 
it is prepared, but before it is sent to the IRS, (4) 
discussing it with the IRS, either by phone or in a 
conference in the National Office if that should be
come necessary and (5) implementing the change if 
permission to make the change is granted or deemed 
to be granted, in the case of automatic changes. 

Another practical problem created by the length 
of time some accounting request changes take is that 
the taxpayer may change CPA accounting firms be
fore the National Office completes its review and acts 
on the Form 3115. 

If the client has (recently) changed CPA firms, 
there may be significant problems between the pre
decessor CPA firm and the successor CPA firm ... 
especially if additional information needs to be gath
ered before the Form 3115 can be filed or if additional 
information is requested by the IRS after the original 
Form 3115 has been submitted. Note the problems 
illustrated by Bulletin Board item #3 which discusses 
Letter Ruling 201005026 on page 7 of this Edition. 

In summary, all of this suggests the importance 
having a signed, written engagement letter describ
ing the responsibility for the accumulation of informa
tion, the computation of the transitional adjustments, 
if any, and the representation services to be rendered 
before the IRS in connection with the Form 3115 
accounting method change request. 

#7. RECENT IRS GUIDANCE ON TRADE 
DISCOUNTS HAS A BEARING ON LIFO 
INVENTORIES. In Internal Revenue Service 

Legal Memorandum (ILM 200945034), the IRS re
cently discussed the proper treatment of "member 
satisfaction merchandise allowances." 

The relevant issue was ... should these allow
ances be treated as trade discounts. The answer to 
this question was, "Yes," they should be. The IRS 
concluded that these were "akin to [a] trade 
discount[s]." 

In addition, if the allowances were properly treated 
as trade discounts, the next questions were whether 
the allowances should reduce (1) the cost of all 
merchandise purchased from the vendor, or (2) only 
the cost of merchandise subsequently determined to 
be defective. The answers here were, "Yes," to the 
former, and "No," to the latter. 

Some of the taxpayer's inventory was valued 
using LIFO and some inventory was valued using 
FIFO. Since one of the "eligibility" requirements for 
the election to use the LIFO method is that the 
inventory on LIFO must be valued at cost, this IlM 
resurrects - but does not consider - a potentially trouble
some issue ... What are the consequences if the 
inventory on LIFO has not been reduced by the vendor 
allowances which were held to be trade discounts? 

After discussing the details of this ILM, we have 
mentioned some of the possible ramifications with 
respect to the use of LIFO by the taxpayer. 

This touches still another nerve ending ... be
cause all auto dealers, whether they are using LIFO 
or not, receive trade discounts from the manufactur
ers in connection with floorplan assistance payments 
and/or certain advertising fees. 

#8. CLOSING AGREEMENT DID NOT PREVENT 
THE IRS FROM CHALLENGING LIFO METHOD 
IN LATER YEARS. In Field Attorney Advice 

(FAA) 20100501F, released in February 2010, the 
IRS held that a Closing Agreement that had been 
executed in a prior tax year did not bar or prevent the 
IRS from changing that taxpayer's method of defining 
inventory "items" for LIFO purposes in a later year. 

This FAA basically held that the language of the 
Closing Agreement did not reflect an agreement 
between the parties (Le., the taxpayer and the Inter
nal Revenue Service) in settling a prior year audit as 
to the appropriateness of the taxpayer's LIFO item 
definitions or the permissibility of such item defini
tions in future years. 

Even though the FAA is heavily redacted, and 
therefore many of the spe~ifics cannot be deter-

~ 
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LIFO Update (Continued) 

mined, it is worth examining for the more general 
insights one should be aware of when dealing with the 
IRS in closing audits ... and in signing a Closing 
Agreement with the IRS ... that involve LIFO matters. 

Since the really important content in that Closing 
Agreement has been redacted, on pages 56-57, I've 
included a copy of a recent Closing Agreement (with 
just enough redactions to still make it useful) to give 
you a better sense of what a Closing Agreement 
involving LIFO matters might or should look like. 

#9. HOW BIG ARE AUTO DEALERS' TRADE 
DISCOUNTS? I've also done a survey/sample of 

the impact of eliminating dealership trade discounts 
for floorplan assistance payments and certain adver
tising costs. Like the LIFO reserve survey/sample, 
this trade discount information is taken from dealers 
for whom we provide LIFO computations. It may help 
to put my comments in perspective and quantify, to 
some extent, the importance of dealers properly 
treating trade discounts for LIFO purposes. 

In short, is a 2% overstatement of the cost of the 
ending inventory on LIFO - if trade discounts are not 
eliminated - large enough to get excited about? Or, 
could this "technicality," no matter how small, rise to 
the level of jeopardizing a LIFO election? 

#10. DE FILIPPS' LIFO BULLETIN BOARD. Begin
ning on page 6, the Bulletin Board items are ... (1) 
Inflation indexes for 2009 reflected in our dealerships' 
LIFO calculations, (2) "More Sour Grapes for Winer
ies' LIFO Methods under IRS Audit," (3) "Loss of 
Status as a Disregarded Entity Creates Trap for 
Making LIFO Election," and (4) "LIFO Recapture 
Does Not Apply to a Sole Proprietorship When It 
Incorporates & Elects S Status." 

I've already commented on #3 in connection with 
the advisability of obtaining a written engagement 
letter when getting involved with Form 3115 filings ... 
especially where it was the former CPA firm that 
dropped the ball. 

#11. COMPARISON OF IRS & SuperLlFOTM "UN-
OFFICIAL" NEW ITEM DETERMINATIONS. 

We have always compared our SuperLlFOTM new 
item determinations with those published by the Of
fice of the IRS Motor Vehicle Technical Advisor. 

The last comparison, involving manufacturer 
model years 2008-2009, appeared in the Mid-Year 
2009 Edition of the LIFO Lookout. In this Edition, we 
have summarized our current comparison for manu
facturer model years 2009-2010 new items with re
spect to Dec. 31 , 2009 year-end inventories for auto 
dealers. This is based on the new items lists the IRS 
released in April of this year. 

Our comparison schedules are set up so that you 
can see all of the vehicles which were treated as new 
items by the IRS, even if you don't care about how the 
IRS list compares with ours. 

We have continued to use the two separate 
classifications for automobiles and light-duty trucks. 
Many dealerships don't care about this distinction any 
more because they have changed to the single, 
combined (Vehicle-Pool) method for all new vehicles. 

However, a significant numberof dealers (at least 
many of those we are doing LIFO calculations for) 
have not changed to the Vehicle-Pool Method, for one 
reason or another. Therefore, this classification 
distinction is still relevant for them. 

Many CPAs and/or dealers are using service 
bureaus for their LIFO calculations. To this extent, 
they are relying on the new item determinations made 
by their service bureaus. Other CPA firms and 
dealerships still do their own new vehicle LIFO calcu
lations on spreadsheets of their own creation, so they 
must be making these new item determinations each 
year for themselves. 

A glance atthe IRS lists (and ours) makes it clear 
that item category determinations are required to be 
detailed down to the most precise level of differentia
tion. Calculations cannot be based on rough aver
ages of models or other generalized groupings that 
might be forthcoming from other shortcuts, such as 
downloading less than all of the required information. 

Our overview and related statistics begins on 
page 58. The full Lists are available upon request. 

#12. UPDATED, IMPROVED INDEX OF LOOKOUT 
ARTICLES THROUGH DEC. 31, 2009. We 

have completely revised and expanded our Index of 
all articles appearing in the LIFO Lookout from our 
first issue, March 1991, through December 2009. 

The updated Index of Articles on our web site 
(www.defilipps.com) is now electronically search-

. able to make it more user-friendly for your reference 
purposes. In other words, you can search the Index 
by keyword(s). You can also save the 46-page Index 
on your computer for handy reference and printing. 

This Index of Articles is divided into nineteen 
sections, each of which is further sub-divided by key 
topic or subject. It also includes (1) a separate list of 
what I consider the best of our Practice Guides over 
the years, and (2) Finding Lists for all tax cases, 
Revenue Rulings and Procedures, Letter Rulings 
(including TAMs), and other precedential and/or non
precedentiallRS guidance. 

The nineteen sections of our Index of Articles are 
listed on page 64. * 
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For Dec. 31,2009 inventories, most of the automobile dealerships for whom we did LIFO computations experienced a 
slight upward pressure on their LIFO reserves for new vehicles due to the amount of inflation that was reflected in the dealer 
invoice costs. In general, here are the overall results for our dealerships. 

In/lIltion Range 
• Chrysler (Dodge) Trucks ... GMC ................................................................. 4YrSY2% 
• General Motors ... Chevrolet ............................................................................ 3 Y2 -4% 
• Chrysler ... Ford ... Lincoln-Mercury ........................................ , ................... 2Y2-3Y2% 
• Lexus ... Toyota ............................................................. , ................................. 1 Y2-2Y2% 
• Nissan ... Honda ... Mitsubishi ... BMW ... Volvo ........................................ I-l~% 

Unfortunately, many dealers' LIFO reserves at year-end went down because their inventory levels were somewhat lower 
than at the end of 2008, and this resulted in a greater downward pressure (on their reserves) due to the recapture of a portion 
of their LIFO reserve attributable to increments in pre-2009 years. 

2. l\10RL SOl R GR \P[S rem SC>:\I[ "I"UULS rSI'\C, LIFO 

Background. We have previously reported on several developments related to the very active audit procedures 
that the IRS has been applying to wineries (vintners) in recent years. 

• "Winery's LIFO Calculations Leave a Bitter Taste in the IRS' Mouth ... FAA 20064301F," LIFO Lookout, 
March 2007, pg. 10. 

• "Winemaker's LIFO Calculations: FSA 1999-999 Provides Insight into IRS Thinking," LIFO Lookout, June 
1999, pg. 18. 

These articles highlighted the more narrow item definition preferred by the IRS to the more broad item definitions 
such as "case goods" or "bulk wines" used by the taxpayers. 

Recent development It has come to our attention that the IRS is now tightening the noose, so to speak, on many 
wineries in northern California who are using the dollar-value LIFO method. Apparently, the IRS is pushing for 
wineries to accept one of three options in order to settle these LIFO disputes ... 

{l) Use the inflation indexes under the IPIC method developed by the Bureau of Labor Statistics. 

(2) Recompute their LIFO inventories using the narrower item definitions preferred by the IRS for all years on 
LIFO and then change to use the IRS preferred item definitions in future years. 

(3) Pay an administratively agreed-upon amount which would be 27% of the LIFO reserve with 20% for the last 
open year and 7% for the current year, and then change to use the IPIC method or change their definition of 
items in the future years. 

One CPA has been quoted as saying that for some of their clients, although the 27% adjustment amount is 
significant, it probably WOUldn't be worthwhile to dispute it in the Tax Court. 

Another CPA has suggested that its clients might look to using a 3-year weighted average basis construct for the 
more narrow definition of items preferred by the IRS and argue this approach at Appeals. 

In mid-June, we were advised that some of the cases are currently being settled using the 27% adjustment 
proposed by the IRS, which includes a change in method of accounting for the taxpayer's item definition. 

It is possible that the IRS may issue some form of guidance (such as an ILM or a Chief Counsel Memo) on this in 
the near future. . 
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Background. There are many LIFO planning opportunities ... and traps ... in connection with disregarded entities ... 
especialJy where Q-subs, or multi-member LLCs and/or single-member LLCs (SMLLCs) are involved. 

Recent development In Letter Ruling 201005026, the IRS granted an extension of time to file Form 970 to an 
automobile dealership because its old CPA firm did not recognize the tax consequences when the transfer ofa minority 
interest in that entity occurred. It was the new CPA firm that brought the oversight to the taxpayer's attention. 

Summary of facts. 
• For many years, the taxpayer had operated an automobile dealership. 
• Several years ago, S Corporation filed Form 970 to elect LIFO on behalf of the taxpayer's inventories because 

the taxpayer was properly treated as a disregarded entity for Federal income tax purposes. {It appears that the 
taxpayer/disregarded entity was a Q-sub.J 

• On a given date, an X% interest in the taxpayer was transferred to a minority owner. 
• Because of this transfer of ownership, for Federal income tax purposes, the taxpayer became a partnership and 

lost its status as a disregarded entity. 
• Thus, the taxpayer became obligated to file an annual From 1065, U.S. Return of Partnership Income, and to 

file Form 970 for the taxable year if it wanted to elect to use the LIFO inventory method. 
• The dealership's old CPA firm failed to file Form 970 with the taxpayer's Form 1065 for its first taxable year. 
• The old CPA firm also failed to compute the taxpayer's opening inventories using the average cost method (as 

required by Revenue Ruling 70-564). 
• The old CPA fum did not actually compute the LIFO inventories of S Corporation. All LIFO-related computations 

were performed by an outsideflrm, which was unaware of the transfer of ownership and of the fact that a new 
partnership (i.e., the taxpayer) had become the owner of those inventories. 

• In a subsequent year, the dealership's new CPA firm discovered that the taxpayer had not filed Form 970 and 
brought that fact to the taxpayer's attention. 

• In the same year that the omission of Form 970 was discovered, the taxpayer attempted to comply with Rev. Ru1. 70-
564 on a catch-up basis, and it changed its LIFO inventory method without obtaining the Commissioner's consent 

• The taxpayer agreed that if the IRS granted it permission to elect LIFO now, it would "file amended Forms 1065 
... to comply with Rev. Rul. 70-564," for its initial partnership year ("Year An), the next year ("Year Bn) and the 
year in which the omission was discovered and the LIFO method was changed without permission ("Year C"). 

Holding. The IRS granted an extension of time to file Form 970 for the initial partnership year. The Ruling held 
that gr8nting the dealership an extension (of time to file Form 970) would not prejudice the interests of the 
Government, provided that the dealership filed the amended returns for the three years described above. 

Observations. What is instructive in this case is not that the IRS granted the extension of time to file Form 970 
many years after the Form 970 should have been filed. In fact, over the years, many articles have appeared in the 
LIFO Lookout that have discussed the filing procedures and requirements under Reg. Sec. 301.9100. 

The lesson to be reinforced by Letter Ruling 201005026 is that a change in ownership in a disregarded entity may 
bring with it (Le., it may result in) the creation of a new partnership. Assuming the new partnership wants to value its 
inventory using LIFO, it must make a new election to do so, effective for the first year of its status as a partnership. . 

{Sometimes the change is in the opposite direction: i.e., there is a change from a two-member LLC to a SMLLe. 
If a two-member LLC changes to a single-member LLC because one member buys out the other member (and 
becomes the 100% owner), that change in ownership results in a termination of the partnership status (of the two
member LLC) under Section 708. This is a taxable event. and there is a recapture of the LIFO reserve at that time. 
Accordingly, this taxable event results in a step-up in basis for the inventory. 

If the new SMLLC wants to elect the LIFO methodfor its inventory. it must file Form 970 to malce that election. In 
that case, it would reflect its stepped-up cost basis for the inventory as part of the base inventory for the initial 
taxable year to which the new LIFO election applies. (The old LIFO layers, valuations and LIFO reserve do not 
carry over from the old two-member LLC to the new SMLLC.)] 
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Background. When a regular C corporation changes to S status, it is required to recapture its LIFO reserve as of 
the end of its final year as a C corporation. Section 1363(d) provides that there is essentially a step-up on basis for 
the inventory on LIFO as a result of the full recapture of the LIFO reserve. 

But, what happens when a sole proprietorship using the LIFO method transfers its assets to a newly formed 
corporation in a transaction under Section 351, and the new corporation elects to be an S corporation and to continue 
to use the LIFO method? 

Recent development. In Letter Ruling 201010026, the IRS held that Section 1363(d) did not apply in the fact 
pattern presented in the question above. 

The taxpayer was a manufacturer of a product which it distributed in several states and international destinations. 
The taxpayer manufactured its product from raw materials, some of which were produced by the taxpayer, and others 
which were purchased from other unrelated parties. 

The proprietorship used an accrual method for inventory production costs. and the cash method for all other 
activities of the business. In addition, the proprietorship used the LIFO inventory method and was in compliance 
with the Uniform Capitalization Rules of Section 263A. 

- The National Office said that Section 1363(d) "mandates the taxation of the LIFO recapture amount if an S 
corporation was a C corporation for the last taxable year before the first taxable year for which an S corporation 
election was effective." Reading the words of Section 1363(d) literally, the National Office concluded that it does 
not apply to the facts presented by the taxpayers. The proprietorship had never been a C corporation, and the 
corporation to be formed would be electing to be an S corporation for the first year of its existence. 

The National Office explained that its ... "literal reading of Section 1363(d) in this case does not thwart 
Congressional intent. . 

"Congress enacted a related provision, Section 1374, to tax an S corporation on the built-in gains attributable to the 
period when it was a C corporation. Section 1374 applies, however, only to built-in gains recognized during the first 
10 years of the corporation's existence as an S corporation ("IO-year recognition period"). Because of the mechanics 
of the LIFO inventory method, the built-in gains from LIFO inventories will not be fully recognized until the 
taxpayer experiences a decrement in every inventory layer that existed on the date the C corporation elected to be an 
S corporation. It is possible, even likely, that the S corporation will not experience a decrement in any of these 
inventory layers during the 10-year recognition period and, thus, will escape taxation under Section 1374 altogether. 
This result gives an S corporation using the LIFO inventory method a tax-based competitive advantage over an S 
corporation using the FIFO inventory method. To counter this result, Congress enacted Section 1363 (d), which 
prevents an S corporation from avoiding the taxation of any built-in gains attributable to LIFO inventories held when 
it was a C corporation." 

The National Office also said that it did not believe that Congress intended Section 1363(d) to apply when 
avoidance of the built-in gain rules of Section 1374 is not possible, and thus, cannot be one of the goals of the 
corporation's election to be an S corporation. The National Office said that the existence of built-in gain subject to 
Section 1374 was not possible in the situation under consideration for the same reasons that Section 1363(d) literally 
did not apply to the facts of this case. 

Accordingly, Letter Ruling 201010026 held that Section 1363(d) does not apply when three conditions are met. .. 
(1) A sole proprietorship using the LIFO inventory method transfers its assets to a newly formed corporation in a 

transaction that meets the requirements of Section 351, 
(2) That corporation timely files an election to use the LIFO inventory method for the first year of its existence, and 
(3) That corporation timely elects to be an S corporation for the first year of its existence. 

Photocopying or Reprinting Without Permission Is Prohibtted * A Periodic Update of LIFO· News Views and Ideas 
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STATUS OF LIFO ... WHAT'S NEW? 
A year ago, I speculated on the fate of LIFO in the 

materials "What's Going to Happen to LIFO?" on 
pages 6-9 in the Mid-Year 2009 Edition of the LIFO 
Lookout. 

Then, at year-end, I indicated my optimism that 
the LIFO method would still be around at least through 
the end of next year (2011), although it might be 
repealed starting in 2012. After that, what might 
happen would be still pure speculation. 

As I said both times, many events or develop
ments might occur that could radically alter LIFO's life 
expectancy .. , either prematurely shortening it or 
granting it a new lease on life. 

On February 1, 2010, President Obama released 
the proposed Federal Budget for Fiscal Year 2011. 
The 2011 budget proposal contains many ofthe same 
revenue proposals that had been included in the 
previous year's budget, but have never been enacted 
by Congress. 

The projected budget deficit for 2011 is stagger
ing. To address the huge projected revenue shortfall, 
part of the current year budget proposal includes (1) 
the expectation that, most, if not all, of the "Bush tax 
cuts" will be allowed to expire, and (2) a proposal to 
repeal the use of LIFO by all taxpayers. 

At the same time as the Administration released 
its Budget Proposal, the Treasury issued its own 
document, General Explanations of the 
Administration's Fiscal Year 2011 Revenue Propos
als. The Treasury explanation is referred to as the 
"green book." 

The Administration's current proposal to elimi
nate LIFO is the same as last year's proposal. It 
would allow the use of LIFO through the end of next 
year (Le., 2011) and then terminate the use of LIFO 
effective for taxable years beginning on or after Janu
ary 1, 2012. The current repeal provision, however, 
would permit the repayment of the tax on the recap
tured LIFO reserves over a period of 10 years. LIFO 
reserves would be repaid pro-rata, 10% per year. The 
previous repeal provision would have required the 
repayment over only 8 years. 

Some businesses either have small LIFO re
serves or inventory that is subject to physical or 
functional obsolescence, spoilage or other damaging 
conditions that would reduce value. For these busi
nesses, the inability to use the LI FO method might not 
be very traumatic because they might instead elect to 
value their inventories under the lower-of-cost-or
market (LCM) method. 

Unfortunately, for these businesses, both the 
previous LIFO repeal proposal and the current LIFO 
repeal proposal also contain a provision that would 
repeal the us of the LCM method. Consequently, the 
repeal of the use of both the LIFO method and the 
LCM method would hit these businesses particularly 
hard. For other businesses, such as automobile 
dealerships, however, the repeal of the LCM method 
would not have a significant impact on the valuation 
of their new vehicle inventories. But, it obviously 
would be a blow in connection with auto dealers 
inventories of used vehicles. 

How much revenue would the Government 
gain from the repeal of LIFO? In reality, no one 
really knows. But that doesn't stop speculation or 
prevent rough estimates from being thrown around all 
over the place. The revenue that would be raised by 
the repeal of LIFO was projected to be $61 billion 
when the repeal proposal was raised last year. This 
year, the revenue projected to be raised in the current 
proposal is slightly lower, coming in at $59 billion. The 
general reason for this decrease may be due to a 
significant extent to the reduction of inventory levels 
over the last few years caused by the depressed 
conditions in our economy. 

The LIFO Coalition (website www.savelifo.org) is 
an organization of more than a 100 trade associations 
committed to lobbying Congress to oppose the repeal 
of LIFO. In a recent e-mail to its members, the LIFO 
Coalition stated that after Congress has considered 
which provisions of the "Bush tax cuts" will be ex
tended, Congress will be forced to discuss the LIFO 
repeal proposal in order to finance the budget short
fall. LIFO repeal is simply all about money. 

But wait! What about all the discussions about 
LIFO being put out of its misery or "repealed" when 
the SECIFASB requires reporting U.S. companies to 
adopt the global International Financial Reporting 
Standards? 

In the June 2006 issue of the LIFO Lookout on 
page 3 and also on page 4 (in my letter to the Senate 
Finance Committee), I referred to the testimony be
fore Congress of Prof. George Plesko that gained 
much attention at the time and was critical of the use 
of LIFO for many reasons. As will be discussed 
below, it appears that any discussion about repealing 
LIFO because of its alleged imperfections andlor 
potential for management misuse seems to be more 
important in college classrooms, than in the real 
world. 

see STATUS OF LIFO ... WHAT'S NEW?, page 10 
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Status of LIFO ... What's New? 

"CONVERGENCE:" GAAP ..• iGAAP •.• UNIGAAP? 

For some time now, the accounting profession 
and its protective associations in the U.S. have been 
thumping their collective chests about the importance 
and desirability of the U.S. joining the "global net
work" that is bent on initiating the adoption of one 
"high-quality" set of standards for reporting in finan
cial statements. 

Some critics of the profession suspect that all of 
this attention focused on improving reporting in the 
future is intended to deflect attention and criticism that 
really should be directed to the appalling failu re of the 
profession in the past to adhere to rather clear report
ing standards. Just consider the number of financial 
statements that are revised every year as a result of 
management mistakes, errors in judgment and lack 
of backbone or competence in their independent 
auditors. That number is appalling. 

Anyway, now we have GAAP (Generally Ac
cepted Accounting Principles) and we have its over
seas counterpart, iGAAP (International Generally 
Accepted Accounting Principles) ... pronounced "eye
gap." Little GAAP and big GAAP? Bad GAAP and 
good GAAP. GAAP for publicly-held companies and 
a different GAAP for everyone else (Le., partnerships, 
S Corporations and closely-held companies). 

EVERYWHERE YOU LOOK, THERE'S A GA(A)P 

Many of the articles in accounting journals today 
discuss or assume the need to adopt iGAAP and the 
activity of the Securities and Exchange Commission 
(SEC) as it evaluates what should be done about this 
and what the ''time table" should be for moving in this 
direction. 

The discussion of the adoption of iGAAP by U.S. 
companies in the future in order to produce financial 
statements that are more "reliable" interacts - in a 
most interesting way - with the discussion of the 
repeal of LIFO almost immediately in order to raise 
more tax revenue to counteract budget deficits that 
are seemingly unsustainable. 

This interaction comes about because LIFO is 
not within the pantheon of iGAAP. It is verboten ... 
bad stuff. Its use is not acceptable in the presence of 
more pure accounting and reporting practices. Be
sides, many foreign countries do not recognize it as 
acceptable for one reason or another for financial 
statements reporting on the operations of their own 
businesses. 

Discussions of how LIFO works in contrast with 
FIFO, in inflationary andlor deflationary times or how 
managements might use or misuse LIFO to paint a 
different picture to their shareholders ... these are all 

(Continued from page 9) 

topics that are beyond the scope and intention of this 
article. Besides, they have been addressed many 
times in the LIFO Lookout over the past 20 years. 
And, there's no shortage of good articles on all of this 
elsewhere. 

The important interaction ("linkage" is the 
buzzword) between the adoption of iGAAP and the 
current discussions overthe impact of repealing LIFO 
from a tax revenue raising standpoint arises because 
if a business adopts iGAAP - which does not permit 
the use of LIFO - that business will forfeit the use of 
LIFO for U.S. income tax purposes. 

Included in the Internal Revenue Code is a provi
sion that, generally speaking, requires a business to 
use LIFO for financial statement purposes in order for 
it to be eligible to use LIFO for U.S. income tax 
purposes. (For a comprehensive discussion of the 
tax ramifications of the conformity requirement, see 
"Special LIFO Challenges: Conformity Reporting 
Requirements and Projections for Year-End Plan
ning." This article appears in the 2009 Year-End 
Edition of the LIFO Lookout, pages 5-19.) 

RECENT ARTICLES 

Many recent articles have discussed the interac
tion or linkage between the use of LIFO for tax 
purposes and the adoption of iGAAP for financial 
statement purposes. These articles include: (1) 
"Must LIFO Go to Make Way for IFRS?" by Michael 
Hoffman and Karen McKenzie in the March 2009 
issueofthe Tax Adviser, and (2) "LIFO and IRS: How 
Closely Linked?" by George White in the July 13, 
2009 issue of Tax Notes. 

In discussing the politics of LIFO repeal, the 
article by Hoffman and McKenzie (wisely) concludes 
that "taking the steps needed to allow LIFO to con
tinue in the United States without impeding the inter
national convergence of GAAP is more an exercise in 
politics than standard setting." 

The authors, both university professors, add "the 
qualitative characteristic of neutrality puts the [finan
cial statement reporting] standard-setting process 
above such mundane and practical economic con
siderations" (emphasis added). The "mundane and 
practical economic considerations," of course, are 
such things as cost-benefit analysis, and "collateral 
costs, such as the income tax cost associated with 
the effective repeal of LIFO for U.S. income tax 
purposes." In other words, they're referring to the 
additional taxes that are payable when the LIFO 
reserves are recaptured by repeal. 

"Mundane" ... Oh well, after all, it's only (some
one else's) money! 

~Ph~m~OC~~~i~ng~O~rR~ep~rin~li~ng~W~ilh~OU~I~pe~~~iS~Sio~n~ls~p~~~ib~ile~d~~~~~*~~~~~~~=A~pe~r~~i~cu~p~da~le~m~L~IF~o~'N~ew~s~.v~ie~~~a~oo~ld~eas 
10 Mid-Year2010 De Filipps' LIFO LOOKOUT Vol. 20, No.1 



Status of LIFO ... What's New? 

THE DEMISE OF LIFO ..• 
HOW SOON MIGHT THIS HAPPEN? 

The authors also state that "even if the likelihood 
of LIFO repeal through Congressional action is re
mote, repeal through Congressional inaction is still a 
possibility ... (because) if internationally converged 
GAAP (Le., iGAAP) does not permit the use of LIFO 
the result will be the same as LIFO repeal." 

That statement seems to be an oversimplification 
in several respects. 

First, the adoption of iGAAP will initially only 
apply to publicly-held companies reporting to the 
SEC. In other words, partnerships, S corporations 
and other privately-owned/closely-held businesses 
will not be subject to the requirements of iGAAP. 

Second, it is possible that changes might be 
made to extend the iGAAP principles to the above 
entities if they issue audited (as differentiated from 
reviewed or compiled) financial statements. How
ever, all other businesses that do not issue audited 
financial statements would still remain beyond the 
scope of the iGAAP requirement that prevents the 
use of LIFO. 

Third, if a change were proposed by the AICPAI 
SEC/FASB to require all U.S. businesses that issue 
audited financial statements to discontinue using 
LIFO in their financial statements, then that change 
probably would not become effective immediately. It 
would have to be implemented over time, subject to 
reasonable phase-in or other transitional rules. 

Transitional rules are always needed when major 
changes are being implemented. If past timetables 
for implementing transitional reporting changes are 
any indicator of what to expect in this regard, the 
profession has been notoriously slow in its delibera
tions, which often are akin to filibusters. Conse
quently, one might reasonably expect a further delay 
of several more years before this change would be 
fully implemented. 

Fourth, there has been much discussion of the 
possibility of a strong movement (by the LIFO Coali
tion or others) to attempt to get Congress to change 
the law to permit the use of LIFO in financial state
ments and the use of LIFO for tax purposes. This 
could be done by modifying or eliminating the confor
mity requirement, either completely or just enough to 
retain the use of LIFO for tax purposes. In short, a 
lobbying effort to change Code Section 472 - the law 
- might prevail. 

There also has been much discussion of the 
possibility of attempting to persuade the Treasury, by 

(Continued) 

reinterpreting its own Regulations, to reach the same 
result. 

The conformity requirement has a long history, 
during which the Internal Revenue Service has strictly 
policed its general prohibition against two sets of 
reporting (one for books and one for tax). However, 
the prohibitions in the conformity Regulations were 
significantly weakened in 1981 when Reg. Sec. 1.472-
2(c} was substantially liberalized. 

These liberalizations modified the requirements, 
the end result of which was to permit a variety of 
disclosures that would allow the user/reader of finan
cial statements reporting on the LIFO basis to "con
vert" the LIFO results to FIFO in order to closely 
approximate what the operating statement and bal
ance sheet would look like if the LIFO method had not 
been used. This was accomplished by providing that 
supplementary and/or explanatory information on a 
non-LIFO basis could be associated with the financial 
statements, so long as, essentially, those disclosures 
were in supplementatyfinancial information or state
ments and did not appear in the primarypresentation 
of income (Le., the Income Statement). 

With so many teeth already removed from the 
jawbone of the conformity requirement, what real 
harm might there be in removing what few teeth are 
left? ... And, getting it a new set of dentures? 

At this point, a passage from the article by George 
White should wrap it up ... "Despite its diminished 
potency, the (conformity) statutory requirement still 
poses a formidable challenge for LIFO taxpayers 
contemplating the possible adoption of IFRS (Le., 
iGAAP}." 

We seem to be faced with a timing dilemma. If, as 
suggested, Congress were to simply wait for the 
adoption of iGAAP to effectively or indirectly result in 
the repeal of the use of LIFO ... This might not happen 
for a long time. 

In February 201 0, the SEC decided to carry out a 
work plan and identify issues to be furthered explored 
before the SEC makes a decision in 2011 as to 
whether or not to incorporate the international finan
cial reporting standards (Le. iGAAP) into the U.S. 
financial reporting system by 2015 or 2016. That's 
quite a long way from now. 

Does anyone really believe that if Congress (des
perately) needs to raise revenues and it decides to do 
so in part by repealing the use of LIFO ... that 
Congress can wait 5 more years? Fat chance! 

see STATUS OF LIFO ... WHAT'S NEW?, page 12 

~A~pe~rio~dl~'C U~p~da~te~of~L~IFO=-N~ew~s~, V~ie~ws~a~nd~ld~e~as======~*~====~Ph~ot~oC~OP~Y~ing~O~r R~e~pri~nt~ing~W~it~ho~ut~pe~rm~is~si~on~ls~p~roh~ib~ite~d 
De Filipps' LIFO LOOKOUT Vol. 20, No.1 Mid-Year 2010 11 



Status of LIFO ... What's New? 

IS THE REPEAL OF LIFO WORTH THE EFFORT? 

Two other recent articles address this interesting 
question ... Is the repeal of LIFO worth the effort? 
One article looks at this question from the taxpayers' 
point of view; the other article looks at the question 
from the Government's point of view of trying to 
reduce the deficit by raising tax revenues. 

In 'Will LIFO Repeal Revenue Be Wolth the 
Corporate Resistance?" (Tax Notes, April 19, 2010, 
page 253), Thomas Jaworski describes in some 
detail the impact LIFO repeal would have on different 
types of businesses. In particular, he discusses the 
impact on whiskey distillers and the efforts by one 
member of the House Ways and Means Committee, 
John Yarmouth from Kentucky, to oppose the repeal 
of LIFO because of its significant impact on many of 
his corporate constituents. 

In discussing "I FRS and the Fate of LIFO," Mr. 
Jaworski reports that "[t]he Financial Accounting Stan
dards Board has officially informed the SEC that it 
does not wish to undermine the global convergence 
by granting the United States a variant for LIFO." 

To the extent that two sets of GAAP ... or "dual
GAAP" ... were permitted, closely-held companies 
would follow a self-contained standard of about 230 
pages tailored forthe needs and capabilities of smaller, 
private businesses. This "GAAP-lite" is based on 
GAAP except (1) many of the principles in full GAAP 
for recognizing and measuring assets, liabilities, in
come and expenses have been simplified, (2) topics 
not relevant to closely-held businesses have been 
omitted and (3) the number of required reporting 
disclosures has been significantly reduced. In addi
tion, to reduce the reporting burden, revisions to 
these standards would not occur more frequently 
than once every three years. 

Interestingly, several of the other countries in the 
European Union apparently do permit "variants" from 
iGAAP for some of their own corporate citizens. Why 
should the U.S. and U.S. businesses be held to a 
more rigid standard of complete uniformity? 

In the other article, "Does Repealing LIFO Really 
Matter?" (Tax Notes, May 24, 2010, page 901), 
authors Janet Mosebach and Michael Mosebach 
concluded, "No matter which way it is measured, the 
repeal of LIFO will not have a 'noticeable effect' on 
either the annual federal budget or the overall federal 
deficit when using the President's 5% of federal 
budget measure." 

In the introduction to their article, they state that 
"[t]he repeal of LIFO for tax purposes may seem like 
a moot point because ofthe proposed convergence of 

(Continued from page 11) 

U.S. Generally Accepted Accounting Principles with 
the international financial reporting standards." From 
this, Professors Mosebach conclude that "[t]his means 
firms would have to switch from LIFO to a non-LIFO 
method for federal income tax purposes if U.S. GAAP 
and IFRS converge." 

For reasons already discussed, the authors' as
sumptions regarding the "mootness" or inevitability of 
the repeal of LI FO by the hand of convergence, rather 
than by the hand of Congress, are open to question. 

In any event, the Mosebach article focuses on 
broader implications, with the stated objective of 
investigating "whether the benefits of LIFO repeal are 
economically significant." As a result, the article 
employs two sets of data and compares them in order 
to reach a conclusion. 

The first data set is a sample reporting the LIFO 
reserves and other financial information for all firms 
identified in Standard & Poor's Compustatthat had a 
LI FO reserve for the year 2006. This sample included 
317 firms, all publicly-held companies, representing 
the largest firms in the economy. The year 2006 was 
chosen as the year of reference because it is the last 
"normal" year before the start of the current, major 
economic downturn. 

In this table of descriptive statistics (all expressed 
in millions of dollars), the authors summarized data 
reported by these publicly-traded firms. This table 
shows computations of Mean, Minimum and Sums, 
and percentiles ranging from 10% on up of (1) total 
inventory, (2) total assets, (3) net income, (4) re
ported LIFO reserves, (5) cash flow from operations, 
(6) ratio of inventory to total assets, (7) projected tax 
on recapture of LIFO reserves, assuming a 35% 
effective Federal rate and ignoring any state income 
tax impact, (8) ratio of the tax on LIFO recapture to 
cash flow and (9) ratio of the tax on LIFO recapture to 
enterprise net income. 

Very impressive, indeed! 

The authors draw some interesting conclusions 
from this impressive data, especially because (1) the 
data is based on complete financial statement infor
mation of the firms included in the survey and (2) the 
presentation of the data is arrayed in percentiles. For 
example, ''The average firm will need more than 9% 
of its operating cash flow to pay the additional tax 
resulting from the switch from LIFO." 

Another way of looking at the impact of the repeal 
of LIFO involves the ratio of recapture tax to net 
income from operations. This is expressed as ''T/NI,'' 
and it represents a firm's ability to pay the LIFO 
recapture tax out of its operating net income. In this 

---? 
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context, ''The average TINI is 64%, meaning it will 
take 64% of operating net income to pay the addi
tional tax resulting from the repeal of LIFO. 

An examination of the percentiles reveals that at 
the 50th percentile, the tax on recaptured LIFO re
serves begins to consume double-digit portions of 
operating net income. At the 80th percentile, firms are 
using almost one-third of their net income, and, at the 
highest level, a firm is paying tax 79 times greater than 
operating income." 

Finally, the authors state that "[w]hether you 
consider operating cash flow or operating net income, 
the additional tax as a result of the switch from LIFO 
is economically significant." In other words, the 
impact of the repeal of LIFO on the firms in the survey 
is economically significant. 

The authors' state that their intention and pur
pose in writing the article were to examine "whether 
eliminating LIFO will truly have a noticeable effect on 
the federal budget and more importantly on the fed
eral deficit." 

Accordingly, the other data set (to which the 
overall results drawn from the sample of 317 publicly
held companies is compared) involves detailed infor
mation concerning U.S. Government debt as a per
centage of estimated GDP (Gross Domestic Prod
uct). In this data, summaries of the U.S. Government 
Budget receipts, outlays and surpluses (or deficits) ... 
are expressed in billions of dollars. Note that the 
other data set was expressed in millions of dollars. 

In order to divine what might be the appropriate 
measure of "noticeable effect," the authors used 
President Obama's remarks at a February 18 town 
hall meeting in Henderson, Nevada. At this meeting, 
in referring to all the general discussions about Fed
eral deficits and debt levels, President Obama said, 
"You could eliminate every earmark, you could elimi
nate foreign aid, you could eliminate all that stuff - it 
would amount to 5% of the budget." Based on this 
statement by the President, the authors used 5% of 
the Federal budget as the measure of "noticeable 
effect." 

On this basis, the authors concluded that "no 
matter which way it is measured, the repeal of LIFO 
will not have a 'noticeable effect' on either the annual 
federal budget or the overall federal deficit when 
using the President's 5% of federal budget measure." 
Accordingly, "One is left to speculate as to why this 
provision [i.e., LIFO repeal] was included in the fiscal 
2011 budget, especially since it was previously in
cluded in the fiscal 2010 budget when it was esti
mated to generate (slightly more) revenue." And 

(Continued) 

finally, "It appears that Congress did not have the 
political will to repeal LIFO before and, in such a year 
of political unrest, may be unlikely to do so now." 

Regarding the speculation over why the repeal of 
LIFO is included in the proposed 2011 fiscal budget, 
perhaps the reasons for including it might be that (1) 
the Administration didn't know that repeal would not 
pass the "noticeable effect" test, (2) Congress needs 
to raise revenue - and have a "poster child" for doing 
it - as soon as possible andlor (3) Congress doesn't 
want to wait for iGAAP convergence to do the hatchet 
job on only a portion of the universe of U.S. taxpayers 
using LIFO. 

THE TIMING DILEMMA 

In summary, then, as in the case of considering 
the repeal of LIFO by Congress vis-a.-vis, the natural 
attrition of LIFO with the onset of iGAAP conver
gence, we seem to be faced with a timing dilemma. 

The authors Mosebach suggest that LIFO could, 
should or might be left alone until such time as the 
revenue from recapturing all LIFO reserves reached 
the point of "noticeable effect" on the annual Federal 
budget or the overall Federal deficit. If that should be 
the case, then that time will never come ... and LIFO 
should be around forever, or at least it should outlive 
Methuselah. 

On the other hand, if Congress really needs to 
raise revenue ... and it is able to overcome whatever 
opposition is mounted against LIFO repeal ... LIFO 
could be gone in the wink of an eye. 

Several observations come to mind in analyzing 
the Mosebach article. These are not necessarily 
criticisms, nor limitations that might affect their overall 
conclusions. Rather, these observations are in
tended to try to sharpen the focus a little bit more on 
this difficult-to-quantify issue. 

First, in their sample, the amounts reported as 
''total inventory" are not necessarily the amounts of 
inventory th~t the companies are valuing by using the 
LIFO method. This is because Compustatprovides 
only a total inventory amount. In most firms, some of 
their inventory is valued using LIFO and other inven
tory is valued using non-LIFO methods. 

One source referenced in the article, which has 
access to 2006 confidential tax return data, ''finds that 
of all LIFO firms with inventory larger than $1 million, 
74% of their inventory is valued using LIFO." This 
suggests that approximately 25% or more of the 
inventory was not being valued using the LIFO method. 

As a result, one of the tabulations which the 
sample could not determine was the ratio of the LIFO 
reserves to the non-L1FO.cost of the inventory valued 

see STATUS OF LIFO •.• WHAT'S NEW?, page 14 
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at LIFO. This could have been approximated by 
reducing the total amount of inventory reported (re
flecting LIFO and non-LIFO methods) by 25% and 
dividing the remainder by the LIFO reserve. 

The authors point out that this difference in inven
tory methods will not affect their analysis of the impact 
of LIFO repeal because all projections of the addi
tional tax expense (if LIFO were repealed) are done 
using the amounts of the LIFO reserves, and these 
amounts are not affected by the mix of inventory 
methods used. 

DIFFERENT SETS OF LIFO CALCS •.. 
ONE FOR "BOOKS" & ONE FOR "TAX" 

There is perhaps a more serious consideration, 
even though it would not change the authors' overall 
conclusions about "noticeable effect." The Mosebachs 
are relying on the amounts of the LIFO reserves that 
are reported by these entities in their financial state
ments to the SEC. What is unknown - and cannot be 
known - is the amount of the LIFO reserves these 
entities are actually reporting on their Federal income 
tax returns. These amounts may be far, far greater. 

One fact recognized by many LIFO practitioners 
is that it is possible to significantly understate the 
amount of the LIFO reserves in the financial state
ments that an entity reports to the Securities and 
Exchange Commission. This can be done legally and 
in accordance with GAAP (Generally Accepted Ac
counting Principles) and without running afoul of the 
financial statement conformity requirements in the 
Internal Revenue Code that the IRS so jealously 
guards. 

The obvious motivation a business has for report
ing two different sets of LIFO computations (one with 
greater LIFO reserves for tax purposes and the other 
with smaller LIFO reserves for book/financial state
ment purposes) to two different regulatory agencies 
(the IRS and the SEC, respectively) is to overstate the 
amount of income reported in the audited financial 
statements that are required for public consumption. 

As a result of using two different sets of LIFO 
calculations, the entity obtains the benefits of report
ing larger LIFO reserves, lower taxable income and 
paying less income tax while it simultaneously reports 
smaller LIFO reserves and greater income (albeit at 
the "cost" of paying more income tax to the IRS) for 
financial statement purposes. 

Stated another way, the use of different LIFO 
methodologies by companies could create a signifi
cant cumulative and/or overall difference between 
(1) the greater income (lower LIFO reserves) re
ported by these entities in theirfinancial statements to 

(Continued from page 13) 

the SEC and (2) the lower income (higher LIFO 
reserves) reported by these businesses in their tax 
returns to the IRS. To the extent that these differ
ences may be significant, the conclusions reached by 
the authors may be incorrect, or at least somewhat 
understated. 

How do some businesses get around the LIFO 
conformity limitations? In fact, this can be done 
easily, thanks to loopholes conveniently provided in 
the Regulations. One only has to know that the 
loopholes exist and be willing to do the work it takes 
to achieve the desired objective by maneuvering 
around them. 

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 ... Different 
strokes for different folks. 

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 re
ports and those inherent in the income tax returns) 
must report using LIFO methods. 

This allows some companies to use more pools 
... in some cases, dozens of pools; and in others, 
even hundreds of pools ... for financial reporting 
purposes than for income tax purposes. Others use 
link-chain or link-chain, index (dollar-value) methods 
to lower LIFO income for tax purposes, while they use 
double-extension (dollar-value) LIFO methods for 
financial reports. Still others reconstruct long distant 
base prices for new items in their tax return LIFO 
calculations while they price new items at current cost 
in their financial statements. These companies enjoy 
the best of both worlds without violating the fine print 
of the "conformity" requirements. 

And, there is usually no disclosure of the effect of 
these different LIFO methods for book and tax pur
poses in the notes to the financial statements. There 
is only the disclosure of the difference between the 
FIFO and the LIFO valuations of the inventory, with
out any further elaboration. 

As mentioned previously, the data on the LIFO 
reserves of the 317 publicly-held entities came from 
SEC filings for the year 2006, "because it is the last 
'normal' year before the start of the current, major 

~ 
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economic downturn:" For some, the year 2006 might 
be ancient history. 

It seems reasonable to generalize that one of the 
consequences of the economic downturn through 
which we are all still laboring is that entities using 
LIFO have experienced reduced inventories in suc
cessive years-end. This may be the result of imple
menting cost management initiatives or because of 
other unavoidable pressures on their businesses. 

If one is willing to accept that generalization, the 
reasonable inference from it would be that since 
2006, for these entities, the LIFO reserves for both 
financial statement and for tax purposes would also 
be lower to some extent as a result of having portions 
of their higher LIFO reserves in previous years recap
tured as the inventory levels decreased at the end of 
the intervening years. 

In considering the data presented by the authors 
for 2006, the actual LIFO reserves and the LIFO 
recapture tax potential would seem to be much greater 
than amounts that are based on LIFO reserves re
ported in financial statements filed with the SEC. 

In speculating on LIFO reserve data that might be 
presented for more recent years (2009, in particular) 
it would appear that any data based on financial 
statements filed with the SEC would similarly tend to 

(Continued) 

understate the amount of potential LIFO reserves that 
would be recaptured if the LIFO method were re
pealed. 

This is not to suggest the futility of collecting and 
analyzing LIFO reserve data. Rather, it is intended to 
emphasize that the impact of dual LIFO methodolo
gies for financial statement purposes and for tax 
purposes may be a reality that ought to be taken into 
account in some fashion, even though it cannot be 
computed quantitatively. 

HOW BIG ARE AUTO DEALERS' LIFO 
RESERVES? .•• OUR SURVEY OF DEALERS' 
LIFO RESERVES 

Since the articles referred to in this LIFO status 
update reflect generalizations based upon LIFO infor
mation provided by publicly-held companies, it might 
be useful to attempt to grasp the potential impact of 
the repeal on LIFO on closely-held businesses. 

I have attempted to do this in some small mea
sure by surveying the impact of LIFO repeal on some 
of the automobile dealerships for whom we have 
done LIFO calculations for many years. 

Accordingly, accompany this article are a discus
sion and supporting exhibits of our survey of 
dealerships' LIFO reserves for years ending Decem
ber 31, 2008 and 2009. * 

COI1c/mioll\ 
How BIG ARE AUTO DEALERS' LIFO RESERVES? 

••• OUR FIRM'S SURVEY OF LIFO RESERVE BALANCES 

(I) On a collective, weighted-average basis, LIFO reserves for new vehicle inventories averaged 18-20% of 
ending inventory cost as ofOec. 31, 2009. The table shows 18.12% - including the largest dealership, and 
19.31 % - excluding the largest dealership. 

(2) On a collective, weighted-average basis, LIFO reserves for new vehicle inventories averaged 13-1 5% of 
ending inventory cost as of Dec. 31,2008. The table shows 13.63% - including the largest dealership, and 
14.66% - excluding the largest dealership. 

(3) This increase in the LIFO reserves expressed as a percent of ending inventory cost at the end of2009 is what 
one would expect because inventory levels were lower at Dec. 31, 2009 than they were one year earlier, and 
this resulted in considerable LIFO recapture of some dealerships' LIFO reserves at the end of2009. 

(4) Collectively, inventory levels as of Dec. 31, 2009 were lower than inventory levels one year earlier by 
almost by 30%. The table shows 28.98% - including the largest dealership, and 28.33% - excluding it. 

(5) However, the overall effective rate of net decline in LIFO reserve balances was only 5~% (5.53% or 
5.56%) ... even though the overall effective rate of net decline in inventory levels was almost 5 times 
greater, i.e., almost 30% (28.98% or 28.33). 

(6) When the data for the single largest dealership was eliminated from the survey computations, that did not 
significantly alter any of these results. 
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How BIG ARE AUTO DEALERS' LIFO RESERVES? 

OUR FIRM'S SURVEY OF LIFO RESERVE BALANCES 
Paelof2 

Much has been written and speculated about the potential impact of the repeal of LIFO and how 
significantly businesses using LIFO would be impacted. Most articles have been written based on 
generalizations from reviewing the Annual Report information filed by publicly held companies with the SEC. 

What about the impact of the repeal of LIFO on privately held companies". the so-called backbone of our 
economy? How might the efforts of the LIFO Coalition be enhanced if information on the impact of LIFO 
repeal on small, closely-held businesses could be brought to the attention of Congress by various lobbyists? 

To this end and in some small measure, I thought it might be useful to do a survey of my own, looking at 
the LIFO reserves for 105 automobile dealerships for whom we have done LIFO computations and have actual 
information. 

Statistical sampling procedures were not employed in the selection of the dealerships included in this 
survey. These dealerships were included because comparative data is available for 2008 and for 2009. They are 
located all over the country. Collectively, these dealerships sell (not in any proportion) all manufacturers' 
makes and models. 

Since we are not the accountants for these dealerships - we only do the LIFO calculations for them - we 
cannot provide the wealth of information relating the absolute amounts of the LIFO reserves to other financial 
statement information for the dealerships such as the relationships of the LIFO reserves at year-end to the their 
net income, total assets, cash flow or selected operating ratios. 

Accordingly, the data collected in our survey only includes the dealerships' ending inventory at cost as of 
Dec. 31, 2008 and 2009, and the LIFO reserve balances as of those dates. From this, we have computed the 
increases/decreases (absolute and percentage), comparing year-end 2008 and 2009 inventory levels and LIFO 
reserves. Of one thing I am almost absolutely certain ... these dealerships used our LIFO computations in filing 
their 2008 and 2009 income tax returns. 

SIMILARITIES OF THE DEALERSHIPS 

None of these dealerships are publicly held companies. 

Our survey is based on the LIFO computations we have done for thek new vehicle inventories in 
accordance with the Alternative LIFO Method for New Vehicles. In other words, the LIFO computations for 
these dealerships are all consistent in the respect that they have all been done in accordance with the 
requirements set forth in Revenue Procedure 97-36. 

DIFFERENCES AMONG THE DEALERSHIPS 

Some of the dealerships have recently elected to use the Vehicle-Pool Method (under Rev. Proc. 2008-23) 
which permits them to combine what were previously two, separate LIFO pools - one for new automobiles and 
the other for new light-duty trucks - into a single, combined pool for all new vehicles. 

Other dealerships have elected not to make this change for one reason or another. Frankly, some dealers 
did not want to further increase their LIFO reserves by making this pooling change. Other dealers did not make 
the change because they had net operating loss carryovers that would absorb the income effect of the recapture 
ofa portion of their LIFO reserves. 

As of Dec. 31, 2009, slightly more than one-half of the dealerships (59 out of 105 or 56% of the total) had 
changed to the single, combined Vehicle-Pool Method. Of these 59 dealerships, 36 had made the change for 
2008, and 23 made the change for 2009. The other dealerships (46 out of 105 or 44%) had not elected to change 
to the Vehicle-Pool Method (i.e., these dealerships maintained two separate LIFO pools ". Pool #1 for new 
automobiles and Pool #2 for new light-duty trucks). As explained elsewhere, this difference in pooling method 
is not relevant to this survey. 
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••• OUR FIRM'S SURVEY OF LIFO RESERVE BALANCES 
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For those 46 dealerships that had not elected to change to the Vehicle-Pool Method, the LIFO inventory 
cost amounts for both pools were added together, and the LIFO reserve amounts for both pools were added 
together. This apparent difference in the pooling method for the dealerships in this survey does not impact the 
computation of the ratio of the LIFO reserve to the inventory cost at the end of the year .. However, this 
difference does affect the underlying LIFO layer history structure and rate of LIFO recapture potential for each 
layer. The LIFO layer structure and the layer-by-Iayer recapture potential are not relevant factors in this survey. 

Inconsistency of dealerships in eliminating trade discounts, etc. from inventory cost. There is also a 
slight inconsistency in the information presented for the dealerships because some of them have reduced their 
ending inventory amounts to eliminate trade discounts, floorplan assistance payments and certain (local or 
regional) advertising payments. Other dealerships have not reduced their ending inventory amounts by these 
costs. The ending inventory amounts for these dealerships has not been adjusted to reflect an estimate (2% or 
other) to make the inventory amounts and the percentage calculations comparable. 

MOST IMpORTANT DIFFERENCE AMONG THE DEALERSHIPS 

The single most important difference involving all the dealerships is that they have elected LIFO at 
different points in time. Technically speaking, they have different base years, and their LIFO elections have not 
all been in effect for the same number of years. Some have been on LIFO since the early '70s ... some have 
elected LIFO in the '80s ... some in the '90s, etc. 

Furthermore, some dealerships that elected LIFO many years ago when they were operating for tax purposes 
as C corporations changed to operate as S corporations - either in 1986 or shortly thereafter. Other dealerships that 
elected LIFO when they were C corporations did not make the change to S status shortly after 1986, but held off 
for many years until some change in their size, scope, or method of operation made it more practical for tax 
purposes to elect S status in order to achieve other, more significant potential tax benefits even though that change 
was made at the cost of recapturing their entire LIFO reserves as of the end of their last C corporations year. 

Most of these dealerships continued on LIFO with their first S corporation year. Therefore, their LIFO reserves 
as of December 31, 2008 and 2009 reflect a much, later start on LIFO. What is important in this context, however, is 
that the use of the LIFO method for these 'Johnny-corne-lately" to the S election dealerships provided enormous 
benefits in previous years and without these LIFO elections, even though they had to repay their LIFO reserves 
previously it is unlikely that these dealerships would not have been able to grow to their present size and status. 

WHAT CAN I SAY ABOUT THE RESULTS? 

Our survey yields 6 Conclu.dons, and these are set forth on the previous page. 

The dissimilarities, including the difference in periods of time that these dealerships have been on LIFO, 
coupled with the diversity of manufacturers new vehicles sold by the dealerships, could be argued to support the 
conclusion that this sample is representative of a far larger number of dealerships. The greater diversity of the 
individual dealerships is what strengthens its representativeness of a larger number of dealerships. 

After analyzing these· dealerships and their data included in our survey, I am reasonably confident in 
making one claim: Despite the disparity of the dealerships (and their respective LIFO histories) reflected in our 
survey, if any other CPA firm were to draw a comparable composite of 50, 100,250 or more of their dealerships 
on LIFO ... the overall results would not be significantly different from the results of our survey. 

On the following pages, Exhibit 1 presents the dealership listing ranked by size of December 31, 2009 
ending inventory levels. Exhibit 2 presents the same data for the dealerships ranked by size of percentage 
decrease in ending inventory levels from 2008 to 2009. 

There are totals at the bottom of each Exhibit. One set oftotals reflects all of the dealerships; the other set 
of totals excludes the single largest dealership since it is significantly larger than all ofth~ rest. 
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3.210,901 

5.702,06K 

l,tMIB.ltJJ 

4,417.1"" 

l,MMI.6()I 

6.788.4(11 

3.117.K41 

7.486,306 

6117,1113.125 

LIFO _ .... 
2.540.116 • 

•• 934.140 • 

2.314.220 • 

2.212.51) 

1.264.680 

1.297,788 • 

3.62'.302 • 

2.161.630 • 

3.&84.5U8 • 

)S7.nc).l 

248.047 

141.(,(17 • 

2.07t1.628 • 

1.174.~71 t 

14'.128 t I 
2.5.'1,("'2 t I 

]92.441 t 1 

1.254.15' t 
235./93 t 

1.048.587 

1.439,471 

399.3K4 • 

3.231.32.1 

846.185 

645,766 

2.1122.807 

3.0:17.934 • 

81S.8'3 

S~9.9K8 

2.39S.1189 

I.S26.'K.3 

77S.U27 

403.117 • 

K21.6()(I 

260,259 

187.144 

2.31Z.'1I0 

1.11)).1103 • 

S79J148 

722.627 • 

396,273 

410.413 

324.%1 

2.2X2.116 

21J4.{t.« 

1,(.6(1,008 

85.703 

1.331.029 • 

:'~:;:M~ ! I 
523.232 ,t 
572.761 It 
427.410 I· 
5JS.K37 • 

1.1%.382 

1.201.K33 

391.8<.2 

1.47t}.68CJ 

IUS.7I1 t 
1119.189 

334.IlJ 

208.4(tK • 

401,756 

1311.306 

260.9K9 • 

LIFO Re.rve 
... %nf 

Endi.a In'1:."N')' 
., COIf 

J.17% 

18.511% 

40 . .14% 

12.23% 

5.92"1. 

5."% 

67.56% 

lS.n2% 

19.96% 

4.0e", 

2.18% 

0.96% 

II.K",. 

7.~214 

5 .. 19% 

21.31% 

4.(,(1% 

HUIO% 

3.14% 

Ht.ti7% 

17.25% 

(i,'))% 

26.07% 

K.I.1% 

U),etK%. 

15.32% 

11.22% 

14.35% 

1O.16%. 

19.52% 

14,05')'. 

9 . .15% 

II.R3% 

25.2"'. 

3.3'1% 

2.98% 

35.43% 

.14.81% 

'04'"1. 
It}.4K% 

7.61% 

9.1"% 

4.RO'Y. 

57.67% 

11.37% 

"'2.85% 

".34% 

20.81J'Y. 

5.57% 

11.13% 

23.07% 

22.24% 

1).6:1% 

16.76% 

24.9(1% 

27.01% 

6.22% 

46,()K% 

I.K5'¥. 

9,42"1. 

1.56% 

S.l,1}% 

7.10"/e 

".15% 

3.49""" 

Entling Inv,,,,tmy 

/)eCFe"Oe (l"crt!lI.oe) frt,m the 
21/(111 ttl 11/(19 Level 

1 
AInt ... , i % 

n.714.056 I 35.22% 

6.5411,051 24.62% 

(14.07().21JY) -244.20% 

1.75K.959 9.46% 

5.887.6811 27.54% 

7.274.7YU 32.JI,1% 

('.1132.59(1) -1611.)2% 

1.1JK.&.1"" 13.711% 

"'.'JOR.H02 45.""_ 

(UI1.2IS) -16.'19% 

1,614.IK9 i 1",,17% 

5.182.110 3S.05% 

K.09U.7XS "6.~)% 

5.522.4<13 31.12% 

6.4'8.6" .. 1.16% 

3.605.113" 
i 

)CI.(M% 

2(,x.218 I 3,15% 

4.)99.145 35,(JIJ% 

554.018 7.3'1% 

3.212.592 :\2,10% 

2.015,469 24.15% 

(41UI4) -7.52% 

6.277.1144 50.65% 

·tlI6,SlJ4 41.45"-' 

362.7'JJ S,66% 

7.128.972 54.711% 

11.816.3(14 66.1J8% 

(74.075) -1.30% 

(/~2,4'2) -3.4'1% 

6.625,956 53.~2% 

5.7(tII,nOS 5).116% 

3.302,1111 
I 

39.83% 

(1.258.'197) 

I 
-36.96% 

(1.266,795) -38.611% 

3.242.297 42.27% 

2.1J13.617 31.M9% 

2.275,1116 3US% 

l,ftK2.S04 211.56% 

2.U93.685 33.77% 

(310.94/) -8,38% 

1.241.277 23 .... % 

6OS.ten4 13.50% 

2.937.283 43.43% 

222.4112 5.62% 

(13I,R69) ·3.75% 

)70.345 9.56% 

(1.447,613) ·73.25% 

2.995,36S "7.01% 

4.03URI 55.26". 
2.4411,1U4 4JJl4% 

(778.5>5) 

I 
-34,)3% 

(435.57/1)1 -1(,.91% 

1,505.638 3:\.92% 

271.1134 8.411% 

1.89K,81-1 39.52% 

1.616.216 36.26% 

3.574.543 55.92"1" 

544.623 1(1.%"'. 

3.0:'9.532 53.31% 

(60Cl.903) -29.92% 

1.892.118 "'2.34% 

1.143.nw 31.22% 

4.290.338 63.20% 

6SG,119 ltUI% 

'.141.810 68.68% 

162.192.691 

I) I.! 

UFO Rt!Sel'Vt! 

IJ"er" .... ' (Inc,."a,,·,,) frtlm 
/2131/(/11 ", /213//1/9 

1 ! 

Amoun. 

115,47. I 

(~~::~:)I 
(34.984)1 

(1114.326)1 

(131.445)1 

(l4~.556)11 
(232,259) I i 
366.8112 I j 

(211.314)! i 
(121104114)1 ' 
(ItKi.SII)! I 

(154.915)1 

(42.970) II • 

(]1.5'J1) ! 

176.·'11 I i 
I.nu ! I 

(5H.6IIS)! 

(126.116)1 

(221.5:11))1 

(I ~::~~l~)j 
168'(1'» 1 j 
("J..o).ul· 
(7S.5M!})j 

~~!:~~~ ! 
(I7:UIJ71j 

(l22.51l'1 
(24.64-')! 

"",,4.R26 I 
(2-',120)1 

(lK6.229)t 

(13('.UJfI)j 

(/23.437)1 

(53.47U)1 

265.239 I 
(31.713),· 
(l'll.(84) 

(I 2/1.2'1'1) ! 
(3 17.(,57) ! 
(IIM)'2S0)\ 

17.171 j 

0'1.(15-')! 

(11111 
(11.6IJS) 

(12 . .140)1 

2.10.44H I 
114.17' I 

2",.(.H') I 
(8.4ll) 

(5<,.3UO) 

101.22fi 

«(,(,,226)1 
! 

21.·4013 ! 
3J.J7t I 
,,0.XI9 j 

(35.Ul2)! I 

Il,1 H'I ! 
(2K.5SIJ) 

(2X.2(MI)I 

(H. 1117) ! I 
47.112 ! I 
(1~.(,3(.)11 
51.1)91 I ! 

(311.443) 

% 

4.S5o/. 

7.K.1'Y. 

.(1.57% 

-:1,74"1. 

.a.2.S% 

-10,1]% 

4.1)% 

-In.74% 

1).",-'% 

-7.'1:1% 

48.54"1. 

-75,22% 

-7.-1X% 

-l.(,(i% 

-3,12% 

0.29% 

-I.l,,../. 

-53,11% 

-21.1:'1% 

4.711% 

-2K.7l% 

3.2U% 

-1II.'I'r'/o. 

·11.71% 

PI,K"", 

15.7(,% 

·21.211". 

-lI.KK% 

-1.0)% 

It},IJ'Y. 

-:\.11% 

-I(1.2n% 

-16.4 .. "1. 

-HA3% 

-2KA7% 

1l,"W. 
-1.73'"1. 

-5.111"1. 

-1(,.6.5% 

-JUl. 16% 

-24.4:1% 

S.2I1OY .. 

-1.71% 

-O.f~~. 

--C1.70",10 

-14.-111% 

17.91% 

2K.(1')% 

21,:1:W .. 

-1.61% 

-'J.KJ'Yn 

2.1.6K% 

-12.3(,% 

1.7"";' 

2.77% 

HU(,%' 

-2 . .17% 

12.-11" .. 

-15,1I1'Y. 

-41,",(,% 

-.1,S'r'hr. 

9.!}CI% 

.(,1.11% 

II).S8'Y. 
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I (OI1I),If/{\{I!: llf tU!(/1l/uhtfl' [}t'lf!,I\!Ujl \(1'1 '"lll(/, 1J/1(l[rIIJ~ lett'/, 

I ,llIhl: I Dil\('d fill (/ .\lflJlj)/l (1/ If)"" iJLiI/t''IIIfj'\ 

1<.(/111, if /'\ L\I.-" 0/ 1)( '" (Ill",'! )'1, _-'(0 1) lntllll;":' !III t OluJ I 1 ('j ('/' 

Dec. 31, 2008 

.\'ingle, Combind PMI- AU N ... Vehicles 

LlFORooo ... 

Eliding llIWUttory 
DI!CI'US" (1IIcl'tlllft) from tit" 

21108 ,., 2(109 1.11".,1 

) 't. 

UFO R",·e,..., 
D«:rtIBse (IIIcreMe) from 

I2IJIIO/I,., 12131109 

[J Eodl •• .."'at I.""....,. LIFO EacUiallln'HfOl')' .,CooI IIoIem: .tCUIt A ..... 1--'-10.","'",*:;:"::,' -.nl. --..:;%=----1 
Subtotals Carrie4 

Pille I on ••• 607,183 12l 75671.327 162192.697 

24 .. ,. 
42 

93 

Il 

211 ,. 
9<1 

114 

12 

39 

61 

S 

'2 
57 

II 

99 

74 
]I; 

9' 
)ji 

37 

2S 

7l 

SI 

77 

79 

91 

47 

4l 

10 

6D 

14 

31 

43 
41 

44 

M 

2.311.22S 

2.142.115 

2.120.424 

2.114,271 

2.1164.761 
2.1160 ..... 

2.03'.269 
2.001.1211 

1,924.132 

1.902.713 

1,1199.944 

I.I''-'I'S 
1.141.117 

1.101.412 

1,741.77<1 

1,672,567 

I.64S.~I3 

I.S99,9I11 

I,S97.591 

1,567.910 

1.391.274 

1.311.691 

1.371,179 
1.3:16,81. 

1,314,3111 

1,311,018 

1.214,761 

1.239.5'1 
1.Z06,7S3 

1,19,2.19 

1.156,lOt 

1,120;306 

1)162.71l 

993,911 

987.4S2 

1Il,972 

167,212 

I14S.671 

412.412 

47S,397 

T"'als (or All IllS Dea/er.hie. 

S04,B27,7S6 
91,494,437 

T DIIIIs E.oa:llUlill, I..arCt!Sll)ea/ers/Un 11116/ 

461J02,BIS 
89.069.799 

Nilles: 

2.112.6.17 

2.211,163 

1.l79.347 

3.13l.l14 
1.6.4 ... , 

4.44l.434 

1.'70.313 
l,347.67l 

6,653,2l2 
1.079,10K 

3.4113.64' 

S.404,431 
I,SI2,II2 

1,719.911 

1.IUI,521 

1,2.17,306 

1.976,21U 

2.242,034 

2.514.019 

3.162,365 

2.611.2611 

3.259,358 

2,lll.795 

2,036.116 

1,294,021 

2.174,014 

1,236,4112 

1,"2.228 
1.33S .... 2 

1.393,5S4 

1.(121.796 

3.921.111 

2.450.711 

1166,371 

2.454,110 

3,479,552 

2,011,117 

1,7111.3ll 

1,296.228 

1.3311.645 

7101852,999 

18.12"/0 

643,S I 4.002 

19.31% 

79.674 t 
6/19,122 · 
361.lO9 t 

1,293.136 t 
1.244.724 t 
2.lIXl.196 · 447.62l · 

221.767 t 
116,459 It I 

1,1110.967 t I 
187,543 t 
OI.]6? t 
2112.64. t 

30.271 t 
111.1,691 t 
3l.16.1 t 

17..,21 t 
1.593.341 · 

lIIl.m · "'.IOJ t 
11.48l · 17.m t 

1.191.367 t 
341.411 t 
.... 775 t 
441.1167 t 
ll.l51 · 656.414 t 

111.12" t 
44.414 t 

771.793 · 
1.104,lO1 t 

717.571 t 
264,216 t 
1114,4119 t 
174.1'1 t 
.71,4'1 • 

52.1111 · S.1Il · 
11.101 t 

96,8SJIB44 

94.313.728 

2.76% 

27.-'6% 

2.1.32% 

33.73% 

.tId9%. 

56.26% 

22.72% 

4.ll% 

2.110% 

49.119% 

1.31% 

17.21% 

12.11% 
1.76% 

l.74% 

2.ll% 

9."'" 
71.07% 

1.14% 

23.1111% 

0.71% 

2.70% 

".64% 
16.77% 

27.19% 

20.61% 

1.21"" 

33.1«"" 
•• K.4% 

1.19% 

47.l1li% 

11.27% 

29.l1% 

30.""" 
7.ll% 

25.12% 

43.33% 

1.06% 

0.39% 

6.25% 

13.63% 

14.66% 

564.412 

76.748 

(541.077) 

1.71'.256 
6311.177 I 

2.3"".946 
(61.956) 

l.~46.55S 

4.72M211 

176.995 

1,513.705 

3.""'973 I 
(UUm 

(11.S71) 

'2.751 
(415,061) 

330.IIRI I 

642,133 I 
.26.428 1, 

1.594.445 I 
1,212._ I 
... 77.6611 

... 1.616 Ii 

699.367 

1,979.641 
1I(tl.926 

1.951.6" 
702,637 

129.229 

215,2" 

46ft"''' 
loBlN'.Il? I' 
1.1R7.996 

(127._1 

1,4<'06.as8 

2.595.51111 

1,144,105 

'55.(061 
111.116 

ISS.241 

206,025,243 

182,311,187 

See the accompanying discus.ion for specifics regarding the compilation of this infonnation. 

1',51% 
3.411% 

.34.16% 

44.15% 

23.311% 

S3.65% 

.].,,"" 
62.51% 

71.117% 

1.51% 

45.411" 
64.'13% 

·16041% 

".74% 

S."''' 
.. ll.c .. % 
16.74% 

21.64% 
](,70% 

!.O,42% 

4II.4S% 

57.61% 

41.72" 
34.3l% 

60.11'" 

39.69% 

611.30% 

36.11% 
9.(,7% 

16.1ItW. 

2II.7S% 
71.43% 

56.64% 

.14.73" 

".77% 
74._ 

56.11% 
SlI.29% 

62.71% 

64.27% 

28.98% 

28.33% 

A. of Dec, 3 I, 2009, slightly more than one-half or the dealerships had changed to the single. combined (Vehicl .... Pool) method. 

Dealerships that had changed to the single pool method ... c indicated by the 0 following their LIFO Reserve amount. 

(311.443)1 I 
01."*)1 : 
(41.747)1 : 
(5 • .21161 I 
3S11.34 I II 
1S2.17. I 

1.150.156 . 
(52.R961 . 

56.270 1 1 
1~.o77 , ' 

(28.219,i 

11.563 i I 
334.346 1' ! 
(l.l.U7), ! 

6.511l11 I 
(l6.lllll i 

4.141 i ! 
(14.11114)1 ; 

m.167 1 i 
(12.99311 i 
2&6.,..09 i I 
(1l ... 211 1 11.675 i 

417.412 1 
..n50 . 

207.2.41' I' 
12.53l 

1II.13' I ! 
138.7171· i 

2.mi I 

4.216 11 
1l1.7611 I I 
517.123 I' I 
272.035 I 

14.454)1 
2.631 i 

416.(,97 1 
m.7"j 

(2.44311 
(4,1. .... 

31.2:\5 ; 

S,JS9,407 

S,24J,929 

I. 

2. 

3. 

4. For those dealerships mat had not changed to the .ingle pool method. the sum of their two separate pools (one for new automobiles 
.and one for new light-duty trucks) is indicated by the t roUowina their LIFO Reserve amount. 

~)9.HO% 

".oc", 
·Itdlll"," 

21.n9% 

12.23% 

''','14)% 

-1I.Kl% 

25,)8% 

7.l5% 

·2.71% 
9.9U% 

35.9.&'" 

·11.72% 
11.7(.% 

-15.69% 

11.57% 

·7.K:I% 

17.25% 
..( •. 32% 

37.'lR% 

'''.22% 

1l.2"'" 

l'."''' 
l.:v.% 

n.KI% 

IM.·n"," 

ll.U% 

21.1 .. % 

I.IJK% 

'.49% 
11.'1:1% 

"'.0(,% 
:11."1" 
~1.69% 

1."]% 
55.67'% 

5 .... m 
.... 69% 

-83.tH)% 

· ..... 1% 

S.S3% 

5.56% 

~A~p~e~riod~~~U~pd~a~~m~l~IF~O~'~N~ew~s,~v~i~eWS~~a~nd~ld~e~a~8~~~~~~~~~~!~,~~~~~~~~p~h~m~O~CO~pY~I~ng~O~r~R~a~pn~'n~tin~'~g~VV~n~h~o~~~p~e~nn~~~s~ion~~IS~P~(~Oh!I!bi~~~d 
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I \ltlh:!.2 D(/I{ d OJ! (/ ~')llIlIj!h (If 111" I> lih! ~1!l1)} I (I'Jl!/!Ul\(//l of Jrl{O/lIuhi/( O/u/l/\/II/) \Ll\ il/U(/t /111(1110/\ J<\d\ 

HIlIII,td In SI.-(' 0/ r(l(l'IJ{If~1 Ih(ft(/\(' 111 fIJIIIII': II/Illfflill Lt 1(/\ Ilun] ~lJfI,\ /e :()fH) 

Dec. J/, 2009 

Singlt!, CtlmiJint!d Pool· All Nt!W Vt!hiclu 

)I 

45 

\10 

5(1 

21 

3' 
69 

Wi 

44 

SIC 

" l5 

14 

95 

43 

110 

97 

6 

27 
4(1 

.3 

M 

29 

2 

74 

4. 
16 

36 

101 

67 

12 

42 

105 

I' 
( .. 
41 

26 
IS ., 
13 

33 
7(1 

99 

77 

46 

35 

56 

37 

102 

116 

49 

54 

104 

30 

52 
41 

II 

911 

34 

1011 

13 
93 

Subtota" Forward to 

E • .ua. 
.... tury 
ole... 

113.971 

1.120.306 

1.924.132 

2.3".4'16 
5.124.499 

1 ..... 5.465 

47S.397 

1.491.063 

41l,412 

2.001.120 

1.214.7118 

1.314.380 

917.452 

1.311.698 

867,112 

1.062.7IS 

2.117.631 
3.263.34(1 

5.904.156 

5.662,262 

2.060.411 

2.662.536 

5.101.903 

6.116.665 

1.567.920 

145.671 

3.376.999 

1.191.274 

'.347.754 
10.557.251 

1.199.944 

2,114,171 

3.1:111.348 

3.2311.522 

2..125.029 

4.42U86 

l.m.179 
6.1197.629 

9.263.1N17 

4.989.073 

1.311.011 

2,\106,421 

9.314.324 

1..197..191 

l,I4 1.113 I 

1.239.591 

43.624.941 

1.139.036 

9.601.992 

4.252.441 

1.336,119 

2.933.232 

4.106,535 

14,157,949 

6.611.664 

4.300.27(1 

2.517.591 
1,399.15' 

1.156.3119 
I.S99.9I11 

15.492.052 

lO,UII.749 

6.329.266 

3.957.761 

2.064,768 

Po", loU... 31J7.lR8,129 

I 
LIFO IIaone 

as. %aI' 
LIFO 'lId'a, '.\'alelt)' ......... of Call 

317.414 t U.Il% 

716,680 • 63.97% 

J11,ll2 .. 8.96% 

209 •• 9K .. UN 

2."',114 .. 43."% 
596,021 t 31."% 

45.166 t 9.M% 

434 ..... t 17.31% 

.,151 .. 1."% 
165.411 t 1.27% 

11.111 .. 1.46% 

7111.481 · 53.37% 

11I.IlK .. 11.41% 

76.310 t 5.52% 

393.6" .. 4S._ 

.... 5.543 .. 41.'l2% 

357.043 t 12.67% 

292,294 t 1.96% 

1,611.S4Q • 27.46'" 

U22.713 t 41.19% 

1.350.74(1 · 65."% 
9l,59S t 3._ 

1."2.m • 21.21% 

3,063,230 .. 50.01% 

461.334 t 29.B1"-

54.544 .. 6.45% 

1.II92.SlCI · 32.35% 

32.385 • 2.32% 

2.22S,543 • 23.81% 

.3.5".706 .. 33.32% 

168.9110 • ",9% 

942,795 t 44.59% 

307.718 t 8.04% 

705.611 · 21.14% 

362.397 • 14.3.5% 

313.696 t 8.66% 

773.l1li5 t 56."'" 
939.119 .. IHI% 

110,719 ... 9.SI% 

799.147 t 16.112% 

36S.532 t 27.B8% 

1.174.939 • 40.43'" 

1.217.941 · 13.08'" 

218,444 • 1].61"-

1.17eU62 • 41.211% 

517.647 t 41.76% 

2.4:U.till • 5.56% 

1.312,164 • 16.13% 

2".118 " 2 . .58% 

2.1147.741 t 43.IS% 

333.368 t 24.94% 

326.11W • 11.12% 

6l1li,132 t 14.31% 

1.429.233 • 9.62% 

1.270.126 t 19.21% 

241.]14 t .5.61% 

216.575 • 8.611% 

2.312.221 · 21.36% 

635.025 • 54.'l2'110 

1,159,"4 • 72 .• 5% 

1.369,fX»6 • 1.14% 

",547.992 • 22.72% 

l.l71,11IO • 2U18", 

713.9]U • IK.04% 

1.11'l2.54S It 52.91% 

S'J.447.0K9 

Dec. J/, 2008 

Si"lllt!, Combint!d PtllIl· All New Vt!hiclu 

LIFO ....... 
Eodlo, "."at 

I_wlfOr]' LIFO lui ... IMS ... .,. 

atea.t -".. •• e .. 
1.479.552 874.181 t 2.5.12% 
3.911.133 1.104.SOl t 31.27% 

6.653.2.52 1116.459 t 2.RO% 

7.4116.306 260.989 · 3.49% 

17.640.103 3.037.984 · 17.ll% 

5.404.43K 9311.367 t 17.21% 

1,]30.645 I 13.1t)) t 6.3.5% 

6.711.4111 I 411.756 t 1.10% 

1.296.221 5. III · 0.3"" 
5.341.675 221.761 t 4.1.5% 

3.236.462 31,1S1 · l.lIl% 
I 

3.294.1121 'lI1JI.775 t 27.5"" 
2,454.3111 114.469 t 7.52'" 
3.259.351 17.9115 t 2.7U% 

2.1111.317 171 .... · 43,33% 

2.450.711 717..178 t 29.21% 

6.392.111 397.862 t 6.22% 

7.294.521 406.472 t 5.51"-

13.013.llB 2.022.107 t 15.S2% 

l2.m.211 2.3911."9 t 1'.S2% 
4.445.434 2,5(01.196 · 56.26% 

5.702.11611 105.711 t 1.85% 

10,86'._ 1..126.%3 t 14.05% 

12.394.5<1'1 3.231.323 · 26.01"-

3.162,365 "5.1113 t' 2U8% 

1.7111.332 52.101 · 3.116% 

6.371.364 l.llI.1I29 · 211.89% 

2.611.260 11,483 · 11.71% 

17 .... 3 •• 539 1,070.621 · 11.87% 

19.466.1153 3.KI4.'" · 19.96% 

3.483.649 117.~3 t 5.31% 

3.'33 • .534 1.293.1:16 t 33.73% 

6.763.631 324.961 t 4.10% 

5.611.226 971.300 · 17.13% 

4.417.147 334.131 t 7.56'" 
7.670.58] 260.25. t 3.39% 

2,352.795 1.191.361 t 50.64% 

U1."14.193 _.185 t '.13% 
Bi.741.6SK 1149. 12K t 5.39% 

1.291.113 775.027 t '.3.5% 
2.114.014 "'.067 t 20.61'" 

4.8IIS,242 1.1'16.312 · 24._ 

14.11.16,127 1.174.971 t 7.'l2% 

2.524.019 205.'51 · 1.14% 

4.457.147 1.1113.133 t 27.01% 

1.942.111 656.434 t 33.1<1% 

67.:438.9'J7 2.540.116 · 3.77% 

I2.S31.111 1,254.1" t 10.00% 

14.714.1112 141.6111 · 0.96% 

6.521.547 2.lII.9ICO t 35.43% 

2,036.186 341.411 t 16.77% 

4,43K.370 
427.4111 I" 9,63% 

6,2«10.2211 5".048 t 9.34% 

21.132,73' 1.297.111& • S.86% 

U24.256 1.l14li.587 t 10.61"-

6.313.187 117.1144 t 2.'1% 

].660.6111 203.""011 · 5.69% 

12.004.9l1li 2.SSI.642 t 21.31% 

1,621.796 713.79:1 · 41.68% 

2.241.034 1.593.34. · 71.07% 

11.379.740 1.264.680 t 5.92% 

16,5S1,1MK) 4.934.101<1 · 18.511% 

'.344.735 1.09.411 · 17.25% 

5.2111i.1>l5 396.173 t 7.61% 

2,694.945 1.244.724 It 46.19% 

534.455,937 67.360,565 

End'mg In_ry 
Dt!CntlSt! (InCNust!) frtlm tht! 

2on'tll 2009 lApel 

A. .... t 

2.1IIO.Rl1 

4.721.420 

5.141.110 

11.816.31>1 

3.508.973 

155.241 
4.290.338 

11).116 

3.346.'55 
1.951.694 

1,97'.641 
1.466.ISIC 

1.177.6611 

1.1"".105 

1.317.996 

3.574.543 

4.031.IKI 

7.12"972 
6.625.956 

2.314._ 
1.t09,532 

',7M,0IIS 

6.277 .... 

1.594.445 

155.661 
2.995_165 

1.212,916 

1I.(I9U.7.5 

B.9IIII.ROl 

1.5.3.7(15 

1.71'.256 
2.937.21l 

2 ..... 7114 

1 •• 02.111 

3.242.297 

911.616 

4.316..164 
(,471.651 

3.302.110 

162.926 

1.1911.114 

5..122.4113 

026.421 

1.616.216 

7(12.631 

23.714.056 

4.399.145 

5.112,110 

2.275.106 

69 •. 361 
I,SOS.6]K 

2.IW3.615 

7.274.7<lI1 

3.212.S92 
2,01).617 

1.1.013,010 

3.605.134 

<l6C'l.4K7 

642.133 

5 .... 7.6 •• 

6.540.051 

2.015.46' 

227.167,30. 

1 I j ~ 

LlFORI1St!"'" 
Dt!cl'USt! (Incr't!lIst!) frt,m 

12IJltol ttl 12lJ/lf19 

A ...... I % 

4116.691 
, 

55.(,"" 

517.823 "5.116% 

14.077 7.55% 
SI.091 19.511% 

01711.170 15.16'" 
33U46 I 35.94% 

37.235 I .... 1% 

47.712 i 9._ 

(4.244) 
1 

-Il.IMJ% 

56.279 I 2S.31% 

111.139 1 51.84% 

201.294 1 ' 22.11'" 

1.fi3i I 1."3% 

11.675 13.27% 

4n.750 i ; 54.12'" 

27l.C135 I i 37.91% 

I::~:II 
1I),lt,% 

21.11'1% 

4111.267 19.114% 

(24.644'1, -1,03% 

1.ISlI.I56/1 45.""'" 
13.11l1 11.41% 

""'26 1, 
29.1),," 

1111.11'13 5.20% 

ltU'1.769 37.91% 

(1."3' ,"",M%. 

2lK.448 11.91% 

(l3.'lI'21 ·75.22% 

(I~.'UJII ·7 .... '" 
3116.1I1l2 • .... % 

13,51\3 I i 9.,,"1% 

35<1.341 I 21.CI'l% 

17.173 i ! 5.l8% 

265.619 1 i 27.35% 

(21.266) -I.,",,"" 

(1l3.4.17' 1 ~1."3% 

417.m I 35.1>1'" 

('13.034' i -18.99% 

(31.591)1 i -3.72% 

(lUlIl, ·3.11% 

Xl.535 11.42% 

21.443 1.79% 

(42."0' ·3.(16" 

(12.993' .0.32% 

33,371 2.77% 

131.737 21.14% 

115.478 1 4.$!i% 

(51.(0115) , -,.(.7fO/. 

(106.51111 I ·75.22% 
](15.23911 11.~7% 

1 ' 2.36% 1.050 I ! 
101.226 I i 2H.a% 

(29"""1 ; eS.u2% 

(131.445) I eIlU~% 

(lll.530)11 ·21.13% 

(53'471')1
1 

·21.47% 

(8.1117) e).ICJ% 

11(, • .:121 I 6.91»% 

1l8.768 . I 17.93% 

434.167 ! 17.25% 

(1114.3:111) i ".25% 
316.141 I 7.13% 

.7.591 4.711% 

1317.(>571, i -HU.lt)% 

1S2.179 1 12.23% 

~P~h~ot~OC~OPY~in~g~o~r ~R~e~pr~'n~l~in~g~w~' ~tt~ho~ut~p~e~r~m~iS~8~ion~~I.~p~r~oh~ib~tt~e~d~~~~~~~~*~~~~~~~~~~~~A~p~e~rio~d~iC~U~pd~a~t~e~of~L~IF~O~-~N~_~S~.~V~ie~ws~~a~nd~.~lde~a~S 
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J \hllllt 2 JIll"'" 1'1/ (/ :-""111'/" 0/ litS 11. II" 1,1111" I (0I11flIl11\OJt of 11l1oJ)/ob,/e Delllt'l \JtIl' \('U J c!tlll,' Illl (,11Ion 1.('1'(,/\ 

RIIII/ ... " b.l SI;" (~t 1"'I"'IIIIf~' /),'(/<'II\(' 1/1 LIf{/III!,' [/1\('/11011 LeI dl jili/ll ~IIIiS {II JIIIIY k' " 

Dec. 3 J. 2009 Dec. 31, 2008 UFO Re.rerve 

SinKle, Combined P'UI( - AU Ne", Vehicles Single, Combined Pool- AU Ne", Vehicle..· 
Ending Inventory 

Decre/lSe (InCl'l!a.re) frtJm th~ 
1008 tlJ 10()9 LI!VeI 

I)~crea.re (Inerem'e) f",m 

i ! LIFO_n'. 

I 
I ! LIFO R ....... 

12131108 tIl12lJII()9 

D 
Subtot.t. Carried 

Pal,lon ..• 

68 

12 

24 

91 

1 

II 

I' 
21 

19 

51 
III 

64 

]K 

'9 
55 ,. 
92 

94 

04 

75 

62 

20 

81 

11 

17 

60 

61 

11 

103 

.5 
51 

76 

72 

I 

22 

63 

I.2 

From 

Eadin,; 
'aveatory 

0' Cool 

3117.211,129 

2,4'1.722 

4.IB2,902 

2.118.2~ 

2.666.218 

l.m,2" 

1.64',403 

9.180.351 

12,411.1"' 

3."2.24' 

1.206,75] 

3 • .503,764 

16.1130,086 

1.902.111 

2.926.299 

6.942."S7 

6,110&5.7&61 

3.735.1155 , 

1.141."" I 
2.141.IIS I 
8.~S.841 

5,759,46') 

5,703,191 

2.1139.269 

3.645.204 

1,101.482 

6.196.245 

4.020,193 

993,981 

1.141.8"\ 

3.fl11.263 

W • .wI.9IJ7 

2.6O'l,296 

1.612.567 

2,120.424 

3.046.147 

4.665.505 

4."2.014 

3.413.140 

14,398,969 

19.132.IS6 

I uo%u( 
LIFO EIIdiag laveamry 

R.,."" I •• COIf 

I 
'9,447,089 

209.942 · 11,.46% 

1.164.716 · 44,m~ 

1I1.1K2 t 4.110% 

1.514.121 t 56.11% 

~().2(J8 t 3.410/. 

192.932 t 11.73Y. 

)(tK,45I · 3.11% 

2.3tl).889 • 19.29% 

510.M3 · 13.15% 

115.790 

! I 
9,60% 

1.611.101 41.71% 

2.151.551 • .J.tU% 

1.049.256 · 55.15% 

6(12'(163 · 20 . .51% 

161.509 t 5.21% 

121.355 · 11,93"'. 

2.121.2411 t 62.15% 

122,212 t 6,9')% 

658.069 · :UJ.72% 

]91,]11 · 4,74% 

9.8'),490 t 17.18% 

6'2.501 t 11.91% 

500.521 · 24.'4% 

294. ISS t 8.07% 

23.683 t I.JI% 

514.1:14 · 1.30% 

842.926 · 20,97"Ao 

268.670 t 27.0)". 

226.'96 t 12.211"'<' 

62t).061 · 20,19% 

3'S.378 t 3.6'1".4 

217.741 t 11.35% 

31.115 t 1.90% 

421,'" t 20.16% 

531.MS t ".45% 

5'9.346 - jz,63% 

%3.630 t 21.22% 

98,(143 t 2.1&6% 

3.774.151 · 26,22'Y. 

2.416.884 - 12.49"/. 

EndlnJt 
laveatory 
.fCIHIf 

I 
'34,4'3.937 I 

3.131."1 

5.265."'16 

2,882,637 

\210.901 

1.393,55< I 

1.976.2&4 

11.395.246 

14.]'1<1.129 

4 .• Ul8.052 

1.335.982 

].174.109 I 

IK.5J1i9.1145 I 
2.019.1'" ! 
3,I91.ll3 j 

7,496."75 ! 
6"08.579 

3.t)57.457 

1."1.521 

2.218,8(1) 

8,S24.1159 

5.685.39" 

5.511,399 

'.'nO.3J3 

].513.415 

1.119,911 

5,763.131 

3,709.253 

Kl)('j,J73 

1.'"2.182 

2.575.693 

1.911.779 

2J)()K,393 

1,251.51)6 

1.579.347 

2,261.6"2 

3.406.5"8 

].215.219 

1.916.221 

5.366.319 

5,161.851 

... %,,, 
LIFO I ! Eodi·C I ..... ....,. 

Rctrm: I • .-ec_ 
67,360,563 

IlU.3116 t U"". 
l.all.003 · 3UI% 

19.614 t I 2,76% 

""79.(tSt) t I 46.08% 

4H24 t 3,19% 

1711.928 t 9.0S% 

2"MJ~7 t 2.18% 

2.161.630 · 15,C12% 

410.,413 · '} .... or. 
"'.124 It S.U% 

1.6611.11011 It "2.85% 

2.212,51] I t I 12.23% 

1.0211,961 It I "9.09% 

535.811 • 1(1.76% 

215.193 t 3.14% 

645.166 · In.mC% 

2.282.IK6 t 57.67% 

105,691 t 5,"% 

(iOC).322 · 27.46% 

392.441 t 4.(10% 

Kls.19] t 105% 

559 .... t 10.16% 

441.625 · 22.72'Y. 

294.044 t ',31% 

]0,271 t 1.16% 

399.3K4 · 6,93". 

122.621 · 19 ... rr. 
264.216 t .'0.50'"/ .. 

202.64'.1 t 12.111% 

572.161 t 22.24% 

]57.11("& t 4.(10% 

IBY.IIY t '.42% 

35.163 t 2.KS% 

368.3.,9 t 2],32% 

523.232 t 23.07% 

403,111 · II.X3% 

121.II1II1 t 25.21% 

IS.703 t 4,]4% 

:\.615.302 · 61,56% 

2.324.2211 · 40.34% 

A ..... ' 

656.119 

UlK2.S04 

'(>4.412 

544.623 

215.295 

3)0 .• 81 

1.614.189 

1.984.344 

(,c15.an" 

129.229 

370.345 

1.7!118.959 

176 • .,.)5 

211.1134 

'5-4.UII 

l62.7t}3 

222.402 

92.151 

TolIIl. (!tr All 1115 D<I1/~rshil!..\· 

504.827,756 7"0,852.999 

91,494,437 %,853.844 

18,12% 13,63% 

206,025,243 28,98% 

Trtlllb .. Excllldin(: /.#,/:.aI I)ealershil!. f!l1.61 

461.202,815 643,514,002 

89,069,799 94,313,728 

19,31% 14,66". 

182.311,187 28.33"_ 

Nilles: 
I. See the accompanying discussion for specifics regarding the compilation oflhis information. 
2, As ofOee. 31. 2009. slightly more than one-half of the dealerships had changed 10 Ihe single, combined (Vehicle-Pool) method. 

3, Dealerships that had changed to the single pool method are indicated by the· following their LIFO Reserve amount, 

I' 

I i Amo .. 1 ! , 
7.913.47(, I 

(7').6]('~ 
Ol.711 l j 
(]1.1nl)I 

(1',"321 1 

HI61 

I (14,'M14)1 
(I2CI.,"~) i 

(232'259)1 i 

(lnn.25'1) 

2.3J.l 

(11.695)1 

(8U8411 

(2U89)j 

(ftl' •• 22ti)! 

(I26.1I6)j I 
(7S.SKinj I , ; 

(39.054)1 ! 
(l6.3KI)\ ! 
(48.7"7)1 ' 

I' 
1.130 I ' 

(173.597) 1 I 
(I22.51l)! 

(52.JeW.)1 

(II "l 
6.Sd I 

(114.750) 

(120.299) 

HA5 . .,! 
(23.147)! ! 
(5(,."KI)! \ 
(28'114)\ : 
(2K,SS9) I 

".I"Je I 
(51J.2()(» i (X.H3) I 

(l1«6.22tl) 

I (I Jli.IIJO) 

(11.34") 

(14'1.5561 I 
{I 52.(lM) ! 

5,359.407 

5,243.929 

4. For those dealerships that had not changed to the single pool method. the sum of their two separate pools (one for new automobiles 
and one for new light-duty trucks) is indicated by the t following their LIFO Reserve amount. 

% 

-61.11"1. 

-1.13% 

·39.10% 

-2.37% 

UOJ% 

·1.IJ~ 

-'8.5-&% 

·1II.1,,'Y .. 

·2-1..13% 

1.'.18% 

·0.1(1% 

·3.74')0. 

·2,11% 

·12.3(.% 

·53.71% 

·11.71% 

-1.11% 

-15.69% 

-I'-'WI%. 

11.29% 

·21.21("1. 

-21.8M% 

·11.81% 

• .(j,U"% 

11.7(1% 

-11l.1J% 

·If,.MY. 
.I.(.t}% 

-11.72% 

·',nO% 

-7.93". 

·15.11"" .. 

1I.51'Y. 

-1(I.UK"1. 

-1.til'Y. 

-&(,,20% 

-lii.-I·W. 

-14,-10% 

-tl3% 

-6.57% 

5.53% 

5.56"111 
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FORM 3115 FILINGS: NEW REVISIONS·& NEW CONCERNS 
One of the most important forms a practitioner 

has to deal with when a client is going to change an 
accounting method is .Form 3115. This form is re
quired to be filed for many, but not necessarily for all, 
changes in accounting methods (CAMs), whether 
they relate to different LIFO methods or to any other 
accounting procedures. 

The IRS does not revise Form 3115 annually. 
Rather, every so often a revision is introduced, and 
until recently, the last revision of Form 3115 was in 
December of 2003. The last revision of the Instruc
tions for Form 3115 was in May of 2006. 

The recent issuance of several Revenue Proce
dures - especially Rev. Proc. 2008-52 - and the 
lengthening of the list of accounting method changes 
that can be made without advance approval from the 
IRS account for some of the difficulties that CPAs 
have experienced in the recent past in completing 
Forms 3115. 

In May, the IRS released revisions of both Form 
3115, Application for Change in Accounting Method, 
and the Instructions for Form 3115. Both revisions of 
Form 3115 and the Instructions are dated December 
2009. Accordingly, for some, these revisions are a 
welcome development. 

The December 2009 revision of Form 3115 must 
be used for all filings with the IRS after June 1, 2010. 
In certain circumstances, taxpayers were allowed to 
use the previous version of Form 3115 for method 
changes that were filed with the IRS before June 1. 

As a general rule, if a taxpayer wants to change 
an accounting method, it must secure. permission 
from the Internal Revenue Service before making the 
change. However, there are two exceptions. 

First, there are some changes in accounting 
method that do not require permission from the IRS 

- - -- -- --

I 

because these changes are required 'to be made by 
a different filing procedure (such as filing Form 970 to 
elect or expand the use LIFO) or because these 
changes are permitted by Regulation (such as when 
corporations merge and the accounting methods of 
two entities are required to be combined according to 
precise rules found in the Regulations under Section 
382). 

The second exception requires an awareness 
that if the IRS had to approve every change in 
accounting method before the change was made, it 
would be totally swamped. Therefore, as a practical 
matter, overthe years, the IRS has found it necessary 
to permit some changes to be made automatically -
that is without requiring the taxpayer to obtain permis
sion before making a: change. 

The list of changes that can be made automati
cally has lengthened significantly over time, perhaps 
as the IRS has found itself more and more under
staffed in the National Office. It was not uncommon 
for taxpayers to have to wait years before the IRS 
would respond and permit certain changes. Accord
ingly, in the name of efficiency, the list of automatic 
changes continues to grow. 

Over the years, the LIFO Lookout has contained 
many articles describing the procedures ... and the 
perils ... one should be aware of when making changes 
in methods within the LIFO election or when making 
changes to terminate their LIFO elections. Techni
cally, when a LIFO election is being terminated, that 
is considered to be a change from the LIFO method. 
Changes within the LIFO method are reported on 
Page 5 (Schedule C) of Form 3115. In contrast, 
changes fromthe LIFO method are reported on Page 
6 (Schedule 0, Part II). This is a distinction that 
sometimes slips by a less experienced practitioner. 

see FORM 3115 FILINGS •.. , page 26 

Form 3115 ' 
Changing i 
l\Il'thods I 

PROCEDURES FOR REQUESTING PERMISSION TO CHANGE 
LIFO METHODS &. SUBMETHODS OF ACCOUNTING 

ANALYSIS OF FORM 3115 & INSTRUCTIONS (DEC. 2009 REVISION) 

• Form 3115 Filings: New Revisions & New Concerns ...................................................................... 22 

• Form 3115: Ata Glance .................................................................................................................... 23 

• Changes Within the LIFO Method ... Automatic Changes vs. Advance Consent Changes ........... 34 

• Changes From the LIFO Method ••• Terminating LIFO Elections 

• Generill Discussions & Instructions for Completing Form 3115 .................................................. 36 

• Practice Guide .. , Proforma Narrative Statement for Terminating a Dealership LIFO Election ... .42 
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Page 3 

Page 4 
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Page 6 

Page 7 
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Instructions .•• 

Page Layout 

ApPLICATION FQR CHANGE IN ACCOUNTING METHOD 

FORM 3115 & INSTRUCTIONS ••• CHANGES & REVISIONS - REV. DEC 2009 

• In almost all situations, Fonn 3115 must be filed to request a change in an accounting method, a 
submethod or the accounting treatment or definition of any "item." All are considered to be CAMs. 
• For situations where Fonn 3115 is (or might not be) required to be filed, see Practice Guide. 
• There are two procedures a taxpayer may use to request a change in accounting method. 

• Automatic change requests ... wherein advance permission or consent from the IRS to 
make the change in method is not required. (Rev. Proc. 2008-52) 

• Advance consent requests ... this involves all changes in method other than those 
specifically treated as automatic change requests. (Rev. Proc. 97-27) 

• Current revision of Fonn 3115 is dated Dec. 2009 ... Previous revision was Dec. 2003 
• Current revision oflnstructions is dated Dec. 2009 ... Previous revision wasMay 2006 

FOI III 3115 ... 8 PaJ;1' I 

• Taxpayer Identification, CAM Identification & Signature Blocks 
• Part I ... Infonnation for Automatic Change Request (Ques. 1-2) 
• Part II ... Infonnation for All 4a & 

• Part II ... Infonnation for All Requests ... Cont. (Ques. 12-17) 
• Part III ... Information for Advance Consent Request (Ques. 18-23) 
• Part IV ... Section 481 
• Part IV ... Section 48 1 (a) Adjustment... Cont. (Ques. 26-27) 
• Schedule A ... Change in OveraU Method of Accounting 

• Part I ... Change in Overall Method (Ques. 1-3) 
• Part II •.. Change to the Cash Method for Advance Consent Request (Ques. 1-2) 

• Schedule B ••. to the 
• Schedule C ••• Changes within the LIFO Inventory Method 

• Part I ... General LIFO Information (Ques. 1-6) 
• Part II ... Inventories 

• Schedule D ••• Change in the Treatment of Long-Term Contracts under Section 460, 
Inventories or Other Section 263A Assets 
• Part I ... Change in Reporting Income from Long-Term Contracts (Ques. 1-5) 
• Part II ... Inventories' Cost Allocation 

• Schedule D '" Cont. 
• Part III ... Method of Cost Allocation 

• Section A .,. Allocation & Capitalization Methods (Ques. 1-3) 
• Section B .,. Direct and Indirect Costs to Be Allocated 

• Schedule D ... Cont. 
• Part III ... Method of Cost Allocation ... Cont. 

• Section C ... Other Costs Not Required to be Allocated (Lines 1-11) 
• Schedule E... or Amortization 

• General & specific instructions (Pages 1-4) 
• Part I ... Information for automatic change request (Page 4) 
• part II ... Information for all requests (Pages 4-6) 
• Part III ... Information for advance consent requests; discussion of scope limitations (Page 6) 
• Part IV ... Section 481(a) adjustment (Page 7) 
• Schedule A ... Change in overall method (Pages 7-8) 
• Schedule B ... Change to the deferral method for advance payments (Page 8) 
• Schedule C ... Changes within the LIFO inventory method (Page 8) 
• Schedule D ... Change in the treatment of long-term contracts, inventories or other Sec. 263A 

assets (Page 8-9) 
• Schedule E ... Change in depreciation or amortization (page 9) 
• List of 149 Automatic Accounting Method Changes (Pages 9-17}. This includes 6 previously 

automatic CAMs which are now obsolete. 
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Form 3115 Filings ... 

There are other serious implications involving the 
proper completion of Form 3115 for all taxpayers who 
have inventories, regardless of whether or not they 
are using the LIFO method ... and especially if they 
are changing from it. These implications have sur
faced since the last revisions of Form 3115 and the 
Instructions, and they affect all automobile dealerships 
in a most significant way. 

More recently, there has been a very significant, 
stepped-up initiative by the IRS to enforce (what it 
believes to be the) proper application of the Section 
263A inventory cost capitalization rules to automobile 
dealers. As a general class or group of taxpayers, the 
IRS considers dealerships to be significantly derelict 
or out-of-compliance with applying the general rules 
for capitalizing certain costs to their inventories of 
new and used vehicles and parts and accessories. 

The concern of the IRS over the improper capi
talization of Section 263A costs by dealerships is so 
great that in September 2009, in a Memorandum to 
the LMSB (Large and Medium Sized Business) In
dustry Directors and other IRS personnel, the Indus
try Director (Heavy Manufacturing and Transporta
tion) issued a Directive suspending the examination 
of auto dealership Section 263A issues effective 
September 15, 2009 and continuing through Decem
ber 31, 2010. 

In this Memorandum, the IRS said the morato
rium was placed in effect in order to encourage 
dealerships to comply with Section 263A and to allow 
them the opportunity "to voluntarily change their meth
ods of accounting to comply with the legal reasoning 
allowed in TAM 200736026." 

Our sister publication, the Dealer Tax Watch, has 
closely followed these developments over the years. 
What is most significant at this time is that if a 
dealership is going to "voluntarily" change its cost 
capitalization methods and submethods - and many 
practitioners question the wisdom of doing so. at this 
time - that dealership will have to cope With the 
revised Form 3115 and all its implications. 

In general, the December 2009 revisions of Form 
3115 and the Instructions are relatively straightfor
ward. Form 3115 remains an eight (8) page docu
ment. The revised Instructions include an up-to-date 
list of 149 changes in accounting method which can 
be made without advance approval from the IRS. The 
Instructions, including the list of automatic changes, 
comprise 17 pages of fine print. 

Although at first glance, there doesn't appear to 
be much difference between the schedules in the 
"old" Form and Instructions and the "new" revisions, 

(Continued from page 22) 

there are several new requirements and/or conditions 
that have been slipped into Form 3115 in various 
places. 

The most obvious change in Form 3115 that is 
noticeable when one is simply flipping through the 
pages appears on Page 4. Here, at the bottom of the 
page, the Dec. 2009 revision includes a special 
section addressed to taxpayers changing to the De
ferral Method for Advance Payments described in 
Revenue Procedure 2004-34. (Note: this has noth
ing to do with LIFO.) 

Also, in several instances, the revised Form 3115 
and the Instructions present an interesting change in 
voice from the passive (in the old revisions) to the 
active in the new revisions. 

My discussion of the revisions to Form 3115 in 
this article reflect the assumption that you are basi
cally familiar with many aspects of the Form and the 
underlying changes in methods being discussed. 
Accordingly, my discussions and comments are some
what selective. 

The Mid-Year 2009 LIFO Lookout included a 
sample proforma Form 3115 filing package fortermi
nating a LIFO election. This was included to reflect 
changes introduced by Revenue Procedure 2008-52. 
Because ofthe continuing significant interest in termi
nating LIFO elections and the more recent emphasis 
by the IRS on Section 263A matters, this sample 
proforma Form 3115 has been updated (and ex
panded) for use in connection with the December 
2009 revision of Form 3115. 

IS THE CAM AN "AUTOMATIC" CHANGE? 

Before concluding that a change in accounting 
method can be made automatically orthat the change 
requires advance consent, one must consider three 
sources. Stated differently: the following sources are 
to be consulted before reaching the conclusion that a 
change in accounting method can be made as an 
automatic change: 

1. The controlling document that governs the 
type of change ... either Rev. Proc. 2008-52 which is 
the controlling guidance for automatic changes in 
method ... or Rev. Proc. 97-27, the controlling guid
ance for changes that require advance consentfrom 
the IRS. 

2. The Appendix to Rev. Proc. 2008-52 to deter
mine if, for the change being considered, there is a 
more specific section that waives the general prohibi
tion found in the controlling document. This is particu
larly important in order to determine whether the 
scope limitations in Section 4 of Rev. Proc. 2008-52 
are waived by the specific language found in the 

~ 

_Ph~m~OC~~~Yin~g~Or~R~ep~rin~tin~g~W~ith~ou~tP~er~m~iSS~ioo~ls~pr~oh~ib~~e~d~~~~~*~~~~~~~=A~pe~rio~di~cu=p=da~te=of=L~IF=o~.N=e~ws~.v~ie~~=a~nd~I~~~as 
~ De Filipps' LIFO LOOKOUT Vol. 20, No.1 26 Mid-Year 2010 



Form 3115 Filings ... 

section of the Appendix where the automatic change 
is more fully discussed. 

3. All Revenue Procedures and/or any other 
guidance issued by the IRS that amplifies or modifies 
these controlling documents. In this regard, it should 
be noted that Revenue Procedure 2008-52 (for auto
matic changes) has been modified by Revenue Pro
cedure 2009-39 and that Revenue Procedure 97-27 
(for advance consent changes) has been modified by 
Revenue Procedures 2002-19, 2002-54, 2007-67 
and 2009-39. 

SCOPE LIMITATIONS ..• Page 1, Item 2 

If the change in accounting method can be made 
under the automatic filing procedures, then Part I on 
Page 1 , must be completed. There should be no entry 
in the section on Page 1, immediately above Part 1, 
caption "Check the appropriate box to indicate the 
type of accounting method change being requested. n 

All that needs to be entered on Part 1 , Item 1 is the 
number that the IRS has designated as the automatic 
change number for the change that is being re
quested or made. This number can be found in the list 
of automatic changes included in the Instructions. 

Item 2, in Part I asks for confirmation as to 
whether any of the scope limitations in Revenue 
Procedure 2008-52 apply to prevent the change in 
method from being made under the automatic provi
sions. If any limitation applies, the check-mark or "X" 
in the "Yes" box acts as a red flag; but that is not 
necessarily a problem because there may be a pro
vision in the terms and conditions in the Appendix to 
Revenue Procedure 2008-52 describing the change 
that specifically provides for the waiver of the scope 
limitation. 

For example, Section 22.01 (2) of the Appendix to 
Rev. Proc. 2008-52 provides that in UFO election 
termination situations, the five-year look-back scope 
limitation will not apply. Similarly, Section 23.01 (3) 
provides that the scope limitations will not apply in 
connection with automatic changes in methods in
volving mark-to-market accounting by securities deal
ers. 

It should also be noted that Sections 4.02(6) and 
4.02(7) which describe the five-year look back re
quirement also contain several qualifications that 
may permit the change to be made as an automatic 
change. 

Accordingly, if despite the more general expres
sion of the scope limitations, the change is permitted 
to be made as an automatic change, an explanation 
describing and/or citing the appropriate source of the 
waiver must be attached to Form 3115. 

(Continued) 

AUDIT PROTECTION (OR LACK THEREOF) 
FOR CAMs .•. Page 2, Item 8 

In general, one of the advantages of initiating a 
change in accounting method by filing Form 3115 is 
that the taxpayer, by volunteering to make the change 
(Le., not being forced to make the change under the 
duress of an actual IRS audit examination) receives 
"audit protection." Basically this means that the IRS 
will not try to go back and adjust in prior years for the 
use of a different, or improper, method. Audit protec
tion is a good thing. 

However, the IRS does not automatically grant 
audit protection in all cases, even if the change in 
method is one that is permitted to be made under the 
automatic filing procedures. 

Item 8 on Page 2 highlights this and requires that 
an explanation be attached if the question is an
swered in the affirmative. A check-mark or "X" in the 
"No" box indicates that audit protection applies. 

Once again, in order to correctly respond to Item 
8, it is necessary not only to review the appropriate 
controlling Revenue Procedures, but also to review 
the applicable sections of the Appendices and any 
guidance that the IRS might have issued after those 
Revenue Procedures were issued. 

One example should suffice ... Section 4.04(7)(b) 
of Rev. Proc. 2008-52 provides that ... "a taxpayer 
that changes a UFO inventory submethod within five 
years of adopting or changing to the UFO inventory 
method does not receive audit protection under Sec
tion 7 of this Revenue Procedure." Translation 
example: If an auto dealership changed to the 
Vehicle-Pool Method in order to combine its UFO 
pools for new automobiles and for new light-duty 
trucks, and if this change were made (as an auto
matic change) within 5 years of adopting or changing 
the UFO method, then the IRS could go back and 
audit the dealership's UFO computations for years 
prior to the change because this is a change for which 
audit protection is not available. 

Some practitioners erroneously believe that the 
use of the "cut-off method" to implement a change in 
method (which avoids the need for a Section 481 (a) 
computation/adjustment) also grants audit protection 
for prior years to the taxpayer requesting/making the 
change. Practitioners should be careful not to as
sume that just because the IRS allows the change in 
method to be made using the "cut-off method," the 
use of that computational method confers any ele
ment of "audit protection." These two concepts are 
entirely separate and distinct from each other. 

see FORM 3115 FILINGS ••• , page 28 
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5-YEAR "LOOK-BACK" PERIOD •.• Page 2, Item 9 

The purpose of Question 9 is to extract from the 
taxpayer any and all information related to any activi
ties within the past five years that involved actual, 
potential or defective changes in accounting meth
ods. 

The five-year look-back period relates to the year 
of change plus the four years preceding the year of 
change. If a change in method effective for 2010 is 
requested, the look-back analysis involves the years 
2006, -07, -08, -09 and 2010. Note that this reach for 
information includes: (1) not only the taxpayer, but 
any predecessor entity and any related party and (2) 
all changes that may have been made regardless of 
whether or not they were automatic or required ad
vance approval from the IRS. 

Also, this reach for information should not be 
confused with the five-year look-back period which is 
the focus for one of the scope limitations discussed 
above. 

If there has been a CAM during the look-back 
period. Part (b) of Question 9 requires only a descrip
tion of the change in method that was made. There 
is no specific requirement to attach a copy of the Form 
3115 (or the subsequent consent documentation) 
that was filed with the IRS in connection with the prior 
change. 

Part (c) of Question 9 probes even deeper. There 
are three other situation in which the IRS wants 
information regarding "defective" applications. In 
other words, information must be submitted related to 
potential changes in accounting methods that arose 
in any of the following situations: (1) the taxpayerfiled 
the Form 3115 and subsequently withdrew it before 
the change was perfected, (2) a change was previ
ously requested, but the request was denied by the 
IRS, or (3) a change was previously requested, 
permitted by the IRS, but the taxpayer did not follow 
through and make the change. 

IRS FOLLOW-UPS ON WITHDRAWN CAM 
REQUESTS 

The IRS will internally follow up on withdrawn 
requests andlor requests where IRS declines to issue 
(favorable) ruling. Interestingly, the IRS National 
Office (routinely) advises the local IRS offices in 
situations where the taxpayers have requested ad
vance permission to change an accounting method 
and then either withdrawn the request or failed to 
follow through on it. 

In connection with requests for permission to 
change accounting methods that require advance 
approval from the IRS, Section 2.01 of Rev. Proc. 

(Continued from page 27) 

2010-1 defines a Letter Ruling as a written determina
tion issued to a taxpayer by an (IRS) Associate office 
in response to the taxpayer's written inquiry, filed 
prior to the filing of its income returns, about its status 
for tax purposes or the tax effects of its acts or 
transactions. One type of Letter Ruling is an Associ
ate office's response to a request for a change in a 
taxpayer's method of accounting. 

Section 7.07(2)(a) of Rev. Proc. 201 0-1 states, "If 
a taxpayer withdraws a Letter Ruling request or if the 
Associate office declines to issue a Letter Ruling, the 
Associate office generally will notify, by memoran
dum, the appropriate Service official in the operating 
division that has examination jurisdiction of the 
taxpayer's tax return. 

"For taxpayers under the jurisdiction of the Divi
sion CounseVAssociate Chief Counsel (Large and 
Mid-Size Business), the Associate office will also 
send a copy of the memorandum to the Director of 
Pre-Filing Technical Guidance. In doing so, the 
Associate office may give the Service official its views 
on the issues in the request for consideration in any 
later examination of the return." 

This provision involving follow-up by the IRS 
generally does not apply if (1 ) the taxpayer withdraws 
the Letter Ruling request and submits a written state
ment that the transaction has been, or is being, 
abandoned and (2) if the Associate office has not 
already formed an adverse opinion. Note that the 
taxpayer is required to provide an affirmative declara
tion in this regard in order to pre-empt the "notifica
tion" by the Associate office. 

The memorandum to the Service official that is 
referred to above may constitute Chief Counsel Ad
vice and may be subject to disclosure to the public 
under Section 6110 and the Freedom of Information 
Act. This will only happen if the memorandum pro
vides (1) more than the fact that the request was 
withdrawn and that the Associate office was tenta
tively adverse, or (2) more than the fact that the 
Associate office declines to issue a Letter Ruling. 

Possible contest over refund of user fee paid 
by the taxpayer. Ordinarily, the user fee paid by the 
taxpayer will not be returned for a Letter Ruling 
request that is withdrawn. If the Associate office 
declines to issue a Letter Ruling on all of the issues in 
the request, the user fee will be returned. However, 
if the IRS issues a Letter Ruling on some, but not all, 
of the issues, the user fee will not be returned. 

In IRS Legal Memorandum (ILM) 200003024, the 
taxpayer withdrew the request for a change in ac
counting method because of "the long delay in pro
cessing the Form 3115." Th~ ILM states that at the 

~ 
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time the taxpayer withdrew its request for change "we 
had not formed a tentative position on taxpayer's 
proposed change ... However •.•. we had advised 
taxpayer's authorized representative by letter that we 
had concerns about whether these corrections are a 
change in method of accounting under Section 446( e) 

" 

In contrast to the situation above which involved 
a withdrawal by the taxpayer of its request. in ILM 
199952010. the taxpayer's request for permission to 
change was denied. Both ILMs were addressed to 
the respective District Director: Attention Chief, Ex
amination Division where the taxpayers filed their 
returns. You can draw your own conclusions about 
what the District Director might have done with this 
information. 

Needless to say. these "notification" provisions 
could prompt a visit to the taxpayer by a representa
tive of the local IRS office. 

CHANGING A "SPECIAL" METHOD OF ACCOUNT
ING - NEW ENTRY ••• Page 3, Item 12 

The revised Form 3115 adds something new in 
Question 12 on Page 3 where it requests information 
in connection with a change to "a special method of 
accounting for one or more items." 

Examples of a special method of accounting 
include (1 ) the installment method under Section 453. 
(2) the mark-to-market method under Section 475. (3) 
the percentage of completion method for long-term 
contracts and (4) the referral method for advance 
payments. 

IMPORTANCE OF THE TERM "SEPARATE 
TRADES OR BUSINESSES" .•• Page 3, Item 13 
and Page 1, Item 3 

In some instances. all of the activities of a tax
payer comprise a single trade or business activity. In 
other instances. the activities of a taxpayer may 
consist of more than one separate trade or business. 

The Regulations under Section 446 state the 
following in describing what will be considered as a 
separate trade or business. 

"(1) Where a taxpayer has two or more separate 
and distinct trades or businesses. a different method 
of accounting may be used for each trade or busi
ness, provided the method used for each trade or 
business clearly reflects the income of that particular 
trade or business. ... The method first used in 
accounting for business income and deductions in 
connection with each trade or business. as evidenced 
in the taxpayer's income tax return in which such 
income or deductions are first reported, must be 
consistently followed thereafter. 

(Continued) 

"(2) No trade or business will be considered 
separate and distinct ... unless a complete and sepa
rable set of books and records is kept for such trade 
or business. 

"(3) If. by reason of maintaining different methods 
of accounting, there is a creation or shifting of profits 
or losses between the trades or businesses of the 
taxpayer (for example. through inventory adjustments, 
sales. purchases or expenses) so that income of the 
taxpayer is not clearly reflected, the trades or busi
ness of the taxpayer will not be considered to be 
separate and distinct." 

The new revisions (to Form 3115 and the Instruc
tions) continue to use this term with no further clarifi
cations. 

One area where the "separate trade or business" 
distinction is important results from the proliferation of 
the use by many closely-held businesses of limited 
liability companies and other disregarded entities or S 
corporation tiered structures. There are many plan
ning opportunities in connection with disregarded 
entities ... especially single-member LLCs ... in de
ciding whether or not to elect LIFO forthe inventory of 
a member of a (dealership) group that was a multi
member lLC when that dealership becomes a single
memberllC. 

One IRS Technical Advice Memorandum that 
dealt with LIFO pooling questions in connection with 
an auto dealer's new vehicle inventory involved the 
question of whether the separate departments in an 
automobile dealership could be considered separate 
trades or businesses, or whether all of these activities 
should be considered an integrated. single activity for 
LIFO pooling purposes. 

In TAM 199911044, the IRS held that a dealer
ship with multiple franchises and several locations all 
in the same city could use one pool for all new cars 
(and a separate pool for all new light-duty trucks) 
because all of the dealership's activities through its 
multiple franchises and locations constituted a single 
trade or business. The TAM discussed three factors 
... (1) separate geographical locations, (2) one com
plete set of books and records and (3) separate sales 
force for new vehicle sales and service mechanics. 

More recently, the significance of the term "sepa
rate trades or businesses" was discussed in the 
article in the Year-End 2009 Edition of the LIFO 
Lookoutentitled "Dealers Low on New Vehicle Inven
tory at Year-End May Face Stiff LIFO Reserve Re
capture ... Planning May Lessen the Blow. " 

This concept is particularly relevant and impor
tant in analyzing the potential for avoiding the accel-

see FORM 3115 FILINGS •••• page 30 
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eration of the Section 481 (a) adjustment for the 
recapture of the LIFO reserve when a LIFO election 
is terminated. This is discussed in more detail in the 
situations described in ILM 200935024 (dated August 
17, 2009). A complete analysis of this ILM appears on 
pages 33-35 of the Year-End 2009 Edition ofthe LIFO 
Lookout. 

Another situation emphasizing the distinction and 
the importance that can be attached to a separate 
trade or business came into play recently when one 
of the individual members of a limited liability com
pany bought out the other member. The ''twist'' here 
was that the LLC, an automobile dealership that was 
not using LIFO, was one of two entities owned by a 
parent entity and the other automobile dealership 
entity was using LIFO. So, we had one dealership on 
LIFO and one dealership not on LIFO. Dealer X (1) 
owned the parent entity, (2) owned 100% of the 
dealership LLC that was using LIFO and (3) was the 
majority, but less-than-1 00%, owners.hip member of 
the LLC dealership that was not using LIFO. 

The buy-out/change in ownership in the LLC that 
was not using LIFO caused that LLC (which was 
previously taxed as a partnership) to become a single
member LLC. This, in turn, terminated the partner
ship and caused the LLC (as a single-member LLC) 
to become a disregarded entity. 

This raised three basic questions. First, is the 
new SMLLC disregarded entity automatically on LIFO? 
Second, is it required to elect LIFO, and if so, how 
should it proceed? Third, alternatively, can the new 
SMLLC choose not to elect LIFO for its inventory? 

In discussing this with the dealer, the real ques
tionwas: DidthedealerwanttoelectLlFO? Sincethe 
disregarded entity constituted a separate trade or 
business (from the other dealership entity), it was not 
required to elect LIFO. On the other hand, if the 
dealer wanted to, he could elect LIFO for this trade or 
business so as to obtain further LIFO-deferral ben
efits. It would be necessary to file a Form 970 (not a 
Form 3115) in order to establish the LIFO election for 
the single member LLC. 

Our experience over many years is that some 
dealers, after being on LIFO for many years, do not 
necessarily want their LIFO reserves to become any 
larger. Especially in the last few years, some dealers 
have chosen not to use certain LIFO planning oppor
tunities to increase their LIFO reserves; they have 
been quite content to pass up the opportunity. In the 
situation above, what the dealer chose to do is not 
important to this discussion. What is important is that 
the dealer clearly had an opportunity to chose one 
course of action (to elect LI FO) or another (to not elect 

(Continued from page 29) 

LIFO) because of the separateness of the two 
dealerships (trades or businesses). 

Clearly, it is important for practitioners to see the 
planning opportunities that lie just below the surface 
of the fact patterns. 

For many closely-held businesses, the choice of 
entity e~pands well beyond the use of limited liability 
companies. In the area of S-corporations, the in
creasing use of Qualified S-Corporation Subsidiaries 
(Q-Subs) as part of an overall "S" Structure also 
highlights a number of situations where either com
bining or separating the activities of different QSSS 
members provides LIFO planning opportunities. 

. . For ~xample, ifthere are five different dealerships 
In five different locations in five different Q-Subs, do 
you want to include all new vehicles in one large LIFO 
pool? Or, do you want five separate LIFO pools, one 
for each dealership, for their respective new vehicle 
inventories? Is there a choice in this matter? What 
does the dealer who owns the controlling interest 
want to do? Are the activities conducted by each 
dealership Q-Sub considered to be "separate trades 
or businesses?" 

For a more complete discussion, see "LIFO Pit
falls & Problems for S-Corporation Q-Sub Groups," in 
the December 2001 LIFO Lookout, pages 6-10. 

Finally, for purposes of this discussion at least, 
another aspect of the "separate trades or businesses" 
concept has become increasingly more important as 
the IRS has stepped up its interest in how automobile 
dealerships are capitalizing inventory costs under 
~ection 263A, particularly in terms ofthe IRS empha
SIS on production activities in contrast to reselling 
activities. 

Can the argument be made, and sustained, that 
the separate departments in an automobile dealer
ship ... (1) new vehicle sales, (2) used vehicle sales 
(3) service department and (4) parts department .. : 
should be considered separate trades or businesses 
or are all of these activities considered an integrated: 
single activity for purposes of Section 263A? 

This could be of importance in the resolution of 
Section 263A issues in the current controversy with 
the IRS, particularly in terms of the IRS' emphasis on 
trying to identify certain activities of the business 
(dealership) as production activities which are to be 
distinguished from its other, more distinct, activities 
as a reseller. These distinctions could be even more 
important because some of a dealership's inventories 
may be valued using LIFO for new vehicles, while 
other inventories are valued using lower-of-cost-or-
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market (used vehicles) and/or replacement cost (parts 
and accessories). 

Accordingly, practitioners should pay consider
able attention to what activities of a business (Le., a 
dealership or any other type of business) mayor may 
not constitute a separate trade or business. 

GROSS RECEIPTS INFO IS NOW REQUIRED 
FOR ALL LIFO CAMs ... Page 3, Item 17 

The previous revision of Form 3115 did not re
quire the reporting of gross receipts information for 3 
years in connection with LIFO method changes un
less there also was a change in method of accounting 
under Section 263A. However, the current revision of 
Form 3115 now requires the reporting of gross re
ceipts for the last three years in connection with any 
LIFO change. 

This results from the subtle change in wording in 
Question 17 which now requires that ... "if the appli
cant is ... changing its method of accounting for any 
property subject to Section 263A ... enter the 
applicant's gross receipts for the 3 tax years preced
ing the year of change." In the previous Form 3115, 
the wording only referred to changes in method of 
accounting being made under Section 263A or 471. 
(LIFO changes, of course, involve Section 472.) 

This is not a big deal, but it is a difference between 
the old Form 3115 and the new one. 

CITATIONS OF AUTHORITY ... Page 3, Item 19 

For changes requiring advance consent from the 
IRS, Item 19 requires a thorough dissertation of all 
matters related to the proposed change in method. 
After describing all of the information that an applicant 
is required to provide, the Form states ... "Also, 
include either a discussion of the contrary authorities 
or a statement that no contrary authority exists." 

The requirement for a statement, if applicable, 
"that no contrary authority exists" has been added in 
the 2009 revision. 

Query: How much research must one do before 
such a statement can be made with any degree of 
confidence or assurance? ... How extensive does 
your research have to be? ... Does this mean "sub-
stantial authority" based only on the sources listed in 
Reg. Sec. 1.6662-4(d)(3)(iii) as that term is defined? 

Do you have to cite guidance issued by the IRS 
that has no precedential value, such as Private Letter 
Rulings and Technical Advice Memoranda (which are 
considered SUbstantial authority in the list cited 
above)? ... There seems to be some conflict here. 

How seriously does one have to take this require
ment in order to sign the jurat that the Form 3115 
preparer is required to sign? 

(Continued) 

This simple or mere "add-on" to Form 3115 de
serves further clarification. 

SECTION 481 (a) ADJUSTMENT DETAIL ... 
Page 3, Item 25 

Part IV relates to the adjustment required under 
Section 481 (a). There is no material change in 
questions 24-27. 

However, the point for emphasis here is the 
requirement in Question 25 that if the Section 481 (a) 
adjustment is based on more than one component, 
the computation for each component should be shown. 

This requirement takes on significantly greater 
emphasis as a result of the heightened interest by the 
IRS in auto dealership cost capitalization procedures. 
Accordingly, whenever Form 3115 is being filed in 
connection with the termination of a LIFO election, 
both components of the Section 481 (a) adjustment 
should be shown ... (1) the amount of LIFO reserve 
being recaptured and (2) the amount of Section 263A 
adjustment attributable to the termination of the LIFO 
election. 

This second element or component of the Sec
tion 481 (a) adjustment would be the change/increase 
related to the additional amounts that would be capi
talized applying Section 263A to the beginning inven
tory for the year of change when it is not valued at 
LIFO ... Le., when it is valued at FIFO or Specific 
Identification Cost. 

At the present time, the uncertainty over the 
proper computation of the component of the Section 
481 (a) adjustment attributable to any potential change 
in accounting method under Section 263A creates 
quite a dilemma for taxpayers (especially automobile 
dealers) who are terminating their LIFO elections. 

In terminating their LIFO elections, some 
dealerships report as the amount of the Section 
481 (a) adjustment only the amount of the LIFO re
serve being recaptured. Other dealerships will re
compute their previously capitalized Section 263A 
costs and include this amount as a component of the 
Section 481 (a) adjustment. 

Still others make no reference at all to the impact 
of Section 263A on the computation of the Section 
481 (a) adjustment. If this (Le., the Section 263A
related) component of the Sec. 481 (a) adjustment is 
a zero amount, then perhaps that (position) should be 
stated, rather than not mentioned or identified at all ... 
because, it is, after all, a zero amount. 

see FORM 3115 FILINGS ..•• page 32 
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TERMINATION OF LIFO ELECTIONS ••• 
Page 6, Sch. 0, Part II 

The "mechanics" of the termination process are 
fairly straightforward. 

If a taxpayer is terminating its LIFO election, it is 
required to complete Schedule 0, Part II (and not 
Schedule C, Part I). The taxpayer is also required to 
attach copies of Forms 970 that were filed to adopt or 
expand the use of the LIFO method. Literally inter
preted, this requirement does not obligate the tax
payer to attach copies of Forms 3115 that may have 
previously been filed in orderto make changes within 
the LIFO method. 

Taxpayers terminating a LIFO election are also 
required to complete Schedule 0, Part III. This may 
required considerably more time, thought and effort 
than everything else in connection with the termina
tion of the LIFO election, per se. 

The aspect for immediate and significant con
cern in connection with LIFO terminations, especially 
for automobile dealerships, lies in Question 3(b} of 
Part II which brings Section 263A into the picture. 
This question asks: "Is the applicant's present inven
tory valuation method in compliance with Section 
263A? If 'No,' attach a detailed explanation." 

A discussion of the recent activities of the IRS in 
connection with its concerted effort to enforce a 
change in procedures followed by virtually all auto
mobile dealerships in capitalizing costs under Sec
tion 263A is beyond the scope of this discussion. We 
have already referred to the crucial interplay with 
Section 263A in the discussions above regarding (1) 
the concept of separate trades or businesses and (2) 
the two components of the Section 481 (a) adjust
ment. 

What is critical here is that the position of the IRS, 
as set forth in the Instructions and in the Regulations 
is that "if an applicant is subject to, but not in 
compliance with, Section 263A, generally on the 
same Form 3115, the applicant must first comply 
with Section 263A before changing an inventory 
valuation method ... 

Just what does this mean? 

Could the IRS deny a taxpayer's request to termi
nate its LIFO election (even if it is made under the 
automatic filing procedure) if the taxpayer is not in 
compliance with Section 263A (as the IRS interprets 
proper compliance through its issuance of TAM 
200736026)? In other words, could the IRS make a 
taxpayer remain on LI FO because it has not changed 
its method of accounting under Section 263A to 
comply with TAM 200736026? Possibly worse yet ... 

(Continued from page 31) 

might the IRS take the position that there is some 
implied agreement by a dealership that wants to 
terminate (or has already terminated) its LIFO elec
tion that it also agrees (or agreed) to change to the 
"TAM Method"? 

Although these questions are phrased in terms of 
automobile dealerships, they are equally applicable 
to other businesses using LIFO if those businesses 
are not in compliance with Section 263A (as the IRS 
might interpret the application of that Section to their 
businesses). 

COST ALLOCATION METHODS & SEC. 263A 
CHANGES ... Pages 7 & 8, Sch. 0, Part III 

As discussed above, the more recent heightened 
emphasis by the IRS concerning proper capitalization 
of costs under Section 263A could or may pose 
problems for automobile dealerships, and other tax
payers, who want to terminate their LIFO elections, 
but not make any other changes in their methods for 
capitalizing costs to inventory under Section 263A. 

As indicated in our proformas for LIFO termina
tions, our practice in the past has been to affirmatively 
state in the Form 3115 filing and attachment that "no 
changes are contemplated in connection with (the 
taxpayer's) Section 263A method of accounting" and 
to make no entries on Pages 7 or 8. Until such time 
as further guidance is forthcoming from the IRS to 
clarify its position, this disclosure approach may be 
questioned by the IRS. However, to date, the IRS has 
not rejected Forms 3115 filed in this manner nor has 
it requested further information. Beyond that, we can 
say no more. 

OBTAIN A SIGNED ENGAGEMENT LETTER 
WHEN PREPARING FORM 3115 FILINGS 

In my opinion, you should consider obtaining a 
written engagement letter from the client before em
barking on most, if not all, change in accounting 
method request filings. 

Once initiated, the Form 3115 filing process may 
involve considerably more time and expense than 
originally anticipated. This likelihood increases if the 
IRS should require additional information to be sub
mitted or computations to be provided, or if it raises 
unexpected or novel reasons for considering an ad
verse ruling in response to your request. 

It may be desirable to have a written, signed 
understanding up-front with your client (Le., an en
gagement letter before you proceed) that reflects 
these possibilities. 

This letter might (or should) include an estimate 
of how much time and fees might be involved in (1) 
accumulating information for. the ruling request, (2) 

~ 
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actually drafting it, (3) reviewing it with the client after 
it is prepared, but before it is sent to the IRS, (4) 
discussing it with the IRS, either by phone or in a 
conference in the National Office if that should be
come necessary and (5) implementing the change if 
permission to make the change is granted or deemed 
to be granted, in the case of automatic changes. 

Another practical problem created by the length 
of time some accounting request changes take is that 
the taxpayer may change CPA accounting firms be
fore the National Office completes its review and acts 
on the Form 3115. 

If the client has (recently) changed CPA firms, 
there may be significant problems between the pre
decessor CPA firm and the successor CPA firm ... 
especially if additional information needs to be gath
ered before the Form 3115 can be filed or if additional 
information is requested by the IRS after the original 
Form 3115 has been submitted. Note that this type of 
problem is illustrated in recent Letter Ruling 
201005026. 

In summary, all of this suggests the importance 
having a signed, written engagement letter describ
ing the responsibility for the accumulation of informa
tion, the computation of the transitional adjustments, 
if any, and the representation services to be rendered 
before the IRS in connection with the Form 3115 
accounting method change request. 

(Continued) 

CONCLUSIONS 

Form 3115 is a very important Form, and tax 
advisors must be aware of its intricacies. 

Currently, the biggest problem relating to many 
changes in accounting methods arises in connection 
with automobile dealerships and the amounts they 
are capitalizing as additional inventory costs under 
Section 263A. 

Given that, in September 2009, auto dealerships 
were encouraged by the Director of the LMSB (in its 
issuance of a moratorium on pursuing Section 263A 
matters until January 1,2011) to considerfiling Forms 
3115 to change to the Section 263A methodology 
espoused in TAM 200736026, it's logical that all 
automobile dealerships are '" or should be ... in a 
quandary overwhetherthey should file Forms 3115 in 
connection with their Section 263A methods of ac
counting. 

Putting the focus more sharply on businesses 
using LIFO (and especially on automobile 
dealerships) ... if these businesses are contemplating 
the termination of their LIFO elections (or if they have 
recently terminated their LIFO elections), there are 
several unanswered questions ... and no real guidance 
from the IRS ... which significantly muddy the waters 
around a decision to terminate a LIFO election. 

Could these businesses be in for far more than 
just the recapture of their LIFO reserves? * 
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CAM 
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the 
LIFO Method 
Usually Are 
Automatic 
Changes 

Automatic 
CAM 

Request 
Scope 

Limitations 

CHANGES (IN METHOD) WITHIN THE LIFO METHOD 

AUTOMATIC CHANGES VS. ADVANCE CONSENT CHANGES 
. Page I on 

• For any taxpayer who has already made a LIFO election and who wishes to request a change 
in methods, submethods or the treatment of items WITHIN that existing LIFO election, such 
requests are to be reported in Schedule C, Parts I and/or II on Page 5 of Form 3115. 
• The questions in Parts I and II require elaboration on narrative attachments to Form 3115. 

• Part I requires considerable information describing the LIFO methods currently being used 
(Le., being changed) and the new method(s) to which the taxpayer is changing. 

• Part II relates to changes in LIFO pooling methods and should be completed only if applicable. 
• The Instructions state that Schedule D, Part II (relating to changes in the valuation of 

inventories) is not applicable if the applicant is currently using the LIFO method or submethod 
and is changing to another LIFO inventory method or submethod. 

• The instructions for Line 6 state that taxpayers changing to the IPIC Method must use the 
IPIC Method for all LIFO inventories. 
• This includes taxpayers requesting automatic changes to the IPIC Method (Automatic 

Chan e No. 61 and/or chan es within the IPIC Method (Automatic Chan e No. 62). 
• Unless otherwise provided in published guidance, a taxpayer must file under the automatic 

change request procedures if (1) the change in method of accounting is included in those 
procedures for the requested year of change and (2) the taxpayer is within the scope of those 
procedures for the requested year of change. 

• The original Form 3115 is included as an attachment to the Federal income tax return filed 
for the year of requested change. In other words, the original Form 3115 is filed after the end 
of the year of change as part of the income tax return for the year of change. 
• A copy of the Form 3115 is required to be filed with the IRS National Office in Washington, D.C. 

• No user fee is required. 
• A Form 3115 filed under these procedures may be reviewed by the IRS. 

• The taxpayer may be notified if information in addition to that requested on Form 3115 is 
required or if the application request is denied. 

• An application that is timely filed and complies with the automatic change request procedure 
is granted consent to change the method, subject only to review by the IRS National Office 
and/or b the IRS 0 eratin Division Director. 

• An applicant is not eligible to use the automatic change request procedures of Rev. Proc. 
2008-52 (either in the Appendix or included by reference in other published guidance) if any 
of the following six (6) scope limitations (Section 4.02 of Rev. Proc. 2008-52) apply at the 
time the copy of the Form 3115 would be filed with the IRS National Office ... 
1. The applicant is under examination, except as provided in Sec. 4.01(1) of Rev. Proc. 2008-52. 
2. The applicant is (or was formerly) a member of a consolidated group that is under 

examination for a tax year(s) the applicant was a member of the group. 
3. The applicant is an entity treated as a partnership or S corporation and the accounting 

method to be changed is an issue under consideration in an examination with respect to a 
partner, member or shareholder of the applicant. 

4. The applicant engages in a transaction to which Section 381(a) applies within the proposed 
tax year of change. 

5. The applicant is in the final tax year of its trade or business. 
6. The applicant made or applied to make a change in method of accounting for the same item 

(or for its overall method) within the last 5 tax years, including the year of change. 
• These limitations will not apply if the applicable Section of the Appendix of Rev. Proc. 2008-

52 or other published guidance states that the particular scope limitation does not apply to the 
applicant's requested change. 
• The above limitations are stated in general terms. In fact, there are several instances where 

the Section of the Rev. Proc. stating the scope limitations also includes exceptions to the 
a lication of some of those limitations. 
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Forlll 3115 

Automatic 
CAMs 
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LIFO 

Election 

Notes re: 
Automatic 

LIFO CAMs 

IRC 
Code 

Section 

471 

472 

471 &472 

472 

CHANGES (IN METHOD) WITHIN THE LIFO METHOD 

AUTOMATIC CHANGES VS. ADVANCE CONSENT CHANGES 

DesiglU11ed 
AutomoJi.c 

CAM # Change in Method Relates to ••• 

Page 2 of2 

53 Qualifying volume-related trade discounts (for automobile dealers '" 
_____ J!.oo!Jllan assistance payments, etc.) 

__ ~._ J.!!!p~Imissible methods of invento~luatl~ __ .~~------=~~==--=--
_2]__ Determil!i.~g current-year cost .. 

58 Alternative LIFO Inventory Method (for New Vehicles) -.------
__ .~ Used Vehicle Alternative LIFO Metho-d---------------

60 Determining_the cost of used vehicles purchased-'or take'i-t as tr3de-ins---
61 Change to .!fIC invento~ method ____ . ___ . ___________ . ___ -1 

62 Changes within IfIC invent0!X...!!!ethod . _____ . _____ _ 
63 ReplaEement cost method for auto dealers' parts inventory 
96 Re lacement cost method for hea e ui ment dealers' parts inventor 

112 Chan es to the Vehicle-Pool Method 
Rolling-average method of accounti~or inventories 
For new vehicle retail dealerships, elimination of certain invoice 

. ...:.4:...:71:...:&::::...:..:47:..::2~---'1l4 

471 139 

140 
472 

141 

_ ._ advertising association costs from inventory _____ _ 
Changes within the Used Vehicle Alternative_~IFO ~etho~ ___ . 
Changes to dollar-value pools of manufacturers (pool split & partial 
termination) 

• The above listing of automatic CAMs is from the Form 3115 Instructions (rev. Dec. 2009). 
• The IRS will continue to designate additional changes in accounting method as eligible to be 

made by the "automatic" change procedures in subsequent Revenue Procedures, other 
guidance and announcements. 

• Automatic Change No. 56 ... Change from the LIFO inventory method (Le., the termination of a 
LIFO election) is excluded from the above list of automatic CAMs because the termination of a 
LIFO election is a change in valuation of the inventory ... It is not a change within the LIFO election. 
• The termination of a LIFO election may be made as an automatic change if it satisfies the 

requirements for an automatic change (Le., if the scope limitations are not applicable). 
• However, the request to terminate a LIFO election is reported in Schedule D, Part n of 

Form 3115 (Page 6), and it also entails involvement with Part III of Schedule D. 
• When a LIFO election is being made for the first time, or when an existing LIFO election is 

being extended to an additional class of inventory goods, Form 970 (rather than Form 3115) 
is required to be filed to make those elections. 

• Automatic Change Nos. 53 and 139 relate to the elimination of certain costs from inventory costs, 
and they are often made in connection with inventories that are valued using the LIFO method. 

• Automatic Change No. 141, added by Revenue Procedure 2009-39, relates to splitting pools 
in connection with the partial termination ofa LIFO election. 
• This change may be made as an automatic change only by manufacturers. 
• Accordingly, if an automobile dealership wanted to make a comparable change in pooling, 

ld h t fi1 F 3115 d th d t h d • 
At/mllce COllsellf Request Procedure 

(To be met! ~f a dumge ill (LIFO) {lccoullfillg method (,(lIIllOt be made (1,\ (Ill automatic dumge) 

Advance 
Consent 
Request 

Procedure 

• If the taxpayer is not within the scope of the automatic change request procedures, the 
taxpayer may be able to file a request to make the above changes within its LIFO method 
under the advance consent request procedure. (Rev. Proc. 97-27) 

• Page 6 of the Instructions has information for advance consent requests and advance consent 
request scope limitations. 

• Part III (Ques. 18-23b), Page 3 of Form 3115 must be completed. 
• The Form 3115 must be filed before the end of the year of the requested change in method. 
• A user fee is re uired to be aid. The amount of the user fee is currently $4,200. 

~A~pe~r~~;c~u~p~~te~of~L~IF~O~.~Ne~w~s.~v~~~w~sa~n~d~1d~ea~s~~~~~~~~*~~~~~~P~ho~tO~c~~~Yi~n9~O~r~Re~p~rin~tin~9~W~it~ho~u~tP~e~rm~is~si~on~ls~p~roo~ibk~ed 
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"' t fIT II II /(/ {i (' TERMINATION OF LIFO ELECTION FOR NEW VEHICLE INVENTORY 
BY AN AUTOMOBILE DEALERSHIP , Tl.'rl1lill(/liOIl 

This section (pages 36-44) contains discussion and proforma Form 3115 materials for filing by an automobile dealership 
that is terminating its LIFO election for new vehicles under the automatic change in accounting method procedures of Rev. 
Proc. 2008-52. 

This proforma reflects a previous election by the dealership to use the Alternative LIFO Method in Rev. Proc. 97-36. 

Page 

37 

38 

39 

40 

41 

41 

Discussion of Procedures for Terminating LIFO Elections, Including Permitted Method(s) for Inventory 
Valuation After Termination of LIFO Election 

Instructions for Completing Form 3115, tailored to terminating the Alternative LIFO Method election 
• Because of the length of Form 3115 (8 pages), a filled-in sample is not included. 
• Section 22.0 I of Appendix to Rev. Proc. 2008-52 applies if change is under the automatic change procedures. 

• Designated automatic accounting method change number ... 56. 
• No user fee is required since this filing is being made under an automatic change procedures. 

• Reg. Sec. 1.472-6 applies if LIFO termination is under the advance consent request procedures of Rev. 
Proc.97-27. 

Form 3115, Schedule D, Part II - Change in Valuing Inventories Including Cost Allocation Changes 
• Question 3 a in Part II on Page 6 of Form 3115 usually will be answered .. . "Yes." 

• The answer to Question 3b, however, may be problematic. 
• Confirm or modify and change appropriateness ofthe statement (on Page 2) regarding use ofa Simplified 

Resale Method in connection with Section 263A Inventory Cost Capitalization Rules. 

Form 3115, Schedule D, Part III - Method of Cost Allocation 

Discussion of Section 481 (a) Adjustments 
• The spread period for Section 481(a) adjustment is usually 4 years; however, certain events will shorten 

(Le., accelerate) the spread period. 

Sample Transmittal Letter for Sending the Copy of Form 3115 to the IRS National Office 
• This copy of the Form 3115 must be filed with the IRS National Office in Washington, D.C. no later than 

when the original of Form 3115 is filed as part of the Federal Income Tax Return for the year of change. 
• The transmittal letter should appear under the dealership's letterhead, and it should be signed and dated. 

• The mailing/filing address for the letter to the IRS National Office is on the proforma. 
• The IRS National Office will not send any acknowledgement regarding its receipt of this Form 3115. 

42-44 Form 3115: Narrative Statements & Other Information 
• This statement consists of 3 pages to be attached to Form 31 J 5. 

• This includes a disclosure that ;,ot all non-LIFO inventories are valued using the same method. 
• Used vehicles are valued at cost or market, whichever is lower, and 
• Parts and accessories inventories are valued using the replacement cost method. 

• Alternative formats for the computation of the net positive Section 481 (a) adjustment are part of this attachment. 
• Consideration must be given to changes in the amounts of cost capitalized to inventory under Section 

263A in connection with the termination of the LIFO election. 
• Alternative presentation formats are included.' They should be modified to your specific situation. 
• Taxpayer's name and employer ID number need to be inserted at the top of each page. 

RL\l['\IlLl{S ... 

• Copies of Forms 970 filed and any subsequent Forms 3 J 15 should be attached. 
• Include Form 2848 Power of Attorney. 
• Request a Conference of Right on Page 3 (Item 16). 
• File the Original Form 3115 as Part of the Federal Income Tax Return for the Year-of-Change 

• The original Form 3115 must be attached to the dealership's timely filed (including extensions) original 
Federal Income Tax Return for the year of change. 

• Ail officer of the corporation should sign and date the Form 3115 and also print his/her name below his/her 
signature on the left-hand side. 

• Form 3115 should also be signed by the preparer at the bottom of Page I. 

~Ph~O~lmro~~~m~gO~r~R8~p~M~lin~g~W~ilh~o~ut~p~8r~mi~SS~iOO~ls~pr~OO~ib~~8~d~~~~~~*~~~~~~~~A~pe~ri~Od~iC~U~Pd~a~te~of~L~IF~O~-N~e~_~.~vi~ew~s~Boo~ld~ea~s 
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TERll/\ 1110\ ()f LIFO ELFCTJO\S 

C\[)LR Al70l/t7I( Clll\GL 1.\ ACCOl \l/\(, J1E7If()[) PROUDl ilLS Of RLI. PROC. ]O(J8-52 

In 
General 

Permitted 
Methods 

Recapture of 
LIFO Reserve 

Audit 
Protection 

Other 
Information 
to Provide 

• The termination ofa LIFO election is a change '1rom"the LIFO inventory method. 
• Revenue Procedure 2008-52 significantly relaxed the technical interpretations that the IRS 

National Office was previously making which would have required many taxpayers 
(including, specifically, automobile dealerships) to first obtain permission from the IRS 
before terminating their LIFO elections. 

• Rules are found in Section 22.01 of the Appendix to Rev. Proc. 2008-52. 
• Designated automatic accounting method change number ... 56. 

• Form 3115 is filed after the end ofthe year of change; no user fee is required. 
• A LIFO termination cannot be made under the automatic change in method procedures if the 

taxpayer does not meet specific requirements. (For a discussion of these requirements, see 
page 24 in the article on Rev. Proc. 2008-52 included in the Year-End 2008 LIFO Lookout.) 
• If a taxpayer cannot use the automatic change provisions of Rev. proc. 2008-52, it must 

file its Form 3115 to terminate its LIFO election before the end of the year of change and 
follow all of the requirements of Revenue Procedure 97-27 for advance permission. 

• A taxpayer may change to one or more non-LIFO inventory methods for the LIFO inventories 
that are the subject of this accounting method change, but only if the selected non-LIFO 
method is a permitted method for the inventory goods to which it will be applied. 
• For example, a heavy equipment dealer may change to the specific identification method 

for new heavy equipment inventories and to the replacement cost method for heavy 
equipment parts inventories. 

• Defmition of a "permitted" method. An inventory method (identification or valuation, or 
both) is a permitted method if it meets two requirements. 
• First, the method is specifically permitted by the Code, the Regulations, a decision by the 

United States Supreme Court, a Revenue Ruling, a Revenue Procedure, or other guidance 
published in the Internal Revenue Bulletin for the inventory goods, and 

• Second, the taxpayer is neither prohibited from using that method nor required to use a 
different inventory method for those inventory goods. 

• In general, these requirements should be easily satisfied by the typical automobile dealership. 
• Interplay with Section 263A. Whether an inventory method is a permitted method is 

determined without regard to the types and amounts of costs capitalized under the taxpayer's 
method of computing inventory cost under Section 263A which governs the types and 
amounts of costs required to be included in inventory cost. 

• Upon termination of the LIFO election, the LIFO reserve must be repaid by including the 
amount of the LIFO reserve in income 25% per year over a 4-year period beginning with the 
year of termination. The cut-off method may not be used. 

• This is the Section 481(a) adjustment. See Form 3115, Pages 3-4, Part IV, Questions 24-27. 
• Generally, audit protection applies if the taxpayer is not under IRS audit at the time of filing 

Form 3115. 
• All applicants must indicate whether or not audit protection for their change applies, regardless 

of whether the filing of Form 3115 is under the advance consent request procedures (R.P. 97-27) 
or the automatic change procedures (R.P. 2008-52). 

• The Revenue' Procedures indicate circumstances under which audit protection may not be 
applicable. 

• Page 6, Schedule D, Part II should be completed. 
• Items 1 and 2 require the attachment of descriptions of 

• The inventory goods which are being changed from LIFO to another method, and 
• The inventory goods which are not being changed (i.e., all other inventory goods). 

• Section 263A information is required. 
• If the applicant is subject to, but not in compliance with, Section 263A, generally on the 

same Form 3115 the applicant must first comply with Section 263A before changing an 
inventory valuation method. 

~A~pe~~~jc~u~~t~em~lI~FO~.~N~_~S~.V~ie~w~s~en~d~i~~a~s~~~~~~~~~~~~~~Ph~m~~~OP~Y~ing~O~r~Re~p~rin~tin~g~W~it~ho~~~p~em~iss~iOO~IS~P~~ib~~~d 
De Filipps' LIFO LOOKOUT Vol. 20, No. 1 ~ Mid-Year 2010 37 



Instructions (or Completing Form 3115 

For Termination of the LIFO Election (or New Vehicle Inventories 

Under Section 21.01 of the Appendix to Rev. Proc. 1008-51 (Automatic Change Procedure) 

This change is Automatic Change No. 56 on the List 0/ Automatic Accounting Method Changes (included on page 12 in 
the 17 pages of Instructions to Form 3115). The current revision of Form 3115, Application for Change in Accounting 
Method, is dated Dec. 2009 and consists of 8 pages. 

Page 1 ... Part I, line l(a) '" Identify as change #56 on Line (a). Do not make any other entries on Line J(b). It is not 
necessary to include any information in the top right-hand section where appropriate box is asked to be checked. 
App/icantiFiler/Taxpayer and Form 3115 Preparer must sign and date at bottom 0/ Page 1. 

Page 2 ••• Enter all information, answer all questions. 

Page 3 ... PartII, Lines 13-17 ... Enter all information, answer all questions. 

Part III ... Part III (Questions 18-23) is not required to be completed for automatic change requests. 
Part IV, Line 24 ... Answer should be, ''No.'' The cut-off method is not applicable where LIFO elections 
are being terminated ... the taxpayer must repay the amount of LIFO reserve attributable to the inventory 
going off of LIFO when it terminates its LIFO election for those goods. 

Part IV, Line 25 ... Generally, the Sec. 481(a) adjustment is the amount of the LIFO reserve as of the end 
of the last year on LIFO for the goods going off of LIFO. 
• The Instructions state ... "If the Section 481(a) adjustment is based on more than one component of the 

accounting method being changed, include a summary of the computation for each component. 
• ''The summary of the computation and explanation of the Sec. 481( a) adjustment does not need to be extensive, 

but should be sufficient to demonstrate that the Sec. 481 (a) adjustment is being computed correctly." 
• Further discussion may be warranted in the case of the termination of New Vehicle LIFO elections 

and/or Used Vehicle LIFO elections and depending on how you are handling matters related to the 
application of the Section 263A inventory cost capitalization rules to the dealerships' inventories. 

Page 4... Schedules A & B ... These Schedules should be left blank and/or marked, ''Not applicable." 

Page 5... Schedule C ... This Schedule should be left blank and/or marked, "Not applicable." 

Page 6 •.. Schedule D, Part I ... This Schedule should be left blank and/or marked, ''Not applicable." 
Schedule D, Part II ... This Part should be completed for LIFO terminations ... 

Schedule D, Part II, Line 4 ... 
• For inventory being changed (i.e., New Vehicles), "Present Method": Check the box for "LIFO" 

(which is the identification method), and also check the box for "cost" (which is the valuation method). 
• For inventory being changed (i.e., New Vehicles), "Proposed Method": Check the box for "specific 

identification" (which is the identification method), and also check the box for "cost or market, 
whichever is lower" (which is the valuation method). 

• For one 0/ the inventories not being changed (i.e., Used Vehicles), "Present Method": Check the box for 
"specific identification" and write in "Used Vehicles" (which is the identification method), and also check the 
box for "cost or market, whichever is lower" and write in "Used Vehicles" (which is the valuation method). 

• For the other inventory not being changed (i.e., Parts & Accessories Inventories). "Present Method": 
Check the box for "Identification Methods - Other" and write in "Parts - Replacement Cost" and/or 
reference Rev. Proc. 2002-17, and also check the box for "Valuation Methods - Other" and write in 
"Parts - Replacement Cost" and/or reference Rev. Proc. 2002-17. 

Pages7&8 .•. Schedule D, Part III, Sections A, B & C ... Whether or how you complete Part HI (Sections A, B & C) 
will depend on how you are handling matters related to the application of the Section 263A inventory cost 
capitalization rules to the dealership's inventories. (Some dealerships have simply left these Sections blank 
or written, "Not applicable.") 

Page 8 ... Schedule E ... This Schedule should be left blank and/or marked, "Not applicable." 

"Narrative Statements & Other In/ormation" •.. Consists of 2 or 3 pages to be attached to Form 3115, following page 8. 

~~~m~o~~~~~or~R~ep~rin~ti~ng~W~i~~~om~p~e~m~iS~S~iOO~I~S~Pro~h~lb~~e~d~~~~~~*~~~~~~~~A~p~e~rio~d~iC~U~Pd~8t~e~m~L~IF~O~-~N_~S.~V~i9~~~a~n~d~I~~as 
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Scb. D ... P:u1 JJ INFORMATION RE: PART II ... CHANGE IN VALUING INVENTORIES (Pg.6) 

• Lines 1 & 2 ... See Proforma Narrative Statement for complete descriptions. 
• Lines 3a & 3b ... Question 3a in Part II on Page 6 of Form 3115 usually will be answered ... "Yes." 

• The answer to Question 3b may be problematic (especially in view of the current IRS "moratorium"). 
• The potential implications of this statement/requirement for automobile dealerships terminating 

their LIFO elections are unclear. 
• The Instructions for Line 3 state: "If the applicant is subject to, but not in compliance with, Section 263A, 

generally on the same Form 3115 the applicant must first comply with Section 263A before changing an 
inventory valuation method." 
• This statement should not be interpreted as having little significance. It does not contradict the 

statement in Rev. Proc. 2008-52 in connection with "permitted methods" that "whether an inventory 
method is a permitted method is determined without regard to the types and amounts of costs capitalized 
under the taxpayer's method of computing inventory cost" under Section 263A which governs the types 
and amounts of costs required to be included in inventory cost. [Section 22.01 (l )(b )(iii)] 

• Line 4a ... Inventory Identification Methods & Valuation Methods ... See below & opposite page. 
• Line 4b ... The amounts entered in the columns as the values at the end of the year preceding the year of change 

under the present method and the proposed method should agree or reconcile with the amount of the net Section 
48 I (a) adjustment. 

• cline 5c: Statement Required by Section 22.01(5) of the Appendix of Rev. Proc. 2008-52 ... 
• "After the termination of Taxpayer's LIFO election for new vehicles, the new method of identifying new 

vehicle inventory goods is the specific identification method. After the termination of Taxpayer's LIFO 
election for new vehicles, the new method for valuing new vehicle inventory goods is cost or market, 
whichever is lower." ' 

• This is included as part of Proforma Narrative Statement, and it is evident the proper completion of 4(a) below. 

I@MIII Change in Valuing Inventories Including Cost Allocation Changes (Also complete Part III on pages 7 and 8.) 

1 Attach a description of the inventory goods being changed. 
2 Attach a description of the inventory goods Of any) NOT being changed. 
3a Is the applicant subject to section 263A? If "No," go to line 4a . . . .. ..... 0 Yes 0 No 

b Is the applicant's present inventory valuation method in compliance with section 263A (see instructions)? 
If "No," attach a detailed explanation. . . . . . . . . . . . 0 Yes 0 No 

No Inventory Being Changed Inventory Not 

"EIJ VEHICU;-.$ Being Changed 4a Check the appropriate boxes below. 
Identification methods: Present method Proposed method Present method 

Specific identification. .f .f r/Jta) 

FIFO ... _ .. 

UFO ..... . .f 

Other (attach explanation) 
Valuation methods: 

Cost ..•.... .f 

Cost or market, whichever is lower .f .f t/J1:7 

.f PA 

Retail cost . . . . . . . . . . . . . . 9 
Retail, lOWer of cost or mark~t. . I . . . . t.1? ~ J-:'7. 
Other (attach explanation) ~<.,. ~ /1.E:(1Jf c~ ""t:~ ~J-r 1l.13 

b Enter the value at the end of the tax year preceding the year of change 

5 If the applicant is changing from the LIFO inventory method to a non-LIFO method, attach the following information (see 
instructions). 

a Copies of Form(s) 970 filed to adopt or expand the use of the method. 

b Only for applicants requesting advance consent. A statement describing whether the applicant is changing to the method 
required by Regulations section 1.472-6(a) or (b), or whether the applicant is proposing a different method. 

c Only for applicants requesting an automatic change. The statement required by section 22.01(5) of the Appendix of Rev. 
Proc. 2008-52 (or its successor). 

Form 3115 (Rev. 12-2009) 

~A~p~er~~~d~~u~~~a~te~o~f~lI~FO~'N~e~w~s.~v~~~~~a~OO~ld~ea~s~~~~~~~~*~~~~~~~Ph~o~ro~co~p~Yi~ng~O~r~Re~p~ri~nt~''ng~W~ith~ou~t~pe~m~i~ss~io~n~ls~p~ro~hi~bn~ed 
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Sell. J) •.. P:trl III INFORMATION RE: PART III ••• METHOD OF COST ALLOCATION (Pgs. 7-8) 

• The caption at the top of Schedule D, Part II on Page 6 states ... "Also complete Part III on Pages 7 and 8." 
• The Instructions on page 8-9 for the completion of Schedule D, Part III merely refer to the Regulations without further discussion. 
• Whether or how you complete Form 3115, Pages 7-8, Schedule D, Part JII (Sections A, B & C) will depend on how you are 

handling matters related to the application of the Sec. 263A inventory cost capitalization rules to the dealership's inventories. 
• As discussed in the accompanying article, the more recent heightened emphasis by the IRS concerning proper capitalization 

of costs under Section 263A and its moratorium (ending Jan. 1,2011) on raising Sec. 263A issues in audits could, or may, 
pose problems for automobile dealerships ... as well as other taxpayers ... who want to terminate their LIFO elections but 
who do not necessarily want ~make any changes in their methods for capitaliZing costs under Sec. 263A. 

• At this time, given the uncertainties and the lack of specific, precedential guidance from the IRS on these matters, we 
have not attempted to suggest specific responses to Part III of Schedule D. In this regard, note particularly .. . 
• "Handling, processing, assembly and repackaging costs" ... Section B (Costs Required to Be Allocated) ... Line 9. 
• "Offsite storage and warehousing costs" Section B (Costs Required to Be Allocated) ... Line 10. 
• "On-Site sto e" Section C (Costs Not Re uired to Be Allocated) ... Line 9. 

Ponn a". (Rev. '24100II) 7 
• 0 0 oat ooa on amp 8' e a part • requea c ange nvo ves e ar prope 

to aectlon 2e3A or long-term contracts as daacribad In section 460 (s_ Instructions». 
SectIon A AIIooatlon and Capltalaz.tlon MMhod. 
Att.ch • d...,r!ptton (Including ..... p .. computation.) of the·pra.ent and ~ method(.) the applicant u_ to capitalize direct 
and Indirect coate property allocable to .- or tangible .,.,....nal property produced and property acquired for _e. or to allocate 
and. where approprta •• capitalize direct and Indlreot co_. property allocable to Iong-tenn contracts .. Include. d_crfptlon of the 
method(.) ueed tor .Ilocatlng lridinlllot ooat:. to Interrnecliate OOIIt objectlv_ auoh _ deplll"l:r'n8nta or actIvitl_ prior to the allocation of 
.uch ooat8 to 10ng-twrn contrapt:w, real or tangible p.raanal. property produced .. and pro~ acquired for .... ale. The d_crtptlon 
must Include the following: 

1 The method of allocating direct and Indirect coats 0 •••• apeclfic Identification. burden rata. standard cost.. or other reasonablo 
allccatton msthod). 

2. The method of allocating mixed servloe ooata (I.e •• cf1rect reallocation. step-allocation. slmp.med aervlce ooat using the labor
baaed allocation ratio .. alrnpUfiec::l service ca.t ualng the production coat allocation ratio. or other ra_onabt. allocation 
methOcI). . 

:It The method of oapltallzlng additional .ectlon 283A oaeta (I.e •• simplified production with or without the hlstorlo abeorptlon 
ratio election. simplified t'ea8le with or without the historic absorption ratio electton Including pennlsslble varlatlona. the U.S .. 
ratio, or other .--onBble allocation method). 

Seallon. Dtr.ot: and Indlreot COate Required To Be Allocated 
Check the appropriate box .. lIhowlng the colda that .... or wtll be fully Inoluded. to the extent required. In the cost of reel or tangible 
personal property produced or property acquired tor resale under aeotIon 283A or allocated to Iong-'terTn oantracta: und.,. aection 
480. Merle -NlA" In a bOX If thoae coate are not Incurred by the applicant. If • box I. not checked. tt t. _umed that thoae coats .... 
not fully lncludec:::l to 'the extent ~ulred. Attach an _)(planation for boKe8 that are not cheokecl. . . --"I Direct material . 

2 Direct tabor • 
3 Indirect labor • • 
4 OffIcere· compen_tlon (not lnct.udlng eeiling aotlvltl_> 
a: P ..... lon and other related OOlIte 
• Employee ben_ • 
7 Indirect material. and supplies • 
a Purch_lng coats • 
• Handling. rwoc-aIng. -.ntbly. and repackaging coats 

'10 ott.lte atorage and warehousing Coata • 
1'1 Depreciation, amortization. and coat recovery allowance for equipment and factllti_ 

placed In ...-vIce and not temporarily Idle .. 
"Ill. Depletion. 
13 Rent. ... • 
14 Taxee other than etate. local. and foreign Income taxes .. 
.. a: InllUranoe. 
"I. . UtIlities • • • • 
'17 Maintenance and repairs that relate to a production. resale. or long-term contract actIvtty 
18 Englnaertng and design coats (not Including section 174 research and experimental 

-xpen--) 
"19 Rework labor. scrap. and _pollage 
20 Tools and equipment • 
21 Quality oontTot and Inspection • 
22 Bidding axpena_ Incurred In the solicitation of contracts awan::led to the applicant 
23 Ucenalng and franchls. costa • 
24 C.pltallzable eervlce ooata (lncJudlng mixed. service costa) 
28 Admlnlatr&tlve ooats (not Including any costa of •• lIlng or any return on capital) • 
28 Reaeen::h and exp .... mental expen_ attributable to long-term con1:r'aota • 

~ ~ ~b. cAtted. .. ah.t ;" ti....;. ';oat..)· 
Form 31111~. '2-2008) .-.a_ a . M£Mii'''. Method of coat Allocation (see Instructions) (continued) 
Seotlon C Other eo.ta Not Required To a. AJloc::atad (Co",plate SectIon C only If the applicant 1. requesting to change Its 
method fer th_ coate.) . . 

1 Marketing •• "Ung. advertising. and distribution expen_a 
2 Reaearch and expartmental axpen __ not Included In Section B. line 26 
3 Bidding &xpena_ not Included In Section B. line 22 
4 General and administrative costa not included in Section B 
Ii Income tax_ 
a Cost of atr1kea • 
7 Warranty and product liability costs • 
S SectIon '79 00_ . 
9 On-_ storaQ<ll. • _ • • - • • • • • • • • • • • • • • • • • 

10 Depreciation. amortization. and cost recovery allowance not included in Seetlan B. 
Une" •• _ • • • • • • • • 

11 Otha- coa~ (AttaQh a list of theae COBtS.) 

~P~ho~t~oco~p~Y~in~g~O~r~R~e~~~m~ti~'n~g~VV~ith~o~u~t~p~e~nn~~~S~i~on~is~p~r~O~h~ib~R~ed~~~~~~~~*~~~~~~~~~~~A~P~e~r~~~d~iC~U~p~da~te~o'~l~I~F~O~'~N~e~w~s~.~V~ie~ws~a~n~d~l~de~a~S 
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Spread 
Periot!\, 

Sec. 481(a) 
Adjustment 

Period 

... General 
Rules 

Certain 
Events 
"Will" 

Shorten 
the Spread 

Period 

Section 5 of 
Rev. Proc. 2008-52 

SECTION 481(8) ADJUSTMENTS 

For a net positive Sec. 481(a) adjustment, the spread period is 4 years. 
For a net negative Sec. 481(a) adjustment, the spread period is 1 year. 

• De minimis rule. Jfthe net positive Sec. 481(a) adjustment for the change in method is less than 
$25,000, a taxpayer may elect to use a one-year Sec. 481 (a) adjustment period, in lieu of the 4-year 
spread period. 
• The taxpayer must complete the appropriate line on Form 3115 to elect this treatment. 

• Short period as a separate taxable year. If the year of change or any other taxable year during the 
Sec. 481(a) adjustment period is a short taxable yei.t.r, the Sec. 481(a) adjustment must be included 
in income as if that short taxable ear were a full 12-month taxable ear. 
The spread period will be shortened if the taxpayer ceases to engage in the trade or business or if it 
terminates its existence. 
• If a taxpayer ceases to engage in a trade or business or terminates its existence, it must take the 

remaining balance of any Sec. 481(a) adjustment relating to the trade or business into account 
in computing taxable income in the taxable year of the cessation or termination. 

• In general, a taxpayer is treated as ceasing to engage in a trade or business if the operations of the 
trade or business cease or substantially all the assets of the trade or business are transferred to 
another taxpayer. 
• The "substantially all" requirement is met if ... "there is a transfer of assets representing at least 

90% of the fair market value of the net assets and at least 70% of the fair market value of the 
gross assets held by the corporation immediately prior to the transfer. 

• This is the definition of "substantially all" that is provided in Section 3.01 of Rev. Proc. 77-37. 
• Examples of the cessation of a trade or business include 

• the incorporation of the trade or business, 
• the purchase of the trade or business by another taxpayer in a transaction to which Sec. 1060 applies, 
• the transfer or termination of the trade or business pursuant to a taxable liquidation, or 
• the contribution of the assets of the trade or business to a artnershi . 

LETTER OF TRA YS.lllTTAL FOR FONlJ 3115 ,:. 

Intemal Revenue Service Date. ____ " 2011 
Attn: CC:IT A - Automatic Rulings Branch 
P. O. Box 7604 
Ben Franklin Station 
Washington, DC 20044 

Re: 

EINo. 

XYZ Dealership, Inc. 

Form 3115: Termination 0/ LIFO Accountillg Method/or New Vehicle Invelltories 
Using Automatic Challge Procedures under Rev. Proc. 2008-52 
For The Calendar Year Ending December 31,2010 

Dear Sir or Madam: 

Enclosed is a copy of the Form 3115 for the taxpayer identified above reflecting that taxpayer's request for permission to 
terminate its use of the Last-In, First-Out (LIFO) method for its new automobile and new light-duty truck inventories. 

This change is to be effective for the calendar year ending December 31, 2010. 

The original Form 3115 will be attached to Taxpayer's timely filed (including extensions) original Federal income tax return for 
2010, the year of change. This copy of Form 3115 is also being filed at this time with the IRS National Office in Washington. D,C. 

As of the dates of these filings, Taxpayer is not under audit examination, and Taxpayer does not have any Federal income tax 
retum(s) under consideration by any IRS Appeals Officer or by any Federal Court. 

No user fee is required in connection with this filing since it is being made under the published automatic change procedures set 
forth in Rev. Proc. 2008-52. 

Respectfully submitted, etc. 

, This klll'r 51JOllid lit, prl'p:lrl'd 011 dl':lll'nbip letterhead. Thl' kttl'r, lIilh;1 COP.' olt!Je Form 3115 and ao.' attacllmellfs. SllOlIld 
lie' IWliled to tiJe IRS S:ltiO/wl Olliee at tilt' limt' ,,!Jell t!Je' dl'.1lt'1"!ihip liIL's its il/comL' ta, rt'tll1"l1lor the.l e:lr olclwngt'. 

~A~p~eOO~.~di~C~UP~d~at~e~Of~L~IF~O~.~N~e~w~s.~V~ie~~~an~d~ld~e~as~~~~~~~~~~~~~~~~~p~h~m~OC~O~pY~in~g~O~rR~e~p~rin~ti~ng~W~ith~o~ut~p~er~m~~~si~on~l~s~pr~o~hib~it~ed 
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XYZ Dealership. Inc. 

Form 3115: Application for Change in Accounting Method 

wlrh Taxable Year Ending December 31. 2010 

Form 3115: Narrative Statements & Other Information 

EI# 

Page I 0(3 

This request is for Change No. 56 ... Termination of Taxpayer's LIFO Election/or New Vehicle Inventories. 

This change is being made under Section 22.01 of the Appendix to Revenue Procedure 2008-52 effective for the 
calendar year beginning Jan. 1, 2010 and ending Dec. 31, 2010. This is an automatic accounting method change, and applicants 
filing Form 3115 under a designated automatic change procedure are not required to pay a user fee. 

The original of Form 3115 is attached to Taxpayer's timely filed (including extension of time) income tax return for the. 
yearofchange. A duplicate copy of this Form 3115 has been sent to the IRS National Office in Washington, D.C. 

Taxpayer is not under IRS audit examination at the time offiling this Form 3115. 

Taxpayer reports on the basis of a calendar year-end and it employs the accrual method of accounting for maintaining 
its books and records and for filing its Federal and State income tax returns. Taxpayer's business code for principal business 
activity is 441110. Taxpayer is a franchised automobile dealer engaged in the purchase and retail sale of new automobiles and 
light-duty trucks. Taxpayer also buys and sells used vehicles, and it provides parts, repair and maintenance services on the 
vehicles it sells, as wen as on vehicles customers have purchased from other dealers. 

Methodfor Valuing Used Vehicle Inventories. Some used vehicles are acquired by purchase (at auctions or from other 
dealers) and some used vehicles are acquired by trade from retail customers. Used vehicles are identified by specific identification, 
and they are valued at the lower of cost or market, with market considered to be lower of wholesale, "as is" value, less estimated 
reconditioning cost, or estimated current wholesale market value. 

Method for Valuing Parts &; Accessories Inventories. Pursuant to accepted industry-wide practice, cost of parts and 
accessories inventories is determined at year-en(i by reference to manufacturer current price lists in effect at year-end. As a result, 
the ending parts and accessories inventory is valued at replacement costs instead of at actual cost In a period of rising prices, this 
practice results in an overall valuation for parts and accessories inventories that closely approximates, but usually is slightly in 
excess ot: cost. This method for valuing parts inventories is permitted by Revenue Procedure 2002-17 which allows automobile 
dealers to approximate the actual cost of parts and accessories inventory items by reference to end-of-the-year prices taken from 
manufacturers' price lists. . 

Methodfor Valuing Miscellaneous Other Inventorie.v. Gas, oil, grease, work in process, body shop supplies, sublet and 
other inventories are valued at cost 

Methods for New Vehicle Inventories (Statements Required bv Sec. 11.0](5) ofthe Appendix to Rev. Proc. 1008-51) 

(a) After the termination of Taxpayer's LIFO election for new vehicles, the new method of identifying new vehicle 
inventory goods is the specific identification method. 

(b) After the termination of Taxpayer's LIFO election for new vehicles, the new method for valuing new vehicle 
inventory goods is cost or market, whichever is lower. 

Section 163A Inventory Cost Capitalization Matters 

Taxpayer is subject to the Section 263A Inventory Cos.t Capitalization Rules and uses a Simplified Resale Method as 
its method of accounting for inventories to reflect the Section 263A Uniform Cost Capitalization Rul~s. No changes are 
contemplated in connection with its Section 263A method of accounting. 

~Ph~m~DC~D~~~i~~Dr~R~BP~ri~mi~ng~W~i~~D~u~tP~e~~~iS~S~iOO~I~S~Proh~ib~~~d~~~~~~*~~~~~~~~A~p~e~r~~d~ic~U~Pd~at~e~D'~L~'F~O~-~N~~.~v~ie~w8~a~n~d~I~~as 
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XYZ Dealership. Inc. 

Form 3115: Application for Change in Accounting Method 

whit Taxable Year Ending December 31, 2010 

Form 3115: Narrative Statements & Other Information 

Part IV, Page 3 - Computation orNet Positive Section 48J(a) Adjustment 

Pool #2 
UFO Inventories at Beginning olYear olChange Pool #1 New 

(i.e. 1 at the End oOhe Year Precedine. New . Light-Duty 
the Year otChongr) Automobiles Trucks 

* InventOlY at Cost (Dec. 31, 20091 Jan. 1,2010) 1,500,000 4,000,000 

** LIFO Valuation of Above Inventory (900,000) (3~OO,OOO) 

Section 481(a) Adjustment (LIFO Reserve) 600,000 800,000 

* Beginning inventory for the year of change under the proposed method. 

** Beginning inventory for the year of change under the present (LWO) method. 

El# 

Page 2 00 

Total 
All LIFO 

Inventories 

5,500,000 

(4,100,000) 

1,400pOO 

The Section 481(a) component relating to the amount of change in the inventory costs capitalized under Section 263A 
as a result of terminating the LIFO election ... 

o has not been computed. 

o is estimated to be not more than $ amount. 

o is $ . (* See Alternative Presentation Format for Sec. 481 (a) Adjustment on Page 3 of 3.) 

o has not been detennined pending further clarification of the methodology under Sec. '263A to be applied to the inventory. 

Notes: (I) The Ins/rue/ions state, "If the Section 48/(a) adjustment is based on more than one component of the accounting 
method being changed, include a summary of the computation of each component. The summary of Ihe 
computation and explanation of the Section 48/(a) adjustment does not need to be extensive but should be 
sufficient to demonstrate that the Section 481(a) adjustment is being computed correctly . .. 

(2) Re: Section 263A Inventory Cost Capitalization Adjustment In situations where the changes in the amounts of 
inventory costs capitalized under Section 263A as of the beginning of the year of change are also a component of the 
overall Section 481 (a) adjustment, that component of the Section 481 (a) adjustment should be separately identified 

(3) Re: Termination of Used Vehicle LIFO Election. If a UFO election for used vehicle inventory is being terminated, 
in addition to the Section 263A cost capitalization adjustment as a component of the Section 481 (a) adjustment 
(referred to above), it will also be necessary to consider (as a potential component of the overall Section 481(a) 
adjustment) adjustments made to value the inventory of used vehicles as of the beginning of the year of change USing 
the lower-ofcost-or-marlcet valuation method 

Forms 970 Original LIFO Election 
o A copy of the original Form 970 LIFO election for New vehicle inventories is attached. 

o A copy of the original Form 970 LIFO election for New vehicle inventories is not attached. 

I certify that to the best of my knowledge and belief XYZ Dealership, Inc. properly elected the LIFO inventory 
method by filing Fonn 970 with its income tax return for the taxable year ended Dec. 31, __ , and otherwise 
complied with the provisions of Section 472(d) and Reg. Sec. 1.472-3. 

IS/ ______________________________________ ---------

~A~pe~noo~~~up~~~W~O~f~UF~o~.~N~e~~.v~ie~~~a~n~dl~de~a~s~~~~~~~~~~~~~~~~mo~C~Op~Yi~ng~O~r~Re~p~rin~tin~g~W~ijh~O~ut~pe~rm~is~s~ion~l~sp~r~OO~lb~ije~d 
De Filipps' LIFO LOOKOUT Vol. 20, No. 1 ~ Mid-Year 2010 43 



XYZ Dealership. Inc. 

Form 3115: Application for Change in Accounting Method 

wlrlt Taxable Year Ending December 31. 2010 

Form 3115: Narrative Statements & Other Information 

EI# 

Page 3 0(3 

ALlER' 17JIE PR£SEST.tTlo.y FORll.lf FOR COlll'lT.1T10.\' OF SEClJo\ 481(a) ADJlSTllE\T 

Beginning Inventory for Year of Change Under Proposed Method 

Beginning Inventory for Year of Change Under Present Method 

Difference (Positive Section 48 1 (a) Adjustment - Increase in 
Computing Taxable Income) Due to Recapture of LIFO Reserve 
as of the Beginning of the Year of Change 

Pool #1 
jVew 

Automo biles 

1,500,000 

{900z 00 0) 

600,000 

Pool #2 
New 

Light-Duty . 
Trucks 

4,000,000 

(3z200POO) 

800,000 

Section 263 A Costs Capitalized in Beginning Inventory for Year of Change Under Proposed Method 

Section 263 A Costs Capitalized in Beginning Inventory for Year of Change Under Present Method 

Difference (Positive Section 48 I (a) Adjustment - Increase in Computing Taxable Income) Due to the 
Additional Amount of Section 263A Costs Capitalized under the Simplified Resale Method with 
Respoct to 1he Inventory as of the Beginning of the Year of Change 

Total - Net Positive Section 481 (a) Adjustment 

Total 
All UFO 

Inventories 

5,500,000 

{4,100,0002 

1,400,000 

85,000 

(60,000) 

25,000 * 

1,425,000 

Termillatioll of LIFO Electioll ... Proper Idelltificatioll of Challge Reqllested 011 Page 1 

Rev. Proc. 97-27 ... Advance Permission Required 

•. Complete the top, right-hand section of Page 1 of Form 
3115 entitled "Check the appropriate box to indicate 
type of change being requested." 

• Check the "Other" box. 
• Describe the change as "Termination of LIFO method 

for valuing inventory.'~ Alternatively, .,. "Change 
from LIFO method to specific identification cost. " 

• Do not complete Part I, Lines 1 (a) or (b) for this 
change if advance consent from the IRS is required. 

Photocopying or Reprinting Without Permission Is Prohibited 

44 Mid-Year 2010 

Automatic Method Change Provisions Apply 

• Complete only Part I, Line 1 (a) of Page I by 
identifying this change as Change No. 56. 

• Do not check the "Other" box or provide any further 
description of change. 

A Periodic Update of LIFO· News. Views and Ideas 
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REDUCTION OF INVENTORY COSTS FOR VENDOR 
ALLOWANCES FOR DEFECTIVE MERCHANDISE 

The IRS recently issued some interesting guid
ance relating to the treatment of a special type of trade 
discount. This guidance could have a potentially 
significant impact on businesses using LIFO, includ
ing automobile dealerships using LIFO who receive 
another specialized type of trade discount (Le., 
floorplan assistance payments) in connection with 
their new vehicle inventories. 

In ILM 200945034, released in November 2009, 
the IRS held that vendor allowances that are in the 
nature of trade discounts must reduce inventory 
costs. This guidance was from the National Tax 
Office of the IRS to the Special Counsel of the Large 
& Mid-Size Business Division of the IRS. 

ISSUES & HOLDINGS 

This ILM involved three issues. 

The first issue was whether the returned/defec
tive merchandise vendor allowances in question 
should be treated as part of total sales or as a discount 
that reduces the cost of inventory under Reg. Sec. 
1.471-3(b}. 

The National Office held that these allowances 
were not part of the total sales, but instead should be 
treated as discounts that reduce the cost of inventory. 

The second issue related to the treatment of 
these allowances by the purchaser of the goods if the 
allowances for returned/defective merchandise were 
treated as discounts that reduce the cost of inventory. 
In other words, should the allowances reduce the cost 
of al/ofthe merchandise that was purchased from the 
vendor? Or, alternatively, should the allowances 
reduce only the cost of merchandise in the lot pur
chased that was subsequently determined to be 
defective? 

On this issue involving the allocation of the allow
ances to inventory costs, the National Office held that 
the returned/defective merchandise allowances 
should reduce the cost of aI/merchandise purchased 
from the vendor, rather than applied to reduce only 
the cost of the merchandise that was found to be 
defective. 

The third issue involved the potential application 
of Section 263A to the defective merchandise in
cluded in the inventory. In this regard, the issue was 
whether the defective merchandise would qualify as 
subnormal goods under Reg. Sec. 1.471-2(c}, or 
whether the cost of defective merchandise should be 
treated as rework labor, scrap or spoilage capitalizable 
to the non-defective merchandise. If the defective 

merchandise did not qualify as subnormal goods, 
then the allowances made by the vendor to allow for 
the defective merchandise would be capitalizable to 
the inventory as an indirect cost (of acquiring that 
inventory) in accordance with the Section 263A cost 
capitalization Regulations. 

On this issue, the IRS concluded that the defec
tive merchandise qualified as subnormal goods. 

FACTS 

The taxpayer involved in this situation was en
gaged in the business of selling merchandise. The 
merchandise it sold was acquired from a number of 
vendors that were unrelated to the taxpayer. As might 
be expected, some of the merchandise it purchased for 
resale was occasionally determined to be defective. 

For inventory at some of its locations, the tax
payer used the retail inventory method. For inventory 
at other locations, it used the invoice cost method. 
Some of its inventory, including the merchandise for 
which the returned/defective merchandise allowances 
were received, was valued under the Last-In, First
Out, (LIFO) method, while other merchandise was 
valued under the First-In, First-Out (FIFO) method. 
The taxpayer used the Simplified Resale Method to 
capitalize additional Section 263A costs. 

DEFECTIVE MERCHANDISE 

Merchandise may be found to be defective in 
three different ways. The taxpayer may discover that 
an item is defective (1) when it is unloaded from the 
delivery truck at the taxpayer's distribution centers, 
(2) when the item is unpacked from its shipping 
container in either the distribution center or in the 
store, or (3) when the item is returned to the taxpayer 
by a customer who purchased the item. 

Once the taxpayer determines that an item is defec
tive, the defective item is either (1) discarded, (2) sold at 
reduced prices, or (3) returned to the vendor. 

Different vendors have different practices or poli
cies relating to defective goods. Many vendors per
mit or require the taxpayer to return defective mer
chandise for a refund. 

Other vendors have adopted a policy under which 
the taxpayer receives "returned/defective merchan
dise vendor allowances" at the time when it pur
chases the merchandise. This allowance is stated as 
a fixed percentage of total purchases, and is intended 
to cover the estimated costs of defective merchan
dise sold to the taxpayer. In connection with this 



Reduction of Inventory Costs ... 

policy, the taxpayer is generally not required to actu
ally return the defective merchandise or otherwise 
notify the vendor of the amount of merchandise 
determined to be defective. 

The vendor practice in question in the ILM in
volved a "member satisfaction merchandise allow
ance" under which no claim was required to be filed 
with the vendor with respect to any goods that were 
found to be defective. 

The agreement with the vendor provided that ... 
"Supplier is providing a Member Satisfaction Mer
chandise Allowance ... The percentage provided 
must be adequate to cover all returned merchandise, 
including but not limited to defective/returned mer
chandise, or additional claims will be filed by Com
pany, in its sole discretion at our fiscal year end. 

"Returned merchandise must be disposed of by 
the [store] ... [t]hrough salvage, liquidation or recy
cling operations, with no obligation to account for the 
proceeds of such disposal. II 

The general practice anticipated was that, from 
time-to-time, the taxpayer and/or the vendor would 
conduct a study to determine ifthe returned/defective 
merchandise allowances were representative of the 
actual rate allowed for defective goods. If the allow
ance rate was determined to be not representative 
(Le., if a change in the rate allowed for defective 
goods were found to be necessary), the vendor 
allowances on future purchases would be adjusted. 

Under some circumstances, the vendor might 
agree to retroactively adjust the amount of the vendor 
allowance, but a retroactive adjustment of the allow
ance was generally not anticipated. The agreement 
with the vendor in question did not require repayment 
or retroactive reduction of the vendor allowance if the 
rate of allowance for defective goods turned out to be 
less than the rate that had been estimated in setting 
the allowance. 

ISSUE 1 •.. ARE THE ALLOWANCES 
"TRADE DISCOUNTS?" 

The controlling Regulation is Reg. Sec. 1.471-
3(b) which provides that cost means, in the case of 
merchandise purchased since the beginning of the 
taxable year, the invoice price less trade or other 
discounts, except strictly cash discounts approximat
ing a fair interest rate. 

Cash discounts represent a reduction in the in
voice or purchase price and are attributable to pay
ment by the. purchaser within a prescribed time pe
riod; the cash discount is only available if the pur
chaser makes payment within such time period. At 
the option of the taxpayer, cash discounts may be 

(Continued from page 45) 

deducted or not, provided a consistent course is 
followed. The treatment of cash discounts is a method 
of accounting. 

Trade discounts are to be distinguished from 
cash discounts. Trade discounts represent adjust
ments to the purchase price granted by a vendor. 
These discounts may vary depending upon volume or 
quantity purchases, or other factors established by 
the vendor. If a discount is always allowed irre
spective of time of payment, it is considered to be 
a trade discount regardless of the purported con
ditions which must be met in order for the dis
count to apply. 

In a 1956 decision, (Pittsburgh MilkCo. v. Comm.), 
the Tax Court addressed whether allowances made 
by a milk producer to certain purchasers of its milk 
were adjustments to the sales price of the milk, or 
ordinary and necessary business expenses under 
Section 162. The Milk Company computed the ad
justments by applying a specific percentage to list 
prices fixed by the Milk Control Commission. This 
resulted in a net cost to the customer which was 
below the list price, in violation of state law. The Court 
opined that when determining gain from the sale of 
property, the amount realized must be based on the 
actual price or consideration for which the property 
was sold, and not on some greater price for which it 
possibly should have been, but was not, sold. 

The Tax Court found that the allowances were 
part of the sales transaction, and the Court concluded 
that gross income must be computed with respect to 
the agreed prices (net of rebate) at which the milk was 
sold. The Court noted that the allowances were ". 
.. not contingent upon any subsequent perfor
mance or consideration from the purchaser." 
Accordingly, the Tax Court held that the purpose and 
the intent of the allowance was to reach an agreed 
upon net selling price, and the allowance was prop
erly viewed as an adjustment to the sales price. 

Applying this reasoning to the facts in the ILM, the 
National Tax Office said that returned/defective mer
chandise vendor allowances are provided in lieu of 
actual merchandise returns. Although the accounting 
entries may differ from taxpayer-to-taxpayer, proper 
accounting for returned merchandise generally has 
the same effect as if the merchandise were sold for its 
cost. Thus, the issue arises as to whether returned/ 
defective merchandise vendor allowances should be 
treated as part of total sales, because treating the 
returned/defective merchandise allowances as part 
of total sale in the year of acquisition would produce 
the same results as the proper accounting for actual 
merchandise returns if the defective merchandise 

---t 

~Ph~m~OC~~~Yi~ng~O~rR~ep~ri~nt~ing~W~it~hoo~t~p~e~~,~'sS~iOO~I~s~pr~oh~ib~~e~d~~~~~~~~~~~~~~A~p~er~iod~iC~U~Pd~a~te~m~L~IF~o~'N~e~ws~.v~ie~w~sa~n~d~lde~as 
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had been discovered and discarded in the same 
taxable year of acquisition and the actual defective 
rate equaled the estimated defective rate. 

The National Office held that the allowances 
should be properly accounted for as reductions to the 
invoice cost of merchandise under Reg. Sec. 1.471-
3(b), despite the facts that (1) the returned/defective 
merchandise vendor allowances are provided in lieu 
of actual merchandise returns and (2) the allowances 
are characterized as compensation for defective goods. 

The returned/defective merchandise allowances 
at issue were fixed allowances that were granted 
regardless of the amount (if any) of defective items in 
the purchased merchandise. Also, the allowances 
were not dependent upon proof of actual defects or 
upon return or disposition of defective merchandise. 
In negotiating the allowance, the vendor and the 
taxpayer were considered to have reached an agreed 
upon net selling price for all of the merchandise. 

Thus, the allowances were held not to be part of 
total sales under Reg. Sec. 1.61-3(a). Instead, they 
should be treated as discounts that reduce the cost of 
inventory pursuantto Reg. Sec. 1.471-3(b). Accord
ingly, the allowances are akin to a trade discount. 

ISSUE 2 .•. TRADE DISCOUNTS REDUCE 
INVENTORY COST 

The second issue in the ILM related to the proper 
treatment of the allowances for defective goods, if 
they were held to be trade discounts. With respect to 
this treatment, the National Office stated that "be
cause the existence and amount of actual defective 
items is unknown at the time of the sale and generally 
irrelevant to the net selling price, the returned/defec
tive merchandise vendor allowance is properly treated 
as a reduction to the cost of all merchandise 
purchased from the vendor, rather than as a reduc
tion only to the cost of items subsequently determined 
to be defective. 

"The allowances are not dependent on Taxpayer's 
discovery of defective items in the purchased mer
chandise, and Taxpayer is not required to return the 
allowances if the actual amount of defective inventory 
is less than expected. The allowances therefore are 
not tied to specific items of defective inventory, but 
rather relate to all items of purchased merchandise. 
Accordingly, the discount reduces the cost of all of the 
merchandise purchased from the vendor." 

ISSUE 3 ... SEC. 263A COST CAPITALIZATION 

The third issue in this ILM related to whether or 
not Section 263A might apply to the defective mer
chandise. Section 263A would be applicable only if 
these goods did not qualify as subnormal goods. As 

(Continued) 

it turned out, the National Office concluded that the 
defective merchandise did qualify for writedowns as 
subnormal goods (under Reg. Sec. 1.471-2(c». There
fore, as a reseller, the taxpayer was not required to 
capitalize the acquisition cost of this defective mer
chandise as an indirect cost of non-defective mer
chandise under Reg. Sec. 1.263A-1 (e)(3)(ii)(Q). 

The analysis of the IRS' reasoning in connection 
with the cost capitalization aspects of this issue is 
quite detailed and interesting. However, it has no 
bearing on the "trade discount" treatment aspects of 
this article. 

WHAT IS THE IMPACT OF THIS ILM 
ON BUSINESSES USING LIFO? 

The taxpayer in this ILM had elected the LIFO 
inventory method for a portion of its inventory. In this 
regard, the National Tax Office stated (only in a 
footnote) thatto the extentthe LI FO method was used 
for a particular class of goods, any subnormal goods 
within that class may not be valued at less than their 
original cost. (Rev. Rul. 76-282). Beyond that, it said 
no more. 

The major holding in ILM 200945034 was that the 
vendor allowances for defective merchandise were to 
be treated as reductions of inventory cost because 
they were, in essence, trade discounts. Interestingly, 
the National Office made no further mention of the 
potential ramifications of its holding with respect to 
whether the taxpayer would or should be required to 
change its method of accounting for these allow
ances (i.e., for trade discounts) because if they were 
not being treated as reductions of inventory cost, the 
taxpayer was using an improper method of account
ing. 

The ILM states that defective merchandise ven
dor allowances received by a seller of merchandise 
should be treated as discounts that reduce inventory 
costs. Do the words "should be"equate to the words 
"must be?" 

If they do, then (clearly?) the failure to reduce 
inventory costs by trade discounts would constitute 
an improper method of accounting. As such, a 
taxpayer using an improper method of accounting is 
obligated to continue to use that improper method 
until it receives permission to change the accounting 
method. 

Fortunately, the IRS has designated a change 
from an improper method of accounting for trade 
discounts as a change that can be made by filing 
Form 3115 under the automatic consent provisions 
and procedures in Revenue Procedure 2008-52. This 
is automatic change Number 53 for qualifying vol-
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ume-related trade discounts described in Section 
21.04 of the Appendix to Rev. Proc. 2008-52. 

Perhaps a potentially more significant ramifica
tion of this ILM with respect to the inventory valued on 
LIFO relates to whether the failure of the taxpayer to 
reduce its inventory costs by the amount of the trade 
discounts would {could, should or might} be consid
ered to be a violation of the requirement that all 
inventory on LIFO be valued at cost. 

Code Section 472 and Revenue Procedure 79-
23 clearly provide that inventory on LIFO must be 
valued at cost. Failure to value inventory on LIFO at 
cost is a violation of one of the requirements that must 
be satisfied in order to be eligible to use LIFO. This 
is also clear from the questions on Form 970. 

Usually, the IRS seems to be more concerned 
about a taxpayer who is/may be {1} using the lower-of
cost-or-market writedown method for goods on LIFO or 
{2} taking a writedown for some portion of the goods on 
LIFO that might be defective or damaged goods. 

Nevertheless, the failure to reduce the overall 
amount of inventory on LIFO by trade discounts might 
present a problem if an examining agent were to take 
the position that such a failure rendered the taxpayer's 
LIFO election invalid. 

Might the IRS adopt such a restrictive interpreta
tion? For those who believe that the Service might not 
take such a position, they should recall to memory the 
litigation in Mountain State Ford Truck Sales. In this 
case, the IRS successfully challenged the industry
wide practice of valuing parts and accessories at 
replacement cost ... a clear violation of the "cost" 
eligibility requirement by a taxpayer using LIFO. It 
was not until several years later, after a significant 
groundswell of opposition to the Tax Court's decision 
{because there was no way that actual cost could ever 
be computed for parts inventories}, that the IRS finally 
relented by issuing Revenue Procedure 2002-17. 

WHAT IS THE IMPACT OF THIS ILM ON AUTO 
DEALERSHIPS USING LIFO? 

It is indisputable that all automobile dealerships 
selling new vehicles receive trade discounts in the 
form of floorplan assistance allowances and other 
adjustments from the manufacturers. 

The IRS recognizes the floorplan assistance pay
ments as trade discounts which may be eliminated 
from inventory costs and deducted currently, rather 
than capitalized as part of the inventory cost. Al
though the internal accounting procedures for some 
dealers expense these amounts as part of their initial 
entry to record the cost of the inventory, many 
dealerships do not do this. 

(Continued from page 47) 

Many dealers in recent years have filed Forms 
3115 to change their method of accounting for treat
ing these payments. Originally, these change re
quests required advance approval from the IRS, the 
payment of the user fee and the patience to wait for a 
fairly long time until the IRS responded. And, when 
the IRS responded, it granted these requests. After 
years of reviewing virtually identical Form 3115 appli
cations for the same type of requested change in 
method, the IRS made life easier for everyone by 
designating this type of change as one which could be 
made under the automatic filing procedures {most 
recently set forth in Rev. Proc. 2008-52}. Accord
ingly, such a change can be made as automatic 
change Number 53. 

Auto dealerships may also make a similar auto
matic change in accounting method for the treatment 
of certain invoice advertising association costs under 
Section 21.13 ofthe Appendix to Rev. Proc. 2008-52. 
This is automatic change Number 139, and it is 
applicable only to advertising "in the dealership's 
market area" {i.e., this change includes only costs for 
local and regional advertising campaigns that pro
mote the dealer's brand of vehicles in the dealership's 
specific market area ... it excludes costs for advertis
ing on a national level}. 

Since 2002, over a dozen articles have appeared 
in the LIFO Lookoutabout these trade discounts and 
the clear advantage to a dealer who eliminates the 
cost of trade discounts from its LIFO inventory costs. 
As a result of articles in the LIFO Lookout and other 
publications that called attention to the benefits of 
making these changes, many Forms 3115 have been 
filed with the IRS. 

Some dealerships which do not use LIFO have 
made the change; some dealerships which use LIFO 
have made the change; but, more significantly, not
withstanding these advantages, many dealerships 
using LIFO still do not reduce their LIFO inventory 
costs by these trade discounts. Are these dealerships 
who have not made the change risking their LIFO 
elections by failing to do so? 

This is a question that has been raised and 
discussed many times in the LIFO Lookout. [For 
example, see {1 } "Dealer Caught between Conflicting 
Opinions about the Need to Change Accounting 
Methods for Trade Discounts" in the March 2005 
LIFO Lookout, on page 4; {2} "CPAs Are Risking Their 
Dealers' LIFO Elections ... And They May Not Even 
Be Aware of It, "in the March 2005 issue of the LIFO 
Lookout, on page 1; and {3} "Follow-up on ... CPAs 
Are Risking Their Dealers' LIFO Elections ... "in the 
December 2005 issue of the LIFO Lookout, on page 4.] 

~ 
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Reduction of Inventory Costs ... 

In numerous presentations to dealership CPAs 
attending the AICPA National Dealership Confer
ences, Ms. Terri Harris (the IRS Motor Vehicle Tech
nical Advisor) has indicated that she has raised this 
question informally with the National Office and that 
she has been told informally that a dealer's LIFO 
election would not be jeopardy if the LIFO inventory 
costs were not reduced by trade discounts. I've 
commented many times, in the LIFO Lookout and 
elsewhere, that I had found this answer "somewhat 
illogical and inconsistent." 

Here's what appeared on this matter in the De
cember 2006 issue of the LIFO Lookout (Update #7 
on page 2). 

"During the Question & Answer portion of Ms. 
Harris' presentation at the 2006 AICPA National Auto 
Dealership Conference in Phoenix, she was again 
asked ... 

"Is an automobile dealership that is using the 
LIFO method to value its new vehicle inventories 
risking the termination of its LIFO election (because 
of a violation of the cost requirement) if that dealer
ship is not eliminating trade discounts and floorplan 
assistance payments from its year-end inventory 
costs? 

"Ms. Harris's answer this year was exactly 
the same as it was last year [atthe AICPA Conference 
in Baltimore]. She said that "someone" in the National 
Office "informally" told her that ... The taxpayer would 
not be considered as being in violation of the LIFO 
eligibility cost requirement. 

"Ms. Harris did not identify the individual who 
gave her this answer, nor did she provide any ~atio
nale for this position. No one in the IRS National 
Office has "gone on record" or taken responsibility for 
this answer. 

"We are unable to understand the IRS' ratio
nale on this. Where is there precedent for ignoring the 
plain language of Reg. Sec. 1.471-3(b), the pla~n 
language of Revenue Ruling 84-481 and the plaJn 
language of Revenue Ruling 79-23? 

"Our advice. Until the IRS provides an 
"official" answer, we caution any taxpayer on LIFO 
against relying on this informal, undocumented 
answer." 

But now, as a result of the holding in ILM 
200945034 which simply reconfirms the proper treat
ment of trade discounts (but does not address the 
LIFO implication question), I continue question the 
correctness of the IRS' unofficial position on this 
matter. It would seem that the more the IRS relies 
upon the clear language of Reg. Sec. 1.471-3(b) in its 

(Continued) 

holdings involving trade discounts, which it does 
again in ILM 200945034, the more important compli
ance with this Regulation should become for LIFO 
users. 

Perhaps it is time for something more definite 
than an "unofficial answer" to this question ... prefer
ably an answer that has precedential value attached 
to it. 

HOW BIG ARE AUTO DEALER'S TRADE 
DISCOUNTS ... OUR SURVEY OF DEALERS' 
TRADE DISCOUNTS 

For many years, I have been using the rule of 
thumb that one could safely estimate the amount of 
inventory cost reduction when floorplan assistance 
payment trade discounts were eliminated would be 
approximately 2 to 2% percent of inventory costs. In 
my opinion, that still seems to be about right. 

I recently did a survey of the amount of trade 
discounts (Le., floorplan assistance payments and 
certain advertising fees) that were eliminated from 
the inventory costs as of Dec. 31,2008 and 2009 by 
50 dealerships that had made this change. 

The results of this survey (following this article) 
will simply give you an idea of some of our dealers' 
figures. There are several qualifications that should 
be understood in reviewing these results, and they 
are clearly spelled out on page 50. 

The average cost computation shows that for all 
of the dealers, the average percent of inventory 
reduction was 2.7% for 2008 and 1.8% for 2009. 

The decrease from 2008 to 2009 in the amounts 
for trade discounts for floorplan assistance payments 
was significantly greater (1.7% for 2008 down to 1.0% 
for 2009) than was the decrease between years for 
advertising fees (1.0% for 2008 down to 0.8% for 
2009). 

The decrease at the end of 2009 in floorplan 
assistance payments as percent of inventory is not 
surprising given the enormous discontinuities that 
dealerships experienced when GM and Chrysler went 
into bankruptcy early in the year and that was fol
lowed later by the overall significant sell-out of inven
tory as a result of the mid-year, "Cash-for-Clunkers" 
Program and the scarcity of inventory later in the year 
as its aftermath. 

Although it is not apparent from the two years' 
data in the table on page 51 , the ± 2% "average" has 
remained relatively constant in years priorto 2008, as 
well. 

Notwithstanding whatever flaws might underlie 
the data compiled in our survey, the results are what 
they are. . * 
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How BIG ARE AUTO DEALERS' TRADE DISCOUNTS? 

... OUR FIRM'S SURVEY OF TRADE DISCOUNTS 

I thought it might be useful to do a survey of my own, looking at the amounts of trade discounts 
(including certain advertising fees) for about 50 automobile dealerships for whom we have actual 
information. 

Statistical sampling procedures were not employed in the selection of the dealerships included in this 
survey. These dealerships were included in the survey because comparative data is available for 2008 and 
for 2009. They are located all over the country. Collectively, these dealerships sell (not in any proportion) 
all manufacturers' makes and models. 

All of the determinations of the amount of discount were made either by (1) dealership personnel, (2) 
the dealership's CPA firm or (3) by an outside organization that made the determination by accessing 
manufacturer information. In cases where the determination was not made by an outside organization, it's 
always possible that there might have been some fudging or shortcuts. 

For certain brands, there are no advertising fees because there is no underlying advertising association 
activity. 

The dealerships are listed in the schedule on the facing page based on the combined total of trade 
discounts and advertising fees removed from inventory cost for year-end 2009 expressed as a percentage of 
the unadjusted inventory cost. The results are presented in descending order and a collective average cost 
computation appears at the bottom. 

Certain manufacturers (Chrysler and Nissan, in particular) account for a significant number of the 
dealerships that are listed at the "lower end" of the rankings in our survey. On the other hand, Ford, 
General Motors and Toyota dealershIps are predominantly at the "higher end" of the list. 

Conclusions 

(I) The average cost computation shows that for all of the dealers, the average percent of inventory 
reduction was 2.7% for 2008 and 1.8% for 2009. 

(2) The decrease from 2008 to 2009 in the amounts for trade discounts for floor plan assistance payments 
was significantly greater (1.7% for 2008 down to 1.0% for 2009) than was the decrease between years 
for advertising fees (1.0% for 2008 down to 0.8% for 2009). 

(3) The decrease at the end of 2009 in floor plan assistance payments as percent of inventory is not 
surprising given the significant discontinuities that dealerships experienced when GM and Chrysler 
went into bankruptcy early in the year, followed by the significant sell-off of inventory later in the 
year as a result of the "Cash-for-Clunkers Program" and the resulting scarcity of inventory in its 
aftermath. 

(4) Although it is not apparent from ~he two years' data in the table, the ± 2% "average" has remained 
relatively-constant in year~ prior to 2008, as well. 
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CLOSING AGREEMENT WITH THE IRS DID NOT PREVENT 
THE IRS FROM CHALLENGING LIFO METHOD 

IN LATER YEARS 

In a recently released Field Attorney Advice (FAA), 
the IRS held that a Closing Agreement signed by the 
taxpayer in a prior tax year did not bar or prevent the 
IRS from challenging and changing the taxpayer's 
LIFO definition of an item '" and hence, its LIFO 
calculations ... in a later year. 

The Closing Agreement had been signed by the 
taxpayer and the IRS in order to settle prior years' 
audits with some degree of finality. 

This Advice basically held that the language of 
the Closing Agreement did not reflect an agreement 
between the parties (Le., the taxpayer and the IRS) as 
to the appropriateness of the taxpayer's item defini
tions used in calculating the value of its dollar-value 
LIFO pools or the permissibility of such item defini
tions in future years. 

This Field Attorney Advice 201 00501 F, released 
in February 2010, was issued by an Associate Area 
Counsel for the Large & Mid-Size Business Division, 
and it is heavily redacted. Therefore, many of the 
specifics cannot be determined or accurately recon
structed. Nevertheless, this FAA is worth analyzing 
for the more general insights that one should be 
aware of when signing a Closing Agreement with the 
IRS in connection with LIFO matters. 

FACTS ... IN GENERAL 

Apparently, the IRS had audited and then dis
puted the taxpayer's LIFO calculations for seven 
periods oryears, and the Service had determined that 
the LIFO value of the inventory as of the end of the 
seventh year was not correctly computed. After 
initially disputing the IRS' recalculations of its LIFO 
inventories, the taxpayer finally agreed to accept the 
IRS' LIFO computations, and signed a Closing Agree
ment with the IRS. 

The Agreement was signed in the third year after 
the end of the year for which the values had been 
recomputed for the goods in one of the taxpayer's 
LIFO pools. 

The Closing Agreement was signed on behalf of 
the IRS by three different representatives: (1) an 
examination manager, (2) an Internal Revenue Agent 
and (3) the IRS Case Manager, with the following 
proviso ... "I have examined the specific matters 
involved and recommend the approval of the pro
posed agreement." 

Unfortunately, in the document released, the IRS 
has redacted the key language in both the introduc
tory section of the Agreement and in the body of the 
Agreement. Thus, one could only guess at what this 
language might have been. 

THE FACTS GET MORE COMPLICATED 

Briefly summarizing the sequence of years ... 
Year#1 was the year-end for which the LIFO value of 
the pool was determined to be $xxx ... Year #3 was 
the (subsequent) year in which the Closing Agree
ment was executed/signed ... Year #2, the interven
ing year, was the year in which several transactions 
occurred involving the inventories of the taxpayer. 

In Year #2, after the taxpayer changed its name, 
(1) another company (Company B) merged into the 
taxpayer and (2) the assets of one of the divisions of 
yet another company (Company C) were transferred 
to the taxpayer in a tax-free exchange/transfer under 
Internal Revenue Code Section 351. 

There's even more: At the time the FAA was 
written, the inventories in question were owned by a 
different entity (Company D), and this company was 
a single-member limited liability company owned 
solely by the taxpayer. 

Note that the transfer of assets by Company C 
under Section 351 was not a reorganization under 
Section 368 to which the provisions for the carryover 
of methods of accounting would apply. Instead, the 
LIFO layers and base dates of the transferor's LIFO 
inventories carry over to an existing transferee also 
using the LIFO method in transaction that falls under 
Section 351. 

With respect to the merger transaction involving 
Company B, Section 381 (c)(5) provides that an ac
quiring corporation must compute inventories on the 
same basis used by the distributor or transferor 
corporation unless different methods were used by 
the acquiring corporation and the distributor or trans
feror corporation. If different methods were used and 
the businesses are to be integrated, then the principal 
method must be used. (Reg. Sec. 1.381 (c)(5)-1 (c)(1». 

A more detailed discussion of the rules for the 
carryover of accounting methods under Section 381 
is beyond the scope of this article. However, for a 
comprehensive discussion see, "Maneuvering 
Through the Proposed Rules for Post-Transaction 

--+ 
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Closing Agreement with the IRS ... 

Accounting Methods, by Rohrs & Walberg, in The Tax 
Adviser, September 2009, pg. 630. 

In summary, in the FAA, the merger and Section 
351 transfers resulted in a combination of the LIFO 
pools of these entities, and in general, the methods 
subsequently employed represent the predominant 
accounting methods for purposes of Section 381. 

DISPUTED LANGUAGE INCLOSING AGREEMENT 

The I RS audit cycle of this taxpayer began in Year 
#2. During Year #2, the IRS took the position that the 
taxpayer, in determining the value of its LIFO pool, 
applied item definitions that were too broad. Accord
ingly, the IRS wanted to challenge the broad 
definition(s} thatthe taxpayer was using ... mostlikely 
in order to enforce the use of comparatively more 
narrow item definitions by the taxpayer. 

The position of the taxpayer was that one of the 
paragraphs in the Closing Agreement that was signed 
in Year #3 (i.e., the year after the start of the year of 
the audit cycle challenging the item definitions) should 
bar or prevent the IRS from challenging or changing 
the way the taxpayer defined inventory items for LIFO 
purposes. 

Unfortunately, the key language/wording of the 
paragraph in question has been redacted from the 
FAA. 

"ITEM" DEFINITIONS FOR LIFO PURPOSES 

As background for interpreting the item definition 
issue, a brief overview may be helpful. 

Under the dollar-value LIFO method, goods in 
inventory are grouped into one or more pools. Each 
pool contains one or more classes of goods referred 
to as "items." Changes in inventory are calculated 
based on changes in the dollarvalue(s} ofthe pool(s}. 
Whether there is an increment or a decrement in 
inventory during the year is determined by comparing 
the aggregate base-year cost of the items in a pool at 
the beginning of the year to the aggregate base-year 
cost ofthe items in the pool atthe end ofthe year. The 
"base-year cost" is the cost of an item as of the base 
date, which is defined as the first day of the first year 
for which LIFO is adopted. 

Unfortunately, neither the Code nor the appli
cable Regulations define the term "item." 

However, the Tax Court in Amity Leather Prod
ucts Co. opined that a narrower definition of the term 
"item" will provide a more accurate measure of infla
tion. In its opinion in Amity Leather Products, the Tax 
Court acknowledged that the definition of the term 
"item" must be administratively feasible and not un
duly burdensome. A narrower definition of the term 

(Continued) 

"item" will more clearly reflect income because that 
narrower definition will prevent factors other than infla
tion from entering into the inventory computations. 

The following example, taken directly from Amity 
Leather Products Co., illustrates this point. "If a 
taxpayer's inventory experiences mix changes that 
result in the substitution of less expensive goods for 
more expensive goods, the treatment of those goods 
as a single item increases taxable income. This 
occurs because any inflation in the cost of an item is 
offset by the reduction in cost resulting from the shift 
to less expensive goods. 

"Conversely, if changes in mix of the inventory 
result in the substitution of more expensive goods for 
less expensive goods, the treatment of those goods 
as a single item decreases taxable income because 
the increase in inventory costs is eliminated from the 
LIFO costs of the goods as if such cost increase 
represented inflation." 

From this, it follows that the valuation of an 
inventory under the LIFO method is critically affected 
by the pools and by the item definitions used by a 
taxpayer, as well as by the costs of the items in a pool. 

Applying this background to the question under 
review in the FAA, the IRS said that the statement 
(that is redacted) in the Closing Agreement was 
meant to lock-in only the taxpayer's pre-Year #2 
LIFO calculations and the data affecting such calcu
lations. The (redacted) statement was not meant to 
establish the suitability or acceptability of item defini
tions used by the taxpayer going forward into future 
years. 

The position of the IRS and the FAA was that 
nothing in the Agreement references the taxpayer's 
item definitions in the context of the appropriateness 
of such definitions or otherwise indicates that this was 
an issue the Closing Agreement was meant to re
solve. 

Consequently, the language of the Agreement 
did not bar the IRS from challenging the taxpayer's 
item definitions beginning in Year #2. 

CLOSING AGREEMENTS ... IN GENERAL 

In general, Section 7121 authorizes the IRS to 
enter into Closing Agreements "with any person relat
ing to the liability of such person ... in respect of any 
internal revenue tax for any taxable period." If a 
Closing Agreement is properly executed, then it is 
final and conclusive unless fraud, malfeasance or 
misrepresentation of a material fact is involved. 

Section 7121 (b) provides thatthe taxpayer's case 
shall not be reopened as to the matters agreed upon. 
It also provides that the Agreement shall not be 

see CLOSING AGREEMENT WITH THE IRS .•• , page 54 
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modified by any officer, employee or agent of the 
United States. Finally, it provides that the Agreement, 
or any determination made in accordance therewith, 
shall not be annulled, modified, set aside or disre
garded. 

The Regulations provide that Closing Agree
ments may be made with respect to taxable periods 
ending subsequent to the date of the Agreement. In 
such cases, ''the agreement may relate to one or 
more separate items affecting the tax liability of the 
taxpayer." (Reg. Sec. 301.7121-1 (b)(3)). Therefore, 
the Closing Agreement in question would be binding 
if it were properly executed, and if binding, it would bar 
the IRS from changing the taxpayer's item definitions 
for LIFO purposes if the parties had so agreed in the 
Closing Agreement. 

INTERPRETING THE CLOSING AGREEMENT 

Closing Agreements are created by statute and 
"are authorized, and limited by, the language of the 
statute." When not otherwise limited by the statute, 
courts apply principles of contract law when analyz
ing Closing Agreements. 

Under common law, the intention of the parties to 
a contract controls its interpretation. If the terms of a 
contract are clear and unambiguous, courts do not 
consider extrinsic evidence in interpreting the con
tract; extrinsic evidence is only allowed if the contract 
is ambiguous. 

Also, under contract law, (1) an interpretation that 
gives reasonable meaning to all parts of the contract 
is preferable to one that leaves portions of the con
tract meaningless and (2) provisions in a contract are 
interpreted in light of the entire Agreement. 

Introductory clauses in a Closing Agreement are 
important for interpreting the Agreement. However, 
they do not bind the parties for purposes of resolving 
an issue concerning a matter other than the matter 
agreement upon. This was the Tax Court's holding in 
Zaentz v. Comm. 

The FAA states that the Closing Agreement ad
dressed the appropriate LIFO values for Company 
A's Pool A as of various year-ends ending with the 
end of Year #1, as of which the LIFO value was 
determined to be $xxx. However, the Agreement did 
not address the appropriateness of the taxpayer's 
item definitions, nor did the Agreement purport to lock 
in the taxpayer's item definitions for perpetuity. 

Citing a portion of the Agreement that was re
dacted, the FAA states that the language of the 
Agreement was clear that it did not apply to anything 
that entered inventory after the end of Year #1. 

Photocopying or Reprinting Without Permission Is Prohibtted 
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The FAA states that the position of the taxpayer 
was not supportable because it interpreted the word
ing in question out of context. The wording in question 
in the Agreement was made in conjunction with an
other (redacted) stipulation and as part of an agree
ment to finalize the calculation of Company A's pre
Year #2 LIFO inventory. 

The FAA adds that when examined within the 
framework of the entire Agreement, it was apparent 
that the redacted language was there in the Agree
ment in order to prevent the IRS from subsequently 
changing the inventory calculation of the LIFO valua
tion to be ($xxx + $yyy [i.e., some amount greater than 
$xxx)) as of the end of Year #1 by challenging the 
criteria upon which the calculation was based. 

That language also was there in order to prevent 
the IRS from circumventing its Agreement not to 
change the taxpayer's pre-Year #2 inventory calcula
tions. This was what left the item definition issue in 
Year #2 (i.e., post-Year #1) open to dispute. 

One further point. The taxpayer's interpretation 
of the Agreement that would bar the IRS from chal
lenging its item definition(s} in a subsequent year was 
contrary to the intent of the parties as evidenced in the 
Agreement. The Agreement stated that neither party 
had intended to admit the correctness of the other's 
position. Therefore, an interpretation of the Agree
ment that would have compelled the IRS to accept the 
taxpayer's LIFO methodology (to the extent it was in 
place as of the end of Year #1) would have been 
contrary to the acknowledgement that both parties 
had refused to admit the correctness of the other's 
position. 

SECTION 481(a) ADJUSTMENTS 

Section 481 (a) provides that, in computing the 
taxpayer's income for the taxable year in which the 
change in method of accounting occ.urs, "there shall 
be taken into account those adjustments which are 
determined to be necessary solely by reason of the 
change in order to prevent amounts from being dupli
cated or omitted." Section 481 taxes in the year of 
change all income omitted in prior years under the old 
accounting system, regardless of whether the statute 
of limitations has expired for those years. 

The Closing Agreement in the FAA contained 
language that limited the IRS's ability to make a 
Section 481 (a) adjustment. That language was there 
because a Section 481 (a) adjustment attributable to 
a change in item definitions would have, in part, 
required a change to the inventory calculation for pre
Year #2 tax years. Such an adjustment would have 
been in violation of the Closing Agreement. 

A Periodic Update of LIFO - News. Views and Ideas 
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However, that Section 481 (a) language did not 
prohibit the IRS from changing the taxpayer's item 
definitions for years subsequent to Year #1. 

If the IRS were to successfully challenge the 
taxpayer's definition of items in Year #2, that would 
have resulted in the need for a Section 481 (a) adjust
ment because a change in item definitions is a change 
in method of accounting under Section 446. How
ever, in that case, the Section 481 (a) adjustment 
would have been limited to tax years after Year #1. 

APPLICATION OF THE CLOSING AGREEMENT 
TO VARIOUS INVENTORY TRANSFERS 

The FAA also discussed the application of the 
Closing Agreement to the inventory that was obtained 
from Company B and Company C as a result of the 
merger and the transfer of the assets under Section 
351, respectively. 

The position of the I RS was that these inventories 
were subject to examination by the IRS even though 
they were owned by the predecessor companies prior 
to the end of Year #1. Although these inventories 
were combined with the taxpayer's inventory (includ
ing the taxpayer's pre-Year #2 inventory), they did not 
enter the taxpayer's inventory until after the end of 
Year #1. 

The Closing Agreement provided that the IRS 
may examine goods that enter inventory after Year 
#1. Therefore, these inventories in question were 
subject to examination by the IRS even though appar
ently those inventories acquired from Company B or 
Company C were not included on an Attachment to 
the Closing Agreement. 

The FAA reasoned that a conclusion to the con
trary would allow application of the Closing Agree
ment to companies who were not parties to the 
Agreement. 

In reaching this conclusion, the FAA cited several 
cases in support of three general rules. A person who 
is not a party to a contract "is in no position to invoke 
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its protection." Rights are not granted to a third party 
unless the contract reflects the express or implied 
intent of the parties to benefit the third party. Closing 
Agreements are only binding with respect to the 
parties thereto. 

Although, Closing Agreements may be binding 
on transferees, Company B and Company C were not 
parties to the Agreement. Furthermore, the Agree
ment did not reflect an intent, express or implied, to 
include inventory acquired in subsequent mergers, 
acquisitions, or other corporate transactions within 
the confines of the Closing Agreement. 

In fact, the Closing Agreement reflected the op
posite intention because it provided that the IRS may 
examine anything entering into inventory after the 
end of Year #1. 

While Closing Agreements may have applied to 
transferees, Company B and Company C were not 
transferees. To the extent they were transferors, the 
same rule did not apply. Binding a transferee pre
cludes a taxpayer from avoiding the application of a 
Closing Agreement by transferring assets. To have 
applied this rule conversely would not have achieved 
the same result; rather it would have allowed the 
application of a Closing Agreement to taxpayers and 
items to which it was never meant to apply. 

SAMPLE CLOSING AGREEMENT 

The really important language has been redacted 
from the Closing Agreement in FAA 20100501 F. The 
attachment to this article may give you a better sense 
of what a Closing Agreement involving LIFO matters 
might or should look like. 

Note that this sample Closing Agreement does 
not contain any language related to a Section 481 (a) 
adjustment. This is because the IRS agreed that it 
would make no adjustments to the years under audit 
in return for the taxpayer's Agreement that it would 
change to the LI FO methodology that the I RS wanted 

it to adopt. * 
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Form 906-c 
(Rev. August 1994) Department of the Treasury - Internal Revenue Service 

Closing Agreement on Final Determination 
Covering Specific Matters 

Under Section 7121 of the Internal Revenue Code 

XYZ Corporation Tax ID #12-3456789 
(Taxpayer's name, address, and identifying number) 

Company Address 
and the Commissioner of Internal Revenue ("Commissioner") (hereinafter collectively referred to as "the Parties") make the following closing 
ag~ent . 

Whereas, Taxpayer's method of inventory valuation is the dollar value Last-In, First-Out, ("LIFO") method 
under I.R.C. Section 472; 

Whereas, in connection with the Commissioner's examination of Taxpayer's tax years ended ----
[Year #1] and [Year #2], the Commissioner disputed various aspects of Taxpayer's LIFO computations, 
including [state specifically the previous method, submethods, etc .. not allowed by the 
IRS], and, as a consequence of Taxpayer's disagreement with the Commissioner's position, the Commissioner has 
proposed Taxpayer be on an acceptable method of [state specifically the new method, 
submethods, etc .. to be employed], causing a proposed disallowance of Taxpayer's cost of goods sold deduction in 
the amount of $xxx for the tax year ended [Year #1] and a proposed disallowance of 
Taxpayer's cost of goods sold deduction of $yyy ___ for the tax year ended [Year #2]. 

Whereas, Taxpayer followed its same LIFO method for the succeeding tax years up to and including the tax 
year ended [Year #5]; 

Whereas, the Commissioner's Appeals Division will "no change" the tax years under Appeals jurisdiction 
which are the tax years ended [Year #1] and [Year #2]; 

Whereas, the Parties desire to resolve the dispute with finality by changing Taxpayer's LIFO method 
prospectively to a proper [ ] method under Treas. Reg. Sec. 1.472-8(e)(2)(ii)(b); 

NOW IT [S HEREBY DETERMINED AND AGREED FOR FEDERAL [NCOME TAX PURPOSES THAT: 

l. Commencing with the tax year ended [Year #5] and in tax years subsequent, Taxpayer's dollar-value 
method of LIFO inventory valuation elected under Treas. Reg. Sec. 1.472-8 will employ ________ _ 
[state specifically the new method, submethods. etc .. that Taxpayer agrees to employ]. 

2. Commencing with the tax year ended . [Year #5] and in tax years subsequent to the tax year ended 
____ ·[Year #5], Taxpayer will determine [state specifically the new method, 
submethods, etc .. that Taxpayer agrees to employ] ... without [state specifically the 
method, submethods, etc .. Taxpayer had previously used and is agreeing not to use in the future] under Treas. 
Reg. Sec. l.472-8(eX2Xii)(b). 

3. Accordingly, the accounting method changes in paragraphs one and two, above, shall be effectuated pursuant to a 
cut-off transition method and without an I.R.C. Section 481(a) adjustment. As a result, the tax year ended 
_:--:-__ [Year #4], shall be treated as a new base year for purposes ofthe LIFO calculations for the tax year 
ended [Year #5], and thereafter. Taxpayer shall not be required to change its use of 
______ --- [state specifically the previous method. submethods, etc .. not allowed by the IRS] for 
any taxable year prior to the tax year ended [Year #5]. 

~~~m~o~~~mg~O~rR~e~pm~·~tin~g~W~~~OU~I~pe~~~iS~Si~Dn~l&~p~rM~ib~He~d~~~~~*~~~~~~~~A~pe~®~d~iC~U~Pd~m~e~m~L~IFO~-N~_~S~.~vi~ew~.~an~d~ld~ea~s 
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SAMPLE LJ FO CLOSING AGREEMENT 

iVo SEC110N 48J(1I) ADJUSTMENT ••• CUT-OFF AIETHOD 
Page2 of2 

Closing Agreement with XYZ Corporation, EI #12-3456789 

4. Taxpayer will file its Federal income tax return for the tax year ended [Year #5] within the 
time frame allowed by statute, to include any extension for filing at its option. Taxpayer will also file a copy of 
the Federal income tax return with [IRS Employee Name], LMSB Manager of the 

[city, state] Internal Revenue Service Office concurrently with the one sent to the 
Internal Revenue Service Campus. The copy of the Federal income tax return filed with LMSB will have 
summary schedules in support of Taxpayer's new dollar-value method for LIFO inventory valuation that 
employs [state specifically the new method, sub methods, etc., to be employed]. 

5. The Commissioner is permitted to examine and propose adjustments to Taxpayer's use of the LIFO method for 
the tax year ended [Year #5] and tax years subsequent to the tax year ended [Year #5] 
to determine whether the amounts reported for each such tax year properly reflect income and are in accordance 
with the requirements ofTreas. Reg. Sec. 1.472-8 and IRC Section 263A. 

6. For the tax years subsequent to the tax year ended [Year #5], Taxpayer has the right to file Form 
3115, Application For Change in Method of Accounting, under Rev. Proc. 97-27, Rev. Proc. 2002-9 or any 
other such official published guidance by the Commissioner relevant to Taxpayer's use of the LIFO method and 

[describe the new method, submethods, etc., to which Taxpayer may request 
permission from the IRS to change in the future], of which the approval of such request is under jurisdiction of 
the Office of Chief Counsel. 

This Agreement isflnal and conclusive except: 

(1) The matter it relates to may be reopened in the event of fraud, malfeasance, or misrepresentation of material fact; 

(2) It is subject to the Internal Revenue Code sections that expressly provide that effect be given to their 
provisions (including any stated exception for Code Section 7122) notwithstanding any other law or rule of 
law; and 

(3) If it relates to a tax period ending after the date of this agreement, it is subject to any law, enacted after the 
agreement date that applies to that tax period. 

By signing, the above parties certify that they have read and agreed to the terms of this document 

Your signature ________________________ _ 

Spouse's Signature (if a joint return was filed) ______________ _ 

Taxpayer's representative 

Taxpayer (other than individuaQ ~Xc!.Y~Z~C~o~rp~o!!!ra5!.!t~io:!!n ____________ _ 

By ________________________________________ __ 

Title Mr./Mrs. RST. President of XYZ Corporation 

Commissioner of Internal Revenue 
By _____________________________________________ __ 

Title Mr.lMrs. MNO. Appeals Team Manager 

Notes 

Date Signed _______ _ 

Date Signed _______ ~ 

Date Signed ______ _ 

EI # 12-3456789 

Date Signed _______ _ 

Date Signed _______ _ 

• This sample Closing Agreement does not contain any language related to a Section 481(a) adjustment, other than 
referring (in Agreement #3) to the fact that there is none. There was no Section 481(a) adjustment in this case 
because the IRS agreed that it would make no adjustments to the years under audit in return for Taxpayer's 
Agreement that it would change to the LIFO methodology that the IRS wanted it to adopt. 

• In Agreement #6, it is stated explicitly that in future years, Taxpayer has the right to file Form 3115 requesting 
permission to use a different method. 

~A~p~e~~·d~iC~u~p~da~le~O~f~lI~Fo~.N~e~w~s,~v~ie~w~sa~n~d~ld~ea~s~~~~~~~~~~~~~~~~Ph~m~O~CO~pY~in~g~O~rR~e~p~rin~ti~ng~W~ij~h~Om~~pe~~~~~s~iOO~~ls~p~ro~hib~~~ed 
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COMPARISON OF SUPERLIFOTM & IRS 
NEW ITEM DETERMINATIONS FOR NEW VEHICLES 

IN YEAR-END 2009 INVENTORIES 
We are pleased to present our SUPERLIFOTll201 0 

New Items Lists in a Report comparing our determi
nations of new items with those previously made 
available by the office of the IRS Motor Vehicle 
Technical Advisor in Grand Rapids, Michigan. 

The IRS lists were distributed as an attachment to 
an e-mail dated April 1 , 2010. In the attachment, the 
IRS Motor Vehicle Technical Advisor stated the fol
lowing ... "This list is similar to the guidance I 
provide to examiners who audit automobile deal
ers' tax returns and is the result of research by my 
staff of the best information available to us. Since 
the list is not an 'Official List, • it does not reflect 
'Service Position' and examiners are not required 
to follow it." 

The IRS has used the following sources to com
pile its New Items Lists ... Edmunds.com, Cars. com, 
NADAguides.com, Black Book New Car Cost Guide 
{October 2009 Edition, November/December 2009 
Edition and January/February 201 0 Edition} Automo
tive News, and when available, product brochures, 
manufacturers' price lists and vehicle order guides. 

HOW TO INTERPRET OUR SUPERLlFCYM -
IRS COMPARATIVE REPORT 

Our Comparative New Item Report covers 18 
pages ... New automobiles on pages 1-10 and new 
light-duty trucks {including sport utility vehicles, 
minivans and off-roads} on pages 11-18. 

Our Comparative New Item Report shows com
plete make, model, body style, model code and item 
category information. 

The left-hand side of each Report page shows 
our SUPERLIFOTM New Items List. 

The right-hand side of the Report {including the 
"Yes" column} shows the IRS' Motor Vehicle Industry 
Specialist's new item listing. 

To make it easier to identify the differences in our 
respective new items listings, where a new item on 
our List also appears on the IRS' list, that detailed item 
category has not been listed again on the right-hand 
side. 

The "Yes/No" columns should be read as follows: 
If an ")(" appears in the "Yes" column, that item 
category has been determined by the IRS to be a new 
item category. Thus, every item category listed on the 
left-hand side ofthe page with a corresponding "X" in 

the "Yes" column indicates an item category where 
we are in agreement with the IRS. 

Where there are blank spaces on the left-hand 
side of the page, but item category entries on the 
corresponding right-hand side of the page, you can 
clearly see those item categories {with model num
bers} which the IRS concluded were new items, but 
which we concluded were not. 

If an "X" appears in the "No" column, that item 
category is listed on the left-hand (Le., SUPERLIFOTM) 
side, and that "X" indicates an item category that we 
treated as new, but which the IRS did not. 

The IRS also used a calendar year cut-off, rather 
than a model year cut-off, in compiling its list. This 
eliminated many items that otherwise might have 
been differences resulting from overlapping time pe
riods. But in some instances, varying introduction 
dates created differences in our respective determi
nations. 

In summary: Everything listed on the left-hand 
{our} side with an "X" in the "Yes" column is an item 
category where we agree with the IRS that it is a new 
item. Everything with an "X" inthe "Yes" column is on 
the IRS' new item list. Everything listed on the right
hand {IRS} side of the page is an item category that 
the IRS considers to be new ... and we do not. Finally, 
everything with an "X" in the "No" column is something 
that we conclude should be a new item category, but 
the IRS does not. 

With respect to the December 31,2009 year-end 
vehicles, we identified a total of 563 new item catego
ries {310 automobiles and 253 light-duty trucks} 
whereas the IRS identified a total of 496 {273 automo
biles and 223 light-duty trucks}. We both reached the 
same conclusion with respect to 314 new item cat
egories. Note: it is pure coincidence that the number 
of new item categories that we both agreed upon 
happened to be 314 ... the same number as in our last 
comparison. 

We have continued to use the two separate 
classifications for automobiles and light-duty trucks. 
Many dealerships don't care about this distinction any 
more because they have changed to the single, 
combined {Vehicle-Pool} method for all new vehicles. 
However, a significant number of dealers {at least 
many of those we are doing LIFO calculations for} 
have not changed to the Vehicle-Pool Method, for one 

~ 
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Comparison of New Item Determinations 

reason or another. Therefore, this classification 
distinction for LIFO pooling purposes is still relevant 
for them. 

The IRS has also continued to use these sepa
rate classifications; however, the IRS' new items lists 
for automobiles and for light-duty trucks both state the 
same qualification: "Caution: This list is not 
intended for pooling purposes. ,. 

We identified 249 item categories as new, but the 
IRS determined them to be continuing. The IRS 
identified 182 items as new, but we concluded that 
they should be treated as continuing items. 

A table summarizing the details of these differ
ences in treatment appears on page _. 

Regional pricing differences have been elimi
nated because Chrysler dropped its "Regional Pric
ing" policy. 

In some instances, we understand why we dis
agree with the IRS; in other situations, we're not quite 
sure why we don't agree - other than possibly be
cause of conflicting information or timing differences 
in our respective resources. 

In prior years' comparative lists, because of the 
format limitations involved in this side-by-side pre
sentation, some of the new item vs. continuing item 
differences described as "due to timing" are not 
purely due to timing differences. Because we (Le., 
SUPERLIFOTM) received the information sooner or 
more directly, some item categories were treated as 
new on an earlier compilation of new items ... and the 
IRS was simply catching up with treating them as new 
items on its "later" compilation. 

In this year's comparative lists, information avail
able to us for determining vehicle status was always 
(dated) earlier than the information the IRS was using 
for its determinations. This is clearly evident in the 
note at the bottom of page _. 

There are other instances involving models/ve
hicles that did not exist in the prior year where (1) we 
received information that the IRS did not, (2) we 
determined the item to be a new item, (3) the IRS did 
not even list that item (because the IRS did not have 
any information on it) and (4) that item appears in the 
"No" column and is "x'd" in the "No" column. The 
reason that these are not considered as timing differ
ences between our respective lists is that the IRS had 
no information to evaluate. Therefore, that item will 
not result in a timing difference until, at some later 
date, the IRS receives information on the vehicle and 
then makes its determination as to its status. 

(Continued) 

DEFINITION OF A "NEW" ITEM 

A new item category is defined as an item cat
egory not considered to be in existence in the prior 
taxable year. 

Under Section 4.02(5) of Rev. Proc. 97-36, a new 
item category results from anyone of the following: 

Any new or reassigned manufacturer's model 
code that was caused by a change in an existing 
vehicle, 

A manufacturer's model code created or re
assigned because the classified vehicle did not pre
viously exist, or 

If there is no change in a manufacturer's 
model code, but there has been a change to the 
platform (Le., the piece of metal at the bottom of the 
chassis that determines the length and width of the 
vehicle and the structural set-up of the vehicle) that 
results in a change in track width or wheel base, 
whether or not the same model name was previously 
used by the manufacturer, a new item category is 
created. 

NEW ITEM: WHAT DIFFERENCE DOES IT MAKE? 

New item categories are required to be included 
at a 1 .000 factor in the annual computation of the 
index of inflation or deflation. This is accomplished by 
using the same dollar amount for the end-of-the-year 
base cost as for the beginning-of-the-year base cost. 

Since any number divided by itself equals 1.000, 
this new item treatment will contribute no inflation (or 
deflation) for that item to the annual index. 

However, if there is overall inflation for the year, 
the inclusion of the same dollar amount for that new 
item in both the numerator and the denominator of the 
fraction will reduce the overall weighted index result 
(Le., it will depress the index computed). 

The opposite result will occur in a year where 
there is overall deflation. New item treatment (at 
1.000) will raise or increase the overall weighted 
index result if there would otherwise be overall defla
tion for the year. 

DETAIL LISTINGS 

We have included the first page of the New 
Automobiles Report (Page 1 of 18) on page 62 and 
the first page of the New Light-Duty Truck Report 
(Page 11 of 18) on page 63. If you would like a copy 
of the entire 18-page Report, please write or e-mail us 
with your request. * 
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COMPARISON OF "UNOFFICIAL" NEW ITEM CATEGORY LISTS 
SUPERLIFOTM AND IRS MOTOR VEHICLE TECHNICAL ADVISOR PROGRAM 

NEW AUTOMOBILES AND LIGHT-DUTY TRUCKS 
INVOLVING MANUFACTURER MODEL YEARS 2009 & 2010 

SUPERLIFOTM • NEW ITEMS LIST 
FOR CALENDAR YEAR 2009 DEALERS & 

IRS MOTOR VEHICLE TECHNICAL ADVISOR PROGRAM 
(DECEMBER, 2009 CALENDAR YEAR) 

.... ~--~.----~ ---.~~-----------

LEGEND I COMMENT CODE 

DIFFERENCE IN ENGINE I MOST DETAILED DESCRIPTION 

OPTION PACKAGES I MOST DETAILED DESCRIPTION 

DIFFERENT PRODUCT REQUIREMENTS OR OPTION PACKAGES 

WHICH VARY DEPENDING ON REGIONAL CONSIDERATIONS 

TIMING DIFFERENCE: IRS RECEIVED INFO EARLIER OR LATER 

DIFFERENT INFORMATION SOURCES AVAILABLE TO 
IRS AND I OR TO SUPERLIFOTM 

NUMBER OF NEW ITEMS 

AUTOMOBILES 

L1GHT·DUTY TRUCKS 

TOTAL NEW ITEM CATEGORIES 

SUPERUFOTM 
CATEGORY 

310 

253 

563 

IRS 
CATEGORY 

273 

223 

496 



COMPARISON OF "UNOFFICIAL" NEW ITEM CATEGORY LISTS 

SUPERLIFOTM AND IRS I MOTOR VEHICLE TECHNICAL ADVISOR PROGRAM 
NEW AUTOMOBILES AND LIGHT-DUTY TRUCKS 

FOR CALENDAR YEAR DEALERS - DECEMBER 31, 2009 

RIGHT-HAND 
COLUMN 

LEFT-HAND 
COLUMN IRS SAID 

SUPERLIFO NEW, 
SUPERLIFO IRS SAID NEW, SUPERLIFO 

SAID SAID SUPERLIFO & IRS IRS SAID SAID 
NEW NEW 80TH AGREE CONTINUING CONTINUING 
(A) (8) (A - C) (8 - 0) (C) (D) 

AUTOS 
Page 1 10 35 7 7 3 
Page 2 7 45 5 5 2 
Page 3 42 9 8 8 34 
Page 4 39 23 18 18 21 
Page 5 41 31 28 28 13 
Page 6 36 18 14 14 22 
Page 7 41 36 31 31 10 
Page 8 23 25 9 9 14 
Page 9 37 29 24 24 13 
Page 10 34 22 15 15 19 

TOTAL AUTOS 310 273 159 159 151 

TRUCKS 
Page 11 20 21 5 5 15 
Page 12 38 16 13 13 25 
Page 13 34 44 34 34 0 
Page 14 34 31 22 22 12 
Page 15 39 26 23 23 16 
Page 16 33 35 26 26 7 
Page 17 25 26 9 9 16 
Page 18 30 24 23 23 7 

TOTAL TRUCKS 253 223 155 155 98 

TOTAL AUTOS & TRUCKS 563 496 314 314 249 

Out of the differences in Columns C & D, 15 cars and 18 truck differences were not "interpretive" differences. Rather, these 33 differences 
were solely due to timing in the sense that SIL and the IRS obtained the vehicle data in different time periods and therefore the vehicles did 
(or did not) appear on one list, but not on the other. In other words, these 33 "timing" differences would not exist if the comparison of lists 
were made over a 2 year period. 

TIMING DIFFERENCES 

IRS RECEIVED INFO EARLIER OR LATER 

CARS - EARLIER 0 TRUCKS - EARLIER 

CARS - LATER 15 TRUCKS - LATER 

A Periodic Update of LIFO - News, Views and Ideas 
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o 
18 

SUPERLIFO RECEIVED INFO EARLIER OR LATER 

CARS - EARLIER 15 

CARS - LATER 0 

TRUCKS - EARLIER 18 

TRUCKS - LATER 0 

Photocopying or Reprinting Without Permission Is ProhibBed 

Mid-Year 2010 61 

28 
40 
1 
5 
3 
4 
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16 
5 
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114 

16 
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10 
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3 
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17 
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68 

182 
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COMPARISON OF "UNOFFICIAL" NEW ITEM CATEGORY LISTS 

SUPERLIFOTll AND IRS MOTOR VEHICLE TECHNICAL ADVISOR PROGRAM 

NEW AUTOMOBILES AND LIGHT-DUTY TRUCKS 

FOR CALENDAR YEAR DEALERS· DECEMBER 31, 2009 

SUPERUFO'" • NEW ITEMS UST IRS MOTOR VEHICLE INDUSTRY 
FOR CALENDAR YEAR 2001 DEALERS (DECEMBER, 2001 CALENDAR YEAR) 

MODEL 
BODYSTYLE CODE m NO BODY STYLE 

NEW AUTOMOBILES • t: 
4-DR AWO SEDAN V6 3.7 6-SP WfTECHiMP UA9E5 TECHHP X 
4-OR SEDAN V6 3.5 6-SP WfTECH UA9E5 x 
4-OR SEDAN. V6 3.5 AUTO WfTECHlI8'WHEELS UA8FS TECHI8W X 
4-OR SEDAN V6 3.5 AUTO CU4F4 X 
4-OR SEDAN V6 3.5 AUTO WfTECH CU4F6TECH X 

4-OR WAGON 2.0 TDI PREM STRONIC AUTO BPASPX X 
BPAS9C x 4-OR HA T,CHBACK 2.0T PREMIUM 6-SP 
BPAS9X X 4-DR HATCHBACK 2.0T PREMIUM AUTO 
8PAS9L X 4-OR HATCHBACK 2.0T PREMIUM AUTO QUATTRO 
BPA5PX X 4-OR HATCHBACK 2.0T PREMIUM PLUS TOI 
8EC5E9 X 4-OR SEDAN 2.0T S-LINE 6-SP QUA TTRO 
8K2569 X 4-OR SEDAN 2.0T PREMIUM 6-SP QUA TTRO 
8K256H X 4-0R SEDAN 2.0T PREMIUM FRONT TRAK 
8K556L x 4-OR WAGON 2.0T PREMIUM AVANT TIP QUATIRO 
8K256H X 4-DR SEDAN 2.0T PREMIUM PLUS FRONT TRAK 
8K2569 X 4-OR SEDAN 2.0T PREMIUM PLUS 6-SP QUA TIRO 
8K256L X 4-DR SEDAN 2.0T PREMIUM PLUS TIP QUATTRO 
8K556L X 4-OR WAGON 2.0T PREMIUM PLUS AVANT TIP QUATTRO 
8K2569 X 4-OR SEDAN 2.0T PRESTIGE 6-SP. QUA TTRO 
8K256L X 4-OR SEDAN 2.0T PRESTIGE TIP QUATTRO 
8K556L X 4-DR WAGON 2.0T PRESTIGE AVANTTIP QUATTRO 
8K25FL x 4-OR SEDAN 3.2 PREMIUM PLUS TIP QUATIRO 
8K25FL X 4-DR SEDAN 3.2 PRESTIGE TIP QUA TTRO 

2-OR AWO CPE 4CYL 2.0T PREM QUA TTRO 6-SP 8T3569 X 
2.()R CABR 4CYL 2.0T PREM FT MUL TlTRONIC CVT 8F756H X 
2-OR CABRIOLET 4CYL 2.0T PREM QUA TTRO TIP 8F756L X 
2·DR COUPE 4CYL 2.0T PREM QUATIRO AUTO 8T356L X 

8F756H x 2·DR CABRIOLET 2.0T PREMIUM PLUS CVT FRONT TRAK 
8F756L X 2·DR CABRIOLET 2.0T PREMIUM PLUS CVT FRONT TRAK· 
8T3569 X 2·DR COUPE 2.0T PRESTIGE 6-SP 
8T356L X 2-OR COUPE 2.0T PRESTIGE TIP QUA TTRO 
8F756H X 2·DR CABRIOLET 2.0T PRESTIGE CVT FRONT TRAK 
8F756L X 2.()R CABRIOLET 2.0T PRESTIGE TIP QUA TIRO 
8F756H X 2-OR CABRIOLET 2.0T PRESTIGE S-LINE CVT FRONT 
8F756L X 2-OR CABRIOLET 2.0T PRESTIGE S-UNE TIP QUA TIRO 
8T35FL X 2-OR COUPE 3.2 PREMIUM PLUS TIP QUATTRO 
8T35FL X 2-OR COUPE 3.2 PRESTIGE TIP QUA TTRO 
8T35FL X 2-OR COUPE 3.2 PRESTIGE S-UNE TIP QUA TIRO 

PAGEfOFf8 
COMMENT 

CODE COMMENTS 

OPTION 
OPTION 
OPTION 

OPTION 09 MODEL 
OPTION 09 MODEL 
TIMING :09 MODEL WJD INTRO 5116108 
OPTION 
OPTION 
TIMING 09 MODEL WJD INTRO 4114108 
TIMING 09 MODEL WJD INTRO 4114108 
TIMING 09 MODEL WJD INTRO 4114108 
OPTION .09 MODEL 
OPTION 09 MODEL 
OPTION '09 MODEL 
OPTION ·09 MODEL 
OPTION 09 MODEL 
OPTION 09 MODEL 
OPTION ·09 MODEL 
TIMING 09 MODEL WJD INTRO 4114108 
OPTION .09 MODEL 

OPTION 
OPTION 

. OPTION 

OPTION 
OPTION 
OPTION 
OPTION 
OPTION 
OPTION 
OPTION 
OPTION 



0 ,. 
CD ~ 

" i & n 

'" 
c - " r ~ ;; II> 

0 a 

8 
c 
-n 
0 

6 z 
~ 

C !!' 
-i < 

< i' 
~ 

.. 
AI 

" N 
Q, 

.0 g: 

SUl'ERUFO'" • NEW ITEMS UST IRS MOTOR venCLE INDUSTRY 
FOR CALENDAR YEAR 2009 DEALERS (DECEMBER, 20/11 CALENDAR YEAR} I'AGE11 OF 18 

MaDa COMMENT 
MAKE MODEL BODY STYLE CODE YES NO BODYSTYLE CODE COMMENTS 

, 
lIGHT·OUTY TRUCKS i' 

ACURA MDX 4-OR AWD SUV V6 3.7 AUTO WfTECH YD2H6 X OtFSC 
4-OR SUV V6 3.7 AUTO YD2H2 X OtFSC 
4-OR SUV V6 3.7 AUTO WfTECHIADVANCElDVD YD2H7 X DIFSC 
4-OR SUVV6 3.7 AUTO WITECHIDVD YD2H4 X OIFSC 

RDX X 4-OR AWD UTILITY SH DIFSC 
Z 

PI 

!=> 
.. x 4-OR AWD UTILITY SH WfTECH PKG DIFSC 

4-OR FWD SUV 4CYl2.3T AUTO TB2H2 X 
4-DR FWD SUV 4CYL 2.3T AUTO WfTECH TB2H5 X 

ZOX 4-OR AWD SUV V6 3.7 AUTO Y81H2 X DIFSC '10 MODEL WJD INTRO 1211109 
4-OR AWD SUV V6 3.7 AUTO WIADVANCE YB1HS X DIFSC 10 MODEL WJD INTRO 1211109 
4-DR AWD SUV V6 3.7 AUTO WITECH YB1H4 X DIFSC 10 MODEL WJD INTRO 1211109 

AUOI Q5 8RBSEL X 4-OR UTILITY PREMIUM TIMING 09 MODEL WJD INTRO 10/1/08 
8RB5EL x 4-OR UTILITY PREMIUM PLUS OPTION 09 MODEL 
8RB5EL x 4-DR UTILITY PREMIUM PLUS S-LINE OPTION .09 MODEL 

* 
8RB5EL X 4-0R UTILITY PRESTIGE OPTION 09 MODEL 
8RB5EL X 4-0R UTILITY PRESTIGE S-LINE OPTION 09 MODEL 

Q7 4LB5RL X 4-OR UTILITY TOI 3.0 PREMIUM DIFSC 
4LBSRL X 4-OR UTILITY TOI 3.0 PREMIUM PLUS OPTION 
4LB5RL X 4-OR UTILITY TOI 3.0 PREMIUM PLUS S-LINE OPTION 
4LB5RL X 4-OR UTILITY TOI 3.0 PRESTIGE OPTION 
4LB5RL X 4-OR UTILITY TOt 3.0 PRESTIGE S-LINE OPTION 
4LB50L X 4-OR UTILITY 3.S PREMIUM PLUS OPTION 
4LB5DL X 4-OR UTILITY 3.6 PRESTIGE OPTION 
4LB50L X 4-DR UTILITY 3.6 PRESTIGE S-LINE OPTION 

"tI ::r 
fa 
0 
n 

BMW X5 63 X 4-OR SPORT ACTIVITY VEHICLE XDRIVE350 TIMING '09 MODEL WJO INTRO 9/1/08 
0 

" $" 
IC 

M 4-OR SPORT ACTIVITY V8 4.4 TT 66 x OIFSC 
Z4 301 2-DR ROADSTER SCYL 3.0 s.sp 26 X DIFSC 09 MODEL WJD INTRO 311109 

g 351 2'[)R ROADSTER SCYL TT 3.0 AUTO 29 X OIFSC 09 MODEL WJO INTRO 311109 
:Jl 
II> 

~. BUICK ENCLAVE 4-DR AWD UTILITY V6 3.6 2XL 4V145262XL X OPTION 
S- 4-DR FWD UTILITY V6 3.6 2XL 
IC 

4R145262XL X OPTION 

~. ~ 
0 

a: s. 

~ ~ 
3 

III iij' ... VI 

I\) g' 
0 ;;; .... 

CADILLAC ESCALADE 4-OR 2WD ESV LUXURY V8 6.2 1 SB SCl0906LUX X OPTION .. 
4-DR 2WD ESV PREMIUM va 6.2 lSC 6Cl0906 PREM x OPTION 
4-0R 2WD SUV LUXURY V8 6.2 lSB 6Cl0706LUX X OPTION 
4-OR 2WD SUV PLAT HYBRID V8 6.0 6Cl0706 PlATHY X ,'09MODEL 
4-DR 2WD SUV PREMIUM V8 6.2 ISC SCl0706 PREM X OPTION 
4-OR 4WD SUV PLAT HYBRID V8 6.0 8Kl0706 PlATHY X 09 MODEL 

0 "tI 

~ 

~II f 
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