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THE NEW LIFO OPPORTUNITY

he automotive industry has long recog-
nized the advantages of costing its new
vehicle inventories using the last-in,
first-out (LIFO) method of accounting.
Recently, Congress has discussed eliminating the
LIFO method for tax purposes as a strategy to
reduce the federal deficit and to “punish” large oil
companies that use LIFO to defer taxes on what
are seen as exorbitant profits.
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in two tax court cases. The courts found that the
differences between cars and light-duty trucks
were great enough to warrant splitting them into
two LIFO pools. These differences included the
types of purchasers, the types of cargo carried and
the nature of the vehicle operations. Over time and
with the introduction of crossover and sport-utility
vehicles, the differences have diminished, causing
the IRS to reconsider its position on LIFO pooling.

In the wake of this discussion, the
IRS has issued a new revenue pro-
cedure that permits retail automo-
bile dealers and wholesale distrib-
utors to elect to calculate their

new vehicle LIFO reserve using

only one pool (assuming the dealer

The annual LIFO adjustment for
a particular pool is affected by
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does not carry trucks with a gross
vehicle weight of more than 14,000 pounds). A
change in the LIFO method under this procedure
may provide an opportunity for dealers to signifi-
cantly reduce taxable income now or in the future.

Before the issuance of this revenue

many factors, including inflation
rate, the current year’s change in
inventory level, and the composi-
tion and timing of prior years’
LIFO inventory layers. This
makes it difficult to generalize

what will occur if multiple LIFO pools are combined
into one. The reduced number of pools will have one
of its largest positive impacts in a year when there
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procedure, dealers were required to
calculate their new vehicle LIFO re-
serves using at least two pools: one
for new cars and one for new light-
duty trucks. This pooling require-

ment was based on opinions issued
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