
ecently, a tax bill was proposed that
began an onslaught of allegations
against the usefulness and necessity 
of LIFO (last-in, first-out). This bill

attempted to give Americans a $100 gas rebate
that would have been paid for by the repeal of
LIFO for taxpayers. Fortunately, this bill, which 
was backed by Senate Majority Leader Bill Frist,
was withdrawn. However, the fight is not over.

The Senate Finance Committee 
is currently meeting to discuss if
LIFO is appropriate for tax and
generally accepted accounting pur-
poses or if it can be repealed com-
pletely. Proponents of the repeal
have cited many disadvantages of
the LIFO method, including con-
formity with international stan-
dards and the usage of LIFO for unwarranted tax
benefits.

In his June 13, 2006, testimony, George A. Plesko,
professor at the University of Connecticut School
of Business, attempted to explain
the advantages and disadvantages
(focusing more on the disadvan-
tages) of LIFO to the Senate
Finance Committee. Dr. Plesko
briefly described the application of

LIFO to inventory and some of the advantages of
using this approach. The main advantage indicated
by Dr. Plesko was that LIFO “matched the current
inventory costs to the current sales of the firm” for
financial reporting. This is one of the key concepts
that needs to be followed for the statements to be
reliable.

The main tax benefit that he listed was the ability
to create a large tax benefit due to higher cost of

sales. Since LIFO assumes that
the inventory most recently pur-
chased is the first to be sold, the
cost of sales would be higher in
the current inflationary market.
Since the company is deducting
current costs instead of histori-
cal costs, the firm will most
likely receive a tax benefit from

using LIFO. The income reported on its financial
statements would be lower than with FIFO (first-
in, first-out), but according to Dr. Plesko, “Given
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As most dealers know, new laws went into effect
in 2003 regarding the safeguards and privacy of

customer information. I have found many, if not
most, dealers still have not put into effect policies
and procedures to see that they are in compliance.

Consider performing the following com-
pliance checks at your dealership. They
only take a few minutes.

1 Walk the dealership showroom first
thing one morning and inspect all

salespersons’ desks and work areas,
looking for any documents that contain
customer information other than the
customer’s name. In many cases, viola-
tions will be found.

2 Inspect the finance person’s office
along with the sales manager’s work

areas and offices looking for any docu-
ments that contain customer informa-

tion other than the customer’s name. Violations
usually will be found.

Solution: Take the documents and make the em-
ployees explain to you why this happened and how
they will control it in the future.

3 Inspect all computer terminals in
the dealership when no one is at

them. See if passwords are required and
if someone has left them online so that
anyone could look for confidential infor-
mation. In many cases, violations will be
found.

Solution: Put some kind of notice on
the computer for the users to come
and meet with you so you may explain
the violation. If the violation persists,
you may have to take away their abil-
ity to use the computer without direct
supervision.
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the choice to choose an inventory accounting method
that reduces tax liabilities, even with the conse-
quences of reporting lower earnings to sharehold-
ers, many firms find the tax benefits dominate.”

The testimony then turned to the disadvantages 
of LIFO related to international standards and
companies manipulation of purchasing policies in
order to receive increased tax benefits. First, the
United States is one of the only countries to use
the LIFO method for financial reporting purposes.
International accounting standards prohibit the
use of LIFO. Dr. Plesko believes that international
accounting and U.S. accounting should be “harmo-
nized” and, if done, the only benefit for using LIFO
for tax purposes would be the deferral of income
taxes by companies who are on LIFO. Therefore,
he believes that LIFO should be disallowed for tax
purposes as well as to create better consistency
between “book income” and “tax income.”

Additionally, he testified that the use of LIFO “cre-
ates an initiative to purchase unneeded inventory
to avoid recognizing the additional taxable income

that would result from selling inventories valued
at less than current market price.” The main ques-
tion with this argument would be, “Does the cost
of storing this ‘unneeded inventory’ outweigh the
benefit related to the LIFO adjustment included 
in cost of sales?” After all, the main thrust of the
attempt to repeal LIFO is to generate more income
from taxes for the government. If companies pur-
chase this unneeded inventory, it is still income on
the vendor’s tax return creating additional taxable
income and government revenues.

These are only a few of the disadvantages that 
Dr. Plesko pointed out. The attack on LIFO is 
not over. Committees are meeting periodically to
discuss its applicability and necessity. Many auto
dealers would be greatly impacted if LIFO was
repealed, creating higher taxable income and
greater tax expense. If you would like to write a
letter to your senator or representative express-
ing concern, please contact your local AutoCPAGroup
member for a sample letter related to these
issues. ✍
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“TO BE OR NOT TO BE” AN LLC
Just as tax laws change, so too do the choices for

business entity types when starting a new deal-
ership venture. More and more, the limited liabil-
ity company (LLC) is becoming the entity of choice,
not just for real estate entities of dealers but for
their operating entities as well. 

LLCs are hybrid entities blending the attributes of
corporations and partnerships. Basically, an LLC
affords the advantages of limited liability and
pass-through taxation like S corporations. An addi-
tional benefit of LLCs, however, is that the design
features of LLCs are much more flexible, like part-
nerships. Types of LLCs include Single Member
LLC (an LLC with only one member) and the stan-
dard LLC (an LLC with more than one member).

Single member LLCs are disregarded for tax pur-
poses and treated as if they were sole proprietor-
ships with limited liability. Dealers starting a new
venture will generally not want to set up a single
member LLC. Most dealers starting a new dealer-
ship entity will establish multimember entities.
There are several ways to accomplish this, even if
you do not have a business partner. For multi-
member LLCs, the members can choose to be
taxed as a partnership or corporation, whether
the LLC will be member-managed or manager-
managed and how duties will be apportioned
among the members. 

The LLC is easily formed by filing articles of
organization with the proper state authorities and
paying all fees. Requirements vary among states.
Before initiating any filings, it is always important
to make sure you are aware of special rules that
may be applicable in your state. Also needed to

properly structure
your LLC is an operat-
ing agreement and
organization minutes
of the LLC.

Advantages of an LLC
versus other forms of
entities include

✔ Limited liability of
its members—unless
personal guarantees
are given by members;

✔ Pass-through taxa-
tion—basically, the earnings of an LLC are treated
like the earnings of a partnership;

✔ Greater flexibility in structuring the LLC—own-
ership interests and voting rights can be divided in
unconventional ways, unlike S corporations;

✔ Potential increase in basis over S corporations—
members of an LLC taxed as a partnership obtain
additional basis for their share of LLC debts; and

✔ Several classes of membership units—an S cor-
poration may only have one class of stock.

As with anything, there are also several potential
disadvantages of forming an LLC including

✔ Limited transferability—no one can become a
member of an LLC by transfer without the consent
of the majority interest members; 

✔ Limited duration—generally, LLCs have finite
lives, although some states now allow LLCs to exist
in perpetuity;
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4 See if you are able to obtain access to the ac-
counting office before or after normal accounting

office hours and if you can obtain confidential in-
formation, whether in sight or inside the desks
and filing cabinets in the office.

Solution: All information should be kept in locked
desks and filing cabinets, or the accounting office

itself should always be locked during off-hours or
when no one is in it.

The above are just a few of the self-compliance
checks that need to be done for a new-vehicle deal-
ership. Please take the time to see how you score
in your self-audit. ✍
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✔ The earnings from LLCs taxed as partnerships
are usually subject to a self-employment tax
(unlike S corporations); and

✔ “Alter-ego liability”—this is a judicial doctrine
that can hold a member of an LLC liable for the
debts of the company when it believes the com-
pany is merely an alter ego of its shareholders.

Before you choose an entity type to form, contact
your AutoCPAGroup tax professional for suggestions
and insight into which entity type will best suit
your goals and objectives, and what special state
issues you will need to consider. ✍
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