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LIFO UPDATE

If you had called me personally to ask “What’s
happening lately with LIFO that | need to know
about?”... Here's what I'd say:

#1. CHANGES IN ACCOUNTING METHODS FOR
TRADE DISCOUNTS & FOR CERTAIN
ADVERTISING FEES & EXPENSES. Thisissue

ofthe LIFO Lookoutcontains Part Il of our continuing

coverage of this subject. Part | can be found in the

September 2003 issue.

For a look at how the publicly-held dealership
groups have handledthe underlying change in GAAP
effective for 2003, see page 14. We haveincludedthe
results of our analysis of the consent letters received
from the IRS by dealers who have requested permis-
sion to change their accounting method for advertis-
ing fees and expenses. Ordinarily, dealers have
requested permission to make these changes at the
same time as they have automatically changed (or
more technically, “corrected”) their methods of ac-
counting for trade discounts ... floorplan assistance
payments.

Our opinionisthat CPAs aredoingadisservice to
their dealer clients if they have not encouraged and
assisted them in complying with the Code and with
GAAP on these matters.

We'd be happy to print rebuttals from CPAs who
feel otherwise. ‘

#2. LIFORECAPTURE POTENTIAL INPARTNER-
SHIP EXCHANGES WILL BE INCREASED BY
CHANGES IN 1363(d) REGULATIONS. On

August 13,2004, the IRS published proposedchanges

that will extend certain rules involving the recapture of

LIFO reserves in special situations involving C corpo-

rations converting to S corporations.

In part, these proposed changes are motivated
by the IRS’ dissatisfaction with the final outcome-
which was its defeat upon appeal-in the Coggin
Automotive Corp. v. Comm. case. Somehow or
other, seeing a clever taxpayer avoid, escape or
otherwise successfully dance around $4.8 million of
LIFO recapture was just too much for the IRS. The
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Coggin case and its reversal upon appeal were dis-
cussed in previous issues of the LIFO Lookout.

These changes will set forth the LIFO recapture
requirements when a C corporation holds inventory
accounted for under the Last-In, First-Out method
indirectly through apartnership. The endresultis that
a C corporation holding an interest in a partnership
that owns LIFO inventory must include the
lookthrough LIFO recapture amount in its gross
income if the corporation either elects to be an S
corporation or transfers its interest in the partnership
to an S corporation in a nonrecognition transaction.
The proposed Regulations also prescribe correspond-
ing basis adjustments under certain circumstances.

see LIFO UPDATE, page 2
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