§1.472-3

LIFO method of valuing inventories is
used with respect to goods in one trade
or business the same method shall also
be used with respect to similar goods in
the other trades or businesses if, in the
opinion of the Commissioner, the use of
such method with respect to such other
goods is essential to a clear reflection
of income.

[T.D. 6500, 25 FR 11728, Nov. 26, 1960, as
amended by T.D. 6539, 26 FR 518, Jan. 20, 1961;
T.D. 7756, 46 FR 6920, Jan. 22, 1981; T.D 7756,
46 FR 15685, Mar. 9, 1981]

§1.472-3 Time and manner of making
election.

(a) The LIFO inventory method may
be adopted and used only if the tax-
payer files with his income tax return
for the taxable year as of the close of
which the method is first to be used a
statement of his election to use such
inventory method. The statement shall
be made on Form 970 pursuant to the
instructions printed with respect
thereto and to the requirements of this
section, or in such other manner as
may be acceptable to the Commis-
sioner. Such statement shall be accom-
panied by an analysis of all inventories
of the taxpayer as of the beginning and
as of the end of the taxable year for
which the LIFO inventory method is
proposed first to be used, and also as of
the beginning of the prior taxable year.
In the case of a manufacturer, this
analysis shall show in detail the man-
ner in which costs are computed with
respect to raw materials, goods in proc-
ess, and finished goods, segregating the
products (whether in process or fin-
ished goods) into natural groups on the
basis of either (1) similarity in factory
processes through which they pass, or
(2) similarity of raw materials used, or
(3) similarity in style, shape, or use of
finished products. Each group of prod-
ucts shall be clearly described.

(b) The taxpayer shall submit for the
consideration of the Commissioner in
connection with the taxpayer’s adop-
tion or use of the LIFO inventory
method such other detailed informa-
tion with respect to his business or ac-
counting system as may be at any time
requested by the Commissioner.

(c) As a condition to the taxpayer’s
use of the LIFO inventory method, the
Commissioner may require that the
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method be used with respect to goods
other than those specified in the tax-
payer’s statement of election if, in the
opinion of the Commissioner, the use of
such method with respect to such other
goods is essential to a clear reflection
of income.

(d) Whether or not the taxpayer’s ap-
plication for the adoption and use of
the LIFO inventory method should be
approved, and whether or not such
method, once adopted, may be contin-
ued, and the propriety of all computa-
tions incidental to the use of such
method, will be determined by the
Commissioner in connection with the
examination of the taxpayer’s income
tax returns.

[T.D. 6500, 25 FR 11729, Nov. 26, 1960, as
amended by T.D. 7295, 38 FR 34203, Dec. 12,
1973]

§1.472-4 Adjustments to be made by
taxpayer.

A taxpayer may not change to the
LIFO method of taking inventories un-
less, at the time he files his application
for the adoption of such method, he
agrees to such adjustments incident to
the change to or from such method, or
incident to the use of such method, in
the inventories of prior taxable years
or otherwise, as the district director
upon the examination of the taxpayer’s
returns may deem necessary in order
that the true income of the taxpayer
will be clearly reflected for the years
involved.

[T.D. 6500, 25 FR 11730, Nov. 26, 1960]

§1.472-5 Revocation of election.

An election made to adopt and use
the LIFO inventory method is irrev-
ocable, and the method once adopted
shall be used in all subsequent taxable
years, unless the use of another meth-
od is required by the Commissioner, or
authorized by him pursuant to a writ-
ten application therefor filed as pro-
vided in paragraph (e) of §1.446-1.

[T.D. 6500, 25 FR 11730, Nov. 26, 1960]

§1.472-6 Change from LIFO inventory
method.

If the taxpayer is granted permission
by the Commissioner to discontinue
the use of LIFO method of taking in-
ventories, and thereafter to use some
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other method, or if the taxpayer is re-
quired by the Commissioner to dis-
continue the use of the LIFO method
by reason of the taxpayer’s failure to
conform to the requirements detailed
in §1.472-2, the inventory of the speci-
fied goods for the first taxable year af-
fected by the change and for each tax-
able year thereafter shall be taken—

(@) In conformity with the method
used by the taxpayer under section 471
in inventorying goods not included in
his LIFO inventory computations; or

(b) If the LIFO inventory method was
used by the taxpayer with respect to
all of his goods subject to inventory,
then in conformity with the inventory
method used by the taxpayer prior to
his adoption of the LIFO inventory
method; or

(c) If the taxpayer had not used in-
ventories prior to his adoption of the
LIFO inventory method and had no
goods currently subject to inventory
by a method other than the LIFO in-
ventory method, then in conformity
with such inventory method as may be
selected by the taxpayer and approved
by the Commissioner as resulting in a
clear reflection of income; or

(d) In any event, in conformity with
any inventory method to which the
taxpayer may change pursuant to ap-
plication approved by the Commis-
sioner.

[T.D. 6500, 25 FR 11730, Nov. 26, 1960]

§1.472-7 Inventories of acquiring cor-
porations.

For additional rules in the case of
certain corporate acquisitions specified
in section 38l(a), see section 381(c)(5)
and the regulations thereunder.

[T.D. 6500, 25 FR 11730, Nov. 26, 1960]

§1.472-8 Dollar-value method of pric-
ing LIFO inventories.

(a) Election to use dollar-value method.
Any taxpayer may elect to determine
the cost of his LIFO inventories under
the so-called “dollar-value” LIFO meth-
od, provided such method is used con-
sistently and clearly reflects the in-
come of the taxpayer in accordance
with the rules of this section. The dol-
lar-value method of valuing LIFO in-
ventories is a method of determining
cost by using “base-year” cost ex-

§1.472-8

pressed in terms of total dollars rather
than the quantity and price of specific
goods as the unit of measurement.
Under such method the goods con-
tained in the inventory are grouped
into a pool or pools as described in
paragraphs (b) and (c) of this section.
The term “base-year cost” is the aggre-
gate of the cost (determined as of the
beginning of the taxable year for which
the LIFO method is first adopted, i.e.,
the base date) of all items in a pool.
The taxable year for which the LIFO
method is first adopted with respect to
any item in the pool is the “base year”
for that pool, except as provided in
paragraph (g)(3) of this section. Lig-
uidations and increments of items con-
tained in the pool shall be reflected
only in terms of a net liquidation or in-
crement for the pool as a whole. Fluc-
tuations may occur in quantities of
various items within the pool, new
items which properly fall within the
pool may be added, and old items may
disappear from the pool, all without
necessarily effecting a change in the
dollar value of the pool as a whole. An
increment in the LIFO inventory oc-
curs when the end of the year inven-
tory for any pool expressed in terms of
base-year cost is in excess of the begin-
ning of the year inventory for that pool
expressed in terms of base-year cost. In
determining the inventory value for a
pool, the increment, if any, is adjusted
for changing unit costs or values by
reference to a percentage, relative to
base-year-cost, determined for the pool
as a whole. See paragraph (e) of this
section. See also paragraph (f) of this
section for rules relating to the change
to the dollar-value LIFO method from
another LIFO method.

(b) Principles for establishing pools of
manufacturers and processors—(1) Nat-
ural business unit pools. A pool shall
consist of all items entering into the
entire inventory investment for a nat-
ural business unit of a business enter-
prise, unless the taxpayer elects to use
the multiple pooling method provided
in subparagraph (3) of this paragraph.
Thus, if a business enterprise is com-
posed of only one natural business
unit, one pool shall be used for all of
its inventories, including raw mate-
rials, goods in process, and finished

523



