
THE LIFO COALITION 
1325 G Street N.W., Suite 1000, Washington, DC  20005   TEL: 202-872-0885 

 

June 6, 2012 

 

Mr. Jeffrey D. Zeints 

Acting Director 

Office of Management and Budget 

Washington, D.C.  20503 

 

Dear Mr. Zeints: 

 

On January 27
th

, a bi-partisan group of 22 Members of the House of Representatives sent a letter 

to President Obama urging that LIFO repeal not be included in the Administration’s Fiscal Year 

2013 Budget.  On April 2
nd

, you responded to the letter from the Members of Congress on behalf 

of the Obama Administration. 

 

The LIFO Coalition, a coalition of more than 120 business organizations and trade associations, 

was provided a copy of both the letter to the President and your response on his behalf. 

 

The Coalition has prepared a detailed response to the points you raised in your letter to the 

Members of Congress.   

 

Please find enclosed the LIFO Coalition’s response to your letter with a list of the members of 

the coalition, a copy of your letter to the Members of Congress, and a copy of their original letter 

to the President. 

 

Sincerely, 

 

 
Jade West, Senior Vice President-Government Relations 

National Association of Wholesaler-Distributors 

Executive Secretariat, The LIFO Coalition 

 

Enclosures: 

  1.  Coalition response and membership list (pages 2-10) 

  2.  OMB Letter to Members of Congress (page 11-12) 

  3.  Members of Congress letter to the President (pages 13-15) 

 

cc: Honorable Timothy F. Geithner 

Secretary 

U.S. Department of the Treasury 
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THE LIFO COALITION 
1325 G Street N.W., Suite 1000, Washington, DC  20005   TEL: 202-872-0885 

June 2012 

 

LIFO Coalition Response to the Administration’s Proposal to Repeal the  

Last-in, First-out (LIFO) Inventory Method 

Executive Summary 

 

LIFO has been permitted in the tax code since 1939, is an accepted general 

accounting principle, and is used by millions of companies in a wide range of industries.  

Repeal of LIFO would have a major damaging impact on the U.S. economy and job 

creation, particularly among small and mid-sized businesses, and most of the revenue 

that would be generated by LIFO repeal would be from the “recapture tax” – an 

unprecedented retroactive tax increase.   

 

In January, a bi-partisan group of 22 Members of Congress sent a letter to 

President Obama urging the Administration to exclude repeal of LIFO from its Fiscal 

Year 2013 Budget.  On April 2
nd

, the Office of Management and Budget (OMB) 

responded to the Congressional letter, rejecting their request and defending the proposal 

to repeal LIFO on three separate grounds.     

 

The LIFO Coalition believes that the three arguments outlined by OMB for the 

Administration’s proposal fail to justify repeal of the LIFO method. 

 

OMB:  The LIFO inventory method provides unwarranted deferral of income taxes for 

taxpayers experiencing increasing costs in their inventories.   

 

Coalition response:   The LIFO method simply recognizes the reality that inflationary 

gains should not be taxed until the benefits from those gains are permanently withdrawn 

from the business.  In order for a business selling merchandise to remain in operation, 

that business must consistently reinvest the profits that it earns from the sale of 

merchandise in order to replenish the merchandise that has been sold.  When costs 

increase due to inflation, the business must invest an ever increasing amount of capital 

simply to maintain the status quo.  If the business must pay taxes currently on that 

inflationary income, it would have to either acquire additional capital in order to maintain  

existing inventory levels, or shrink the level of operations and thereby reduce 

employment, so as to be able to afford the additional taxes.  
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OMB:  LIFO repeal would simplify the Internal Revenue Code by eliminating a complex 

and burdensome accounting method that has been the source of tax controversies.   

 

Coalition response:   Any complexities or burdens under the LIFO method have 

generally been eliminated.  When LIFO was initially adopted by Congress over 70 years 

ago, there were a number of complexities and uncertainties about the way that the LIFO 

method operated.  However, approximately 30 years ago, the IRS made a concerted effort 

to simplify the most complicated aspect of LIFO usage, permitting taxpayers to use 

standardized industry-wide statistics to compute the inflation in their inventories.  The 

adoption of this method transformed the LIFO calculation process into a relatively 

formulaic process.  

In fact, the Administration’s default method, first-in, first-out (FIFO), is the basis for 

LIFO calculations.  Moreover, FIFO and LIFO serve the same function – most closely 

matching the cost of goods sold with the cost of replacement inventory – so eliminating 

LIFO would force companies which use it into a disadvantaged position vis a vis 

companies for which FIFO is the more economically appropriate method.   

 

OMB: The LIFO Method is an Impediment to the Adoption of IFRS in the U.S. 

 

Coalition response:  The presence of LIFO as a proper method of inventory valuation is 

not having the slightest effect on the adoption of IFRS in the U.S.  All recent news 

reports indicate that the SEC is leaning towards an “endorsement” model under which the 

U.S. would continue to evaluate what accounting principles would be acceptable for use 

in the financial statements of U.S. issuers.  Moreover, numerous articles in the financial 

press have highlighted far more serious differences between IFRS and U.S. GAAP than 

the treatment of the LIFO method. Finally, if an initial decision is made by the SEC to 

require or permit IFRS to be used by U.S. issuers of financial statements, such a decision 

will simply be the beginning of a long process whereby the two sets of accounting rules 

will be brought into closer alignment, and that evolutionary process does not mean that 

the LIFO method will necessarily be prohibited for financial reporting purposes in the 

U.S. 

 

Conclusion:  The LIFO Coalition believes that the Administration has failed to make 

an effective case for LIFO repeal, and that the additional federal revenue that repeal 

would generate would be more than offset by the economic harm that repeal would 

cause.  The negative impact of LIFO repeal would be felt by companies of all sizes and 

in a wide range of industries.  The prospective and retroactive tax increases imposed by 

LIFO repeal will take valuable resources away from business operations, investment 

and job creation and can be expected to result in the decline or failure of many 

currently viable companies.  We strongly urge policy makers to reject efforts to repeal 

this long-standing and widely accepted accounting method.   
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THE LIFO COALITION 
1325 G Street N.W., Suite 1000, Washington, DC  20005   TEL: 202-872-0885 

June 2012 

 

LIFO Coalition Response to the Administration’s Proposal to Repeal the  

Last-in, First-out (LIFO) Inventory Method 

 

Background: On January 27, 2012, a bi-partisan group of 22 Members of Congress sent a letter 

to President Obama urging the Administration to exclude from its Fiscal Year 2013 Budget 

Proposal a proposal to repeal the last-in, first-out (LIFO) inventory method, which had been 

included in prior budget proposals.  The Administration ultimately rejected this request and 

included in its Fiscal Year 2013 Budget Proposal a proposal to repeal the LIFO inventory 

method for federal income tax purposes.   

 

On April 2, 2012, Jeffrey Zients, Acting Director, Office of Management and Budget (OMB), 

responded to the January 27, 2012, Congressional letter and explained the Administration’s 

decision. In the letter, OMB defended the Administration’s decision to propose the repeal of the 

LIFO inventory method on three separate grounds – 

 

1. The LIFO inventory method provides unwarranted deferral of income taxes for 

taxpayers experiencing increasing costs in their inventories; 

 

2. The repeal of the LIFO method would simplify the Internal Revenue Code by 

eliminating a complex and burdensome accounting method that has been the source of 

tax controversies in the past; and 

 

3. The repeal of the LIFO method would remove an impediment to the adoption of 

International Financial Reporting Standards (IFRS) in the United States by the Securities 

and Exchange Commission (SEC). 

 

The LIFO Coalition (the Coalition), which represents trade associations and businesses of every 

size and industry sector that employ the LIFO method, was organized in April 2006, when LIFO 

repeal was first proposed in the Senate as a revenue offset to fund unrelated policies. Since then, 

the Coalition has grown to include more than 120 members including trade associations 

representing a wide swath of American industry – including manufacturing, wholesale 

distribution and retailing – and companies of all sizes. The Coalition’s mission is to preserve the 

option of companies to value their inventories pursuant to the LIFO method for federal income 

tax purposes.  A list of the Coalition members is attached to this document, and can be found at  

http://www.savelifo.org/pdf/LIFOMemberList.pdf 
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Coalition’s Position: As discussed in more detail below, the LIFO Coalition believes that the 

three arguments outlined by OMB for the Administration’s proposal do not justify repeal of the 

LIFO method. 

 

1. The LIFO Method as an Unwarranted Deferral of Taxes 

 

 OMB’s assertion that the LIFO method results in an unwarranted deferral of income 

taxes ignores the fact that the LIFO method has been included in the Internal Revenue Code (the 

Code) as a permissible method of inventory valuation for federal income tax purposes since 

1939. Moreover, the LIFO method has been a part of generally accepted accounting principles 

(GAAP) in the United States for more than 70 years.   

 

 In fact, the LIFO method is widely used as an inventory valuation method for both tax 

and financial reporting purposes in a wide range of industries.  According to two separate recent 

studies, one by Georgia Institute of Technology and the other by the American Institute of 

Certified Public Accountants, LIFO is used by between 36% and 40% of businesses in every 

industry sector that maintains inventories.  

 

 Accordingly, the LIFO method is not an unintended loophole or, in any sense, a tax 

expenditure. The LIFO method is based on sound economic principles and operates on the 

economic theory that in order for a business selling merchandise to remain in operation, the 

business must consistently reinvest the profits it earns from the sale of merchandise to replenish 

the merchandise that has been sold and/or the raw materials that are used in the production 

process. As a result, unless the business chooses to either reduce the level of its operations or 

terminate its business altogether, the profits from the business must be permanently reinvested in 

merchandise offered for sale by the business or raw materials used for production. 

 

 When a business operates in this type of environment and costs increase due to inflation, 

the capital investment in the business is placed in an even more precarious state.  Thus, a 

business must reinvest the same amount of capital that financed the original quantity of 

merchandise necessary to maintain the operations of the business and invest an ever increasing 

amount of capital simply to maintain the status quo. While in some abstract sense one might 

view the business as having “realized” additional income due to the effect of inflation on the 

sales prices of the merchandise, the additional income resulting from that increased sales revenue 

must remain permanently invested in the capital of the business to preserve the ongoing 

business’ operations. If the business must pay taxes currently on that inflationary income, the 

business will be unable to preserve its ongoing operations without either locating additional 

capital or shrinking the size of its operations. 

 

 As a matter of tax policy, the LIFO method recognizes that inflationary gains should not 

be taxed until the benefits from those gains are permanently withdrawn from the business. Under 

the LIFO method, the inflation element in a business’ profits is taxed only when that profit is 

permanently withdrawn from the business through reductions in inventory levels. The tax law 

deals with inflation in a number of different ways, depending on the type of property involved. In 

the case of machinery and equipment, accelerated depreciation methods and shorter recovery 

periods than the physical life of the machinery and equipment enables a business to replace the 

machinery and equipment that wears out with more costly machinery and equipment. In the case 

of capital assets, preferential rates for capital gains are designed, in part, to compensate for the 

fact that a portion of the gain taxed is due to the effects of inflation. Similarly, the LIFO method 

addresses the effects of inflation on business inventories. 
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 LIFO is a necessary and appropriate inventory valuation method under any economic 

circumstances. However, given the present business environment and the fragility of the 

economic recovery, eliminating the LIFO inventory method at this time would be particularly 

inadvisable. If adopted, this proposal would require businesses to either acquire additional capital 

to maintain their existing inventory levels or shrink the level of operations and reduce 

employment to afford the additional taxes that would accrue on inflation-induced profits.   

 

 In conclusion, the LIFO method addresses the effects of inflation on inventory and does 

not constitute a tax loophole or subsidy. The method has a sound economic underpinning and 

should be preserved to enable businesses to reinvest their profit in inventory that becomes more 

costly due to inflation.    

 

2. The Repeal of LIFO Would Facilitate Simplification of the Tax Law 

 

 The Coalition also disagrees with OMB’s argument that the LIFO method is complex and 

repeal would simplify U.S. tax laws.   

 

 When the LIFO method was initially adopted by Congress over 70 years ago, there were 

a number of complexities and uncertainties about how the LIFO method operated.  Over the past 

seven decades, however, a series of court decisions and Internal Revenue Service (IRS) rulings 

have addressed these issues.   

 

 One of the most complex aspects of the LIFO method was the computation procedure 

that a taxpayer must use to compute inflation, i.e.,  a taxpayer’s method of computing its LIFO 

price index. Approximately 30 years ago, IRS issued regulations to simplify this aspect of the 

LIFO calculations. These rules, issued in 1981, allow taxpayers to elect to use standardized, 

industry-wide statistics as a basis for computing the inflation.  This simplified index method is 

referred to as the Inventory Price Index Computation (IPIC) and these regulations were further 

refined almost ten years ago. The adoption of this method transformed the LIFO calculation 

process into a relatively formulaic process, and the use of this simplified method is widespread 

among taxpayers that use LIFO.   

 

As a result, there are very few remaining complexities and uncertainties under the LIFO 

method. In fact, very few rulings issued by the IRS deal with the LIFO method.  Similarly, there 

have been very few court decisions in the last ten years involving the operation of the LIFO 

method.   

 

The LIFO Coalition submits that, at this point, the LIFO method has ceased to be a 

particularly complex and/or controversial provision.  In fact, the Administration’s default 

method, first-in, first-out (FIFO) is the basis for LIFO calculations.  Consequently, eliminating 

LIFO would not eliminate any perceived complexities.  Moreover, since FIFO and LIFO serve 

the same function – most closely matching the cost of goods sold with the cost of replacement 

inventory – eliminating LIFO would place current LIFO companies at a competitive 

disadvantage as compared to companies for which FIFO is the more economically appropriate 

method.  (In this regard, the Coalition continues to have concerns that the Administration’s 

approach remains critical of deferrals associated with the use of LIFO when corresponding 

deferral opportunities are also integral to the FIFO method.) 
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3. The LIFO Method is an Impediment to the Adoption of IFRS in the U.S. 

 

 Similarly, the Coalition does not agree with the Administration that the presence of the 

LIFO method in the U.S. tax law, together with the effect of the financial conformity 

requirement for LIFO users, is an impediment to the adoption of International Financial 

Reporting Standards (IFRS) in the United States.  The OMB reasoning is premised on the fact 

that the LIFO method is prohibited by IFRS for financial reporting purposes. At the same time, 

the “conformity requirement” in the Code requires companies that use LIFO for tax purposes to 

use LIFO for financial reporting. Specifically, OMB is concerned that the Securities and 

Exchange Commission (SEC) will be reluctant to adopt IFRS for issuers of financial statements 

regulated by the SEC because that will force users of IFRS to discontinue the use of LIFO for tax 

purposes. 

 

 In reality, however, the presence of LIFO as a proper method of inventory valuation for 

tax purposes, together with the LIFO conformity requirement, is not having any effect on the 

adoption of IFRS in the United States. Based on news reports, the SEC is leaning towards an 

“endorsement” model for the adoption of IFRS in the United States.  Under an “endorsement” 

model, the Financial Accounting Standards Board (FASB), which currently sets the standards for 

Generally Accepted Accounting Principles (GAAP) in the United States, would retain its 

authoritative role in evaluating what accounting principles would be acceptable for use in the 

financial statements of U.S. issuers. Thus, rather than adopting IFRS on a wholesale basis, FASB 

would evaluate each accounting principle adopted by IFRS to determine its suitability for U.S. 

GAAP. If the accounting principle that is part of IFRS is deemed suitable for U.S. GAAP 

purposes, FASB would endorse that principle and accept it as part of U.S. GAAP. In contrast, if 

FASB determined that a particular accounting principle that is part of IFRS was not suitable for 

U.S. GAAP, the FASB would decline to endorse that principle and the FASB would adopt its 

own separate accounting standard for U.S. GAAP. 

 

 It is important to note that the LIFO method was not widely used in Europe and, as a 

result, the LIFO method was not included in the list of acceptable inventory valuation methods 

under IFRS.  However, that does not mean that the FASB would reach the same conclusion for 

U.S. GAAP. In light of the long-standing acceptance and broad usage of the LIFO method in the 

United States, FASB could conclude the LIFO method should continue to be acceptable under 

U.S. GAAP, notwithstanding IFRS. In any event, it is premature at this point to predict what the 

FASB would do on this issue. 

 

 Moreover, the presence of the LIFO method and the LIFO conformity requirement in the 

Code does not prevent the adoption of IFRS for U.S. financial reporting purposes.  As noted in 

numerous articles in the financial press, there are far more serious differences between IFRS and 

U.S. GAAP than the treatment of the LIFO method. If an initial decision is made by the SEC to 

require or permit IFRS to be used by U.S. issuers of financial statements, the decision will be the 

beginning of a long process of aligning two sets of accounting rules.   

 

 

4. Repeal of LIFO Would be an Unprecedented Retroactive Tax Increase 

 
 Finally, the Coalition does not agree with the Administration that a ten-year amortization 

period for the recovery of the effects of discontinuing the LIFO method in any sense makes the 

LIFO repeal proposal acceptable. 
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 It is important to note that the impact of LIFO repeal is not prospective only.  Under the 

proposal, taxpayers also would be required to recapture into taxable income the entire benefit 

that a taxpayer received from the use of the LIFO method over the taxpayer’s entire lifetime, i.e., 

the LIFO reserve.  In fact, most of the revenue generated by this proposal comes from its 

retroactive effect. 

 

 The LIFO Coalition is not aware of any other serious revenue raising proposal that has 

this type of retroactive effect. For example, no proposal for the elimination of accelerated 

depreciation or the research credit or the mortgage interest deduction includes a requirement that 

taxpayers pay back the taxes that they saved from the prior use of these methods.  No proposal to 

increase tax rates on dividends and/or capital gains ever suggests that taxpayers pay back the 

benefits of reduced rates on those types of income for past years.     The proposal to repeal the 

LIFO method is the only serious tax proposal that The LIFO Coalition is aware of that has a 

retroactive effect of the magnitude that is contemplated.  Accordingly, while a ten-year 

amortization of the effect of repeal of the LIFO method might otherwise seem reasonable, it in 

no way compensates for the double-barreled effect of repeal of LIFO for the future combined 

with repayment of the benefits of LIFO from the past. 

 

Conclusion 

 

As outlined above, the Coalition believes that the Administration has failed to make an effective 

case for LIFO repeal, and that the additional federal revenue that repeal would generate would be 

more than offset by the economic harm that repeal would cause.  The negative impact of LIFO 

repeal would be felt by companies of all sizes and in a wide range of industries.  The prospective 

and retroactive tax increases imposed by LIFO repeal will take valuable resources away from 

business operations, investment and job creation and can be expected to result in the decline or 

failure of many currently viable companies.  We strongly urge policy makers to reject efforts to 

repeal this long-standing and widely accepted accounting method.  
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Alabama Grocers Association 
American Apparel & Footwear Association 
American Chemistry Council 
American Forest & Paper Association 
American Fuel and Petrochemical Manufacturers 
American Gas Association 
American International Automobile Dealers  
   Association 
American Petroleum Institute 
American Road & Transportation Builders  
   Association 
American Supply Association 
American Veterinary Distributors Association 
American Watch Association 
American Wholesale Marketers Association 
Americans for Tax Reform 
AMT-The Association for Manufacturing  
   Technology 
Associated Equipment Distributors 
Association for High Technology Distribution 
Association for Hose & Accessories Distribution 
Association of Equipment Manufacturers 
Automobile Dealers Association of Alabama 
Automotive Aftermarket Industry Association 
Brown Forman Corporation 
Business Roundtable 
Business Solutions Association 
California Independent Grocers Association 
Caterpillar Inc 
Ceramic Tile Distributors Association 
Connecticut Food Association 
Copper & Brass Servicenter Association 
Deep South Equipment Dealers Association 
Deere & Company 
East Central Ohio Food Dealers Association 
Equipment Marketing & Distribution Association 
Far West Equipment Dealers Association 
Farm Equipment Manufacturers Association 
Financial Executives International 
Food Industry Alliance of New York State 
Food Marketing Institute 
Forging Industry Association 
Gases and Welding Distributors Association 
Greater Boston Chamber of Commerce 
Healthcare Distribution Management Association 

Heating, Airconditioning & Refrigeration  
   Distributors International 
Illinois Food Retailers Association 
Independent Lubricant Manufacturers  
   Association 
Industrial Fasteners Institute 
Industrial Supply Association 
International Foodservice Distributors  
   Association 
International Franchise Association 
International Sanitary Supply Association 
International Sealing Distribution Association 
International Wood Products Association 
Iowa Grocers Industry Association 
Iowa Nebraska Equipment Dealers Association 
Jewelers of America 
Kansas Food Dealers Association 
Kentucky Association of Convenience Stores 
Kentucky Grocers Association 
Louisiana Retailers Association 
Manitowoc Company Inc (The) 
Maryland Retailers Association 
MDU Resources Group 
Metals Service Center Institute 
Mid-America Equipment Retailers Association 
Midwest Equipment Dealers Association 
Minnesota Grocers Association 
Minnesota-South Dakota Equipment Dealers  
   Association 
Missouri Grocers Association 
Missouri Retailers Association 
Montana Equipment Dealers Association 
Moss Adams LLP 
NAMM-The International Music Products  
   Association 
National Association of Chemical Distributors 
National Association of Convenience Stores 
National Association of Electrical Distributors 
National Association of Manufacturers 
National Association of Shell Marketers 
National Association of Sign Supply Distributors 
National Association of Sporting Goods  
   Wholesalers 
National Association of Wholesaler-Distributors 
National Auto Dealers Association 
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National Beer Wholesalers Association 
National Electrical Manufacturers Association 
National Federation of Independent Business 
National Grocers Association 
National Lumber and Building Material Dealers  
   Association 
National Paper Trade Alliance 
National Roofing Contractors Association 
National RV Dealers Association 
Nebraska Grocery Industry Association 
New Hampshire Grocers Association 
New Jersey Food Council 
North American Equipment Dealers Association 
North American Horticultural Supply Association 
North American Wholesale Lumber Association 
Ohio Grocers Association 
Ohio-Michigan Equipment Dealers Association 
Paperboard Packaging Council 
Pet Industry Distributors Association 
Petroleum Equipment Institute 
Power Transmission Distributors Association 
Printing Industries of America 
Professional Beauty Association 
Retail Grocers Association of Greater Kansas 
City 
Retail Industry Leaders Association 
Safety Equipment Distributors Association 
SBE Council 
Security Hardware Distributors Association 
Society of Independent Gasoline Marketers of  
   America 
SouthEastern Equipment Dealers Association 
Southern Equipment Dealers Association 
SouthWestern Association 
Souvenir Wholesale Distributors Association 
SPI: The Plastics Industry Trade Association 
State Chamber of Oklahoma 
Textile Care Allied Trades Association 
Tire Industry Association 
U.S. Chamber of Commerce 
Washington Food Industry Association 
Wholesale Florist & Florist Supplier Association 
Wine & Spirits Wholesalers of America 
Wine Institute 
Wisconsin Grocers Association, Inc. 
Wood Machinery Manufacturers of America 
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