
biles) with tables detailing the limitations on depre-
ciation deductions for automobiles first placed in
service during calendar year 2001 and the amounts
to be included in income for automobiles first leased
during calendar year 2001. See Rev. Proc. 2001–19,
page 732.

Section 312.—Effect on
Earnings and Profits

26 CFR 1.312–6:  Earnings and profits.
(Also §§ 56, 83; § 1.83–6.)

E & P adjustments on exercise of option.
This revenue ruling announces that the earn-
ings and profits of a corporate employer are
reduced to reflect the deduction the corpora-
tion takes when an employee receives stock
upon exercise of a nonstatutory stock option.

Rev. Rul. 2001–1

If a corporation transfers stock upon
exercise of an option that was granted in
connection with the performance of ser-
vices and to which § 421 of the Internal
Revenue Code does not apply (a nonstatu-
tory stock option), and the option did not
have a readily ascertainable fair market
value at the time of grant, the earnings and
profits of the service recipient are reduced
by the amount of the deduction allowed to
the service recipient under §§ 83(h) and
162 by reason of such exercise.  Because
this item reduces earnings and profits, 
§ 56(g)(4)(C)(i) does not disallow the
deduction of the item in computing
adjusted current earnings for purposes of
alternative minimum tax.

The principal author of this revenue
ruling is Russell P. Subin of the Office of
Associate Chief Counsel (Corporate).  For
further information regarding this revenue
ruling, contact Mr. Subin at (202) 622-
7790 (not a toll-free call).

Section 446.—General Rule for
Methods of Accounting

26 CFR 1.446–1: General rule for methods of
accounting.

What are the procedures for a taxpayer subject to
the jurisdiction of the Large and Mid-Size Business
Division (LMSB) of the Service to request the ex-
amination of specific issues relating to a tax return
before the return is timely filed and to obtain an
LMSB Pre-Filing Agreement with respect to that
issue. See Rev. Proc. 2001–22, page 745.

Section 471.—General Rule for
Inventories 

26 CFR 1.471–3:  Inventories at cost. 
(Also §§ 61, 111, 472; 1.472–2.)

Rev. Rul. 2001–8

ISSUE

What is the proper method of account-
ing for payments made or received with
respect to “floor stocks”?

BACKGROUND

A for stocks provision, which applies
to a designated type of goods held in inven-
tory (floor stocks) on a particular date (the
“floor stocks date”), is sometimes enacted
in conjunction with a tax, change in tax
rate, or subsidy that is imposed upon simi-
lar goods purchased or produced on or after
that date. The purpose of a floor stocks pro-
vision is to ensure that all goods sold on or
after the floor stocks date are subjected to
the same total amount of tax or subsidy,
regardless of whether the items sold were
goods held as floor stocks on the floor
stocks date or goods purchased or pro-
duced after that date. This equal treatment
is achieved by imposing with respect to
goods held on the floor stocks date an
amount, to be either paid or received, that
will serve to eliminate any differential in
total tax or subsidy that would otherwise
exist relative to goods subsequently pur-
chased or produced. 

The Internal Revenue Service, in two
previous revenue rulings, has addressed
the proper tax treatment of payments
received with respect to floor stocks.  Rev.
Rul. 88–95, 1988–2 C.B. 28, and Rev.
Rul. 85–30, 1985–1 C.B. 20, generally
provide that payments received with
respect to floor stocks should be treated as
either an item of gross income or a reduc-
tion in inventory, depending on whether
the cost of the goods to which the pay-
ments relate remains in ending inventory
under the taxpayer’s cost flow assump-
tion.  However, questions continue to
arise about how the “goods to which the
payments relate” should be determined,
particularly when the last-in, first-out
(LIFO) inventory method is used. 

The purpose of this revenue ruling is to
clarify that payments made or received
with respect to floor stocks must be
accounted for as adjustments to the invoice

price or production cost of the goods phys-
ically held on the floor stocks date to which
the payments relate, rather than as an
adjustment to the tax basis (carrying value)
of those goods.  This revenue ruling also
provides, for costing purposes, an optional
simplifying assumption for LIFO taxpay-
ers regarding identification of the goods
physically held on the floor stocks date to
which the floor stocks payments relate.

LAW

Section 471(a) of the Internal Revenue
Code provides that inventories must be taken
on such basis as the Secretary may prescribe
as conforming as nearly as may be to the best
accounting practice in the trade or business
and as most clearly reflecting income.

Section 1.471–3 of the Income Tax
Regulations provides rules for determin-
ing the cost of merchandise on hand at the
beginning of the taxable year and the cost
of merchandise purchased or produced
since the beginning of the taxable year. 

Section 472(a) provides that taxpayers
may use the LIFO method of inventorying
goods in accordance with such regulations
as the Secretary may prescribe as neces-
sary in order that the use of such method
may clearly reflect income.

Section 472(b) and § 1.472–1 require
taxpayers using the LIFO inventory
method to treat goods remaining on hand
at the close of the taxable year as being:
first, those included in the opening inven-
tory of the taxable year, in the order of
acquisition and to the extent thereof; and
second, those acquired during the taxable
year.  Section 472(b) and § 1.472–2
require taxpayers using the LIFO method
to inventory their goods at cost.

Section 263A(a) provides, in the case
of property that is inventory in the hands
of the taxpayer, that the direct costs and an
allocable share of the indirect costs
(including taxes) of the property must be
included in inventory costs.  

Section 1.263A–1(e)(3)(i) provides that
indirect costs are properly allocable to
property produced or property acquired
for resale when the costs directly benefit
or are incurred by reason of the perfor-
mance of production or resale activities.

Section 1.263A–2(a)(3)(iii) provides
that producers must capitalize all indirect
costs incurred subsequent to completion
of production that are properly allocable
to the property produced. 
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