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credit or refund for the replacement year if a 
notice for deficiency is mailed, or claim for re-
fund is filed, within such period. 

(2) Interest 

Solely for purposes of determining interest 
on any overpayment or underpayment attrib-
utable to an adjustment made under this sec-
tion, such overpayment or underpayment shall 
be treated as an overpayment or under-
payment (as the case may be) for the replace-
ment year. 

(g) Coordination with section 472 

The Secretary shall prescribe such regulations 
as may be necessary to coordinate the provi-
sions of this section with the provisions of sec-
tion 472. 

(Added Pub. L. 96–223, title IV, § 403(a)(1), Apr. 2, 
1980, 94 Stat. 302.) 

EFFECTIVE DATE 

Pub. L. 96–223, title IV, § 403(a)(3), Apr. 2, 1980, 94 Stat. 
304, as amended by Pub. L. 99–514, § 2, Oct. 22, 1986, 100 
Stat. 2095, provided that: ‘‘The amendments made by 
paragraphs (1) and (2) [enacting this section] shall 
apply to qualified liquidations (within the meaning of 
section 473(c) of the Internal Revenue Code of 1986 [for-
merly I.R.C. 1954]) in taxable years ending after Octo-
ber 31, 1979.’’ 

§ 474. Simplified dollar-value LIFO method for 
certain small businesses 

(a) General rule 

An eligible small business may elect to use the 
simplified dollar-value method of pricing inven-
tories for purposes of the LIFO method. 

(b) Simplified dollar-value method of pricing in-
ventories 

For purposes of this section— 

(1) In general 

The simplified dollar-value method of pric-
ing inventories is a dollar-value method of 
pricing inventories under which— 

(A) the taxpayer maintains a separate in-
ventory pool for items in each major cat-
egory in the applicable Government price 
index, and 

(B) the adjustment for each such separate 
pool is based on the change from the preced-
ing taxable year in the component of such 
index for the major category. 

(2) Applicable Government price index 

The term ‘‘applicable Government price 
index’’ means— 

(A) except as provided in subparagraph (B), 
the Producer Price Index published by the 
Bureau of Labor Statistics, or 

(B) in the case of a retailer using the retail 
method, the Consumer Price Index published 
by the Bureau of Labor Statistics. 

(3) Major category 

The term ‘‘major category’’ means— 
(A) in the case of the Producer Price 

Index, any of the 2-digit standard industrial 
classifications in the Producer Prices Data 
Report, or 

(B) in the case of the Consumer Price 
Index, any of the general expenditure cat-

egories in the Consumer Price Index De-
tailed Report. 

(c) Eligible small business 

For purposes of this section, a taxpayer is an 
eligible small business for any taxable year if 
the average annual gross receipts of the tax-
payer for the 3 preceding taxable years do not 
exceed $5,000,000. For purposes of the preceding 
sentence, rules similar to the rules of section 
448(c)(3) shall apply. 

(d) Special rules 

For purposes of this section— 

(1) Controlled groups 

(A) In general 

In the case of a taxpayer which is a mem-
ber of a controlled group, all persons which 
are component members of such group shall 
be treated as 1 taxpayer for purposes of de-
termining the gross receipts of the taxpayer. 

(B) Controlled group defined 

For purposes of subparagraph (A), persons 
shall be treated as being component mem-
bers of a controlled group if such persons 
would be treated as a single employer under 
section 52. 

(2) Election 

(A) In general 

The election under this section may be 
made without the consent of the Secretary. 

(B) Period to which election applies 

The election under this section shall 
apply— 

(i) to the taxable year for which it is 
made, and 

(ii) to all subsequent taxable years for 
which the taxpayer is an eligible small 
business, 

unless the taxpayer secures the consent of 
the Secretary to the revocation of such elec-
tion. 

(3) LIFO method 

The term ‘‘LIFO method’’ means the method 
provided by section 472(b). 

(4) Transitional rules 

(A) In general 

In the case of a year of change under this 
section— 

(i) the inventory pools shall— 
(I) in the case of the 1st taxable year to 

which such an election applies, be estab-
lished in accordance with the major cat-
egories in the applicable Government 
price index, or 

(II) in the case of the 1st taxable year 
after such election ceases to apply, be es-
tablished in the manner provided by reg-
ulations under section 472; 

(ii) the aggregate dollar amount of the 
taxpayer’s inventory as of the beginning of 
the year of change shall be the same as the 
aggregate dollar value as of the close of 
the taxable year preceding the year of 
change, and 

(iii) the year of change shall be treated 
as a new base year in accordance with pro-
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cedures provided by regulations under sec-
tion 472. 

(B) Year of change 

For purposes of this paragraph, the year of 
change under this section is— 

(i) the 1st taxable year to which an elec-
tion under this section applies, or 

(ii) in the case of a cessation of such an 
election, the 1st taxable year after such 
election ceases to apply. 

(Added Pub. L. 97–34, title II, § 237(a), Aug. 13, 
1981, 95 Stat. 252; amended Pub. L. 99–514, title 
VIII, § 802(a), Oct. 22, 1986, 100 Stat. 2348.) 

AMENDMENTS 

1986—Pub. L. 99–514 amended section generally, sub-
stituting provisions relating to election by eligible 
small business to use simplified dollar-value method of 
pricing inventories for purposes of LIFO method for 
provisions relating to election by eligible small busi-
ness which uses dollar-value method of pricing inven-
tories under method provided by section 472(b) of this 
title to use one inventory pool for any trade or business 
of such eligible small business. 

EFFECTIVE DATE OF 1986 AMENDMENT 

Pub. L. 99–514, title VIII, § 802(c), Oct. 22, 1986, 100 
Stat. 2350, provided that: 

‘‘(1) IN GENERAL.—The amendments made by this sec-
tion [amending this section] shall apply to taxable 
years beginning after December 31, 1986. 

‘‘(2) TREATMENT OF TAXPAYERS WHO MADE ELECTIONS 
UNDER EXISTING SECTION 474.—The amendments made by 
this section shall not apply to any taxpayer who made 
an election under section 474 of the Internal Revenue 
Code of 1954 (as in effect on the day before the date of 
the enactment of this Act [Oct. 22, 1986]) for any period 
during which such election is in effect. Notwithstand-
ing any provision of such section 474 (as so in effect), 
an election under such section may be revoked without 
the consent of the Secretary.’’ 

EFFECTIVE DATE 

Pub. L. 97–34, title II, § 237(c), Aug. 13, 1981, 95 Stat. 
253, provided that: ‘‘The amendments made by this sec-
tion [enacting this section] shall apply to taxable years 
beginning after December 31, 1981.’’ 

§ 475. Mark to market accounting method for 
dealers in securities 

(a) General rule 

Notwithstanding any other provision of this 
subpart, the following rules shall apply to secu-
rities held by a dealer in securities: 

(1) Any security which is inventory in the 
hands of the dealer shall be included in inven-
tory at its fair market value. 

(2) In the case of any security which is not 
inventory in the hands of the dealer and which 
is held at the close of any taxable year— 

(A) the dealer shall recognize gain or loss 
as if such security were sold for its fair mar-
ket value on the last business day of such 
taxable year, and 

(B) any gain or loss shall be taken into ac-
count for such taxable year. 

Proper adjustment shall be made in the 
amount of any gain or loss subsequently real-
ized for gain or loss taken into account under 
the preceding sentence. The Secretary may 
provide by regulations for the application of 
this paragraph at times other than the times 
provided in this paragraph. 

(b) Exceptions 

(1) In general 

Subsection (a) shall not apply to— 
(A) any security held for investment, 
(B)(i) any security described in subsection 

(c)(2)(C) which is acquired (including origi-
nated) by the taxpayer in the ordinary 
course of a trade or business of the taxpayer 
and which is not held for sale, and (ii) any 
obligation to acquire a security described in 
clause (i) if such obligation is entered into in 
the ordinary course of such trade or business 
and is not held for sale, and 

(C) any security which is a hedge with re-
spect to— 

(i) a security to which subsection (a) 
does not apply, or 

(ii) a position, right to income, or a li-
ability which is not a security in the hands 
of the taxpayer. 

To the extent provided in regulations, sub-
paragraph (C) shall not apply to any security 
held by a person in its capacity as a dealer in 
securities. 

(2) Identification required 

A security shall not be treated as described 
in subparagraph (A), (B), or (C) of paragraph 
(1), as the case may be, unless such security is 
clearly identified in the dealer’s records as 
being described in such subparagraph before 
the close of the day on which it was acquired, 
originated, or entered into (or such other time 
as the Secretary may by regulations pre-
scribe). 

(3) Securities subsequently not exempt 

If a security ceases to be described in para-
graph (1) at any time after it was identified as 
such under paragraph (2), subsection (a) shall 
apply to any changes in value of the security 
occurring after the cessation. 

(4) Special rule for property held for invest-
ment 

To the extent provided in regulations, sub-
paragraph (A) of paragraph (1) shall not apply 
to any security described in subparagraph (D) 
or (E) of subsection (c)(2) which is held by a 
dealer in such securities. 

(c) Definitions 

For purposes of this section— 

(1) Dealer in securities defined 

The term ‘‘dealer in securities’’ means a tax-
payer who— 

(A) regularly purchases securities from or 
sells securities to customers in the ordinary 
course of a trade or business; or 

(B) regularly offers to enter into, assume, 
offset, assign or otherwise terminate posi-
tions in securities with customers in the or-
dinary course of a trade or business. 

(2) Security defined 

The term ‘‘security’’ means any— 
(A) share of stock in a corporation; 
(B) partnership or beneficial ownership in-

terest in a widely held or publicly traded 
partnership or trust; 

(C) note, bond, debenture, or other evi-
dence of indebtedness; 
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