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Indiana Department of Revenue
Increases Taxation of Demonstrator Automobiles
By:

Michael P. Shanahan, Esq., Stewart & Irwin P.C.

The Indiana Department of State Revenue (the “Department”) amended its Tax Policy
Directive No. 8 (the “Directive”) in November of 2008. The Directive sets out the
Department’s official position relative to the application of Indiana Sales and Use Tax as it
applies to the use of new and used demonstrator automobiles by dealerships. The
amendments made by the Department increase dealership liability.
A copy of the new Directive can be found on the Department’s website at the following
address: http://www.in.gov/dor/reference/files/poldir08.pdf. Key amendments to the
Directive and the corresponding increases in liability include:
1. Prior to the current amendments, the Department did not define the type of vehicles
eligible for demonstrator treatment. The Directive now limits demonstrators to “fourwheeled cars, trucks, or vans having a gross weight of not more than 6,000 pounds,
which are made primarily for use on public streets, roads, or highways.” The
Department specifically excludes recreational vehicles, and by its definition, does not
include motorcycles or heavier cars and trucks.
2. The Directive provided and still provides two methods for calculating the sales/use tax
due on demonstrators provided to other than full-time salespersons (e.g., family
members, part-time salespersons, mechanics, managers of the dealership and other
individuals). The two methods are separated by their record keeping requirements:
a. If a dealership keeps track of the miles driven in each demonstrator, among
other items, the dealership may calculate its use tax liability by multiplying the
Internal Revenue Service’s optional business standard mileage rate times the
Indiana sales tax rate. Prior to the amendment, the Directive set the amount at
Twenty Cents ($0.20) times the Indiana sales tax rate. The amendment results
in a use tax liability of approximately (depending on the current IRS mileage
rate) 2 ½ times more the old calculation.
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b. If the dealership does not keep the appropriate records, which is generally the
case, the dealership may calculate its use tax liability by multiplying the value of
each demonstrator by the current Indiana sales tax rate times the number of
months (or fraction of a month) that the vehicle is used as a demonstrator times
8%. This calculation was available under the Directive prior to it being amended
with a 2% factor opposed to the now 8% factor. Under this method, the
amendment results in a 400% increase in liability. Additionally, for a vehicle
that is in demonstrator status during the entire year, the dealership is paying 96%
of what it would have to pay in sales tax were it to have purchased the vehicle.
The above described amendments do not affect a dealership’s sales/use tax liability on
demonstrators used by full-time salespersons except to the extent of what type of vehicle can be
a demonstrator. Otherwise, the Department’s definition of a full-time salesperson and the
resulting tax liability remained unchanged.
Regardless, the Department gave no warning of the changes it made. Michael Shanahan, an
Attorney with Stewart & Irwin P.C., and Marty Murphy, the Executive Director of the
Automobile Dealers’ Association of Indiana, have been in contact with the Department and
intend to meet with them to discuss the ramifications of the amendments to the Directive as well
as possible revisions to the Directive. Until that time, please consult your tax advisor to
determine if you are properly accounting for and remitting the sales/use tax due on your
demonstrators.
If you have questions regarding this article, you may contact me directly at (317) 396-9521 or
mshanahan@silegal.com.

