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Before We Begin

You will receive 3 hours of Continuing
Education Credit

Make sure you get your attendance form
sighed

If you have any questions, please ask while
we are going through the material

If a question cannot be answered in
class, please give it to me in writing and |
will get you an answer. (E-mail)



Before We Begin

Breaks — One 15 minute
Bathroom locations

Smoking in designated areas only
Snacks/Beverages

Turn off cell phones and pagers

Travel and Per Diem reimbursement will
be according to your county’s written
travel policy.



Today’s Class Will Cover

e Basic definitions

e Self Assessment System

e Real vs. Personal Property
e Reasons for Auditing

e Authority for Auditing

e PTABOA Powers

e Methods of Auditing

e Auditing Returns

e |Indiana Codes to Know



Basic Definitions

e “Installed” defined (50 IAC 10-1-2)

— Section 2(a) “Installed” means that personal
property:

— (1) has been completely assembled;

—(2) is completely functional for the purpose
for which it was acquired; and

—(3) is placed in service.



Installed Continued

e “Installed ” defined
— Section 2(b):

— When different pieces of personal property
are linked together as part of an integrated
production process, personal property will
not be considered installed until the

integrated production process is completely
functional and is placed in service.



Federal Definition of
Depreciable Assets

e “Depreciation may not be claimed until the
property is placed in service for either
production income or use in a trade or
business. Depreciation of an asset ends when
the asset is retired from service by
sale, exchange, abandonment or destruction.”

e US Master Depreciation Guide, Chap. 3



Pe

rsonal Property Defined
50 IAC 4.2-1-1(i)

e (i) “Depreci

able personal property” means all

tangible personal property that is used in a
trade or business, used for the production of

Income, or

neld as an investment that should

be or is subject to depreciation for federal

Income tax
property wi

ourposes. In general, personal
| be deemed to become

depreciable property when a depreciation
deduction is allowable for federal income tax

purposes.



Frequently Asked Question

Question: So if the equipment is present at
the facility and not installed, how is that
situation handled?

Answer: 50 IAC 4.2-6-1 classifies this
equipment as “Construction In Process” (CIP)
and assesses it at 10% of cost with no
abatement deduction allowed on it. (In most
cases, the abatement will begin the following
year.)



Self Assessment System

e Taxpayer is responsible for filing the personal
property assessment in a timely manner with
the proper assessing official.

e Assessors do not have the authority to file a
return for the taxpayer; however, the assessor

can assist the taxpayer.

e Taxpayer MUST sign the return

10



Real vs. Personal Property

e “Regulation 16,
Rule 4” — Section 10
— (50 IAC 4.2-4-10)

e “2002 Real Property Guidelines”
— Chapter 1, Table 1-1

11



Real vs. Personal Property
Examples

e Boilers:
— Manufacturing process — Personal
— Building service — Real

e Foundations for machinery & equipment —
Personal

e Gas lines for equipment or processing —
Personal
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Real versus Personal
Property Examples

e Lighting:
—Yard — Personal
— Special purpose, inside — Personal
e Piping used in a process — Personal
e Pits for equipment or processing
— Personal
e Power lines and auxiliary equipment
— Personal

13



Manufacturing

e Manufacturing Equipment:

e Includes all installation costs such as
foundations, water lines, power wiring, and
air lines.
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Reasons for Auditing

e Compliance

e Enforcement
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Authority for Auditing

IC 6-1.1-3-14
Verification of returns
Sec. 14. The township assessor, or the county assessor if there is

no township assessor for the township, shall:

(1) examine and verify; or

(2) allow a contractor under IC 6-1.1-36-12 to examine and
verify; the accuracy of each personal property return filed with the
township or county assessor by a taxpayer. If appropriate, the
assessor or contractor under IC 6-1.1-36-12 shall compare a return
with the books of the taxpayer and with personal property
owned, held, possessed, controlled, or occupied by the taxpayer.
(Formerly: Acts 1975, P.L.47, SEC.1.) As amended by P.L.178-
2002, SEC.4; P.L.146-2008, SEC.56.
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Authority for Auditing

IC 6-1.1-3-19 Information available to county assessor and county
property tax assessment board of appeals

Sec. 19. (a) While a county property tax assessment board of appeals is
in session, each township assessor of the county (if any) shall make the
following information available to the county assessor and the board:

(1) Personal property returns.

(2) Documents related to the returns.

(3) Any information in the possession of the township assessor that is
related to the identity of the owners or possessors of property or the
values of property.

(b) Upon written request of the board, the township assessor shall
furnish information referred to in subsection (a) to any member of the
board either directly or through employees of the board.

(Formerly: Acts 1975, P.L.47, SEC.1.) As amended by P.L.6-1997, SEC.11;
P.L.146-2008, SEC.61.
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Authority for Auditing

e 501AC4.2-3.1-2 Examination of property

e Sec. 2. (a) In connection with the activities required by section
1 of this rule, or if a person owning, holding, possessing, or
controlling any personal property fails to file a personal
property return with the township or county assessor as

required by this chapter, the township or county assessor
may examine:

— (1) the personal property of the person;
— (2) the books and records of the person; and

— (3) under oath, the person or any other person whom the
assessor believes has knowledge of the
amount, identity, or value of the personal property
reported or not reported by the person on a return. 18



Authority for Auditing

50 IAC 4.2-3.1-2 Examination of property (Continued)

(b) After such an examination, the assessor shall assess the
personal property to the person owning, holding, possessing, or
controlling that property.

(c) As an alternative to such an examination, the township or
county assessor may estimate the value of the personal property of
the taxpayer and shall assess the person

owning, holding, possessing, or controlling the property in an
amount based upon the estimate. Upon receiving a notification of
estimated value from the township or county assessor, the
taxpayer may elect to file a personal property return within thirty
(30) days from first notice of assessment, subject to the penalties
imposed by IC 6-1.1-37-7. (Department of Local Government
Finance; 50 IAC 4.2-3.1-2; filed Feb 26, 2010, 2:43 p.m 19



Authority for Auditing

50 IAC 4.2-3.1-7 Direct review of assessment by county
property tax assessment board of appeals

Sec. 7. (a) The county property tax assessment board of
appeals may review, at its own discretion, any assessment of
any taxpayer within the county as described in IC 6-1.1-13-3.

(b) The county property tax assessment board of appeals may
contract with a private vendor to assist in the review.

(c) The county property tax assessment board of appeals shall
give the proper notice as described in IC 6-1.1-13-1. (Form
114)

(d) After the property tax assessment board of appeals has
completed the review of the taxpayer's assessment, it shall
notify the taxpayer by mail of the assessment on Form 115. 20



............
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Authority for Auditing

e (e) When conducting a review of a taxpayer's
personal property tax return, a county property tax
assessment board of appeals must make a change in
the assessed value, including the final determination
by the board of an assessment changed by a
township assessor, if any, or the county
assessor, and give the notice of the change on or
before the latter of:

— (1) October 30 of the year for which the
assessment is made; or

— (2) five (5) months from the date the personal

property return is filed; 21



Authority for Auditing

e if the return is filed after May 15 of the year for
which the assessment is made provided the return
has been filed in substantial compliance with this
article. If the taxpayer fails to file a return, a notice of
assessment must be given within the ten (10) year
period after the date on which the return should
have been filed. If a fraudulent return has been
filed, there is no limitation of time within which it
may act.
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Authority for Auditing

e |f the taxpayer fails to file a personal property return
that substantially complies with the provisions of this
article, the assessment may be increased if notice is
given within three (3) years after the date the return
is filed. These time limitations apply to the review
function of the property tax assessment board of
appeals, but not the appeal function under IC 6-1.1-
15. (Department of Local Government Finance; 50
IAC 4.2-3.1-7,; filed Feb 26, 2010, 2:43
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Penalties

50 IAC 4.2-2-10 Penalties

(c) Failure to file a return or be granted an extension of time to
file a return by May 15 as required by law will result in the
imposition of a twenty-five dollar (525) penalty. In addition, if
the return is not filed within thirty (30) days after such return
is due, a penalty equal to twenty percent (20%) of the tax
determined to be due will be imposed with respect to the
personal property which should have been reported on the
return. No return shall be considered due within the meaning
of this article until the expiration of a period of any extension
of time which may have been granted pursuant to section 3 of

this rule.
24



Penalties

50 IAC 4.2-2-10 Penalties (Continued)

(d) If the total assessed value that a person reports
on a personal property return is less than the total
assessed value that the person is required by law to
report and if the amount of the undervaluation
exceeds five percent (5%) of the value that should
have been reported on the return, then the county
auditor shall add a penalty of twenty percent (20%)
of the additional taxes finally determined to be due
as a result of the undervaluation.
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Powers of PTABOA

IC 6-1.1-28-9 Powers

Sec. 9. (a) A county property tax assessment board of

appeals may:

(1) subpoena witnesses;

(2) examine witnesses, under oath, on the assessment or
valuation of property;

(3) compel witnesses to answer its questions relevant to
the assessment or valuation of property; and

(4) order the production of any papers related to the
assessment or valuation of property.

(b) The county sheriff shall serve all process issued under
this section which are not served by the county assessor and
shall obey all orders of the board. (Formerly: Acts 1975,
P.L.47, SEC.1.) As amended by P.L.6-1997, SEC.95. 26



Confidential Information

IC 6-1.1-35-9

All information that is related to earnings, income,
profits, losses, or expenditures is subject to IC 6-1.1-
35-9

Confidential information; Disclosure will result in loss
of job.

All assessing officials , employees, and anyone under
contract to any assessing official are subject to IC 6-
1.1-35-9

27



Contracted Vendors

In the previous slides we have seen the word
contractor a few times. We have seen that the
assessor or PTABOA can contract with a vendor to
audit personal property and that the vendor is held
to the same confidentiality rules as the assessing
official. | contacted Mr. John Shelton of TMA (Tax
Management Associates) to see what types of things
they were finding in the audits they are performing
for various assessing officials here in the State of
Indiana. The next couple of slides provide a list.

28



2)

3)

4)

5)

Contracted Vendors

Personal property classified as real estate on the books, which
includes electrical, foundations and freight on equipment,
outdoor lighting, dock equipment such as levelers and locks,
mezzanines used as foundations for equipment, signs, etc.

Abnormal Obsolescence- most people attempt to claim
economic obsolescence and their calculation is not accurate.

Claiming indoor dust collectors and paint booths as air pollution
equipment.

Special tools- entire pieces of equipment claimed because they
make a special product. They are not the tool, they are what the
tool is mounted on.

Permanently retired equipment claims when the property is still
. 29
in use.



8)
9)

Contracted Vendors

Equipment not placed in service when the asset has
already been in service or depreciated prior to March
15t,

Adjustments for ghost assets that are really still there.
(someone in the plant was interviewed and said it was
gone, but when the tour happens, it is still there, or
documentation of sale or shipment shows a different
disposal date than memory served.)

Assets acquired between book year end and March 15t

Taxpayer felt it wasn’t worth what was on books, so
they reported a lower amount. 30



Contracted Vendors

e The previous nine listings are just the main
items that Mr. Shelton told me they were
finding when they conducted personal
property items for assessing officials. | am by
no means endorsing or suggesting that you
obtain Mr. Shelton and/or his company to
conduct audits for you. TMA is one of several
vendors that do this and | cannot endorse or
suggest one over the other.

31



Methods of Auditing

Desk Audit

e |n a desk audit, the assessor requests the books and
records and compares them with the return.

On Site Audit

e Assessor does a physical inspection of the property
and a detailed inspection of the records.

e |f you work with anyone except the taxpayer, a
Power of Attorney is required

32



Auditing Returns

Signature

Date Signhed

Date Received (Save Envelope on late returns)
All changes in A\V require Form 113/PP
~ederal ID Number

Principal Business Activity Code and Taxing
District Code (North American Industry
Classification System, 6 digit codes)

33



Auditing Returns

Compare current year’s return with prior year’s
return (this should always be done)

Compare reported amounts line by line

If amounts are significantly different then follow up
by contacting the taxpayer to discuss questionable
areas

Compare return with returns of similar businesses

C
C
C

nec

nec

nec

kK for proper pooling
kK the mathematics of return

k DA’s for 30% floor.
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Auditing Returns

Check for exemptions, deductions and abnormal
obsolescence on return

e Form 103 P (Air and Water Pollution Claim)
e Form 103 T (Report of Special Tooling)

e Form 106 (Adjustment Schedule)

e Form 103 ERA (Abatement Schedule)

e Form 103 EL (Equipment Listing for 103 ERA)

e Claims for abnormal obsolescence should be
checked to see if it complies with 50 IAC 4.2-9-3

e |s obsolescence Normal Or Abnormal? 35




Auditing Returns

50 IAC 4.2-9-3 "Abnormal obsolescence" defined

e Sec. 3. (a) "Abnormal obsolescence” means that
obsolescence which occurs as a result of factors over
which the taxpayer has no control and is unanticipated,
unexpected, and cannot reasonably be foreseen by a
prudent businessman prior to the occurrence.

e |tis of a nonrecurring nature and includes unforeseen
changes in market values, exceptional technological
obsolescence, or destruction by catastrophe that has a
direct effect upon the value of the personal property of
the taxpayer at the tax situs in question on a going
concern basis. 36



Auditing Returns

e (b) An example of unforeseen change in
market value is a government ban on the sale
of a drug or chemical due to a new discovery
or determination may cause that item or the
production equipment used to produce it to
be abnormally obsolete. A specific example of
this would be cyclamate. In this case the
equipment used to produce it may be eligible
for abnormal obsolescence.
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Auditing Returns

e Verify that all property is being assessed

e Verify that leased property is not being double
assessed

e Form 103 N—Taxpayer files this form to let assessing
official know they do not own the property but they
are in possession of the property. They will either
file the information on Schedule | or Schedule Il

e Form 103 O—Property owner files this form. Tells
assessing official they own the property, who is in
possession of it and who is to file on it. Either
Schedule | or Schedule |l

38



Auditing Returns

Check return for internal consistencies

Example : Farmer with 3,000 acres and S 20,000 in
Depreciable Assets

Taxpayer is not required to explain the changes
made on the pooling schedule from prior year to
current year on Form 106.

The Assessor may request information from
taxpayer during review of return on a case by case
basis

39



Using IRS Forms

e Form 1120—Corporation Federal Return

e Schedule L—Balance Sheet on Federal Return

e Form 4562—
e Form 1040—
e Schedule C/
e Schedule F /

Depreciation Schedule
ndividual Federal Return

Profit or Loss from Business

Profit or Loss from Farming

40
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Form 1120

. Take a look at this form to see if the NAICS number is
the same as that reported on the 103 Long Form.

e You can check the Schedule L, Balance Sheet and
compare to your pooling schedule on Form 103.
There is a place on this form for the total of all
depreciable assets. You will need to ask the taxpayer
for the detail behind it. You might ask for the

general ledger, depreciation schedule, internal
balance sheets, etc.

e Check the backup for the other deductions and
miscellaneous expense sections. There could be
personal property items contained there. H



Form 4562-Depreciation

e You will want to look at the depreciation schedule. It
is the listing of all of the depreciable assets that the
taxpayer has that are currently being depreciated for
federal tax purposes. They will probably be
segregated by property class such as Manufacturing
Equipment, Furniture and
Fixtures, Computers, Vehicles, Real property etc.

You also need to check the real property accounts.
This is where you might pick up some items that are
personal property but have been classified by the
taxpayer as real property. Examples are power
wiring, foundations, pits, water lines for 42
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Form 1040

e Taxpayers that have a business but are not
incorporated for Federal purposes are
required to file informational schedules with
their individual Form 1040 returns. A couple
of these schedules are the Schedule C, used
for businesses other than farms and Schedule

F, used for farm operations.

43



Form 1040

e You would want to look at the depreciation
amount on these schedules, the
miscellaneous and other deductions. These
taxpayers should also have a depreciation
schedule. Ask for it and make sure it matches
the individual Schedule C or F in total cost and
total depreciation taken. If it does not match
ask the taxpayer to explain.

44



Assessor Duties for Tax
Abatement

IC 6-1.1-12.1-5.4: Personal property schedule; filing requirements;
township assessor or county assessor review; change in property
ownership; appeal
Sec. 5.4. (a) A person that desires to obtain the deduction

provided by section 4.5 of this chapter must file a certified
deduction schedule with the person's personal property return on a
form prescribed by the department of local government finance
with the county assessor if there is no township assessor for the
township. Except as provided in subsection (e), the deduction is
applied in the amount claimed in a certified schedule that a person
files with:

(1) a timely personal property return under IC 6-1.1-3-7(a) or
IC 6-1.1-3-7(b); or (2) a timely amended personal property return

under IC 6-1.1-3-7.5. .



Assessor Duties for Tax
Abatement

e The form talked about here is the Form 103 ERA. Itis

very similar to the pooling system that is on the Form
103 Long Form.

e What you want to do here is compare the claimed
amounts on the 103 ERA to the actual filed amounts on
the Form 103 Long Form. The taxpayer will be held to
the lower of the two figures.

e For example: Say that a taxpayer has filed the 103 Long
Form and the 103 ERA. On the Long form taxpayer has
placed an amount on line 22 of $1,600,000 and after
adjustments in Column B, Column Cis $1,100,000.

46



Assessor Duties for Tax
Abatement

e You would then want to take a look at the 103 ERA
on the same line number 22 and compare the
amount there to the one on the Form 103. In
looking at the 103 ERA you see that the taxpayer has
claimed a deduction amount of $2,000,000. Then
when you compare it to the amount filed on Form
103 on line 22, Column C, you see the taxpayer only
filed an amount of $1,100,000. You would have to
adjust the $2,000,000 claimed down to the
$1,100,000 filed and send a notice to the taxpayer.

47



Assessor Duties for Tax
Abatement

e A very common mistake that taxpayers make
is in the percentage they apply to the claimed
amount. The percentage that is actually used
is the same percentage that it is reported at
on the Form 103. So for line 22 the
percentage would be 42% even if the taxpayer
was below the 30% floor. There is a formula
called the Minimum Value Ratio (MVR) that is
applied to each line claimed, to adjust for this.
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Assessor Duties for Ta
Abatement

X

e Another common mistake happens because the

taxpayer will not use the MVR when they are

entitled to use it. Basically, if the 30% floor is greater
than the TTV in Column D, the MVR applies. To get
the MVR, you divide the 30% floor by the TTV in
Column D and carry it out to Five (5) digits. You will

always arrive at a factor greater than one (1).

don’t, it was not calculated correctly. To use t
MVR, you take the TTV of the line you are wor
with and multiply it times the MVR then take t

If you
ne
KINg

nat

value times the abatement percentage to arrive at

the deductible amount.
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Assessor Duties for Tax
Abatement

e Example: Column D has a TTV of $2,534,000 and the 30%
floor has a TTV of $2,580,000. Take the 30% floor of
$2,580,000 and divide it by Column D’s TTV of $2,534,000.
You arrive at an MVR of 1.01815. Let’s stay with the line 22
example we have been working with and apply this. Line 22
on the 103 ERA is now $1,100,000. First you multiply the
$1,100,000 by the line 22 TTV % of 42% and get a TTV of
S462,000. Now you take this figure times the MVR of 1.01815
and arrive at $470,390. This is the amount of TTV eligible for
deduction. The percentage of abatement for this line is 80%.
So the amount allowed would be $376,310. If you had not
checked this the taxpayer would have gotten $684,200 as

their claimed deduction. 0



Indiana Codes to Know

e |[C6-1.1-1-7
"Filing date" defined
Sec. 7. "Filing date" means May 15th.
(Formerly: Acts 1975, P.L.47, SEC.1.)

e IC 26-1-2-401 (2) Passing of title
—(2) “Unless otherwise explicitly agreed, title
passes to the buyer at the time and place at
which the seller completes his performance
with reference to the physical delivery of the
goods.”
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Indiana Codes to Know

e |C6-1.1-15-13 Tax Bill As Notice

e Sec. 13. If notice of the action of a board or
official is not otherwise given in accordance with
the general assessment provisions of this article,
the receipt by the taxpayer of the tax bill
resulting from that action is the taxpayer's notice
for the purpose of determining the taxpayer's
right to obtain a review or initiate an appeal
under this chapter.
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Indiana Codes to Know

e |C6-1.1-3-7.5 Amended Returns

e Sec. 7.5 A taxpayer may file an amended personal
property return not more than six (6) months after the
later of the following:

e (1) the filing date for the original personal property tax
return (November 15) or

e (2) the extension date of the original personal property
tax return, if the taxpayer was granted an extension
(December 14). Can only amend a timely filed return!!!!
Taxpayer can only file one amended return provided
the original return was filed timely.
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Indiana Codes to Know

e |IC 6-1.1-3-7.5 Amended Returns (Cont)

e |f 3 taxpayer wishes to correct an error made
on the taxpayer’s original timely filed personal
property tax return, they may claim any
adjustment or exemption that would have
been allowable on the original personal
property tax return

54



Indiana Codes to Know

e |IC6-1.1-15-12(g) Petition for Correction of
Error

e (g) A taxpayer that files a personal property
tax return under IC 6-1.1-3 may not petition
under this section for the correction of an
error made by the taxpayer on the taxpayer's
personal property tax return. If the taxpayer
wishes to correct an error made by the
taxpayer on the taxpayer's personal property
tax return, the taxpayer must instead file an
amended personal property tax return. 55



Indiana Codes to Know

e |C6-1.1-11-1 Waiver of exemption

e Sec. 1. An exemption is a privilege, which may
be waived by a person who owns tangible
property that would qualify for the
exemption. If the owner does not comply with
the statutory procedures for obtaining an
exemption, he waives the exemption. If the
exemption is waived, the property is subject
to taxation.
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Indiana Codes to Know

IC 6-1.1-2-4 Liability for tax

Sec. 4. (a) A person holding, possessing, controlling, or
occupying any personal property on the assessment date of a
year is liable for the taxes imposed for that year on the
property unless:

(1) the person establishes that the property is being assessed
and taxed in the name of the owner; or

(2) the owner is liable for the taxes under a contract with that
person.

When a person other than the owner pays any property
taxes, as required by this section, that person may recover
the amount paid from the owner, unless the parties have
agreed to other terms in a contract. 57



White vs. Porter County

Taxpayer did not file a return

Township assessor made an estimated assessment
and sent Form 113/PP

Taxpayer did not appeal assessment

When treasurer certified the unpaid taxes, the
taxpayer filed a petition to correct errors.

The Court found that the assessor had followed the
proper procedure and the taxpayer had not filed a
timely appeal; therefore the taxpayer has no right to

challenge assessment.
58



Audit Problem

e |Let’s take a look at a return and
accompanying schedules filed by Joe’s
Manufacturing Company. We are going to
apply what we have talked about and show
you how auditing the returns can be very
beneficial to the assessing official. Please get
your packet out.

59



3 Contact the Department

e Joseph Lukomski, Jr.
e Telephone: 317-519-1812
e Fax: 317-232-8779

e E-mail: jlukomski@digf.in.gov

e Web site: www.in.gov/dlgf
e “Contact Us”: www.in.gov/dlgf/2338.htm.
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