Dealerships and
Unclaimed Property -
What You Need to Know




Across the country, states are conducting unclaimed property audits

of dealerships. Whether an item may be considered unclaimed property
often requires a review of the dealership's policies and procedures, as well
as an understanding of how those items are recorded by the dealership.

All business types are subject to unclaimed property laws including
corporations, S corps, partnerships and limited liability companies.

In this article we review what you need to
know about these audits, why it matters and the
potential risks you may be facing as a dealership.
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WHEIED
Unclaimed
Property?

Unclaimed property includes
items that a business owes to its
employees, customers, vendors,
creditors or shareholders that
have passed certain prescribed
periods of abandonment
(dormancy periods), typically
one to five years in length
depending on the state and
property types at issue. ltems
of particular concern for
dealerships may include:

Dealer refunds
and overpayments
(i.e., trade payoffs,

Service & parts refunds and overpayments
(i.e., parts returns)

fees, taxes)

Accounts payable/
general disbursements
outstanding
and/or voided

Payroll/
commissions
checks outstanding

and/or voided

Accounts receivable
credits and
customer deposits
held on account

“We-Owe" — accessories/
services negotiated at
time of sale

Promotional credits - extended

warranty refunds, GAP insurance,

free oil changes, tires, service, etc.
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What State Do You Report
Unclaimed Property To?

Every state has an unclaimed property law, as well as
Washington, D.C., Puerto Rico, U.S. Virgin Islands and
Guam. Each state has a unique law that specifies how
unclaimed property should be managed and reported
by holders. There are established rules that dictate
which state’s law applies to a particular property.
These are known as priority rules:

2ND PRIORITY RULE

If the owner's address is unknown or
in a foreign country, then the laws of
the holder's state of incorporation
are applied (i.e., commercial domicile
for unincorporated entities).
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1ST PRIORITY RULE
The state of the apparent property

owner's (employee, customer,
vendor, creditor or shareholder)
last known address.




Why Unclaimed Property Matters

States are enforcing unclaimed property compliance more strictly. As part of this compliance enforcement
effort, dealerships are experiencing an increase in outreach from the states, which is handled in multiple forms:

Multi-state audits,
typically conducted by
third-party auditors, often
paid on a contingent
fee basis. These can take
several years to complete.
Example Audit Notice
From Delaware.

Self-audit programs.
Example Self-Audit
Notice from Illinois.

Unclaimed property

compliance question on
California state income/
franchise tax return this
year. Read more about
what this means.

Invitations to participate
in state voluntary
compliance/disclosure
programs. Example
VDA Program Notice

From Delaware.
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The programs often have a review
period of 10-15 years or more and
are heavily dependent on the
availability of complete and
researchable records. If records
are not available, then estimation
of the liability is typically required.

Any unclaimed property notice from
a state is time sensitive and should
be acted upon immediately. It's
important to note that penalties and
interest vary by state. Self-audit and
voluntary disclosure agreement (VDA)
notices often include a deadline for
participation. If a company fails to
respond or sign up to participate,
they will most likely be referred for
audit — which comes with a much
more significant process.


https://www.bdo.com/getattachment/Insights/Tax/State-and-Local-Tax/Illinois-Unclaimed-Property-Program-Has-Commenced/Illinois-State-Treasurer_Unclaimed-Property_Redacted.pdf.aspx?lang=en-US
https://www.bdo.com/getattachment/Insights/Tax/State-and-Local-Tax/Illinois-Unclaimed-Property-Program-Has-Commenced/Illinois-State-Treasurer_Unclaimed-Property_Redacted.pdf.aspx?lang=en-US
https://www.bdo.com/getattachment/Email-Landing-Pages/Delaware-VDA-Program/DE-SoS-UP-VDA-June-2021-Certified-Letter_Redacted.pdf.aspx?lang=en-US
https://www.bdo.com/getattachment/Email-Landing-Pages/Delaware-VDA-Program/DE-SoS-UP-VDA-June-2021-Certified-Letter_Redacted.pdf.aspx?lang=en-US
https://www.bdo.com/getattachment/Email-Landing-Pages/Delaware-VDA-Program/DE-SoS-UP-VDA-June-2021-Certified-Letter_Redacted.pdf.aspx?lang=en-US
https://www.bdo.com/getattachment/Email-Landing-Pages/Delaware-VDA-Program/DE-UP-Letter-Nov-2020_Redacted.pdf.aspx?lang=en-US
https://www.bdo.com/getattachment/Email-Landing-Pages/Delaware-VDA-Program/DE-UP-Letter-Nov-2020_Redacted.pdf.aspx?lang=en-US
https://www.bdo.com/insights/tax/state-and-local-tax/california-income-tax-reporting-change-will-enhanc
https://www.bdo.com/insights/tax/state-and-local-tax/california-income-tax-reporting-change-will-enhanc

How to Mitigate
Unclaimed
Property Risk

More than ever, dealerships must
take proactive steps to manage

the potential risks related to
unclaimed property and help ensure
compliance. Here are some steps to
better understanding and mitigating
unclaimed property risk:
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FEASIBILITY REVIEW

Consider conducting a truncated review of

unclaimed property obligations that follows
traditional testing methodologies. These reviews

arm businesses with a low-to-high range

of potential escheat exposures by property

type and legal entity. Often, the results of these
reviews are used to book ASC 450 accounting

reserves and lead to more proactive remediation
measures (such as voluntary disclosures, policies

and procedures, compliance, etc.).

COMPLIANCE
All organizations should establish a robust annual
filing process, including due diligence efforts to
mitigate penalties, interest and audit risks.

POLICIES AND PROCEDURES
The absence of unclaimed property policies
and procedures is the easiest way for a
company to fall out of compliance with state
escheatment laws and regulations. With

the successful implementation of full global
mapping procedures or streamlined unclaimed
property policies and procedures, organizations
can drive strong escheat compliance reporting.

OTHER STATES
If an organization hasn't been meeting its
multi-state filing obligations, it should consider
voluntary disclosure or amnesty filings with other
jurisdictions to mitigate the risk of an audit.




How BDO Can Help

BDO has extensive experience and the comprehensive technical

and technology resources required to mitigate unclaimed property
exposure, including audit/self-audit defense, feasibility study and risk
assessments, voluntary disclosure agreements, and compliance report
preparation and filing.

Visit our state-specific pages for more information on compliance
programs in California, Delaware, Illinois, Minnesota,
Massachusetts and New York.
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https://www.bdo.com/insights/tax/state-and-local-tax/california-new-unclaimed-property-law
https://www.bdo.com/email-landing-pages/delaware-vda-program
https://www.bdo.com/insights/tax/state-and-local-tax/illinois-unclaimed-property-program-has-commenced
https://www.bdo.com/insights/tax/state-and-local-tax/minnesota-unclaimed-property-program-has-commenced
https://www.bdo.com/insights/tax/state-and-local-tax/massachusetts-unclaimed-property-program
https://www.bdo.com/insights/tax/state-and-local-tax/new-york-increasing-unclaimed-property-compliance

People who know Auto Dealerships, know BDO.

https://www.bdo.com/auto-dealerships
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