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* * * IMPORTANT DEALER ALERT * * * 
Alternative Fuel Tax Credits - Leases 

 
TO:   CADA Members   
FROM:   Tim Jackson 
RE: State alternative fuel tax credits; beware of confusion on leases 
DATE:   March 15, 2012   
  
Media target dealers after Department of Revenue notified consumers to re-pay lease 
tax credits claimed by both the consumer and leasing company.   
 

IMPORTANT:  Dealership personnel should be especially careful to never give tax advice to 
consumers! Directing consumers to relevant sources and publications, including links or handouts, 

can provide assistance; but it is critical to ensure there is no impression of specific tax advice.   
Background: 
Some Colorado dealers have discovered that on certain leases of alternative fuel vehicles, the available 
Colorado income tax credit was claimed by both the leasing company and the consumer.  Those 
consumers received a letter from the Colorado Department of Revenue to pay back the credit (in some 
cases over $2,000) within ten days.  Needless to say, these consumers were extremely upset—and 
some of that blame was directed toward the leasing dealership.  The Department of Revenue has 
indicated 189 instances of duplicate credits based on audits conducted through tax year 2010.         
 
An example of the notice is below: 
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By statute, only one credit can be claimed per vehicle.  A Department of Revenue regulation clarifies 
priority regarding lessor/leasing company and lessee/consumer.  The calculation of the credit and 
guidance on these topics is found in the Department publication Income FYI #9.  (Visit 
www.taxcolorado.com, “Individual Income Tax” on the top menu-bar – FYI #9 is listed upfront; an updated 
version is now posted with revision date 02/2012). 
 
Tax Year 2011 Remains an Open Issue  
Further, for tax year 2011, it is anticipated there will be many more cases. The forms for 2011 were 
already published by the time this issue surfaced.  The Individual Credit Schedule to Form 104 does 
not request documentation as to whether or not the lessor/leasing company plans to take the credit.    

FORM 104CR - INDIVIDUAL CREDIT SCHEDULE - Excerpt 

 
 
Unless there is language in the leasing contract or the leasing company provides some notice, the 
consumer may be unaware of this issue or unable to determine.  Further, dealerships targeted by the 
media on this noted that some consumers who obtained advice from tax accountants and CPAs were 
also not aware of the potential duplication on leases.  The existing laws, regulation, and publications 
are confusing.  Attached to this memo is a summary of key provisions; no attempt is made to interpret 
or offer guidance.  Consumers should be referred to a tax professional for advice.     
 
 
Legislation in Process for 2012 Tax Year 
Affected consumers have contacted state legislators who have proposed legislative change at the 
Capitol to remove the confusion and allow only the consumer/lessor to claim these income tax credits.  
HB12-1299 by Rep. Singer passed the House and is now in the Senate Finance committee.  Legislators 
have stated that the purpose of the tax credits is to convince consumers to move to alternative fuel 
vehicles—regardless of whether they purchase or lease—so any incentives or tax breaks provided by 
Colorado should more appropriately go the consumer.  Regardless, such confusion needs to be 
addressed to avoid similar occurrences in the future.   
 
In the House committee hearing on this legislation, several legislators acknowledged the confusion 
and noted that both dealerships and consumers were caught in the middle on this one.  A couple of 
dealerships did provide goodwill and elect to reimburse customers who insisted the dealership sales 
representative or F&I manager had specifically represented that they definitely could claim the credit.  
Regardless of merit, these goodwill gestures went a long way to put dealerships in a positive light with 
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both the consumers who relayed their experiences to the House Finance Committee as well as with the 
legislative committee members. 
 
If passed, this legislation will affect tax-year 2012 forward.  It will not address prior tax years.   
IMPORTANT:  This bill may or may not pass—while it appears likely to pass, dealers should not 
yet rely on or represent that any legislation will pass. 
 
Recommended Action 
 
 Try to warn customers upfront of general complications with state income tax credits on leases, 

but do not offer specific advice, and recommend they seek assistance from a professional/CPA.  
Receiving a letter from the Dept. of Revenue to repay $1,000 to $2,000 or more from a prior tax 
filing makes for extremely unhappy customers.  If the customer even mentioned intent to file for a 
credit, blame may be directed towards the dealership for not alerting the customer to a known 
issue—impacting CSI and general customer satisfaction/relations. 

 
 If possible, confirm and alert customers if your leasing company plans to claim these income tax 

credits.  If the leasing company with which your dealership places leases has taken the tax credit or 
specifically elected to pass on the tax credit, try to find out from the leasing company before a 
customer arrives at the dealership.      

 
 
 
Please contact CADA directly if you have questions: 
 
Tammi McCoy / Direct: 303.282.1449  Tim Jackson / Direct: 303.282.1448 
tammi.mccoy@coloradodealers.org   tim.jackson@coloradodealers.org 
 

 
 

LEGAL DISCLAIMER: 
CADA is not authorized to dispense legal or tax advice.  While we may provide and forward relevant laws or 

regulations, and offer business advice, dealers and consumers must consult legal counsel and/or a CPA. 
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Alternative Fuel Tax Credits - Leases 
 Statutes / Regulations and Publications 

 
Statute Granting Exemption – For purchases prior to January 1, 2012: 
 

C.R.S. 39-22-516. Tax credit for purchase of vehicles using alternative fuels. 
. . .  
(2.6) (b) (I) Except as provided in subparagraph (II) of this paragraph (b), with respect to the tax 
years commencing on January 1, 2010, and January 1, 2011, there shall be allowed to any 
person a credit against the tax imposed by this article, not to exceed six thousand dollars, for each 
motor vehicle owned by such person that:  . . .  
. . .  
(2.6)(e) . . .  no more than one tax credit shall be granted pursuant to paragraph (d) of this 
subsection (2.6) for any individual motor vehicle. 

 
Statute Granting Exemption – For purchases after January 1, 2012: 
 

C.R.S. 39-22-516.5. Tax credit for innovative motor vehicles 
. . .  
(2) (a) With respect to the tax years commencing on January 1, 2012, but prior to January 1, 
2016, there shall be allowed to any person a credit against the tax imposed by this article, not to 
exceed six thousand dollars, for each motor vehicle owned by such person that:  . . .  
. . .  
 (5) Except as provided in subparagraph (II) of paragraph (e) of subsection (3) of this section, no 
more than one tax credit shall be granted pursuant to this section for any individual motor vehicle. 
 
Proposed Amendment, House Bill 12-1299 (PROPOSED: not yet passed as of 3/14/2012 �– as 
currently drafted would add the provision below): 
 
(2)(C)  IF A MOTOR VEHICLE IS LEASED, THE LESSEE, NOT THE LESSOR, IS ALLOWED TO CLAIM THE 
CREDIT ALLOWED PURSUANT TO THIS SECTION. 

 
Regulations & Department of Revenue Announcements: 
(Please note that the following were issued under prior law, and would have to be modified to the 
extent HB 12-1299 is enacted) 
 
Regulation 39-22-516(2.5)  
Regarding leases, Regulation 39-22-516(2.5) provides the following: 
 
(7)  Lessees of vehicles.     [Eff 01/30/2007] 

(a)  Lessees of qualifying vehicles are eligible for the alternative fuel 
vehicle credit. The available credit is calculated by subtracting the 
value of the vehicle when the lease expires from the cost of the vehicle 
to the lessor at the time of the lease transaction (capitalized cost), and 
dividing that amount by the cost of the vehicle to the lessor at the time 
of the lease transaction. This percentage is then multiplied by the 
qualifying expenses to determine the amount of the expenditure that can be 
used in computing the amount of the credit.     [Eff 01/30/2007] 

(b)  Only the lessor or lessee of the vehicle may claim the credit. If the 
vehicle is converted at the factory, the lessor has the option of claiming 
the credit or passing the right to claim the credit to the lessee. If the 
lessee converts the vehicle, then only the lessee may claim the credit. 
    [Eff 01/30/2007] 
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Income Tax FYI#9 (Rev. 05/2011) �– Q&A Regarding Leases: 
 
Can a leased vehicle qualify for this credit? 
Yes, lessees of qualifying vehicles are eligible for the alternative fuel vehicle credit. The available credit is 
calculated by subtracting the value of the vehicle when the lease expires from the cost of the vehicle to the 
lessor at the time of the lease transaction (capitalized cost), and dividing that amount by the cost of the vehicle 
to the lessor at the time of the lease transaction. This percentage is then multiplied by the qualifying expenses 
to determine the amount of the expenditure that can be used in computing the amount of the credit. Only the 
lessor or lessee of the vehicle may claim the credit. If the vehicle is converted at the factory, the lessor has the 
option of claiming the credit or passing the right to claim the credit to the lessee. If the lessee converts the 
vehicle, then only the lessee may claim the credit. 
  
Income Tax FYI#9 (Rev. 02/2012) - �– Q&A Regarding Leases: 
*The latest revision of the Income Tax FYI #9 includes further illustrations and guidance: 

 
Can a leased vehicle qualify for this credit? 
Yes, for a vehicle that is converted at the factory, the lessor has the option of claiming the credit or passing the 
right to claim the credit to the lessee. Lessees of qualifying vehicles are eligible for the Alternative Fuel Tax 
Credit provided the lessor of the vehicle has passed that credit to the lessee in writing. The available credit is 
calculated by subtracting the value of the vehicle when the lease expires from the cost of the vehicle to the 
lessor at the time of the lease transaction (capitalized cost), and dividing that amount by the cost of the vehicle 
to the lessor at the time of the lease transaction. This percentage is then multiplied by the qualifying expenses 
to determine the amount of the expenditure that can be used in computing the amount of the credit. If the lessee 
converts the vehicle, then only the lessee may claim the credit. 
 

Example 1: Studebaker Motors manufactures a qualifying vehicle. They then directly lease the vehicle 
to Michael through Studebaker Motor Leasing. Michael’s lease agreement does not specifically state 
the that the credit has been passed from Studebaker Motor Leasing to the lessee (Michael), In this case 
the Lessor (Studebaker Motor Leasing)retains the right to claim the credit, and the lessee (Michael) is 
not entitled to claim the credit. 
 
Example 2: Studebaker Motors manufactures a qualifying Category 6 vehicle. Then Franklin 
Studebaker leases the vehicle to John through Studebaker Motor Leasing. John’s lease agreement 
specifically states the that the credit has been passed from Studebaker Motor Leasing to the lessee 
(John), In this case the lessor (Studebaker Motor Leasing) passed the right to claim the credit, and the 
lessee (John) is entitled to claim the credit. John’s 2012 Studebaker valued at $23,550. The vehicle will 
have a value of $16,750 when the lease expires. The credit is computed as follows: 
 
a. Value at time of lease $23,550 
b. Value at end of lease $16,750 
c. Line a minus Line b $6,800 
d. Line c divided by Line a 28.9% 
e. Full credit for vehicle $2,448 
f. Credit available on lease line d times line e $707.00  

 
 

LEGAL DISCLAIMER:  
This summary of statutes, regulations, and publications is provided for informational purposes only. 

 
CADA is not authorized to dispense legal or tax advice.  While we may provide and forward relevant 

laws or regulations, and offer business advice, dealers and consumers must consult legal counsel 
and/or a CPA.   

 
 
Visit the following for state tax information:  www.taxcolorado.com  
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