
 
 

Page 1 of 2 
 

 

* * * DEALER ALERT * * * 
State Tax Audit Hits Dealership with Major Assessment on Loaners  

 
TO:   CADA Members   
FROM:   Tim Jackson 
RE: State Tax Audit Hits Dealer on Loaner Vehicles 
DATE:   September 28, 2012   
 
A CADA member dealership has been hit with an initial assessment of over $500,000 in a state tax audit 
relating to loaner vehicles.   With board members urging an aggressive response, your association jumped 
in immediately to address what we believe is an incorrect application of Colorado tax laws.   Further, if 
left to stand, this issue could impact many dealerships across Colorado—beyond just loaner vehicles. 
 
Background – Full Use Plates: 
As all Colorado dealers are aware, full-use plates cost just over $300 per year and allow dealers to utilize 
vehicles in inventory that are “offered for sale”.  For this fee, and subject to some clarifications in the 
rules, the following may be assigned full-use plates:  

(1) Owners or co-owners 
(2) An employee 
(3) Any person, including former, current, and prospective customers  in order to serve the “legitimate 

business interest” of the dealership 
(4) A spouse or dependent child living in the same household as the dealer 

 
Over the years, there have been numerous disputes on interpretation of terms like “legitimate business 
interest” and related rule language that disallowed any “commercial use”.  As recently as 2006, CADA 
reached a mutually agreeable understanding with the prior leadership of Auto Industry Division that full 
use plates were allowable on both loaners and courtesy vehicles, provided they did not have large, 
commercial advertisements.  Then last year, the Department of Revenue (D.O.R.), Titles & Registration 
Section when merging overlapping department rules included language that made this even more 
confusing.  To address this, last Fall CADA obtained a legal opinion that the latest rule conflicted with the 
statute and requested the removal of language that might be construed to disallow full use plates on 
loaners or courtesy vehicles.   This effort was successful, and a new full-use plate rule was adopted 
effective June 30, 2012.  From CADA’s standpoint, this simply removed the potential gray area in the 
rules regarding use of these plates on loaners and courtesy vehicles (enforcement of which typically falls 
under law enforcement or Auto Industry Division).  
 
Current Tax Issue: 
Meanwhile, this spring, state tax auditors assessed a dealership on loaner vehicles that were operated on 
full-use plates. The state seems to be arguing that the vehicles should have been registered with standard 
plates subject to sales tax on the full retail value.   There are many legal arguments that could apply here, 
but the primary one is that back in 2004, CADA pursued legislation at the Colorado Capitol to address a 
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similar audit against another dealership.  While that audit targeted demo use by employees, the legislation 
was broad to address this area more fully with legislative declarations that included the following: 

 Motor vehicles that are purchased by motor vehicle dealers for resale in the state are not subject to 
retail sales and use taxes while the vehicles are held in inventory by the dealers prior to retail sale. 

 At times, a motor vehicle dealer uses a motor vehicle that has been purchased for resale to promote 
the sale of a vehicle by permitting a current or prospective sales or service customer to temporarily 
use a vehicle to drive to and from the dealership and for incidental business and personal errands. 

 Such uses of the motor vehicle are incidental to the primary purpose, resale to a consumer or user, 
for which the vehicle was originally acquired by the dealer. 

 It is the declared policy of the state of Colorado to retain the retail sales and use tax statutory 
scheme as enacted by the general assembly and, in order to ensure the statutory scheme is 
implemented as enacted, it is necessary to clarify that the retail sales and use tax does not apply and 
has never applied to the use of a motor vehicle acquired primarily for resale by a motor vehicle 
dealer while held in inventory prior to resale of the vehicle.  . . .  

 
The legislation updated the sales and use tax code, which is distinct from the full-use plate statutes that 
provide an alternative to regular registration fees and ownership tax.  The new law clarified that dealership 
inventory that is “purchased and held for resale” is exempt from tax when the following criteria are met:  

a) the manufacturer's certificate of origin or certificate of title for the motor vehicle is assigned to 
the motor vehicle dealer; 

b) the motor vehicle is included in a current list of vehicles for retail sale that is prepared by the 
motor vehicle dealer in the ordinary course of business; and 

c) at any given time, the motor vehicle is available to be purchased and delivered to a retail 
customer within three business days. 

 
Status: 
At present, the dealership has retained an experienced tax attorney, Bruce Fowler, of Fairfield & Woods, 
P.C. to file an appeal.  It has been almost four months since that appeal was filed, with no response from 
the state.  Additionally, CADA has obtained a legal opinion letter from the same attorney stating that sales 
and use tax should not apply to dealership loaner or courtesy vehicles provided they meet the criteria set in 
statute.  CADA plans to meet with D.O.R. leadership to attempt to reach agreement on the application of 
this statute to loaners and courtesy vehicles.   Regardless of the outcome of this particular case, there 
should be a clear determination in order to prevent other dealerships from being hit with a similar 
assessment in the future.    

Updates will be provided as they become available regarding this issue.  Another CADA Board member—
working with this same tax attorney—won on an administrative appeal within the D.O.R. a couple of 
years ago.  That initial assessment was over $2.2 million and cost over $75,000 in legal fees to fight.      

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


