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1. Purpose & Scope
This Customer Deposit and Prepayment Policy establishes the standards, procedures, and controls governing how [Company Name] receives, records, manages, and recognizes customer deposits and prepayments. The policy ensures compliance with ASC 606 (contract liabilities), state unclaimed property laws, and provides proper controls over customer funds held by [Company Name].
This policy applies to all forms of advance customer payments including: security deposits, earnest money deposits, retainer payments, subscription prepayments, milestone advance payments, gift cards and stored-value instruments, customer credits and overpayments, and any other arrangement where [Company Name] receives funds before delivering goods or services.
1.1 Objectives
•  Properly classify customer deposits as liabilities (not revenue) until performance obligations are satisfied
•  Distinguish between refundable and non-refundable deposits for proper accounting and disclosure
•  Track customer deposits and prepayments to individual customers for accurate subsidiary records
•  Comply with state unclaimed property (escheatment) laws for abandoned deposits
•  Prevent premature revenue recognition from customer prepayments
•  Ensure proper handling of customer refund requests


2. Definitions
	Term
	Definition

	Customer Deposit
	Funds received from a customer in advance of [Company Name] fulfilling any performance obligation, held as security or advance payment.

	Refundable Deposit
	A deposit that must be returned to the customer upon the occurrence of a specified event (contract completion, return of property) or upon customer request.

	Non-Refundable Deposit
	A deposit that [Company Name] is entitled to retain regardless of whether the customer purchases goods or services.

	Prepayment
	An advance payment for goods or services that will be delivered in future periods.

	Contract Liability
	An obligation to transfer goods or services to a customer for which consideration has been received (ASC 606 term for deferred revenue and customer advances).

	Gift Card
	A stored-value instrument sold to customers that can be redeemed for goods or services.

	Breakage
	The estimated portion of gift card or prepaid balances that customers will not redeem.

	Unclaimed Property
	Customer deposits, credits, or gift card balances that have been inactive for the period specified by state escheatment law (dormancy period).

	Escheatment
	The legal process of transferring unclaimed property to the state.

	Customer Credit
	A balance owed to the customer resulting from an overpayment, return, or billing adjustment.




3. Policy Statements
3.1 Classification
Customer deposits and prepayments shall be classified as:
	Type
	Classification

	Refundable deposits
	Current liability (Customer Deposits); does not reduce to revenue until refund right expires and performance obligation is satisfied

	Non-refundable deposits / prepayments
	Contract liability (Deferred Revenue) if linked to a future performance obligation; recognized as revenue when the obligation is satisfied

	Gift cards / stored value
	Contract liability; revenue recognized upon redemption or proportionally as breakage (per ASC 606)

	Customer credits / overpayments
	Current liability; applied against future invoices or refunded upon request


3.2 Refundable Deposits
Refundable deposits shall remain classified as liabilities until one of the following occurs: the deposit is applied to a specific transaction (reclassified to revenue when the performance obligation is satisfied), the deposit is refunded to the customer, the refund right expires per the contract terms (reclassified to non-refundable), or the deposit becomes unclaimed property subject to escheatment. Refundable deposits shall not be recognized as revenue while the refund right exists, regardless of the probability of the customer requesting a refund.
3.3 Gift Card and Stored Value
Gift card revenue shall be recognized: upon redemption (when the gift card is used to purchase goods or services), and for breakage: proportionally as other gift cards are redeemed, if [Company Name] expects to be entitled to a breakage amount, based on historical redemption patterns (minimum [24] months of data), and using the proportional method per ASC 606. Gift cards without expiration dates remain as liabilities until redeemed or escheated.
3.4 Unclaimed Property Compliance
[Company Name] shall comply with state unclaimed property laws for: customer deposits inactive for the state-specified dormancy period (typically [3-5] years), unredeemed gift cards (in states where gift cards are subject to escheatment), customer credits and overpayments not applied or refunded, and outstanding checks not cashed. Before reporting to the state, [Company Name] shall perform due diligence: attempt to contact the customer at their last known address per state-specific requirements.


4. Roles & Responsibilities
	Role
	Responsibilities

	Controller
	Owns the deposit and prepayment accounting policy. Reviews classification decisions. Manages escheatment compliance.

	AR Manager
	Tracks customer deposits and credits at the customer level. Processes refunds. Monitors aging.

	Revenue Accountant
	Determines when deposits convert to revenue (performance obligation satisfied). Records revenue recognition entries.

	Billing / RevOps
	Applies deposits against invoices. Communicates deposit terms to customers.

	Sales
	Communicates deposit requirements to customers during the sales process. Provides context for refund requests.

	Legal
	Reviews deposit terms in contracts. Advises on refundability. Monitors escheatment law changes.

	Tax
	Advises on sales tax implications of deposits. Reviews escheatment reporting.

	AP
	Processes customer refunds per the approved refund request.




5. Detailed Procedures
5.1 Deposit Receipt and Recording
1.  Customer deposit received (check, wire, ACH, credit card)
2.  Cash application team identifies the payment as a deposit (not an invoice payment)
3.  Deposit recorded: Dr. Cash / Cr. Customer Deposits (liability)
4.  Deposit linked to the customer account in the sub-ledger with: customer name, amount, date received, refundable/non-refundable classification, contract reference, and expected application date
5.2 Deposit Application
When the performance obligation is satisfied: verify that the deposit terms allow application (refund right expired or customer authorized application), reclassify the deposit to revenue: Dr. Customer Deposits / Cr. Revenue, apply any remaining deposit against the customer's AR balance, and if the deposit exceeds the invoice amount, the excess remains as a customer credit.
5.3 Refund Processing
1.  Customer requests a refund (or the contract terms trigger a refund)
2.  AR Manager verifies the refund is warranted (deposit is refundable, conditions met)
3.  Refund request submitted to AP with approval per the authority matrix
4.  AP processes the refund payment
5.  Deposit liability reduced: Dr. Customer Deposits / Cr. Cash
6.  Refund recorded in the customer sub-ledger
5.4 Customer Credit Management
Customer credits (overpayments, billing adjustments, returns) shall be: identified and recorded within [5] business days of discovery, communicated to the customer within [30] days (offering application to future invoices or refund), applied against future invoices (with customer consent) or refunded, and monitored for aging. Credits inactive for [12] months shall be reviewed for: customer contact attempt, refund processing, or escheatment evaluation.
5.5 Escheatment Process
1.  Controller identifies deposits, credits, and gift cards that have exceeded the dormancy period (annually)
2.  Due diligence letters sent to customers at last known address per state requirements
3.  Responses received — deposits applied, refunded, or customer contact information updated
4.  Unclaimed property reports prepared for each state where [Company Name] has escheatment obligations
5.  Reports filed and funds remitted to the state by the statutory deadline
6.  Escheated amounts removed from the liability accounts
5.6 Deposit Reconciliation
The AR Manager shall reconcile the customer deposit sub-ledger to the GL control account monthly. The reconciliation shall: verify each deposit is linked to a specific customer, identify aged deposits (on the books > [12] months) for review, confirm that refunded and applied deposits have been properly removed, and verify that the deposit balance agrees with the GL.


6. Approval Authorities & Thresholds
	Deposit Decision
	Threshold
	Approver

	Deposit requirement in customer contract
	All
	Sales Manager + Controller review

	Deposit application to revenue
	Per contract terms
	Revenue Accountant + AR Manager

	Customer refund
	< $10K
	AR Manager

	Customer refund
	$10K - $50K
	Controller

	Customer refund
	> $50K
	CFO

	Deposit classification (refundable vs. non-refundable)
	All
	Controller

	Breakage rate determination
	All
	Controller + CFO

	Escheatment filing
	All
	Controller

	Customer credit write-off
	Per Bad Debt Policy
	Per Bad Debt Policy authority matrix




7. Exceptions & Escalation
Deposits held for more than [24] months without application or refund shall be reviewed by the Controller for: continued validity (is there still an active customer relationship?), escheatment obligations, and potential write-off (if the customer cannot be located and escheatment has been completed). Large deposits (> [$X]) from a single customer shall be reviewed quarterly by the Controller for ongoing appropriateness.


8. Compliance Monitoring & Testing
•  Monthly deposit sub-ledger to GL reconciliation
•  Quarterly deposit aging review
•  Quarterly customer credit aging review
•  Annual escheatment compliance review and filing
•  Annual breakage rate analysis (for gift cards)
8.1 Key Metrics
	Metric
	Target

	Deposit reconciliation accuracy
	100% (zero unreconciled items)

	Deposits aged > 12 months
	Reviewed and actioned quarterly

	Customer credits aged > 90 days
	< [X%] of total credits

	Escheatment filings made on time
	100%

	Gift card breakage estimate vs. actual
	Within [10%]

	Refund processing time
	< [10] business days




9. Related Policies & References
•  Revenue Recognition Policy
•  Deferred Revenue & Contract Liability Policy
•  Accounts Receivable & Credit Policy
•  Cash & Treasury Management Policy
•  ASC 606 (Contract Liabilities)
•  Uniform Unclaimed Property Act
•  State-specific escheatment laws


10. Appendices
Appendix A — Customer Deposit Register
	Field
	Description

	Customer name
	Legal entity

	Deposit amount
	Original amount received

	Date received
	When the deposit was received

	Refundable / non-refundable
	Classification

	Contract reference
	Linked contract or order

	Expected application date
	When the deposit will convert to revenue

	Current balance
	Amount remaining on deposit

	Aging (days since receipt)
	Days since received

	Status
	Active / applied / refunded / escheated


Appendix B — Escheatment Calendar
	State
	Dormancy Period

	Delaware
	5 years

	California
	3 years
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