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Follow up Interim Report - Take Home Vehicle Audit 

In March of 2009 we issued the Take Home Vehicle Audit Report (Attachment B) 
which included 24 recommendations regarding management of City owned vehicles. 
Our focus during that engagement was specifically on any personal use of those 
vehicles which included commuting. The scope of work excluded sworn Police and 
certified Fire personnel. 

The objectives of the audit addressed personal usage of City owned vehicles as 
follows: 

•	 Ensure sufficient policies are in place and are being adhered to by City 
employees. 

•	 Ensure that the City's policies and practices are in compliance with current 
IRS regulations regarding employer-owned vehicles being driven home by 
employees. 

•	 Ensure that costs incurred by allowing employees to take City-owned vehicles 
home are justified and balanced against the benefits received. 

During the engagement we encountered issues that prevented us from providing 
positive assurance on any of these objectives. The audit report presented 24 detailed 
findings and recommendations which specifically addressed these issues and 
Management agreed to implement all of these recommendations. 

Since March of 2009, we have been regularly communicating with Management as to 
the status of the implementation of each recommendation. Although some progress 
has been made, as of November 2009 the risks identified in the original audit report 
are still present. 

Detailed Findings Grid (Attachment A) 

Attached to this report is a detailed grid of the individual findings presented in our 
March 2009 report. This grid includes the following: Finding; Recommendation; 
Management's Response; Management contact individual assigned responsibility for 
implementation; Management's target completion date; Management's assertion as 
to the status of implementation as of June, 2009; Status verified by our office as of 
November, 2009. 

In summary of the information presented in this grid: 
•	 We have verified that two recommendations have been completed; 
•	 Two cannot be verified complete until W-2's are issued in January 2010; 
•	 One will not be completed as Management has determined to accept the 

associated risk (which we concur is minimal); 
•	 and 19 are still in the process of on-going implementation. 
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Narrative Report 

In order to more clearly present the intent of these findings and recommendations we 
have combined them into 4 groups. Each group addresses a particular type of risk 
exposure that Management may incur if the recommendations are not addressed. 
For purposes of this report we will discuss the overall status of implementation for 
each of these groupings. 

Group One
 
The objective of these recommendations is to ensure that Management can
 
obtain a complete and accurate listing of vehicles (in-total and by department)
 
that can be used to manage utilization and safeguard vehicle assets.
 
(Recommendations # 1-5; 10) 

These recommendations addressed Management's inability to access and obtain 
complete and accurate data regarding vehicle assets (in-total and by responsible 
department.) At this time it is still not possible for Management to provide this data. 

An inventory of Fixed Assets, which included vehicles, was taken in July of 2009. We 
reviewed the process used for this inventory count and feel that it does not represent 
a strong control. Some of the inventory counters appeared to lack independence. 
This observation has been shared with Management. Also, the data from this 
inventory has not yet been used to update the asset database. Management plans to 
complete this updating process prior to the end of January 2010. They have 
attributed this delay to the work load associated with the implementation of the new 
JD.E. software application and a vacancy in the position assigned responsibility for 
fixed assets. 

Currently the City still tracks vehicle data in two separate databases that are not 
currently interfaced or reconciled. Successful completion of these recommendations 
is dependent on the implementation of the J.D.E. software application module that 
will allow the interface of the Fleet Management Database Software with the 
Financial Services Fixed Asset Software. We understand that this module is not 
scheduled for implementation until later in 2010. 

The risks associated with this group of findings and recommendations have not been 
mitigated at this time. 

Group Two 
The objective of these recommendations is to ensure that Management has in 
place criteria and standards which will enable them to measure and manage 
the personal utilization of vehicles economically, efficiently and effectively. 
(Recommendations # 6 - 9 &11 - 12) 

Management has drafted revisions of Administrative Regulation #2 and the Fleet 
Management Standard Operating Procedures Manual to include clearer language 
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regarding utilization, justification and criteria for assignment of vehicles. When these 
two documents are completed and implemented they will successfully address a part 
of the risks associated with this group. 

The remaining items involve Management's ability to use documented performance 
measurements in the decision making process of justification, assignment and 
utilization of vehicles and their ability to substantiate their decisions with these 
documented performance measurements. They have not, as yet, established a 
responsible department for creating and managing a process of collecting and 
utilizing personal vs. business usage data and measurements. 

Additionally, this process will be dependent on the completion of the interface 
between the two existing vehicle databases; JD.E. Financial Services Fixed Asset 
Software module and the Fleet Management Database Software. Implementation of 
this interface is scheduled for later in FY2010. 

The risks associated with this group of findings and recommendations have not been 
mitigated at this time. 

Group Three 
The objective of these recommendations is to ensure that the City is in 
compliance with IRS rules and regulations regarding the taxation of an 
employee benefit received when using a City owned vehicle for personal use. 
(Recommendations # 13 - 21) 

Implementation of a portion of these recommendations cannot be verified until 
Management has completed issuing W-2's in January of 2010. 

Management has drafted a revised Administrative Regulation #2 to include language 
that, when approved and implemented, will successfully address another portion of 
the risk associated with the recommendations in this group. 

The remaining and most significant concern involves Management's ability to capture 
complete and accurate usage data, regarding the personal use of City owned 
vehicles, for the purpose of calculating and reporting the value of any benefit 
received. The process of capturing this data should be consistent across all 
departments of the City and Management has not, as yet, established a responsible 
department for collecting it and reporting it. 

The risks associated with this group of findings and recommendations have not been 
mitigated at this time. 

Group Four
 
The objective of these recommendations is to ensure that Management is in
 
compliance with their Administrative Regulation #2. (Recommendations # 22 

24)
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Management has drafted a revised Administrative Regulation #2 to include language 
that will address a portion of the risks identified in this group of recommendations. 
When this revised draft is completed and implemented it will successfully mitigate 
part of this risk. 

The remaining exposure requires Management to create and manage a process 
which will allow them to collect: 

•	 "Hold Harmless Documents" for non-employee passengers that may be 
traveling in a City owned vehicle while it is being used for personal use. 

•	 Copies of the newly revised AR#2 signed by employees who may drive City 
owned vehicles to ensure that they have been appraised of the policies 
regarding vehicle usage. 

Management is currently working on creating this process and intends to implement 
it when the newly revised AR#2 is approved and implemented. 

The risks associated with this group of findings and recommendations have not been 
mitigated at this time. 
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City of Cape Coral - City Auditor’s Office 

Follow Up - Take Home Vehicle Audit - Interim Report – as of November 2009 
Attachment A 

 

Group One: The objective of these recommendations is to ensure that Management can obtain a complete and accurate listing of 
vehicles (in-total and by department) that can be used to manage utilization and safeguard vehicle assets.  (Recommendations # 1-5; 10) 

 

Finding Recommendation Management Response 
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e Status as reported by Management 

in June, 2009 

1 In the HTE software, utilized by the City to 
document and account for the City’s assets, 
vehicles are not distinguished from other types 
of assets.  Also, there is more than one 
database tracking fleet information and the 
coordination between these databases 
combined with the difficulty in isolating vehicle 
assets makes it difficult to create a complete 
listing of vehicles for management purposes.      
We understand that an annual physical 
inventory is taken of assets and includes 
vehicles.  This provides assurance that the 
vehicles are accounted for.  The difficulty 
exists in trying to extract information to 
manage and justify their use. 

Recommendation 1: We recommend 
that Management perform an annual 
review of the vehicles database 
confirming with department 
management the vehicles in their 
possession. Also that they annually 
reconcile this information along with 
other pertinent data about each vehicle 
(group classification, assigned driver, 
purpose of use, and cost center) to the 
asset management database and 
ensure that the database is accurate 
and complete. 
 

The City conducts an annual inventory of all 
capitalized equipment including vehicles.  As 
such, during the annual review, each 
department’s management confirms the 
vehicles in their possession.  Since it appears 
that a separate database does not exist as to 
group classification, assigned driver, or 
purpose of use, other than internal information 
to each department, the reconciliation is 
performed when the department 
acknowledges ownership of the vehicle for 
fixed asset management.  See number 3 
below as to what may be done with new fixed 
asset management software or a separate 
database with this information maintained by 
Fleet.  This will also impact the management 
of the benefit. 
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Inventory will be conducted as part of 
annual audit. 
To be conducted between July-
September annually. 

Status verified by auditor:     Management completed an inventory of the City owned vehicles along with their Fixed Asset Inventory as of June 30, 2009.  We reviewed the process used for this inventory 
count and feel that it does not represent a strong control. Some of the inventory counters appeared to lack independence. The data from this inventory is currently being held in the Finance Department and 
will be used to update and reconcile the vehicle database.  Finance has transitioned the vehicle database to the new software, J.D.E. but has not updated the information with the results of the physical 
inventory. Therefore it is not possible to obtain an accurate and up to date current listing of City owned vehicles. They expect to have the updated information completed in order to include the corrected 
information in the CAFR for 2009. Implementation is ongoing. 
2  Recommendation 2: We also 

recommend that Management work with 
ITS to create a standard report which 
will deliver an accurate and complete 
listing of on road vehicles. 

Management agrees – the requested report 
will be constructed in the new JD Edwards 
asset management/fleet assets portion. As 
this software is not yet installed, some time 
will be needed to implement this. 
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Awaiting J.D. Edwards software 
installations 

Status verified by auditor:     The database of vehicles (and other fixed assets) has been transitioned to the new J.D.E. software. The overall implementation of the J.D.E. software has been complex and 
has consumed many man hours in the Financial Services Department.  Other aspects of the accounting applications have held a higher priority than the fixed asset implementation.  The staff is still learning 
the reporting capabilities of the software. Implementation is ongoing. 
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City of Cape Coral - City Auditor’s Office 

Follow Up - Take Home Vehicle Audit - Interim Report – as of November 2009 
Attachment A 

 

 

Finding Recommendation Management Response 
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in June, 2009 

3  Recommendation 3: We also 
recommend that in accounting for 
assets, vehicles be tracked in a 
separate class from other assets and 
that the qualified non-personal-use 
vehicles (defined in appendices) be 
distinguished in a sub-class.  We are 
aware that the City is considering 
software to replace HTE and we would 
suggest that this accounting change be 
made at that time. 

Currently, the HTE fixed asset program does 
not have nor allow for designations such as 
non-personal use.  It is unclear as to whether 
the JD Edwards system will allow for this type 
of classification system, however in the event 
that it does, the appropriate classifications will 
be made.  In the event that it does not, then it 
is recommended that a separate database be 
created with downloads from the fixed asset 
system for the sole purpose of managing non-
personal use vehicles via Fleet. 
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JDE Fixed Asset System will provide 
for separate classification codes for 
distinguishing between vehicle types. 
 
System “Go Live” delayed. 

Status verified by auditor:      Vehicles are now set up in J.D.E. in a separate class.  Classifying information, like Qualified non-personal use, has not been set up but there is a way to do this in J.D.E. and 
this may be considered in the future. Implementation on going.   

4  Recommendation 4: We also 
recommend that the process of fleet 
management be considered as a topic 
for a Kaizen event to gain efficiencies. 

Management has no objection to this 
recommendation.  This topic will be 
considered along with other worthy projects.    
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Has been placed on Lean Kaizen 
Calendar-Scope TBD (PW Mtg. 
w/Wanda Roop was held on 5/28/09. 
Action considered complete. 

Status verified by auditor:  Management indicated they are currently working on their Kaizen schedule for Lean events for 2010.  They are planning a strategic planning meeting for Lean in December and 
from that will come their planned schedule for next year.  The topic is being considered as Management indicated.  Implementation complete. 

5 Additionally, during our process of confirming 
responsibility we found numerous cases where 
the database was not current. Specifically, the 
department designated as responsible in HTE 
was no longer correct. The vehicle had been 
transferred to a new department or to Fleet but 
this transfer had not been captured in the 
database. Transfers of vehicles between 
departments were not being captured and / or 
documented timely. 

Recommendation 5: We recommend 
that Management assign the ownership 
and responsibility for updating and 
maintaining this database of fleet 
information to one department, that the 
assignee be held accountable for its 
accuracy and that changes in the status 
of a vehicle be documented, reported 
and an appropriate change be made to 
the database in a timely manner. 

Management agrees.  Ownership will be 
assigned to the Fleet Division of Public Works 
with supporting data and reports coming from 
each department. 
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Original 6/1/09 Revised: 6/15/09 
Fleet is assigned to update the Fleet 
Module and has recently sent out a 
memo through the PW Director to 
obtain updated information. 
Action considered complete. 

Status verified by auditor:     There are still two databases tracking information regarding vehicles.  The database of vehicles (fixed assets) that was in H.T.E. has been migrated to the J.D.E. application but 
is not up to date.  Fleet maintains data on fuel usage and vehicle maintenance in a separate application. We understand that Fixed Asset Transfer Forms documenting changes in the location and status of a 
vehicle are sent from using departments to the Financial Services Department. Subsequently a copy is forwarded to Fleet so they can update their database. These databases are not currently interfaced or 
reconciled. This is the same process that existed prior to the Take Home Vehicle Audit.  Implementation on going.   
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10 We found 12 vehicles that were coded in HTE 
as being assigned to departments but were 
actually in the custody of Fleet Management 
awaiting disposal.  When questioned, the 
departments indicated they were “retired”.  
There were three other vehicles already at 
Fleet for a total of 15.  One of these had been 
“retired” and at Fleet since 4/4/07 another was 
marked for disposal and auction on 4/11/08.  
We also learned that some of these vehicles 
continue to have useful life and are held in 
reserve for future need. Per the City’s Risk 
Manager, we continue to incur insurance 
expense for a vehicle until it is disposed of and 
its title transferred.   

Recommendation 10: We recommend 
that criteria be established to indicate 
when a vehicle should be disposed of 
and that when it is met the vehicle be 
auctioned in a timely manner. 

Information regarding when a vehicle should 
be disposed of is included in the AIP 
documentation in the annual budget which 
comes from the Fleet Management Standard 
Operating Procedure manual.  Although 
vehicles may be taken off-line due to 
replacement or when a RIF occurs (as noted 
in the past year), vehicles that are in relatively 
good condition may be placed into a fleet pool 
for a period of time, purchased and 
transferred to another department, or retired 
awaiting the next auction period which is 
generally monthly.  AR 51 governs 
procedures for fixed assets, when they are 
retired, forms necessary for retirement and 
removal from the asset management system, 
transfer of assets, etc.    

 
M

ar
k 

M
as

on
 

 
C

om
pl

et
e 

 
Original 5/15/09 Revised: 6/5/09 
A revised replacement criterion has 
been developed with Finance and is 
currently proposed in the Fleet Policy 
review. 
Action considered complete. 

Status verified by auditor:      The Fleet Standard Operating Procedure Manual has been revised and is awaiting approval and implementation.  When it is approved and implemented, the new language will 
adequately address this finding.  Implementation on going.   
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Follow Up - Take Home Vehicle Audit - Interim Report – as of November 2009 
Attachment A 

 

Group Two: The objective of these recommendations is to ensure that Management has in place criteria and standards which will 
enable them to manage vehicle utilization economically, efficiently and effectively.    (Recommendations # 6 – 9 &11 – 12) 

 

Finding Recommendation Management Response 
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in June, 2009 

6 For the most part all departments stated that 
the criteria used to assign a Take Home 
Vehicle was the likelihood that the employee 
would be required to be called out to work 
when off duty.  Criteria to use in justifying a 
vehicle assignment are not defined in the 
City’s policies and the departments were not 
able to provide data to substantiate the 
number of times that employees were called 
out.  Call out frequency data seems important 
to substantiate a cost justification based on 
this likelihood. 

Recommendation 6: We recommend 
that management create a standard 
which must be met, and documented, to 
justify the assignment of a take home 
vehicle, both for a short term and a 
permanent assignment. 
 
 

Management agrees. Criteria used for 
justifying vehicle assignments are already 
defined in City policies in accordance with 
AR#2.  Management will revisit the AR. 
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Original 6/1/09 Revised: 6/15/09 
Response found in section 2E  and F 
( “Take Home Vehicle Liability” )of the 
AR 2 draft 

Status verified by auditor:     Management has drafted a revised Administrative Regulation #2 (AR#2) which has not been made final.  The latest draft contains language which provides guidance on criteria 
and requires written justifications to be prepared.  If the revised version of AR#2 is implemented then implementation of this recommendation will be complete. Implementation on going.   
 
7  Recommendation 7: We also 

recommend that information 
documenting every event, when an 
employee is required to return to work 
while on call or during off hours, be 
captured and retained for purposes of 
justifying vehicle assignments. 

Information regarding call-outs is 
available from Kronos, the time and 
attendance system, since there is a 
specific code associated with call-outs. 
Management will ensure that the system 
is being utilized to track this information. 
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Original 6/1/09 Revised: 6/15/09 
As noted in Management’s Response, 
the Kronos Time & Attendance 
System has a code for call outs for 
hourly employees.  This information is 
readily available to track and justify 
the use of take home vehicles.  The 
Time and Attendance System would 
not work for Salaried employees since 
the pay period is 80 hours and the 
fact that call-out codes are used 
primarily for pay purposes.  As such, 
a log will be developed and 
maintained by each salaried 
employee for tracking call-outs as 
necessary. 

Status verified by auditor:      There are no call-out logs in place for salaried employees. Management has not completed their work on identifying a process to capture and document usage data.  It appears 
there is still some debate about which department is responsible for creating and managing this process.  Implementation on-going. 
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8 We compared the total actual miles driven for 
each vehicle to these estimated commute 
miles. Based on our conservative 
assumptions, employee commuting represents 
45 to 50 percent of the total miles driven for 
these 26 assigned take home vehicles. 

Recommendation 8: We recommend 
that Management monitor the personal 
use of vehicles to assure that take 
home use is economically justifiable.  
Percent of personal use should be 
considered as one deciding criteria 
when justifying the assignment of a take 
home vehicle to an employee. 

Management agrees.  This will be 
incorporated into the review suggested under 
#6 above.   
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Original 6/1/09 Revised: 6/15/09 
Reviewing AR 2 
Finance will be taxing involved 
employees using the commuter rule 

Status verified by auditor:      The data necessary to measure personal use vs. business use is not captured. Management proposed to use logs to collect this data. As in number 7 above, there are no call-
out logs in place for salaried employees. Management has not completed their work on identifying a process to capture and document usage data.  It appears there is still some debate about which 
department is responsible for creating and managing this process.  Implementation on-going. 
 
9  Recommendation 9: We also 

recommend that these requirements be 
incorporated into a revised 
Administrative Regulation. 

Management agrees.  AR #2 is already under 
revision by HR and we suggest that all these 
changes be completed simultaneously. 
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Original 6/1/09 Revised: 6/15/09 
Response found in section F 
 ( “Take Home Vehicle Liability” ) of 
the AR 2 draft 

Status verified by auditor:      Management has not as yet determined a maximum allowable percentage of personal use miles vs. business use miles.  Implementation on going.  
 
11 We noted that the odometer readings on the 

reports were sometimes erratic and in one 
case this made it impossible to determine the 
actual mileage driven during the year.  This 
also made miles per gallon calculations 
incorrect. 

Recommendation 11: We recommend 
that Fleet Management periodically 
generate exception reports listing 
vehicles where miles per gallon fall 
outside a reasonable parameter.  If 
erroneous entries are identified, the 
employees and their supervisors 
responsible for these vehicles should be 
notified to enforce compliance and 
accuracy. 

Management agrees. 
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Original 6/1/09 Revised: 6/15/09 
Data available  
and will be consolidated into 
Exception Report.  

Status verified by auditor:      This has not been done yet. The Fleet Management Database Software will not be interfaced to J.D.E. until phase II of the J.D.E. implementation sometime in 2010.   When 
that interface is completed, then both Fleet and Finance will be working from the same database and they will work to create this exception report.  Implementation on going. 
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12 The Annual Utilization Report then states that 
55% of the 595 vehicles, or 268 vehicles, are 
driven less than 500 miles a month. 

Recommendation 12: We recommend 
that the standard of 500 miles per 
month be reviewed and, if found worthy 
of enforcement, that every individual 
vehicle that falls below this mileage 
standard be re-evaluated and either 
justified, reassigned or deleted. 

Management agrees. 
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Original 6/1/09 Revised: 6/15/09 
The Fleet SOP has been revised to 
eliminate the mileage threshold and 
has been replaced with a continuous 
monitoring for usage terminology. 
Action considered complete. 

Status verified by auditor:      The Fleet Standard Operating Procedure Manual has been revised and is awaiting approval and implementation.  When it is approved and implemented, the new language will 
adequately address this finding.  Implementation on going.   
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Group Three: The objective of these recommendations is to ensure that the City is in compliance with IRS rules and regulations 
regarding the taxation of an employee benefit received when using a City owned vehicle for personal use. (Recommendations # 13 – 21) 

 

Finding Recommendation Management Response 
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13 We are currently not in compliance with the 
IRS rules.  The City could be subject to fines 
and penalties and our City employees could be 
in jeopardy of negative tax consequences. 

Recommendation 13: We recommend 
that one department be assigned the 
responsibility of creating and managing 
a process that will ensure compliance to 
IRS rules.  That process might include 
capturing the taxing status of each 
vehicle with the associated driver in the 
database as follows: 
• Qualified non-personal-use 

vehicles (no tax consequences) 
• Vehicles driven 100% for business 

use and qualifying for the Safe 
Harbor Substantiation Rules – No 
commuting (no tax consequences) 

• Vehicles used for commuting 
regularly or occasionally that qualify 
for the Safe Harbor Substantiation 
Rules with commuting (including 
the identity of the driver). 

• Permanently assigned vehicles 
(including the identity of the driver). 

• Pool vehicles. 

Management recognizes that the use of 
vehicles for commuting is a benefit provided 
by the City according to the IRS.  In order to 
capture this data on a regular or routine basis 
and communicate it to Payroll for inclusion in 
the employee’s payroll, Management agrees 
that it should be managed by one area.  
Because this is a benefit and payroll 
connected, the area to handle is the 
Department of Human Resources.  The use of 
the vehicle would be transmitted from each 
department to HR on forms acceptable to all 
on a bi-weekly basis. HR would then compile 
the information and forward to payroll, for 
inclusion in the employee’s payroll. 
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Original 5/15/09 
New: 
6/5/09 
 
Detailed process created by HR, IT 
and Finance to resolve this 

Status verified by auditor:      There is still debate about which department is responsible for creating and managing this process. Management indicated that Human Resources would be responsible for 
this process however they have not assumed this responsibility. Implementation on going. 

14 We found that there was no documentation to 
support the estimated amount of personal use, 
the employee was not required by the City to 
provide that documentation and the City did 
not report 100% of the value on the 
employee’s W-2. 

Recommendation 14: We recommend 
that this employee report overall 
mileage each month to the Financial 
Services department and state how 
much of that mileage was for personal 
vs. business use.   

Management agrees in concept.  Based on 
Management’s answer in #13 above, the 
requested information should be reported by 
the employees (departments) to HR, not 
Financial Services.  Financial Services will 
receive the information in compiled form from 
HR.    
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Original 
5/15/09 
New  
6/5/09 
Detailed process created by HR, IT 
and Finance to resolve this 

We will verify this recommendation in January 2010 after W-2’s are issued. 
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15  Recommendation 15: We also 
recommend that Financial Services 
comply with the IRS regulation and use 
this substantiation when calculating the 
vehicle related non cash benefit or if no 
documentation is provided use a value 
of 100% on the employee’s W-2. 

Management disagrees with the conclusion 
associated with this recommendation.  The 
employee in question has an amount included 
in the bi-weekly check for personal commuting 
miles that was calculated using the lease 
method for calculating personal commuting 
use of a lease vehicle via the AICPA-Auto 
Guide 2006.  In addition, the employee in 
question contributes $100 per month towards 
potential personal use of the vehicle.     
 
Management does agree however that a 
gross up of mileage (commuting and personal 
vs. business use) should be performed on a 
periodic basis.    
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To be “grossed up” at end of each 
calendar year.  

We will verify this recommendation in January 2010 after W-2’s are issued. 
 
16  Recommendation 16: We also 

recommend that AR#2 be revised to 
include language that clearly states 
“personal usage of an employer 
provided vehicle is a taxable benefit to 
an employee” and (where applicable) 
define the requirements and the 
responsibility of an employee to 
document personal usage and the 
negative tax consequences to the 
employee if he does not.   
 

Management agrees. 
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Original 6/1/09 Revised: 6/15/09 
Response found in section 6 of the 
AR 2 draft 

Status verified by auditor 11/2009:   
Management has drafted a revised Administrative Regulation #2 (AR#2) which has not been made final.  The latest draft contains language which adequately addresses this recommendation.  If this draft is 
made final then this recommendation will be completed.       Implementation on going. 
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17  Recommendation 17: We also 
recommend that employees who drive a 
City vehicle acknowledge that they have 
read the City’s vehicle policies by 
signing a statement to that effect which 
would be retained on file. 
 

Management agrees. 
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Original 6/1/09 Revised: 6/15/09 
Response found in section 2E1 of the 
AR 2 draft 

Status verified by auditor:      Once the new AR#2 is made final, Human Resources will have employees with personal use miles sign it.  Implementation on going. 

18 Record keeping for employer provided vehicles 
is inconsistent throughout the City and there is 
no process in place to ensure compliance to 
the IRS requirements. 

Recommendation 18: We recommend 
that Management comply with the IRS 
requirements for substantiation and 
implement policies and procedures that 
ensure all participants fulfill these 
requirements. 
 

Management agrees. 
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Original 6/1/09 Revised: 6/15/09 
Detailed process created by HR, IT 
and Finance to resolve this 

Status verified by auditor:      There is still debate about which department is responsible for creating and managing this process. Management indicated that Human Resources would be responsible for 
this process however they have not assumed this responsibility. Implementation on-going.     

19 If the City cannot demonstrate that employees 
are required to commute in City provided 
vehicles for non-compensatory business 
reasons then the City may not be eligible to 
use the Commuting Rule. 

Recommendation 19: For those 
employees who are required to 
commute in City provided vehicles for 
non-compensatory business reasons, 
we recommend that either their job 
description be amended and/or this 
requirement be documented, signed by 
the employee and retained in their 
personnel file.    
 

Management agrees.  The job descriptions 
will be amended to accomplish this. 
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Original 6/1/09 Revised: 6/15/09 
Revised: 
7/15/09 
Job descriptions to be reviewed and 
updated 

Status verified by auditor 11/2009:     Job descriptions have been amended.  Complete.  
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20 The IRS has provided a Safe Harbor 
Substantiation Rule to help reduce the burden 
on an employee to maintain mileage records if 
the use of an employer provided vehicle 
qualifies. One of the tests to meet for this rule 
is stated as follows, “Employer has a written 
policy prohibiting personal use except de 
minimis use.” and/or “Employer has a written 
policy prohibiting personal use other than 
commuting.”   Further, per the Taxable Fringe 
Benefit Guide, Federal, State, and Local 
Government provided by the IRS, there is a 
requirement that this policy be adopted by the 
City Council in order for the Safe Harbor 
Substantiation rule to apply.      
 
AR#2 does not meet this requirement because 
it is not consistent on personal use of vehicles 
and it is approved by the City Manager rather 
than Council. 

Recommendation 20: We recommend 
that AR#2 be split into two documents.     
• One more general in nature that will 

include a written policy prohibiting 
personal use except de minimis 
use and/or a prohibiting personal 
use other than commuting and that 
this policy be adopted by the City 
Council.                                   

• A second more detailed for 
administration purposes to be 
included in the revised AR#2 and 
authorized by the City Manager. 

Management agrees.  AR #2 is already under 
revision by HR and we suggest that all these 
changes be completed simultaneously. 

 
W

ay
ne

 H
ow

ar
d 

C
om

pl
et

e 
(A

R
 R

ev
is

io
n)

 
C

ou
nc

il 
C

on
si

de
ra

tio
n 

 
8/

1/
09

 

 
Original 6/1/09 Revised: 6/15/09 
Revised 8/1/09 
AR 2 revision complete. 
 
Council consideration upon return 
from break. 

Status verified by auditor:      Management intends to accept this risk. The AR#2 will not be split into two documents. We concur that the risk is not significant.   

21 The IRS requires that the City have in place 
some form of internal control (like usage logs 
or usage reporting) to demonstrate compliance 
to a “no personal use policy.” Documentation 
would provide evidence that vehicles are being 
used in accordance with the City’s policies. 
Without controls in place, it is possible the IRS 
could prohibit the City from using either the 
Commuting method of valuation or the Safe 
Harbor Substantiation Rule. 

Recommendation 21: We recommend 
that the City Policy be revised to require 
documentation of usage that will satisfy 
the requirements of the IRS. This may 
take the form of monthly usage reports 
being submitted by drivers of vehicles.  
These reports might stipulate the 
number of times the vehicle was used 
for commuting, the dates the employee 
was called out and/or any personal use.   
It should be noted that if a vehicle is a 
qualified non-personal-use vehicle, the 
IRS does not require documentation, 
however for consistency and for 
providing data for vehicle oversight; 
Management may wish to include them. 

Management agrees in concept.  However, 
this recommendation and the procedures 
requested appear to be duplicative of previous 
requests and Management commitments 
made above.   
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Original 6/1/09 Revised: 6/15/09 
Detailed process created by HR, IT 
and Finance to resolve this 
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Status verified by auditor:      Management has not completed their work on identifying a process to capture and document usage data. There is still debate about which department is responsible for 
creating and managing this process.  Implementation on going.  
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Group Four: The objective of these recommendations is to ensure that Management is in compliance with Administrative Regulation 
#2. (Recommendations # 22 – 24) 
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22 We found that Management is not in 
compliance with AR#2, Use of Vehicles by City 
Employees. 

Recommendation 22: We recommend 
that AR#2 be enforced. 

Management agrees. AR #2 is already under 
revision by HR and we suggest that all these 
changes be completed simultaneously.  Once 
concluded, reintroduction and training can be 
conducted with employees.   
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Original 6/1/09 Revised: 6/15/09 
Revised AR 2 will be enforced. 
 

Status verified by auditor:      Implementation on going. 

23 AR#2 calls for the Risk Manager to obtain and 
retain hold harmless documents from any non-
City employee who may be a passenger in a 
City owned vehicle. This is not being done.  
Also, the policy calls for the Risk Manager to 
report any activity in this area to the City 
Manager on a quarterly basis.  This also is not 
being done. 

Recommendation 23: We also 
recommend that AR#2 be revised to 
more clearly define the requirements for 
data collection.  Also, that the data 
collection requirements provide for 
current information to be reported on a 
regular basis regarding passengers that 
are not City employees.   

Management agrees.  AR #2 is already under 
revision by HR and we suggest that all these 
changes be completed simultaneously. 
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Original 6/1/09 Revised: 6/15/09 
AR 2 reviewed along with 
documentation. Proper data and files 
are in place. 

Status verified by auditor:      Implementation on going. 

24 AR# 2 does not currently require a regular 
check of employee driver’s licenses and the 
Fleet Management Standard Operating 
Procedure states only that the Director / 
Supervisor / Manager “check periodically to 
ensure all drivers possess an appropriate valid 
license.” 

Recommendation 24: We recommend 
that the City’s policy be revised to 
include a requirement that the status of 
the driver’s license for an employee 
using a City provided vehicle be 
checked on a regular basis and that 
criteria for an appropriate response to 
this status be included.    

Risk Management already performs an annual 
check on all City of Cape Coral employees, 
including contract employees.  Certified Police 
and Fire checks are performed twice annually.  
The results are filed in the employee’s 
personnel file. AR #2 is already under revision 
by HR and we suggest that all these changes 
be completed simultaneously. 
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Driver’s license checks are being 
completed annually. 
 

Status verified by auditor:      Management has drafted a revised Administrative Regulation #2 (AR#2) which has not been made final.  The latest draft contains language which adequately addresses this 
recommendation.  If this draft is made final then this recommendation will be completed.  Implementation on going.      
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Our purpose in performing this audit engagement was to provide assurance to 
Management and to the City Council that the vehicles assigned to City employees 
and used for their commute to and from home are being appropriately managed.   

 
Scope  

 
Our audit work included a review of the Take Home Vehicle Program for the City of 
Cape Coral. This review included all departments and all on-road vehicles that are 
driven home by City employees (excluding sworn Police and certified Fire personnel.)   
 
While our focus was to review the aspects of the City’s programs as they relate to the 
personal use of City vehicles, during our review we encountered some items that fell 
outside the scope and we have included those items in our report.  
 

Audit Objectives and Conclusions 
 

Objective: Ensure sufficient policies are in place and are being adhered to by 
City employees.  We found the City’s Administrative Regulation #2 (AR#2) to be 
inadequate and in need of revision.  Management has been aware of some of the 
issues needing to be updated and has been working on a revision.  Neither the 
current policy nor the draft revision contained adequate provisions for managing the 
personal use of City provided vehicles.  
 
The Fleet Management Standard Operating Procedure is an impressive and 
thorough document which addresses numerous issues regarding management of the 
City’s fleet however it also failed to adequately cover policies and procedures for 
managing the personal use of City provided vehicles.  
 
Additionally, we found that some of the requirements of these policies have not been 
complied with. 
 
Objective: Ensure that the City’s policies and practices are in compliance with 
current IRS regulations regarding employer-owned vehicles being driven home 
by employees.  The City is not in compliance with current IRS regulations regarding 
employer-owned vehicles being driven home by employees.  
 
Objective: Ensure that costs incurred by allowing employees to take City-
owned vehicles home are justified and balanced against the benefits received.   
We found that personal usage of City owned vehicles is not well documented and 
therefore difficult to measure. We requested from the departments cost benefit 
justifications for assigned vehicles and found that only the Police and Human 
Resources departments had made any documented attempt to cost justify the use of 
individual vehicles.  
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Background 
 

During the course of our audit work we obtained a listing of City owned vehicles 
contained within the City’s accounting software, HTE.  With that listing we requested 
that each department confirm the number of vehicles for which they were assigned 
responsibility and we requested that they identify all those that are regularly or 
occasionally used for commuting purposes. The Departments reported that 26 
vehicles are assigned to specific employees and used daily to commute.   
 
Other vehicles are also used by employees to commute at various times. These 
occasions include emergency situations such as storm preparedness and status as 
an on-call employee. An employee with on-call responsibilities may commute as 
often as once a week. These situations differ from those when a vehicle is assigned 
to an employee and used by him/her to commute daily.  Documented substantiation 
regarding the frequency of this occasional commuting is inconsistent and therefore 
difficult to quantify (see recommendations 18 and 21.)  
 
The departments confirmed the following information.  
 

Number of On-road Vehicles by Department 
 

 Responsibility 
Confirmed by 
Department 

Assigned and 
Taken Home 

Regularly 
Police 313 *  12 
Public Works 308 10  
Parks and Recreation 80 0 
Fire 64     *  1 
DCD 60 1 
City Clerk 2 0 
Human Resources 2 1 
City Manager 1 1 
Retired (at Fleet awaiting disposal) 15 0 
           Total 845 26 

        * Non-sworn and non-certified 
 
 

We also obtained and reviewed the City’s policies regarding vehicles, AR#2 (effective 
date August 15, 2006) and the Fleet Management Standard Operating Procedure 
(revision date August 24, 2006).  For comparison, we also reviewed the vehicle 
administrative policies for the cities of Miami, Tallahassee and Sarasota. Our specific 
attention was directed towards these policies as they addressed the personal use of 
city provided vehicles.   
 
For the purposes of reviewing compliance to the requirements of the IRS regarding 
taxation of employee benefits (the personal use of a City provided vehicle) we 
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obtained and reviewed a 2008 publication from the IRS, Taxable Fringe Benefit 
Guide – Federal, State and Local Governments.  The requirements imposed by the 
IRS are specific and complex. To assist in understanding the application of these 
requirements, we prepared decision flow charts based on this publication which are 
attached as Appendix A and B.  We also prepared a glossary to define certain terms 
that are used in the guide and in this report which is attached as Appendix C. The 
full publication can be viewed at www.irs.gov/pub/irs-tege/fringe_benefit_fslg.pdf. 
 

Detailed Findings 
 
Our first attempt to establish a complete listing of ALL vehicles owned by the City 
was to request such a report from the Information Technology Services Department 
(ITS).  Based on certain report criteria they produced a report with a total of 831 on 
road vehicles throughout the City. During the course of our audit we examined the 
“Annual Review of City Vehicle Utilization” for 2008 and 2007 which AR#2 requires 
the Director of Public Works to prepare. These reports were based on a vehicle 
inventory of 595 and 546 vehicles respectively.  We also examined the listing of 
insured vehicles.  This listing included 920 on road vehicles.  Subsequently, we 
requested from each department confirmation of the vehicles in their possession and 
after extensive work to reconcile differences we arrived at a final count of 845 which 
included 14 vehicles that were not on the original ITS inventory report.  
 
In the HTE software, utilized by the City to document and account for the City’s 
assets, vehicles are not distinguished from other types of assets.  Also, there is more 
than one database tracking fleet information and the coordination between these 
databases combined with the difficulty in isolating vehicle assets makes it difficult to 
create a complete listing of vehicles for management purposes.  
 
We understand that an annual physical inventory is taken of assets and includes 
vehicles.  This provides assurance that the vehicles are accounted for.  The difficulty 
exists in trying to extract information to manage and justify their use. 
 
Recommendation 1: We recommend that Management perform an annual review of 
the vehicles database confirming with department management the vehicles in their 
possession. Also that they annually reconcile this information along with other 
pertinent data about each vehicle (group classification, assigned driver, purpose of 
use, and cost center) to the asset management database and ensure that the 
database is accurate and complete. 
 
Management Response 
The City conducts an annual inventory of all capitalized equipment including vehicles.  
As such, during the annual review, each department’s management confirms the 
vehicles in their possession.  Since it appears that a separate database does not 
exist as to group classification, assigned driver, or purpose of use, other than internal 
information to each department, the reconciliation is performed when the department 
acknowledges ownership of the vehicle for fixed asset management.  See number 3 
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below as to what may be done with new fixed asset management software or a 
separate database with this information maintained by Fleet.  This will also impact the 
management of the benefit. 
 
Recommendation 2: We also recommend that Management work with ITS to create 
a standard report which will deliver an accurate and complete listing of on road 
vehicles.  
 
Management Response 
Management agrees – the requested report will be constructed in the new JD 
Edwards asset management/fleet assets portion. As this software is not yet installed, 
some time will be needed to implement this. 
 
Recommendation 3: We also recommend that in accounting for assets, vehicles be 
tracked in a separate class from other assets and that the qualified non-personal-use 
vehicles (defined in appendices) be distinguished in a sub-class.  We are aware that 
the City is considering software to replace HTE and we would suggest that this 
accounting change be made at that time. 
 
Management Response 
Currently, the HTE fixed asset program does not have nor allow for designations 
such as non-personal use.  It is unclear as to whether the JD Edwards system will 
allow for this type of classification system, however in the event that it does, the 
appropriate classifications will be made.  In the event that it does not, then it is 
recommended that a separate database be created with downloads from the fixed 
asset system for the sole purpose of managing non-personal use vehicles via Fleet. 
 
Recommendation 4: We also recommend that the process of fleet management be 
considered as a topic for a Kaizen event to gain efficiencies.  
  
Management Response 
Management has no objection to this recommendation.  This topic will be considered 
along with other worthy projects.   
 
Additionally, during our process of confirming responsibility we found numerous 
cases where the database was not current. Specifically, the department designated 
as responsible in HTE was no longer correct. The vehicle had been transferred to a 
new department or to Fleet but this transfer had not been captured in the database. 
Transfers of vehicles between departments were not being captured and / or 
documented timely. 
 
Recommendation 5: We recommend that Management assign the ownership and 
responsibility for updating and maintaining this database of fleet information to one 
department, that the assignee be held accountable for its accuracy and that changes 
in the status of a vehicle be documented, reported and an appropriate change be 
made to the database in a timely manner. 
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Management Response 
Management agrees.  Ownership will be assigned to the Fleet Division of Public 
Works with supporting data and reports coming from each department. 
 
We surveyed departments who have take home vehicles assigned to employees and 
we asked, “Please provide a copy of any cost benefit analysis done by your 
department to justify the assignment of vehicles.”  The responses from departments 
showed that at the time of the audit, only the Human Resources and Police 
Departments had documented cost benefit analysis.   
 
For the most part all departments stated that the criteria used to assign a Take Home 
Vehicle was the likelihood that the employee would be required to be called out to 
work when off duty.  Criteria to use in justifying a vehicle assignment are not defined 
in the City’s policies and the departments were not able to provide data to 
substantiate the number of times that employees were called out.  Call out frequency 
data seems important to substantiate a cost justification based on this likelihood. 
 
A risk is that vehicles may appear to be assigned for non-business or compensatory 
reasons and/or will appear discriminatory.  This could result in negative tax 
consequences for the City and employees as well as contribute to lowered employee 
moral. 
 
Recommendation 6: We recommend that management create a standard which 
must be met, and documented, to justify the assignment of a take home vehicle, both 
for a short term and a permanent assignment.  
 
Management Response 
Management agrees. Criteria used for justifying vehicle assignments are already 
defined in City policies in accordance with AR#2.  Management will revisit the AR. 
 
Recommendation 7: We also recommend that information documenting every 
event, when an employee is required to return to work while on call or during off 
hours, be captured and retained for purposes of justifying vehicle assignments.   
 
Management Response 
Information regarding call-outs is available from Kronos, the time and attendance 
system, since there is a specific code associated with call-outs. Management will 
ensure that the system is being utilized to track this information. 
 
Auditor Comment On Management Response 
Many of the assigned vehicles are driven by salaried employees. We suggest that 
Management also ensure that the documented call out data include information on 
salaried employees as well. 
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When we requested the names of employees who have assigned take home 
vehicles, we were given a list of 26 names.  For each of these we obtained the 
employee’s home address and determined the number of miles required for each 
commute. Of these 26 employees commuting in City provided vehicles, 22 reside in 
Cape Coral, three in Ft. Myers and one in Punta Gorda. Using that information and 
making assumptions about the frequency of their commute, we estimated total 
commute miles in a 12 month period.  Based on these calculations we estimated that 
these 26 vehicles would have driven approximately 90,000 commuting miles in 12 
months at a fuel expense of approximately $18,000.  We then compared the total 
actual miles driven for each vehicle to these estimated commute miles. Based on our 
conservative assumptions, employee commuting represents 45 to 50 percent of the 
total miles driven for these 26 vehicles.  
 
Recommendation 8: We recommend that Management monitor the personal use of 
vehicles to assure that take home use is economically justifiable.  Percent of personal 
use should be considered as one deciding criteria when justifying the assignment of 
a take home vehicle to an employee.  
 
Management Response 
Management agrees.  This will be incorporated into the review suggested under #6 
above.   
 
Recommendation 9: We also recommend that these requirements be incorporated 
into a revised Administrative Regulation. 

 
Management Response 
Management agrees.  AR #2 is already under revision by HR and we suggest that all 
these changes be completed simultaneously. 
 
We found 12 vehicles that were coded in HTE as being assigned to departments but 
were actually in the custody of Fleet Management awaiting disposal.  When 
questioned, the departments indicated they were “retired”.  There were three other 
vehicles already at Fleet for a total of 15.  One of these had been “retired” and at 
Fleet since 4/4/07 another was marked for disposal and auction on 4/11/08.  We also 
learned that some of these vehicles continue to have useful life and are held in 
reserve for future need. Per the City’s Risk Manager, we continue to incur insurance 
expense for a vehicle until it is disposed of and its title transferred.   
 
Recommendation 10: We recommend that criteria be established to indicate when a 
vehicle should be disposed of and that when it is met the vehicle be auctioned in a 
timely manner. 
 
Management Response 
Information regarding when a vehicle should be disposed of is included in the AIP 
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documentation in the annual budget which comes from the Fleet Management 
Standard Operating Procedure manual.  Although vehicles may be taken off-line due 
to replacement or when a RIF occurs (as noted in the past year), vehicles that are in 
relatively good condition may be placed into a fleet pool for a period of time, 
purchased and transferred to another department, or retired awaiting the next auction 
period which is generally monthly.  AR 51 governs procedures for fixed assets, when 
they are retired, forms necessary for retirement and removal from the asset 
management system, transfer of assets, etc.    
 
Fleet Management has a software application they use called “Fuel Control System 
Ver. 5.48.04”.  This application is tied into their fuel dispensing system and records 
the volume of fuel put into a vehicle. The amount of fuel dispensed and the vehicle 
number are automatically recorded. The driver of the vehicle is required to enter the 
current mileage of the vehicle at the time of fueling. Fleet Management uploads the 
information into HTE monthly from the Fuel Control System. It is possible to extract 
from the Fuel Control System reports that will document the fuel fill ups by vehicle 
and therefore calculate miles per gallon measurements.  
 
We noted that the odometer readings on the reports were sometimes erratic and in 
one case this made it impossible to determine the actual mileage driven during the 
year.  This also made miles per gallon calculations incorrect.  Overall utilization 
reports for the fleet were based on miles driven and therefore may have been 
distorted.  
 
Recommendation 11: We recommend that Fleet Management periodically generate 
exception reports listing vehicles where miles per gallon fall outside a reasonable 
parameter.  If erroneous entries are identified, the employees and their supervisors 
responsible for these vehicles should be notified to enforce compliance and 
accuracy. 
 
Management Response 
Management agrees. 

 
The Annual Utilization Report for 2008, prepared by the Fleet and Warehouse 
Manager, defines a minimum utilization standard of 500 miles driven per month. This 
standard is also defined in the Fleet Management Standard Operating Procedures, 
“All passenger-carrying vehicles must be evaluated to ensure that they are being 
utilized to best advantage.  A vehicle must be driven 500 miles per month at a bare 
minimum to be justifiable.”  The Annual Utilization Report then states that 55% of the 
595 vehicles, or 268 vehicles, are driven less than 500 miles a month.  The data used 
to make these calculations is not complete.  We have accounted for 845 on road 
vehicles (not 595) and as noted in a previous recommendation we found errors in the 
mileage data. 
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Also, the Annual Utilization Report states that, “20 of 38 Divisions, on average, meet 
or exceed the minimum utilization standard.”  This report implies and we did identify 
that many individual vehicles are falling below this utilization standard. 
 
Recommendation 12: We recommend that the standard of 500 miles per month be 
reviewed and, if found worthy of enforcement, that every individual vehicle that falls 
below this mileage standard be re-evaluated and either justified, reassigned or 
deleted. 
 
Management Response 
Management agrees. 

 
When we requested, from Department Directors, a list of employees who are 
currently assigned take home vehicles, we were provided with 26 names.  Of these 
26, nine employees had a non cash benefit added to their W-2 for personal use of a 
City provided vehicle. Of those nine, five employees were driving qualified non-
personal-use vehicles and should have been exempt.  Therefore we have employees 
who should have had personal use of City provided vehicles added to their wages 
and did not and we have others who did have wages added who should not have.  
 
The IRS rules are specific and complex on this issue.  No one department has 
accepted responsibility for creating and maintaining a process to ensure that the City 
will be in compliance with them. Financial Services suggested that they do not have 
control over the fleet and do not know who has vehicles with a personal use benefit. 
Human Resources stated that they have no information on City vehicles, and Fleet 
Management stated that they have no information on take home vehicle 
assignments.  
 
We are currently not in compliance with the IRS rules.  The City could be subject to 
fines and penalties and our City employees could be in jeopardy of negative tax 
consequences.  
 
Recommendation 13: We recommend that one department be assigned the 
responsibility of creating and managing a process that will ensure compliance to IRS 
rules.  That process might include capturing the taxing status of each vehicle with the 
associated driver in the database as follows: 

o Qualified non-personal-use vehicles (no tax consequences) 
o Vehicles driven 100% for business use and qualifying for the Safe 

Harbor Substantiation Rules – No commuting (no tax consequences) 
o Vehicles used for commuting regularly or occasionally that qualify for 

the Safe Harbor Substantiation Rules with commuting (including the 
identity of the driver).  

o Permanently assigned vehicles (including the identity of the driver). 
o Pool vehicles. 
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Management Response 
Management recognizes that the use of vehicles for commuting is a benefit provided 
by the City according to the IRS.  In order to capture this data on a regular or routine 
basis and communicate it to Payroll for inclusion in the employee’s payroll, 
Management agrees that it should be managed by one area.  Because this is a 
benefit and payroll connected, the area to handle is the Department of Human 
Resources.  The use of the vehicle would be transmitted from each department to 
HR on forms acceptable to all on a bi-weekly basis. HR would then compile the 
information and forward to payroll, for inclusion in the employee’s payroll. 

 
For the majority of cases where the City added a non cash benefit on an employee’s 
W-2 for the value of the personal use of a City provided vehicle, Management has 
used the Commuting Rule to determine the amount of that benefit. One employee 
does not qualify to use this valuation method and Management has correctly chosen 
a different valuation method.  This employee also does not qualify for the Safe 
Harbor Substantiation Rules and therefore it is the employee’s responsibility to 
provide substantiation to evidence the business use and personal use of the vehicle 
provided. Should the employee not provide documentation, the City is responsible to 
report 100% of the value of the vehicle as a non cash benefit on the W-2.   We found 
that there was no documentation to support the estimated amount of personal use, 
the employee was not required by the City to provide that documentation and the City 
did not report 100% of the value on the employee’s W-2.  
 
The IRS publication Taxable Fringe Benefit Guide, Federal, State, and Local 
Government pages 41 and 42, states, 

• “Separate records of business and personal mileage are required. IRC 
274(d).”   

• “If records are not provided by the employee, the value of all use of the 
automobile is wages to the employee, and the employee can then deduct any 
substantiated business use on Form 1040.  If records are provided by the 
employee to the employer, only the personal use of the automobile is wages to 
the employee.” 

 
Recommendation 14: We recommend that this employee report overall mileage 
each month to the Financial Services department and state how much of that mileage 
was for personal vs. business use.   
 
Management Response 
Management agrees in concept.  Based on Management’s answer in #13 above, 
the requested information should be reported by the employees (departments) to 
HR, not Financial Services.  Financial Services will receive the information in 
compiled form from HR.    

 
Recommendation 15: We also recommend that Financial Services comply with the 
IRS regulation and use this substantiation when calculating the vehicle related non 
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cash benefit or if no documentation is provided use a value of 100% on the 
employee’s W-2. 
 
Management Response 
Management disagrees with the conclusion associated with this recommendation.  
The employee in question has an amount included in the bi-weekly check for 
personal commuting miles that was calculated using the lease method for 
calculating personal commuting use of a lease vehicle via the AICPA-Auto Guide 
2006.  In addition, the employee in question contributes $100 per month towards 
potential personal use of the vehicle. 
 
Management does agree however that a gross up of mileage (commuting and 
personal vs. business use) should be performed on a periodic basis. 

 
Recommendation 16: We also recommend that AR#2 be revised to include 
language that clearly states “personal usage of an employer provided vehicle is a 
taxable benefit to an employee” and (where applicable) define the requirements and 
the responsibility of an employee to document personal usage and the negative tax 
consequences to the employee if he does not.   
 
Management Response 
Management agrees. 

 
Recommendation 17: We also recommend that employees who drive a City vehicle 
acknowledge that they have read the City’s vehicle policies by signing a statement to 
that effect which would be retained on file.  
 
Management Response 
Management agrees. 

 
If an employee’s use of a City provided vehicle qualifies for the Safe Harbor 
Substantiation Rule or if the employee is driving a qualified non-personal-use vehicle 
then he may be relieved of the responsibility of maintaining detailed mileage records.  
This does not however remove the burden of substantiation from the employer. The 
IRS publication Taxable Fringe Benefit Guide, Federal, State, and Local Government 
states,  
“Employer Monitoring Required - Although detailed recordkeeping is not required, the 
employer must have some way to prove that the vehicles are being used in 
accordance with the rules.  For example, internal controls such as requiring 
employees using motor pools to sign the vehicle out, and signed statements by the 
employees agreeing to no personal use, or (if applicable) no personal use other than 
commuting.”  
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Record keeping for employer provided vehicles is inconsistent throughout the City 
and there is no process in place to ensure compliance to the IRS requirements.  At 
the time of this writing some departments still had not produced evidence of usage 
documentation. 
 
Without effective documentation or internal controls, the IRS could disallow the 
reporting methodologies employed by the City.  This could create a negative tax 
consequence for the City and its employees. 
 
Recommendation 18: We recommend that Management comply with the IRS 
requirements for substantiation and implement policies and procedures that ensure 
all participants fulfill these requirements. 
 
Management Response 
Management agrees. 

 
The City is predominately using the IRS Commuting Rule to determine the dollar 
amount of the non cash benefit for those employees who have had a non cash 
benefit added to their W-2’s. There are tests which must be met to allow the use of 
this rule.  One of the tests states that, “The employer requires the employee to 
commute in the vehicle for valid non-compensatory business reasons.”   When we 
asked departments to describe the criteria they used to determine who and when an 
employee is assigned a take home vehicle the common response was that vehicles 
were provided to those who were to be on call for emergency response needs. When 
we examined the job descriptions of these employees, we found the majority of the 
job descriptions did not make reference to having “on call” responsibilities.   
 
If the City cannot demonstrate that employees are required to commute in City 
provided vehicles for non-compensatory business reasons then the City may not be 
eligible to use the Commuting Rule. 
 
Recommendation 19: For those employees who are required to commute in City 
provided vehicles for non-compensatory business reasons, we recommend that 
either their job description be amended and/or this requirement be documented, 
signed by the employee and retained in their personnel file.    
 
Management Response 
Management agrees.  The job descriptions will be amended to accomplish this. 

 
The IRS has provided a Safe Harbor Substantiation Rule to help reduce the burden 
on an employee to maintain mileage records if the use of an employer provided 
vehicle qualifies. One of the tests to meet for this rule is stated as follows, “Employer 
has a written policy prohibiting personal use except de minimis use.” and/or 
“Employer has a written policy prohibiting personal use other than commuting.”   
Further, per the Taxable Fringe Benefit Guide, Federal, State, and Local Government 
provided by the IRS, there is a requirement that this policy be adopted by the City 
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Council in order for the Safe Harbor Substantiation rule to apply. 
 
AR#2 does not meet this requirement because it is not consistent on personal use of 
vehicles and it is approved by the City Manager rather than Council. 
 
Recommendation 20: We recommend that AR#2 be split into two documents.  

• One more general in nature that will include a written policy prohibiting 
personal use except de minimis use and/or a prohibiting personal use other 
than commuting and that this policy be adopted by the City Council.  

• A second more detailed for administration purposes to be included in the 
revised AR#2 and authorized by the City Manager. 

 
Management Response 
Management agrees.  AR #2 is already under revision by HR and we suggest that 
all these changes be completed simultaneously. 

 
During our work to confirm the number of on-road vehicles held in each department 
(excluding Police and Fire) we also asked departments, “Is this vehicle ever driven 
home by an employee?”  In response to this survey we learned that there were many 
vehicles that are used to commute when an employee is on-call or during emergency 
situations. The IRS defines commuting in an employer provided vehicle as personal 
use and considers it a taxable benefit unless the commuting qualifies for certain 
exceptions.   
 
Also in the survey we asked the departments, “Does your department have a log to 
document the use of pool cars?”  Some departments responded yes and others 
responded no. Although logs for those who responded “yes” were requested, logs 
were not provided. 
 
The IRS requires that the City have in place some form of internal control (like usage 
logs or usage reporting) to demonstrate compliance to a “no personal use policy.” 
Documentation would provide evidence that vehicles are being used in accordance 
with the City’s policies. Without controls in place, it is possible the IRS could prohibit 
the City from using either the Commuting method of valuation or the Safe Harbor 
Substantiation Rule. This would place an unnecessary burden of record keeping on 
both the City and the employee and could have a negative tax consequence for the 
employees. 
 
The Fleet Management Standard Operating Procedures under Reporting 
Requirements defines a Vehicle Daily Utilization Report and an optional Monthly 
consolidated Daily Utilization Report and calls for the Department or Section 
Maintenance Coordinator to set guidelines for the use of these reports.  Because 
personal and business usage of vehicles is not documented, Management is unable 
to measure how much commuting is actually occurring and they cannot use this data 
to make business decisions regarding vehicles.  
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Recommendation 21: We recommend that the City Policy be revised to require 
documentation of usage that will satisfy the requirements of the IRS. This may take 
the form of monthly usage reports being submitted by drivers of vehicles.  These 
reports might stipulate the number of times the vehicle was used for commuting, the 
dates the employee was called out and/or any personal use.   It should be noted that 
if a vehicle is a qualified non-personal-use vehicle, the IRS does not require 
documentation, however for consistency and for providing data for vehicle oversight; 
Management may wish to include them. 
 
Management Response 
Management agrees in concept.  However, this recommendation and the 
procedures requested appear to be duplicative of previous requests and 
Management commitments made above.   

 
We found that Management is not in compliance with AR#2, Use of Vehicles by City 
Employees.  Specifically there are at least three requirements as follows: 

• AR#2 calls for the Risk Manager to obtain and retain hold harmless 
documents from any non-City employee who may be a passenger in a City 
owned vehicle. This is not being done.  Also, the policy calls for the Risk 
Manager to report any activity in this area to the City Manager on a quarterly 
basis.  This also is not being done.  

• AR#2 states that “personnel that are afforded the personal use of a city 
vehicle are required to show proof of insurance for a personal private 
passenger vehicle.” This is not currently being enforced. 

• AR#2 states “When pools of vehicles have been established by departments, 
it will be the responsibility of the Department Director to provide for the 
effective utilization of pool cars ... and to keep internal records of usage 
sufficient to charge mileage to the appropriate budgets.”  In response to our 
survey, many departments responded that they do not have these internal 
records of usage. For those that responded that they did have these records, 
the logs were not provided for our review.  

 
Recommendation 22: We recommend that AR#2 be enforced.  
 
Management Response 
Management agrees. AR #2 is already under revision by HR and we suggest that all 
these changes be completed simultaneously.  Once concluded, reintroduction and 
training can be conducted with employees.   

 
Recommendation 23: We also recommend that AR#2 be revised to more clearly 
define the requirements for data collection.  Also, that the data collection 
requirements provide for current information to be reported on a regular basis 
regarding passengers that are not City employees.   
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Management Response 
Management agrees.  AR #2 is already under revision by HR and we suggest that 
all these changes be completed simultaneously. 

 
AR# 2 does not currently require a regular check of employee driver’s licenses and 
the Fleet Management Standard Operating Procedure states only that the Director / 
Supervisor / Manager “check periodically to ensure all drivers possess an appropriate 
valid license.”  Even though it is not called for in the policies, we found that the Risk 
Manager was requesting from the Department of Highway Safety and Motor Vehicles 
a report on every employee showing the status of their driver’s license and any 
violations which may appear on their record.  He has also created criteria for 
appropriate responses to the information found in these reports including feedback to 
the employee and/or the employee’s supervisor when appropriate. These reports are 
placed in the personnel file of each employee.  When we examined some of these we 
found a few that were not current. 
 
Recommendation 24: We recommend that the City’s policy be revised to include a 
requirement that the status of the driver’s license for an employee using a City 
provided vehicle be checked on a regular basis and that criteria for an appropriate 
response to this status be included.    
  
Management Response 
Risk Management already performs an annual check on all City of Cape Coral 
employees, including contract employees.  Certified Police and Fire checks are 
performed twice annually.  The results are filed in the employee’s personnel file. AR 
#2 is already under revision by HR and we suggest that all these changes be 
completed simultaneously. 

 
When we reviewed employer provided vehicle policies from other Cities we found two 
additional items that are not included in AR#2 and may be of interest to 
Management.  They are listed below.  
 

• Clarify a definition of the boundary of area in which a city vehicle may be 
driven without requiring further approval. 

• One city had central pool vehicle locations available to all departments.  The 
check out process required the employee to sign the vehicle out and in and to 
show a current driver’s license at the time of check out.   
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