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Transmittal Letter

We have completed an audit of the Lease and Concession Agreement, as amended, between
the Port of Seattle and DTG Operations, Inc. (DBA/Thrifty Car Rental). The purpose of the audit
was to determine whether:

1) Reported concession was complete, properly calculated, and remitted timely to the Port.

2) Port and the lessee complied with provisions of the Lease and Concession Agreement.

3) Lease and Concession Agreement, as amended, complies with applicable state and Port
requirements.

4) Customer Facility Charges (CFC) were properly collected and remitted timely to the Port.

We examined information related to a two-year period from November 1, 2007, through October
31, 2009.

We conducted our audit using due professional care. We planned and performed the audit to
obtain reasonable assurance as to compliance with significant provisions of the agreement,
including complete and timely reporting of concessionable revenues.

Thrifty Car Rental materially complied with the terms of the Lease and Concession agreement.
However, the audit disclosed underreported Customer Facility Charge (CFC) and a concession
overpayment, as identified in the audit report.

We extend our appreciation to the management and staff of Aviation Business Development,
and Accounting & Financial Reporting for their assistance and cooperation during the audit.

%ﬂ/ 3?/‘/74’
Joyce Kirangi, CPA
Director, Internal Audit
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Executive Summary

Audit Scope and Objective] The purpose of the audit was to determine the following:

1) Reported concession was complete, properly calculated, and remitted timely to the Port.

2) Port and the lessee complied with provisions of the Lease and Concession Agreement.

3) Lease and Concession Agreement, as amended, complies with applicable state and Port
requirements.

4) Customer Facility Charges (CFC) were properly collected and remitted timely to the Port.

We examined the books and records of Thrifty Car Rental for a two-year period from November
1, 2007 through October 31, 2009. Aviation Business Development, in conjunction with
Accounting and Financial Reporting (AFR), has the primary responsibility for administering and
monitoring the agreement to ensure compliance with agreed-upon terms.

|Agreement Terms\The terms of the agreement provide for a Minimum Annual Guarantee
(MAG) of 80% of the total amount paid to the Port in the previous agreement year. The
agreement further requires a Percentage Fee of ten percent (10%) of Gross Revenue to be
paid to the Port, or the Minimum Annual Guarantee whichever is greater.

The following are the only agreed-upon deductions allowed in the agreement to concession:

a. Any tax imposed or collected on behalf of a taxing authority.

b. Any amounts received as insurance proceeds or for damage to vehicles or other
property, or for loss, conversion or abandonment of such vehicles.

c. The wholesale transfer of salvage vehicles.

d. Non-revenue rentals to employees.

e. Fees paid to other governmental agencies (excluding the Port).

The MAG is payable in advance, on or before the first day of each month, without notice from
the Port. The percentage fee, if applicable, is due on or before the 20" of the following month.

For untimely payments, the agreement provides a one-time late fee of 5% of the overdue
amount and interest to be accrued at the rate of 18% per annum from the due date until paid.

Audit Result Summary| Thrifty Car Rental materially complied with the terms of the Lease
and Concession agreement. The audit; however, disclosed: 1) Underreported CFC, resulting in
additional payments to the Port of approximately $26,145. 2) A concession overpayment of
approximately $87,565 due back to Thrifty Car Rental for paying concession fee on local
customers at the off-airport location. After offsetting the additional payments against the
overpayment, the questioned amounts result in a net amount of $61,420 due back to Thrifty Car
Rental.
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Background

The Port of Seattle entered into an agreement with Pacific Northwest Rental & Leasing
d/b/a/Thrifty Car Rental (Pacific NW) dated November 8, 2004. The agreement was
subsequently assigned to DTG Operations, Inc. (d/b/a Thrifty Car Rental) on February 1, 2007.

The terms of the agreement provide for a Minimum Annual Guarantee (MAG) of 80% of the
total amount paid to the Port in the previous agreement year. The agreement further requires a
Percentage Fee of ten percent (10%) of Gross Revenue to be paid to the Port, or the Minimum
Annual Guarantee whichever is greater.

The MAG is payable in advance, on or before the first day of each month, without notice from
the Port, and without setoff or deduction. The Percentage Fee, if applicable, is due on or before
the 20" of the following month.

For untimely payments, the agreement provides a one-time late fee of 5% of the overdue
amount and interest to be accrued at the rate of 18% per annum from the due date until paid.

Below are the financial highlights for the last four years:

Reported Paid
Gross Revenue Concession
2006 $12,822,900 $1,412,909
2007 12,591,659 1,280,724
2008 13,343,271 1,431,170
2009 12,619,687 1,201,617
Total $51,377,517 $5,326,420

Source: PROPWorks and PeopleSoft

Audit Scope and Audit Methodology
The scope of the audit covered the period of November 1, 2007 through October 31, 2009.
To achieve our audit objective, we performed the following procedures:

 Read and analyzed the lease agreement, as amended.
» Reviewed applicable state and local rules and regulations.
» Identified significant provisions in the agreement.
» Obtained necessary financial and non-financial data from the lessee.
» Assessed relevant risks associate with the agreement.
» Designed and executed audit procedures based on risk.
* Analyzed data (internal & external) to determine consistency, completeness, &
compliance. This included performing the following additional procedures:
0 We reconciled the gross concession receipts reported to the Port to the lessee’s
accounting records (general ledger revenue and liability account).
0 We verified that concession fees were paid timely and intact.
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0 We recalculated concession revenue and related fees to ensure accuracy.

o0 We reviewed monthly totals of car rental days and calculated CFC that would have
been due to the Port. We then compared the result to payment history

0 We selected seven of twenty-four months that we deemed high risk and conducted
further detailed audit of specific rental car agreements.

Conclusion

Thrifty Car Rental materially complied with the terms of the Lease and Concession agreement.
The audit; however, disclosed: 1) Underreported CFC, resulting in additional payments to the
Port of approximately $26,145. 2) A concession overpayment of approximately $87,565 due
back to Thrifty Car Rental for paying concession fee on local customers at the off-airport
location. After offsetting the additional payments against the overpayment, the questioned
amounts result in a net amount of $61,420 due back to Thrifty Car Rental.
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Schedule of Findings and Recommendations

1. Underreported Customer Facility Charge (CFC)

Section 5.25.A of the agreement states, in part, that the company “...must collect the CFC at
the time the first payment is made under a Rental Car Contract, and must remit the full
amount of the CFC to the Port regardless of whether or not the full amount of such CFC is
actually collected by the Concessionaire...”

Section 5.25.B further states that “Concessionaire agrees that the CFC is not income,
revenue or any other asset of Concessionaire; that Concessionaire has no ownership or
property interest in such CFCs; and that Concessionaire hereby waives any claim to a
possessory or ownership interest in the CFCs...”

We reviewed rent days by month and calculated monthly CFC that would have been due to
the Port. We compared the result to payment history and noted that the lessee did not report
CFC completely. We observed that the lessee underpaid CFC in seven of twenty-four
months reviewed.

The underpaid CFC to the Port for the audit period was $17,382 in principle and $8,763 in
financial charges for a grand total of $26,145.

Recommendation
We recommend Port management:

» Seek recovery of approximately $26,145 of underpaid CFC and interest charges.
» Consider reviewing fiscal years prior to the audit period for potential CFC
underreporting.

Management Response

Aviation Business Development (ABD) agrees with Internal Audit’s (1A) finding in Section 1
and will forward an invoice to Thrifty for $26,145 to collect the underreported CFC’s and
associated interest. In addition, ABD will request additional information from Thrifty to
ascertain whether CFC’s were paid correctly from the time the CFC was first implemented
on 2/1/06.

2. Concession Overpayment

Under Section 1.5, Airport Customer is defined to exclude “...any person who does not
arrive through the Airport and enters into a motor vehicle rental agreement with
Concessionaire at any of Concessionaire’'s rental car operations outside the Airport’s
boundary line...” These customers are commonly referred to as local customers.
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Thrifty Car Rental during the audit period had two locations subject to the terms of the
agreement. One location is at the Airport, and other location is off airport and is outside the
Airport’s boundary. Rental agreements with local customers at the off-airport location should
not have been subject to concession fee. However, we noted that Thrifty Car Rental
reported and paid concession fee on all customers at the out-of-airport boundary. For the
audit period, Thrifty Car Rental overpaid concession fee to the Port by approximately
$87,565.

Recommendation
We recommend Port management:

«  Work with Thrifty Car Rental to determine the full extent of the potential overpayment
to the Port.

Management Response

ABD agrees with the audit findings and will issue a credit to Thrifty of $87,565 accordingly.
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