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Transmittal Letter 

 
 
 
Audit Committee 
Port of Seattle 
Seattle, Washington 
 
 
We have completed an audit of the Avis Budget Group LLC, dba Budget Rent A Car System, Inc. We 
reviewed information relating to a three-year period from November 1, 2008, through October 31, 
2011.  
 
We conducted this performance audit in accordance with generally accepted government auditing 
standards. Those standards require that we plan and perform the audit to obtain sufficient, 
appropriate evidence to provide a reasonable basis for our findings and conclusions based on our 
audit objectives. We believe that the evidence obtained provides a reasonable basis for our findings 
and conclusions based on our audit objectives. 
 
We extend our appreciation to the management and staff of Aviation Business Development and 
Accounting and Financial Reporting for their assistance and cooperation during the audit. 
 

  
 
Joyce Kirangi, CPA 
Internal Audit, Director 
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Executive Summary 
 
 

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

1) The reported concession fees were complete, properly calculated, and remitted timely to the 
Port. 

2) The Port and the lessee complied with provisions of the Lease and Concession Agreement, as 
amended. 

3) Customer Facility Charges (CFC) were properly collected and remitted timely to the Port.  
  
We examined the books and records of Budget Rent A Car System, Inc. (Budget) for a three-year 
period from November 1, 2008 through October 31, 2011. Aviation Business Development, in 
conjunction with Accounting and Financial Reporting, 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. Additionally, the agreement 
requires a Percentage Fee equal to 10% of gross revenues provided the fee is higher than the 
monthly MAG payment.  
 
 
Audit Result Summary  Budget materially complied with the terms of the Lease and Concession 
agreement. However, as reported in Findings 1, we determined that certain key records had not been 
retained in accordance with the terms of the agreement. Further, certain gross receipts were 
underreported which resulted in approximately $9,217 of additional concession fees, late fees, and 
interest charges.  
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Background 
 
Budget is one of three brands offering rental cars/trucks within the Avis Budget Group, LLC. Avis 
Budget Group is headquartered in Parsippany, N.J., and maintains a local administrative office and 
fleet maintenance facility near Seattle-Tacoma International Airport. The Budget office within the 
airport is wholly owned by Avis Budget Group.  In 2008, Budget entered into a 30-year agreement 
with the Port to operate from its (future) consolidated rental car facility. 
 
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. Additionally, the agreement requires a 
Percentage Fee equal to 10% of gross revenues, provided the Percentage Fee is higher than the 
monthly MAG payment.  
 
The following are the only agreed-upon deductions allowed in the agreement:  
   

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. All non-revenue rentals to employees 
e. Fees paid to other governmental agencies (excluding the Port), relating to transactions at the 

Airport 
     
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 20th of the following month. For 
untimely payments, the agreement provides for a one-time late fee of 5% of the overdue amount and 
interest to be accrued at the rate of 18% per year from the due date until paid. 
 
Below are the financial highlights for the last three fiscal years: 
 

Fiscal  
Year 

Reported  
Gross Revenue  

Paid  
Concession  

2008 – 2009* $24,626,865 $3,500,400 
2009 – 2010* 21,527,526 2,452,727 
2010 – 2011 26,263,513 2,626,085 
Total  $72,417,904 $8,579,212 
*  MAG is greater than concession for the Agreement Year 

 
Audit Scope and Methodology 
 
We conducted the audit to determine whether the parties were in compliance with the lease 
agreement terms including, but not limited to, proper concession and CFC payments. We utilized a 
risk-based audit approach from planning to test sampling. We gathered information through document 
requests, interviews, observation, and analytical reviews.  We obtained a complete understanding of 
the financial requirements of the Agreement between the Port of Seattle and Budget. We applied 
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additional detailed audit procedures to areas with the highest likelihood of significant negative impact 
as follows: 
 

a. Timely Payment 
b. Insurance Liability 
c. Surety Bond/Security Deposit 
d. Minimum Annual Guarantee (MAG) 

e. CPA Certified Annual Report 
f. Concession Revenue 
g. Customer Facility Charge (CFC)

 
a) Timely Payment   

  
We reviewed payment records to determine whether the lessee complied with the required due 
date. 
 

b) Insurance Liability  
 
We reconciled insurance requirements to the coverage reflected in the certificate of insurance in 
force for the audit period to current. 
 

c) Surety Bond/Security Deposit  
 
We determined whether the surety bond amount complied with the requirements stipulated in the 
agreement. 
 

d) Minimum Annual Guarantee 
 

We determined whether MAG was properly calculated and Port management obtained Port 
Commission approval for Exception Relief to MAG. 
 

e) CPA Certified Annual Report  
 
We reviewed audit reports for the audit period to determine compliance with the timely and 
complete submission of the report. 
 

f) Concession Revenue  
 

We interviewed Budget Personnel about their policies, procedures, and internal controls over cash 
receipts, sales, accounting, and reporting.   
 
The Business Adjustment Report (BAR), which is the general ledger, shows the monthly detail per 
revenue category. The Revenue Report shows the monthly totals summarized by revenue 
category. We reconciled the BAR to the CPA report to the Revenue Report. 
 
To determine whether the lessee completely reported all concession revenues, we selected a 
sample of 213 closed rental agreements deemed high-risk for the audit period. We determined 
whether the revenue reported on each rental agreement agreed to the amount posted to the BAR.  
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g) Customer Facility Charges   

 
We reconciled the CFC amount reported in the BAR to each rental agreement in the risk-based 
sample of closed rental transactions.  We determined whether the CFC was properly calculated, 
timely collected, and remitted in full to the Port, as required in the agreement. 

 
Conclusion 
 
Budget materially complied with the terms of the Lease and Concession agreement. However, as 
reported in Findings 1, we determined that certain key records had not been retained in accordance 
with the terms of the agreement. Further, certain gross receipts were underreported which resulted in 
approximately $9,217 of additional concession fees, late fees, and interest charges.  
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Schedule of Findings and Recommendations 
 
 
1. Budget Did Not Comply With Record Retention Requ irements Related to Certain Key 

Records  
 
 

Section 7.1 further states: 
 

“Concessionaire shall maintain its records relating to the operation permitted by this Agreement for 
a period of at least three (3) years after the end of each Agreement Year (or until the close of any 
ongoing audit thereof being conducted by, or on behalf of, the Port)…”. 

 
 
The above section translates to the following record retention time schedule for the audit period: 
 

Agreement Year 
Record Retention for three (3) years after the end of each 

agreement year 
1st Year 2nd Year 3rd Year 

November 1, 2008 to October 31, 2009 October 31, 2010 October 31, 2011 October 31, 2012 

November 1, 2009 to October 31, 2010 October 31, 2011 October 31, 2012 October 31, 2013 

November 1, 2010 to October 31, 2011 October 31, 2012 October 31, 2013 October 31, 2014 
 

 
The Section 7.1 of the agreement states, in part:  
 

“Concessionaire covenants and agrees that it will establish and maintain an accounting system 
(specifically including all books of account and records customarily used in the type of operation 
permitted by this Agreement) in full and complete accordance with generally accepted accounting 
principles and otherwise satisfactory to the Port for the determination of any Concession Fees or 
other computations, or both, which may be necessary or essential in carrying out the terms of this 
Agreement.” 
 
 

For the fiscal period ended 2009 and 2010, we were unable to verify adjustments to concession 
revenue because Budget had not retained the following key records in accordance with the lease and 
concession agreement. 
 
 

Unavailable Key Records Budget Report Ref. 
12 months 
ending Oct. 

31, 2009 

12 months 
ending Oct. 

31, 2010 

Time and Mileage (T&M) Adjustments RA PAYMENT/HISTORY 
SCREEN 

No 
Availability 

Limited 
Availability 

Closed Car Rental Agreements RECEIPT 
Detail Customer Payment Information 
Including Refunds CCB020 

 
 
Consequently we could not determine the completeness of the following: 
 



 
 

Page 9 of 10 
 

                 Internal Audit Report 
Budget Rent A Car System 

November 1, 2008, through October 31, 2011 
 

a. CFC for the 10-month period ending August 31, 2009. 
b. Total adjustments of $197,403 and $181,522 reported concession revenues in 2009 and 

2010, respectively.  
 

 
Recommendations : 
 

We recommend management: 
 

• Ensure the lessee maintains records in accordance with the lease agreement. 
• Consider amending the agreement to specifically address noncompliance with record 

retention requirements.  
 
 

Management Response 
 
Management believes that Avis/Budget did materially comply with the Lease requirements 
regarding record retention. Their policy is to retain the records in questions on a rolling 3 year 
basis (most recent 36 months).  As such, it would be in the Port’s best interest to conduct the 
audits one to two years after the close of the year to ensure we get the information we need.  
Management does not believe that amending the lease is a viable option, as the Concessionaire 
would not agree to terms that would add penalties and/or more burdensome record keeping.   
 

 
2. Concession Revenue Was Underreported  

 
The lease agreement in Section 1.26 stipulates: 
 

"Gross Revenues" shall mean and refer to all consideration of any kind- whether cash, credit 
or in kind- received, derived and/or billed by the Concessionaire for: (a) all charges, including, 
but not limited to, time and mileage charges and separately stated fees for rental of vehicles 
and other related or incidental services or merchandise, and any other items or services, 
made at or from Concessionaire's Rental Car Concession, regardless of where the vehicles or 
services are delivered to or returned; (b) all amounts charged to the customer for insurance 
offered by Concessionaire incidental to the rental of such vehicles, including but not limited to 
personal accident insurance; (c) all charges attributable to any vehicle originally rented at 
Concessionaire's Rental Car Concession which is exchanged at any other location; (d) all 
proceeds from the long-term lease of vehicles from Concessionaire's Rental Car Concession; 
… and (j) all amounts charged by Concessionaire for the Recovery Fee” 

 
All gross revenues from operations are subject to concession, except for the following agreed-
upon exclusions. 
 

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

b. The wholesale transfer of salvage vehicles. 
c. Non-revenue rentals to employees. 
d. Fees paid to other governmental agencies (excluding the Port) 
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e. Any tax imposed or collected on behalf of a taxing authority. 
 

Our analysis and review of the lessee’s financial records and detail transaction testing determined 
that the following gross revenues were underreported to the Port: 
  

• No-Show Revenue 
• Miscellaneous Vendor Recovery 
• Foreign Exchange Fee 
• MBNA Hospitality Division 
• Tire Wheel Damage Fee 

• Security Fee 
• Shopping Cart Income 
• Employee (Paid) Rental 
• Valet/Overdue Charge 

 
 
Budget has acknowledged the amounts cited in the table below, which summarizes underreported 
gross revenue:   (See Schedules A, B, and C, for detail.) 

 

Year-Ended 
October 31,  Gross Revenue 

Total 
Understatement 

to the Port  

2009* $24,626,865 $57,026 

2010* 21,527,526 58,760 

2011 26,260,852 80,326 

Concession Revenue 
Underreported 196,112 

Concession Fees Underpaid 8,038 

One Time Late Payment Fee (5%) 212 

Interest Accrued (18%) 967 

Total Due to the Port $9,217  

* No fee due on understated revenue for this period 
because MAG was greater than concession fee. 

 
 
Recommendations : 
 
We recommend management: 
 

• Seek and recover approximately $9,217 in underpaid concession fees, late fees, and 
interest charges. 

• Work with Avis Budget Group, LLC, to ensure that all receipts subject to the concession 
fee are accurately and completely reported. 

 
Management Response 
 
Concessionaire is in agreement with findings, and Management will collect monies owed 
accordingly. 
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