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PREFACE

The Office of the County Auditor determined that an audit of the use of
County vehicles was warranted based on the results of the audit of fuel
costs, consumption and management.

The courtesies and cooperation extended by employees of the various
County departments, divisions, and agencies who assisted us during the
course of this audit are sincerely appreciated.



EXECUTIVE SUMMARY

PKF Pacific Hawai‘i LLP has completed an audit of the County of Kaua‘i’ s use
of County vehicles under contract with the County of Kaua‘i Office of the County
Auditor. The compliance audit examined the use and oversight of County of
Kaua‘i Vehicles for the calendar years 2011 and 2012, The audit scope consisted
of

¢ Determining whether the County’s internal and administrative controls
surrounding the use of County vehicles were adequate under the
circumstances;

* Determining whether the use of County vehicles by County employees was
properly authorized, complied with County policies, and complied with state
and federal laws and regulations, including, but not limited to Hawai‘i
Revised Statutes (“HRS”) Chapter 105 and state and federal tax laws and
regulations; and

e Determining whether any fraud or abuse has occurred.

The audit findings and recommendations are summarized as follows:

Finding 1: The County’s policy over the use of County vehicles is
inadequate, leading to possible noncompliance, abuse, waste, and
inefficiency.

Sub-finding 1.1: The 2002 Policy summarized and referenced Chapter
105 of the HRS. Therefore, any instances of noncompliance with the
policy were also noncompliance with State law.

Recommendation (Sub-finding 1.1): We recommend that the
Department of Finance consider revising the draft Comprehensive
Vehicle Policy to ensure drivers understand their responsibility to
comply with the County vehicle policy as well as State law.

Sub-finding 1.2: The 2002 Policy did not provide adequate guidance
to departments on use of non-take-home vehicles or clear restrictions
on use, This resulted in an overall lack of controls and difficulties in
determining if abuse was taking place.

Recommendation (Sub-finding 1.2): The draft Comprehensive
Vehicle Policy aims to implement County-wide procedures that will
make monitforing vehicle usage more consistent across the different
departments. The Department of Finance should consider revising the
Comprehensive Vehicle Policy to add examples of acceptable and non-




acceptable behavior in instances where guidance was inadequate in the
past.

Sub-finding 1.3: Lax monitoring and poor data sources create
difficulties in defermining if abuse is taking place. At the County level,
there did not appear to be consistent monitoring of vehicle usage
through any reporting requirements or procedures. In our interviews,
department heads were consistent in responding that they were not
aware of any abuse of the use of County vehicles, but there are no
means for confirming those assumptions other than through public
complaints.

Recommendation (Sub-finding 1.3): The draft Comprehensive
Vehicle Policy aims to implement County-wide procedures that will
make monitoring vehicle usage more consistent across the different
departiments. We recommend that the Department of Finance require
consistency in how overall usage is monitored. This would allow the
County to perform uniform procedures to ensure that vehicle usage is
not abusive or non-compliant with law. The Comprehensive Vehicle
Policy should be revised to ensure that all scenarios of vehicle usage
(i.e. assigned, shared, pooled, etc.) be included.

Finding 2: Tax implications related fo the benefit value of the use
of County vehicles have not been addressed. Prior to July 2013, the
County did not account for the benefit value of the use of take-home
County vehicles to employees. As a result, the County may be liable
Jfor additional payroll withholding taxes and state retirement
contributions.

Finding 2: Using a County vehicle for commuting purposes is
considered an employment benefit according to the Internal Revenue
Service (“IRS”) Publication 15-B Employer's Tax Guide fo Fringe
Benefits (See Appendix 4). The IRS requires that the fair market value
of such benefits be included in an employee’s wages unless specifically
excluded by federal tax rules. Prior to July 2013, the County did not
account for the benefit value of the use of take-home County vehicles
to employees. As a result, the County may be liable for additional
payroll withholding taxes and state retirement contributions.

Recommendation (Finding 2): The Department of Finance needs to
comply with tax rules and regulations on reporting the fringe benefit
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value of using County vehicles by employees. This includes
determining whether the fringe benefit value recognized in prior years
needs to be reported and adjusted. A tax expett should be retained to
provide guidance in this area. In accordance with GAGAS Government
Auditing Standards paragraph 7.24a, the Department of Finance is
required to address these potential tax implications “as soon as
practicable.”




CHAPTER 1

Introduction

This audit was conducted pursuant to the authority of the Office of the County
Auditor, as provided in the Kauva‘i County Charter. PKF Pacific Hawaii LLP
(“PKF,” “we,” or “us”) was engaged by the Office of the County Auditor to
examine the use and oversight of County of Kaua‘i (“County”) vehicles.

In July 2011, the County Auditor’s Office received an anonymous letter that
accused certain County employees of using County vehicles for their personal
use.! The letier was received during the Audit of Fuel Costs, Consumption and
Management that was being conducted by the County Auditor’s Office.

In response to the anonymous letter and the interim results of the County
Auditor’s Audit of Fuel Costs, Consumption and Management, this audit was
conducted to evaluate the policies and procedures surrounding the use of County
vehicles.

Audit Scope
The audit scope consisted of:

¢ Determining whether the County’s internal and administrative controls
surrounding the use of County vehicles were adequate under the
circumstances;

* Determining whether the use of County vehicles by County employees
was properly authorized, complied with County policies, and complied
with state and federal laws and regulations, including, but not limited
to Hawai‘i Revised Statutes (“HRS”) Chapter 105 and state and
federal tax laws and regulations; and

* Determining whether any fraud or abuse has occurred.

Our scope was originally limited to County vehicles designated as “take-home.”
However, based on our initial audit procedures, it was determined that the
segmented oversight over all County vehicles (both take home and non-take
home) posed greater risks of potential misuse. As such, our scope was extended
to include all County vehicles (excluding the Kaua‘i Police and Fire depariment
vehicles).

Our procedures and analyses focused on the years 2011 and 2012, Changes
implemented in 2013 are discussed further in the subsequent events section.

' As the letter names specific individuals, it is not included as an appendix to this report.
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Audit Objectives and Methodology

In order to achieve the audit objective of understanding and assessing the
County’s internal and administrative controls surrounding the use of County
vehicles, we:

o Interviewed, either in person or over the phone, personnel from 11
departments and agencies to discuss the policies and procedures that
govern the use of County vehicles, This included gathering examples
of any internal policies, as well as any forms or documentation used to
monitor the use of vehicles (i.e. vehicle logs, maintenance logs); and

o Met with the Public Works Automotive Superintendent to understand
the procurement, maintenance, and fueling processes.

In order to achieve the audit objective of determining compliance with County
policies and laws and regulations, we:

e Obtained the existing County vehicle policies, forms, and take-home
vehicle listings; '

e (ained an understanding of the laws and regulations that apply to the
usage of governmental vehicles;

¢ Read the Take Home Vehicle Policy, 2013 Edition; and

o Obtained a draft of the new County vehicle policy (“Compichensive
Vehicle Policy™)} currently under development.

In order to achieve the audit objective of identifying potential instances of fraud
or abuse related to the use of County vehicles, we:

o Performed data analyses using fuel transaction and maintenance
records to identify any anomalies in the data that could suggest
fraudulent or abusive behavior; and

¢ Inquired with department and agency directors and supervisors
whether any instances of fraud or abuse were occurring.

The initial interviews with various departments and agencies for the audit were
conducted from October 2012 through November 2012, Fieldwork, data
analyses, and follow-up inquities occurred from December 2012 to September
2013,

We conducted this performance audit in accordance with generally accepted
government auditing standards (“GAGAS”). 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.



General Information

County Vehicles

The County has over 600 vehicles that are used to assist the County in its mission
to provide setvices to the residents of Kauva‘i. The vehicles are assigned to
various departments and agencies, Each of the departments and agencies are
responsible for the oversight and procurement of its own vehicles.

The County developed a vehicle use policy on November 29, 2002 (2002
Policy”) (See Appendix 1), which summarized and referenced Chapter 105 of the
Hawai‘i Revised Statutes, Government Motor Vehicles. The policy
communicated that County vehicles should not be used for personal pleasure or
personal use, including travel by any employee to or from his place of service or
work or fo his place of residence.

According to the 2002 Policy, certain employees were permitted to use County
vehicles on a take-home basis if they received a recommendation from the
Director of Finance and were issued a written permit by the Mayor to use the
vehicle for official purposes. As of June 10, 2009, there were four take home
vehicles (excluding Fire, Police, and Water) that were on the recommended [ist
issued by the Director of Finance (See Appendix 2).

The Department of Water operates as a semi-autonomous enterprise department
of the County, under the direction of the Board of Water Supply. The Board of
Water supply consists of seven members, four of whom are appointed by the
Mayor with the approval of the County Council. The Department of Water has 17
positions that require County vehicles to be used on a take-home basis. Payroll
and benefits are coordinated through the County Finance Department.

Gasboy

In 2005, the County invested more than $185,000 to purchase and implement the
Gasboy Series 1000 FleetKey System (“Gasboy”), which is a microprocessor-
based fuel control and data acquisition system. The Gasboy system controlled
fuel use primarily through the use of durable plastic keys embedded with a
microchip that was encoded with vehicle, equipment, or fuel can information.
Each Gasboy key had a unigue number, and access to the system was restricted
through the use of these keys.

The Gasboy system was used by the County to record and store fueling
transaction details. The County required users to enter a reasonable odometer
reading into the system before cach fueling transaction. If an odometer reading
was not reasonable (as defined by the administrator’s defined parameters), the
system was supposed to prevent fuel from being dispensed.



Additionally, the keys were programmed so that the drivers were notified at the
pump every three months to have maintenance performed. Fuel was not
dispensed if the vehicle exceeded the three month period without a maintenance
visit,

The Gasboy system was maintained and monitored by the Department of Public
Works Automotive Division for all departments except for the Department of
Water. The Department of Water maintained a separate Gasboy database that was
maintained and monitored by the Plant Superintendent.

However, the Gasboy system became obsolete, and maintenance on the system
was no longer provided by the developer. Numerous issues with the system
prevented autornated controls from operating effectively and useful data from
being captured. Electrical problems at remote sites also caused the system fo be
offline and fuel to be tracked using manual logs.



Procedures Performed

General Interviews

We met either in person ot over the phone with 11 departments/divisions to
identify the policies and procedures over the use of County vehicles. Out of the
roughly 30 total departments/divisions in the County, these 11 were selected
based on the number of non-commercial County vehicles they were assigned.

We gathered examples of any internal policies, as well as any forms or
documentation used to monitor the use of vehicles (e.g. vehicle logs).

Of the 11 divisions/departments that we interviewed:
e Three had their own vehicle policy, aside from the 2002 Policy;
e Seven kept vehicle logs (either for each vehicle, or for the entire vehicle
pool); and
¢ Three tracked odometer readings on their vehicle logs.

County vehicles are either assigned to a specific position (i.e. employee), or
shared within the department.

When a vehicle is assigned to an individual position, that person will drive his or
her personal vehicle to the location where the County vehicle is parked, and then
use the County vehicle for business purposes as needed.

For shared vehicles, employees use a County vehicle as the need arises, and a sign
out log is maintained. The keys are stored in a common area and returned after
use.

The Department of Liquor does not use County vehicles. Instead, employees use
their personal vehicles and receive a monthly flat rate reimbursement. Fuel is
provided through the use of gas cards® and no fault insurance is reimbursed. We
interviewed this department to gain their perspective on the reimbursement
process as compared to the use of County vehicles.

The table on the following page summarizes how the different
departments/divisions manage its vehicles and what type of monitoring or
reporting was in place as 0f 2012,

2 Gas cards are used to obtain fuel from fueling stations that are not on the Gasboy systen,
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Data Sources

* We utilized the following data sources to create a database to perform various
data analyses:

Gasboy Data Export

We obtained a data export of Gasboy transactions from July 2011 through
November 2012, We used this data to track the frequency and volume of fill-ups
and estimate the usage of the vehicle assigned to that particular Gasboy key.
However, we determined that the odometer readings entered by employees during
fill ups were not reliable due to ineffective controls. For example, we found
instances where the odometer readings decreased over time or had an extra digit,
yet fuel was being dispensed.

DPW Automotive Division Maintenance Odometer Readings

We obtained the handwritten maintenance odometer readings for the period from
January 2011 through December 2012 taken by the Department of Public Works
(“DPW™) Automotive Division when vehicles come in for maintenance. We
noted occasional instances of decreases in mileage over time and back dated
entries. Additionally, data was only recorded by one particular maintenance
employee. Therefore, if the vehicle was serviced by a different employee, the
vehicle’s mileage was not recorded. Nonetheless, this data appeared to be more
consistent and accurate than the odometer data entered into the Gasboy system,
and was the primary source for our mileage analyses described later in this report.

DPW Automotive Division Vehicle Registry

The Vehicle Registry is a manually maintained spreadsheet that lists the vehicle
type, license plate, equipment identification number (“EQ ID”), department, and
position assigned. This spreadsheet also tracks the gas keys that are assigned to
each EQ ID. However, we noted that the EQ ID numbers are recycled as vehicles
are replaced. For example, if a 2001 pick-up fruck with an EQID of 111 is
replaced with a 2013 SUV, the 2013 SUV could have the same EQID of 111.
Although this prevents ID numbers from growing too large, it also makes it
difficult to perform queries from available data repositories such as Gasboy since
vehicles do not have a unique 1D,

10



Data Analyses

The following analyses were performed using the database. These analytical
procedures helped fo identify any vehicles that showed unusual usage (as
compared to other County vehicles), which could indicate improper usage of the
vehicles. We performed these analyses on all County vehicles; however, any
commercial vehicles such as flatbed trucks or garbage trucks were excluded from
this analysis as personal usage of these vehicles was deemed unlikely.

Month-to-Month Mileage Analysis

This analysis attempted to identify any large decreases in month-to-month
mileage. We focused around the month of April 2012, which is around the date
that employees may have been informed of the fuel audit that was being
performed by the County Auditor’s Office, and adjusted their usage. Our analysis
identified 14 vehicles with notable decreases in mileage near the April 2012 time
period. This analysis was performed using the 2011 and 2012 DPW Automotive
Division Maintenance Odometer readings. Because it was necessary to compare
mileage over at least two periods of time, only vehicles that appeared on the
maintenance logs at least three times were included in this analysis.

Overall Average Mileage Analysis

This analysis identified 31 vehicles with high average monthly mileage. High
average monthly mileage for the purposes of this analysis was determined to be
1,000 miles per month, which is approximately 50 miles per work day, Only
those vehicles that appeared on the DPW maintenance logs at least twice were
included in this analysis.

. MPG Analysis
This analysis calculated monthly miles per gallon (“MPG”) and attempted to

identify any vehicles with especially high MPGs. A high MPG could indicate that
fuel was being obtained outside of County fueling stations in an effort to hide
personal usage of County vehicles. To calculate the MPG, the monthly average
mileage obtained from the Overall Average Mileage Analysis results was used,
along with the Gasboy fuel transaction data. As the fuel data was over a 16-
month period, the total fuel obtained was divided by 16 to arrive at a monthly
average.

Our analysis identified 19 vehicles with a monthly MPG greater than 30 MPG for
non-hybrid vehicles, and above 40 MPG for hybrid vehicles. Only those vehicles
that appeared on the DPW maintenance logs at least twice were included in this
analysis. Additionally, if a vehicle was not in service for the full 16-month period
that the Gasboy data export encompassed, the average monthly fuel amount was
adjusted. Such factors were identified and noted in our Inquiries into Anomalies,
which is discussed in the following section.
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Inquiries into Anomalies

In total, our analyses identified 64 vehicles that met the above criteria. Excluding
duplicate vehicles, there were 57 unique vehicles that were identified for further
investigation based on the three analyses performed. We followed-up with
department heads or managers on the results of the data analyses,

Department of Public Works
Department of Parks & Recreation
Office of the Prosecuting Altorney
Department of Planning

Civil Defense Agency

Agency on Elderly Affairs

Housing Agency

o o = io v v o [Monthly mileage analysis

oo lolo o> |D |Average Miles
P N PN N PR T - |NIPG Analysis

We first attempted to inquire with departments regarding the results of our data
analyses via email. We asked the departments to provide an overview of the use
of the vehicle and any explanations as to why vehicle mileage was high, mpg was
abnormal, or usage changed during the scope of our audit.

In some cases, the explanations provided in the emails did not fully address the
anomalies that needed to be cleared. We held follow-up meetings as necessary to
gain a better understanding of the usage and history of these vehicles. Nearly all
data anomalies were cleared through the emails and additional meetings, and
reasonable explanations were provided.

Common explanations included the following:

¢ The change in monthly usage was due to the vehicle being transferred to a
different division,

¢ Fluctuation in usage was caused by changes in locations of projects from
month to month.

¢ The vehicle was in the shop causing fluctuation of usage and average
gallons should not be calculated using the full 16 months.

¢ The vehicle was purchased within our audit period, therefore averages
should not be calculated using the full 16 months.

12



* Fuel data was missing from sites that experienced Gasboy outages and
utilized manual logs, distorting our calculations. _

¢ Hybrid vehicles were used primarily for short errands within Lihue for
which little fuel was consumed.

¢ The job deseription of the assigned driver required heavy driving, with
average mileage normally exceeding 1,000 miles per month,

e Typos in the maintenance or Gasboy records distorted our calculations.

The results of our interviews and inquiries related to our data analyses addressed
the specific concerns that were brought up in the June 2011 anonymous letter.

We confirmed that the inappropriate usage that was reported in the letter was no
longer occurring. Further, we noted that additional policies and procedures in that
department were put into place to prevent such usage from occurring again.

13



Compliance Testing

We performed testing of the County’s compliance with Hawaii Revised Statutes
Chapter 105 - Government Motor Vehicles. We noted instances of non-
compliance with the following sections,

§103-1: Government motor vehicles; certain uses prohibited. Except as
provided in section 105-2, it shall be unlawful for any person to use,
operate, or drive any motor vehicle owned or controlled by the State, or
by any county thereof, for personal pleasure or personal use (as
distinguished from official or governmental service or use) including,
without limitation to the generality of the foregoing, travel by or
conveyance of any officer or employee of the State, or of any county
thereof, directly or indirectly, from his place of service or from his work to
or near his place of abode, or, directly or indirectly, from such place of
abode to his place of service or to his wortk.

$105-2 Exceptions. Section 105-1 shall not apply to: [...J(5) Any officer
or employee of any county who, upon written recommendation of the
budget director, is given written permission by the mayor, fo use, operate
or drive for personal use (but not for pleasure) any motor vehicle owned
or controlled by the county.

$105-2 Exceptions. Section 105-1 shall not apply to: [...](6}) Any officer
or employee of the State, or of any county, who, in case of emergency,
because of the person's illness, or the person’s incapacity caused by
accident while at work, or because of the illness of a member of the
person’s immediate family including a reciprocal beneficiary while the
person is at work, is conveyed in a motor vehicle to the person’s place of
abode, or fo a hospital or other place, but every such use of such a motor
vehicle shall be certified to by the officer or by the head of the department,
commission, board, bureau, agency, or instrumentality controlling or
possessing the motor vehicle immediately thereafter, and the certificate
shall be forthwith filed with the comptrolier, in the case of the Staie, or
with the budget director, in the case of a county;

The related instances of non-compliance are incorporated into the issues listed in
the Audit Findings and Recommendations chapter,
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Subsequent Changes

The new Fuel Master Pro system was rolled out in May of 2013. The new system
utilizes swipe cards programmed with a driver’s employee number. Automotive
Information Module (“AIM”) units were installed on select departments’ vehicles,
and will eventually be instalied in all County vehicles, The AIM units
automatically transmit odometer readings when pulling up to the pump. These
features will eliminate user error and will provide more accurate data. The new
system provides more detailed and useful reports and alerts that are forwarded to
the department heads via email. The system can provide more information that
will be used to assess vehicle utilization.

The Take Home Vehicle Policy was distributed and made effective July 1, 2013
(See Appendix 3). Included in the Take Home Vehicle Policy is a Request for
Use of Take Home Vehicle Form (“Attachment A™), which must be submitted for
employees to be authorized to take County vehicles home. In accordance with
Internal Revenue Service Code 274, the policy states that employees provided
with non-qualified nonpersonal-use vehicles are subject to the value of the
personal use of the vehicle as a taxable fringe benefit. The Take Home Usage
Log (*Attachment B”) of the Take Home Vehicle Policy is submitted monthly by
each employee who utilizes a County vehicle for commuting purposes.

For employees who were taxed on the benefit of using County vehicles on a take
home basis in the August 6, 2013 payroll run, we tested to ensure that all
Attachment A’s were submitted and approved by the Director of Finance and the
Mayor, This was the first payroll run since the issuance of the Take Home
Vehicle Policy and the required Attachment A (approval from mayor) and
Attachment B (monthly usage log).

The final draft of the Comprehensive Motor Vehicle Policy was approved in
August 2013. Although not yet issued, the policy will create accountability for
drivers and communicates what is expected of each person as they use County
vehicles, or their personal vehicles for County purposes.

The Department of Finance is working on a pilot program for a motor vehicle

pool. During this process, they are evaluating and assessing the utilization of
vehicles, a process that may help detect abusive behavior.
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Difficulties During the Audit

There were several instances that the responses provided remained inconclusive
and required additional follow-up. This caused some delays in our audit as we
awaited responses. It should also be noted that individuals had a difficult time
remembering any factors or explanations for vehicle usage that may have
oceured over two years ago. Nonetheless, additional inquiries and discussions
were held fo ensure that adequate efforts were made to clear any exceptions.

Another difficulty we faced in our audit was the data that we worked with. We
had to assume that the data was reliable as we perforimed our analytics. However,
as we made our inquiries, it was brought to our attention that some of the
anomalies were caused by inaccurate data. We also had to work with minimal
odometer readings. Since vehicles were only logged when they visited the
maintenance shop, there were few data points that we could use to calculate
variances. The Hanalei and Hanapepe manual fuel logs, which listed odometer
readings and gallons dispensed, were also unavailable for the 2011 and 2012
period.
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CHAPTER 2

AUDIT FINDINGS AND RECOMMENDATIONS

The findings in this section relate to the policies and procedures in place as of
2012 (the 2002 Policy). Since then, there have been new policies and procedures
put into place that may address some or all of the concerns regarding a particular
finding. Such changes have been incorporated into the respective sections below.

Finding 1. The County’s policy over the use of County vehicles is
inadequate, leading to possible noncompliance, abuse, waste, and
inefficiency.

Sub-finding 1.1 The 2002 Policy summarized and rveferenced Chapter 105 of
the HRS. Therefore, any instances of noncompliance with the policy were also
noncompliarnce with State law.

According to HRS §105-1, driving to or near an employee’s place of abode is
prohibited. We confirmed through our interviews that an employee parked the
assigned County vehicle at a base yard in the town where the employee resided.
This base yard was over 20 miles away from the base yard which the employee
was officially stationed. We also confirmed that such behavior has stopped since
the issuance of the July 2013 Take Home Vehicle Policy.

According to HRS §105-2(5), County vehicles used for personal use require
written recommendation from the Department of Finance. In June 2009, the
Director of Finance distributed a list of positions that were allowed to take
vehicles home, The list was limited in an effort to reduce County costs, while still
maintaining sufficient levels of first responders within the respective departments,
Through our interviews, we noted that certain vehicles were being used on a take-
home basis that were not on this recommended list, Based on discussions with
employees, this has since stopped with the issuance of the 2013 Take Home
Vehicle Policy.

Additionally related to HRS §105-2(5), we noted that certain County vehicles that
are not considered take-home vehicles are occasionally taken home upon approval
from the department head in cases of emergency on-call duties. Examples of such
instances include tsunami, hurricane, and severe weather warnings. Not all
approvals are documented, as some approvals are made by phone. We discussed
this with the Department of Finance, and they will be clarifying the Take Home
Vehicle Policy with department heads and recommending that these vehicles be
registered as take-home vehicles.
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HRS §105-2(5) also states that vehicles allowed to be used on a take home basis
require written permits from the Mayor, Such permits were not generated or
maintained as of 2012,

According to HRS §105-2(6), medical or family emergency usage of County
vehicles is permitted as so long as such usage is documented and communicated
to the Director of Finance. The 2002 policy does not define the process of
documenting and communicating any medical or family emergency usage of
vehicles to the Director of Finance. As a result, this section may be subject to
non-compliance with the HRS in the future, although there were no specific
medical emergency instances that we were made aware of during our audit,

Recommendatien (Sub-finding 1.1):

The July 2013 Take Home Vehicle Policy provides additional clarity in defining
the approval process for take home vehicles. It centralizes the documentation of
approved take home vehicles,

We tested Attachment A in the July 2013 Take Home Policy to ensure that they
were approved by the Director of Finance and the Mayor., There were two
exceptions noted where individuals received subsequent approval from the
Mayor’s office.

The Department of Finance will be sending a memo to the department heads to
clarity the definition of incidental and occasional use of non-exempt take home
vehicles (See Appendix 5). Examples of such usage are provided to add further
clarity, and it will be communicated that vehicles used in such a capacity should
be registered as take home vehicles.

The Comprehensive Motor Vehicle Policy includes Attachment B: Authorized
Vehicle Operator Agreement and Attachment C: Authorized Take Home Vehicle
Operator Agreement. The appropriate agreement is to be signed by all County
vehicle operators, which includes the statement, “I will strictly comply with
applicable state and local laws and regulations while operating the County
vehicle.” However, as it currently reads, the statement implies adherence to
traffic laws, and not necessarily compliance with the HRS., We recommend that
this statement be modified, or an additional statement be added, to clarify that
drivers understand their responsibility to be in compliance with the HRS.

We also recommend that the Department of Finance consider adding policies and

procedures for reporting medical or family emergency usage of County vehicles,
as permifted by HRS §105-2(6).
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Sub-finding 1.2 The 2002 Policy did not provide adequate guidance to
departments on use of non-take-home vehicles or clear restrictions on use. This
resulted in an overall lack of controls and difficulties in determining if abuse
was taking place.

Guidelines for vehicle accountability were unclear

Each department was responsible for monitoring its own vehicles. However,
most departments did not have formal procedures over usage and monitoring of
their vehicles (see table on page 6). One department initially was unsure how
many vehicles it had in its possession.

Guidelines for restricted use were inadequate

The 2002 Policy did not elaborate on specific examples of what was acceptable
and unacceptable behavior, In our interviews, we noted the following practices
that did not appear to be in compliance with the 2002 policy and the HRS.

Employees park non-take-home County vehicles at County lots close to home,
and only use personal vehicles from the lot to home. According to HRS Chapter
105-1, driving to or near a person’s place of abode is prohibited.

Employees take non-take-home County vehicles home to wash them, as approved
by department heads.

We also noted a lack of security over the Department of Water keys that were
returned after hours. The existing policy is that if the vehicle is returned after
hours and the key box is locked, the keys are left in an unsecured cubby hole until
the next workday. While we acknowledge that this practice ensures that vehicles
are not taken home, it poses a greater risk that vehicles are not secured.

Recommendation (Sub-finding 1.2):

The draft Comprehensive Vehicle Policy aims to implement County-wide
procedures that will make monitoring vehicle usage more consistent across the
different departments. The Comprehensive Vehicle Policy requires that all
drivers sign Attachment B: Authorized Vehicle Operator Agreement or
Attachment C: Authorized Take Home Vehicle Operator Agreement,
acknowledging that they understand the policy and the consequences of not
following the policy.

The Department of Finance will be sending a memo to the department heads to
clarify the definition of incidental and occasional use of non-exempt take home
vehicles (See Appendix 5). Examples of such usage are provided to add further
clarity, and it will be communicated that vehicles used in such a capacity should
be registered as take home vehicles.
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The Department of Finance should consider revising the Comprehensive Vehicle
Policy to include the clarification of incidental and occasional use of non-exempt
take home vehicles. Additionally, procedures for monitoring vehicles that are
shared within multiple drivers in a department/division could also be added to this
policy for consistency across departments/divisions,

Sub-finding 1.3 Lax monitoring and poor data sources create difficulties in
determining if abuse is taking place. At the County level, there did not appear to
be consistent monitoring of vehicle usage through any reporting requirements
or procedures. In our interviews, department heads were consistent in
responding that they were not aware of any abuse of the use of County vehicles,
but there are no means for confirming those assumptions other than through
public complaints,

The DPW Automotive Division performs a review of the Gasboy reports to
identify any fuel abuse. However it does not appear that this review would
identify abnormal mileage or personal usage.

Some departments that have vehicle logs can perform a review of the logs to
identify any abnormal usage. However, these logs are not submitted to any other
overseeing department where usage is assessed.

In addition, odometer readings manually entered at the Gasboy fueling station
were not reliable (e.g. readings entered as “99999”), requiring a second source of
information to perform data analysis on mileage. Employee numbers entered at
the Gasboy fueling station also were not reliable (e.g. 606 instances of employees
entering “0” as their identification number), creating ambiguity of the actual
employee.

Recommendation (Sub-finding 1.3):

The new Fuel Master Pro system employee swipe cards and AIM units will
eliminate user error and will provide more accurate data. The new system
provides more detailed and useful reports and alerts that are forwarded to the
department heads via email. The system can provide more information that will
be used to assess vehicle utilization.

We recommend that the Department of Finance require consistency in the manner
that overall usage is monitored. This would allow the County to perform uniform
procedures to ensure that vehicle usage is not abusive or non-compliant with the
law.

For example, monthly odometer readings from each vehicle could be obtained and

maintained in a central repository. Anomalies in data should be investigated
timely. In addition to monitoring potential abuse or non-compliance, this data
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could be used to help the County determine whether the current allocation and
usage of vehicles is the most efficient use of County resources.

The draft Comprehensive Vehicle Policy incorporates County wide procedures
and forms that all departments will utilize. The forms included in this policy
could be used to report information to an overseeing department or entity, such as
the Department of Finance. The Comprehensive Vehicle Policy should be revised -
to ensure that all scenarios of vehicle usage (i.e. assigned, shared, pooled, eic.) be
included.

Finding 2. Tax implications related to the benefit value of the use
of County vehicles have not been addressed. Prior to July 2013,
the County did not account for the benefit value of the use of take-
home County vehicles to employees. As a result, the County may
be liable for additional payroll withholding taxes and state
retirement contributions.

Using a County vehicle for commuting purposes is considered an employment
benefit according to the Internal Revenue Service (“IRS™) Code § 1.61-21, which
is simplified in Publication 15-B Employer's Tax Guide to Fringe Benefits (See
Appendix 4). The IRS requires that the fair market value of such benefits be
included in an employee’s wages unless specifically excluded by federal tax rules.
Prior to July 2013, the County did not account for the benefit value of the use of
take-home County vehicles to employees. As a result, the County may be liable
for additional payroll withholding taxes and state retirement contributions.

The Department of Water was waiting on guidance to determine the additional
compensation and corresponding tax issues related to those employees who take
vehicles home on a regular basis. They were aware of their noncompliance with
tax implications, but had chosen to hold off on taking action.

Recommendations (Finding 2):

The Department of Finance is overseeing a new process as of July 2013 to ensure
that the fringe benefit value of the personal use of County vehicles is recognized.
The 2013 Take Home Vehicle Policy and draft Comprehensive Vehicle Policy
implements a $3 per day charge based on the Commuting Rule for employees
who are not elected officials or whose compensation is less than or equal of the
Federal Government Executive Level V. For elected officials or employees with
compensation greater than the Federal Government Executive Level V, the
Annual Lease value Method is used to determine the fringe benefit value.

For fiscal year 2013 and prior years, the Department of Finance will also need to

comply with tax rules and regulations on reporting employees’ fringe benefit
value of using County vehicles on a take-home basis. The Department of Finance
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should retain a tax expert to provide guidance on any potential tax liabilities,
including the applicability of relevant statutes of limitations, resulting from
employees’ usage of take-home vehicles.

In accordance with GAGAS Government Auditing Standards paragraph 7.244a, the
Department of Finance is required to address these potential tax implications “as
soon as practicable.” The Office of the County Auditor should ensure that the
requirements of paragraph 7.24a are adequately fulfilled as they relate to this
finding,
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AUDITEE RESPONSE

Finding 1: The County’s policy over the use of County vehicles is
inadequate, leading to possible noncompliance, abuse, waste, and
inefficiency.

Sub-finding 1.1: The 2002 Policy summarized and referenced Chapter
105 of the HRS. Therefore, any instances of noncompliance with the
policy were also noncompliance with State law.

Recommendation (Sub-finding 1.1): We recommend that the
Department of Finance consider revising the draft Comprehensive
Vehicle Policy to ensure drivers understand their responsibility to
comply with the County vehicle policy as well as State law,

Auditee Response (Sub-finding 1.1): The Comprehensive Vehicle
Policy is close to being released; however revisions will be made prior
to finalizing this policy so that those employees driving County
vehicles will understand what their responsibilities are in complying
with both County policy and State law,

Sub-finding 1.2: The 2002 Policy did not provide adequate guidance
to departments on use of non-take-home vehicles or clear restrictions
on use. This resulted in an overall lack of controls and difficulties in
determining if abuse was taking place.

Recommendation (Sub-finding 1.2): The draft Comprehensive
Vehicle Policy aims to implement County-wide procedures that will
make monitoring vehicle usage more consistent across the different
departments. The Department of Finance should consider revising the
Comprehensive Vehicle Policy to add examples of acceptable and non-
acceptable behavior in instances where guidance was inadequate in the
past.

Auditee Response {(Sub-finding 1.2): Department of Finance will
consider revisions to the Comprehensive Vehicle Policy to further
illustrate what is considered acceptable and non-acceptable behavior.
While individual departments will be tasked with monitoring vehicle
usage for their own employees, a general understanding of appropriate
behavior must be established to have an effective monitoring program,
Department of Finance will conduct training to assure that those
charged with monitoring usage have a clear understanding of
acceptable and non-acceptable behavior.
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Sub-finding 1.3: Lax monitoring and poor data sources create
difficulties in determining if abuse is taking place. At the County level,
there did not appear to be consistent monitoring of vehicle usage
through any reporting requirements or procedures. In our interviews,
department heads were consistent in responding that they were not
aware of any abuse of the use of County vehicles, but there are no
means for confirming those assumptions other than through public
complaints.

Recommendation (Sub-finding 1.3): The draft Comprehensive
Vehicle Policy aims to implement County-wide procedures that will
make monitoring vehicle usage more consistent across the different
departments. We recommend that the Department of Finance require
consistency in how overall usage is monitored. This would allow the
County to perform uniform procedures to ensure that vehicle usage is
not abusive or non-compliant with law. The Comprehensive Vehicle
Policy should be revised to ensure that all scenarios of vehicle usage
(i.e. assigned, shared, pooled, etc.) be included.

Auditee Response (Sub-finding 1.3): We will address the need to
develop appropriate monitoring systems as intended in the recently
promulgated Take Home Vehicle Policy and soon to be released
Comprehensive Vehicle Policy by working with department heads and
personnel delegated to monitor these activities, We intend to start with
meetings with department heads and those who manage vehicles to
seek their ideas as to the issue of monitoring and enforcement protocol.

Finding 2: Tax implications related to the benefit value of the use
of County vehicles have not been addressed. Prior to July 2013, the
County did not account for the benefit value of the use of take-home
County vehicles to employees. As a result, the County may be liable
Sfor additional payroll withholding taxes and state retirement
contribufions.

Finding 2: Using a County vehicle for commuting purposes is-
considered an employment benefit according to the Internal Revenue
Service (“IRS”) Publication 15-B Employer's Tax Guide fo Fringe
Benefits (See Appendix 4). The IRS requires that the fair market value
of such benefits be included in an employee’s wages unless specifically
excluded by federal tax rules. Prior to July 2013, the County did not
account for the benefit value of the use of take-home County vehicles
to employees. As a result, the County may be liable for additional

24



payroll withholding taxes and state retirement contributions.

Recommendation (Finding 2): The Department of Finance needs to
comply with tax rules and regulations on reporting the fringe benefit
value of using County vehicles by employees. This includes
determining whether the fringe benefit value recognized in prior years
needs to be reported and adjusted. A tax expert should be retained to
provide guidance in this area. In accordance with GAGAS Government
Auditing Standards paragraph 7.24a, the Department of Finance is
required to address these potential tax implications “as soon as
practicable.”

Auditee Response (Finding 2): Inasmuch as hiring an outside
consultant could likely cost more than the actual tax liabilities
associated with the fringe benefits received by various County
employees, the Administration is considering working directly with the
IRS to deal with this issue. Since take home vehicles are considered a
fringe benefit, not wages, there should not be any outstanding liabilities
with the State ERS.
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Aloha!

Attached is the formal response to the internal audit findings and recommendations as related to
County of Kaua‘i vehicles.

Mahalo.



AUDITEE RESPONSE

Sub-finding 1.1: The 2002 Policy summarized and referenced Chapter
105 of the HRS. Therefore, any instances of noncompliance with the
policy were also noncompliance with State law.

Recommendation (Sub-finding 1.1): We recommend that the
Department of Finance consider revising the draft Comprehensive
Vehicle Policy to ensure drivers understand their responsibility to
comply with the County vehicle policy as well as State law,

Auditee Response (Sub-finding 1.1):

The Comprehensive Vehicle policy is close to being released; however
revisions will be made prior to finalizing this policy so that those
employees driving County vehicles will understand what their
responsibilities are in complying with both County policy and State
law.

Sub-finding 1.2: The 2002 Policy did not provide adequate guidance
to departments on use of non-take-home vehicles or clear restrictions
on use. This resulted in an overall lack of controls and difficulties in
determining if abuse was taking place.

Recommendation (Sub-finding 1.2): The draft Comprehensive
Vehicle Policy aims to implement County-wide procedures that wilt
make monitoring vehicle usage more consistent across the different
departments. The Department of Finance should consider revising the
Comprehensive Vehicle Policy to add examples of acceptable and non-
acceptable behavior in instances where guidance was inadequate in the
past.

Auditee Response (Sub-finding 1.2):

Department of Finance will consider revisions to the Comprehensive
Vehicle policy to further illustrate what is considered acceptable and
non-acceptable behavior. While individual departments will be tasked
with monitoring vehicle usage for their own employees, a general
understanding of appropriate behavior must be established to have an
effective monitoring program. Department of Finance will conduct
training to assure that those charged with monitoring usage have a clear
understanding of acceptable and non-acceptable behavior,




Sub-finding 1.3: Lax monitoring and poor data sources create
difficulties in determining if abuse is taking place. At the County level,
there did not appear to be consistent monitoring of vehicle usage
through any reporting requirements or procedures. In our interviews,
department heads were consistent in responding that they were not
aware of any abuse of the use of County vehicles, but there are no
means for confirming those assumptions other than through public
complaints.

Recommendation (Sub-finding 1.3): The draft Comprehensive
Vehicle Policy aims to implement County-wide procedures that will
make monitoring vehicle usage more consistent across the different
departments. We recommend that the Department of Finance require
consistency in how overall usage is monitored. This would allow the
County to perform uniform procedures to ensure that vehicle usage is
not abusive or non-compliant with law. The Comprehensive Vehicle
Policy should be revised to ensue that all scenatios of vehicle usage .
(i.e. assigned, shared, pooled, etc.) be included.

Auditee Response (Sub-finding 1.3): _

We will address the need to develop appropriate monitoring systems as
intended in the recently promulgated Take Home Vehicle policy and
soont to be released Comprehensive Vehicle policy by working with
department heads and personnel delegated to monitor these

activities. We infend to start with meetings with department heads and
those who manage vehicles to seek their ideas as to the issue of
monitoring and enforcement protocol.

Finding 2: Using a County vehicle for commuting purposes is -
considered an employment benefit according to the Internal Revenue
Service (“IRS”) Publication 15-B Employer's Tax Guide to Fringe
Benefits (See Appendix 4). The IRS requires that the fair market value
of such benefits be included in an employee’s wages unless specifically
excluded by federal tax rules. Prior to July 2013, the County did not
account for the benefit value of the use of take-home County vehicles
to employees. As a result, the County may be liable for additional
payroll withholding taxes and state retirement contributions.

Recommendation (Finding 2): The Department of Finance needs to
comply with tax rules and regulations on reporting the fringe benefit
value of using County vehicles by employees. This includes
determining whether the fringe benefit value recognized in prior years
needs to be reported and adjusted. A tax expert should be retained to
rovide guidance in this area. In accordance with GAGAS Government




Auditing Standards paragraph 7.24a, the Department of Finance is
required to address these potential tax implications “as soon as
practicable.”

Auditee Response (Finding 2):

Inasmuch as hiring an outside tax consultant could likely cost more
than the actual tax liabilities associated with the fringe benefits
received by various County employees, the Administration is
considering working directly with the IRS to deal with this issue. Since
take home vehicles are considered a fringe benefit, not wages, there
should not be any outstanding liabilities with the state ERS.
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QOFFICE OF THE MAYOR

MEMORANDUM

T Chief Freiias and all Departments/Division Heads
AJJ members of the Police Commaission

FROM: ﬁ/ Mavor Maryanne W. Kusaka

DATE: MNovember 29, 2002

RE: Policy on Use of County Vehicles

Attached is a copv of o Policy for vse of County Vehicles. Please forward 4 copy to alt
emplovess who use vehicles to provide County services and relaied County duties, Mahalo

Dist:  Hartwell Blake/Atiotnay Eric Hoama/Liquor Contol
Cesar Portugalilan Coswe/Public Works Maleolm Ferimndez/Persoune Services
Mark Marshai#Civil Dafsase Chiaf David SproatFuc
Dee CrowellVSheilah Miyuke Planning Sharon Agaew/Yout Programs
Matde Yeshioka/OCA Emiz LawEd Tschupp-Water
Chiet' Georgs Freilas/Police Finance Dircetor. /Bugene Jimanez-Finaoce
Gini Kapal/DED

Mo'ikaha Building @ 4444 Rice Steeet, Suite 238, Lilv'e, Kauva'l, Hawai'i 96766
Phone {808} 341-6300 # Fax {808) 241-6877
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POLICY ONUSE OF COUNTY VEHICLES

This policy is intendzd to provide cenain employees wiih a County vehicle' 10 assist the
Ceaniy in its mission 10 provide services t ths residents of Kaua'i. This policy is noi memnt as »
convenienee to ceriain employess; rather, 1 is meant to enable employees to quiskly regpond to
work-related situstions. For Hability ressons, any personal use of the vehicles, no matter how
minst i may seem, i3 ot aliowed.  For example, giving a ride to a faniily memberorto 4
frisnd, even if it does nof involve a detour from the smiployee’s route, is not allowsd, Stopping at
a stere on the way home in a County vehicie is likewise prohibited.

The overall policy is that:

No person shall use any County vehicle for personal pleasure or persounl use,
inciuding, travel by any amploye? to or from his place of service or work or to his place of
abode. PROVIDED, HOWEVER, this poficy shall not appiy to the following:

D The mayor;

2) Any officer or employee (hereinafter, employee) of the County who, upoi written
recommendation of the Director of Finance, is issued a written permit® by the
Maver to use 2 County vehicle for official purposes;

3) Any enployge of the Comnty, who, in case of emargency because of the
employee’s illness o1 the employee's incapacity caused by accident while at work
or because of the iflness of a member of the employes’s immediate family while
the employes is at work, is conveyed in a County vehicle to the employee’s plece
of abods, to a hospital, or 1o another place,

Every such instance of the personal use of a County vehicle shall be
immediately certified by the employee or by the head of the departiment
contrelling or possessing the County vehicle, and the certificate’ shall be
inmutediaseiy filed with the Director of Finange.

Parmits issued under 2) and 3) above. may be limited in Hime, routes, purposes or
character of nze; may extend to general classes of officers or employecs; and may be canceled or
revoked at any tima without notics,

Pursuant to the provisious of Chapter 105, Hawaii Revised Statutes?, penalties for
violation of this policy shall include a fine of not more than $50 or impriscument of not more
thm 19 days, or both, Any person who is found guilty move than twice by @ court of compelent
jurisdiction of violsiing this policy may be dismissed or discharged from the person’s office ox
emiploynient, any cther Taw to the contrary notwithstanding,

t vehisle - a vehicle owned or controlled by the County of Kavai,

*parmat - 2 wnten certificate in form prescribed by the Departmeny oF Finance,

* eartificals « & teport of 2 qon-pervbttad personal nse of 2 County vehicle, in town preseribed by e Departrment of
Fitanes.

hapter 105, Hawati Revised Slarutes - cony uttached for referance,
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b |
‘ ;l § 106-1  ° PURLIO PHOFEERTY, FURCHASRIG ANT CONTRACTING § 1081 ‘
. {
i
k. . CHAPTER 105 i
i : !
Hi :
i GOVERMMENT MOTOR VEHICLES i

- j Sau. See. .
; A6s.: Geversment mewy veidsles; Serala  106-8. Inecripdon on gtate mosas vehicas.

LI nses prohikited, 1047, InscripZon on touawy LT vehicles,

146.8. Charactsr of Ingeription.

1G6.9. Iy of poriormance.

108510, ‘Moror vehiclsy; ahguar

108-11. Stata motor acel revolvige fund.

195-2. Exceptiona, '

1063, Parnuita reveoshle

105-i, Ecforcamont; dwidas of sheriffs and pos
Hee sfiRera,

1055, Pezaltivs dismissal.

Cunss peferances. — s ts rogigizetion of  Szates govarmment, or State or politital pubdi-
. vebisles awned by fovaign government, United  vision therref, #ee § 283-86.

TUNLE LTV A andi s

—er
[
e

3 105-1. Covermment motor vehicles; certain uses pirohibited,

Eizcept a3 providad in section 105.2, it shall be unlawiiy for any peraen to
uge, operate, or dxive any yaotor vehisle owned or controlled by the State, or by
ary county thereof, for personat pleasure or persoual use {as diatinguished
from. ofcial or gaveramental servics or use} including, without limitation tu
the geperality of the foregoing, travel by or conveyauce of any offiesr or
employse of the Stute, or of any county thersef, direetly or indirzetly, from his
piace of servies or from his work o oc neay his vlace of abode, or, directly or
indireutly, from sush place of absde to his plase of zervice or o his work. [L
1919, ¢ 227, phof § 1; BL 1843, pt of § 462 am L. 1849, 2 339, ptof § Hakh BL ,I
1988, § 7-10; HRS § 105-1] }

1

e

128-13. As o excapton of govarament motdr !
vehicles frora mosh of the wotox vebicle safely
respoosibility ast; ase § 287-15,

Crosd vefazunees, — As to napnleshiliby of
4% 2051 through 106-10 to eivil defenge or
othiar umergency funstions, aee §§ 128-10 snd

CPINIONS OF ATTORNSY GENERAL

Lishility of sizte omployee fue damage
to state vehisle, — Where 2 state smployes is
nogligent and thareby tausen o drate valdce ta
ba duraaged, he hae evamittad o breach of the
Juty of care owed to his principal, and the state
iy anktled ts hold the employeo fnendslly
responainla for guch damage, Op. Att'y Gen. No,
§3.31 {19583

Taxation for persvxal nse of state-as-

signed vehicle, — The persoual use valug of

stace-zamigned vehicles would e be mndduded
{n Dapuroment of Public Jafety’s (PSD) Noxoot-

ies Eoforeomeni Diviman (NBD)! investigaress'
groas fneowmns for state and fedecal inceme vex
purposes if the investigntors first obralned
writien parmissivr; for personal 2se (utnob for
pleamre} of stata vebicles from the govaraoy
apon the written resemmandatien of the slata
commntroler, Furtharmare, such usemvst be: (1
by iaw enforcsmont offcacs; (2} incident to law
anfarcemuny funuions; and {3) validly authe-
g:;%ﬁ }hy the PSD. Qg, A’y Gen, No, 91-03
¥
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§ 1064 SOVIRNMENT MULUR VEHICLES 9 108-4

§ 165-2. Exceptions.
- @actior 105-1 shall not apply to:

- (1) The govemneor;

(2) Thea muyer af any connty)
: (3) Any member of a police department or a fire department or of the staff
* of a hospital, or aay officer oF ¢mployes of the board of water supply of the

"+ ¢ity and cowaly of Honohstu, when using & wotor vehicle for a personal

purptb.‘?& ineidental to the parson’s service or work (but not for pleasure);

{4} Any officer or smpleyes of the State who, upon written recolnmenda-
ton of the comptroller, Is given written permission by the gevernsr to use,
aperate, or drive for porsenal use (but not for pleasure'l any motor vehicle
owzed ar contraled by the Stats;

{8} Aoy officer or emmpluyse of sny county whoe, upon writhen recommen-

. dation of the budget directar, is given written permission by the mayor to
mge, speraie ar drive for parsonal use (but not for pleasure} any motor vehicle
.ovrned or ¢entrotled by the covuaty:

{8} Any officer or employee of the State, or of any vounty, who, in case sf
emargsncy, becaiige of the person’s illness, or the peraon’s incapacity cansed
by sceident while st work, or hecause of the ilinesa of a member of the
person’s immediate family including a reciprocal hensficiary while the
peraon I at werk, i3 conveyed in a motor vehiele to the person's place of

abade, ar to 2 hospital or other place, hut every such use of such o metor

vehiels shall be certifiad tc by the officer or by the head of the department,
eom.missicn, board, buresu, agency, or instrumentality controlling or pog-
' sessing the motor vehicls immediately thereafter, and the cortificate shall be
forthwith fled with the comptraller, in the cage of the State, or with the
budget director, in the case of' & eounty; and
(D The assigned driver of o Van Go Hawaii vehicle or say sther state
ridesharing program vohicle. [I. 1818, ¢ 227, ptof § I; RL. 1045, pi of 3 482;
am L 1948, ¢ 388, pt of § 1(a); RL 18585, § 7-11; am 1, 1865, ¢ 11, § 1; HRS
§ 3105-2; am L 1981, e 48, § 1; gen ¢h 1993; am L 1007, « 883, § a4]

§ 105-8, Permits revocahle.

Permits under seskion 1052 may be limsited ts hoors, routes, purposss or
character of use, may extend to-general clasaes of officers or employess, and
may be rancelsd or revoked at eny tirce without notice, The burden of proof
shall be apon any officer or eruployee given a wrilten permit under subdivi-
alons (4) or (5) of aaction 105-2 to.prove, in any proceedings, that the oficer or
siaplayee had, at the time of 30 using, operating, or driving any such motor
vehidle, ap wavevoked written permit t6 %0 use, operate, or drive the same,
kaewmp, the burden of praof shall be apon any parson convayed in zny such
motor vehicls aas provided in subdivision (8}, section 105-2 to prove, in any
Dbroceedings, that the officer, or head of the ddpertment, commission, board,
bugeat, pgency, or instrumentelity, controlling or possessing such mator
vehisle certified to such use and Bled suck certificate as required by subdivision
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% 1084 PLABLIC PROPERTY, PURCHASING AND CONTRACTING § 108-7

(61 (L 1919, ¢ 227, pt of § 1; RL 1945, pt of § 462; arn L 1949, ¢ 369, at of
§ 1(a); RL 1968, § 7-12; HRS § 105-8; am imp L 1984, c 90, § 1)

§ 1054, Enforcement; duties of sheriffs and police officers.

The sheriff and e sheriffs depuvies, ur any police officar, within thir
raspeckive juriadictions, shall investigavs any vielation, or suspected vialation
of, and shall enforce section 103-1. (L 1948, 1389, pt of'§ 1(d); RL. 1955,§ 7-13;
an T, 1968,¢85,§ & HRS§ 1054 am imp 11984, 290,88 Laml 1988, ¢ 211,
ptof§ 10; am L 1890, ¢ 281, pt of § 11)

§ 108-3. Pemalties; dismiagal.

Every pecson who violates section 108-1 shull be fined not move than $50 or
imprizoned not mare than ten dazs, or both. : .

Any person, then heing an appointed sfficsr or an employee of the State or of
any gounty, who is found guilty more than twice by a court.of competens

Jurisdistion of vielating section. 105-1 may be dismissed or discharged from the -
person’s ofiice or employment, sny provision of chapter 76, or of any other law, -

to the coatravy noswithstanding, {17949, ¢ 888, ptof § 1(d); RL. 1955, § 7-14;
HRS § 105.5; amimp I, 1984; ¢ 00, § 1’

Croga vefersnsus, — A3 v dasilication of
aifense and pupishment, sse §§° 701107, 708~
640 and 702-553.

i 105-6. Ingoxiption on staie motor vehioles,

TInless gzcapted, every moor vehicle owned or controlied by the State shall
Gear on both sides thersof a fassimile of the state seal and Leneath the seal tae
words “For Qfficial Usa Only” and the namie of the department, commiasion,
buard. bureay, office, agency, or instrumentality theveof cortrolling or possess-
Ing suck moter vehicle. This section shall nos apply to such metor veldeles.as
are furnished the governor, lisutenant governor, chisf justice »f the suprame
eourt, and the president ¢f the University of Hawaii or £¢ such motor vehiclas
as are used in any rideshaving program of the State, for undercaver investi-
gative work, law enforcement, and other functions as approved by the
eomptroller Metor vehides owned or contralled by the University of Hawail
may bear the University of Hawali logo or sea), or both, in liew of e state sesl,
(L 1919, ¢ 227, pt of § 2; RL 1945, pt of § 468; am 1. 1949, ¢ 389, ptof § 1(b);
RL 1955, § 7-15, HRS § 105-6; am 1. 1969, ¢ 38, § 1; arm [, 1981, ¢49, 8 2 am
L 1898,¢ 115, § 14)

§ 1056+7. [nscription on county metor vehicles.

Unless excepted svery motor vehicle ownod or controlled by any county shall
baar on both sides thereof tha following inscription: *For Offeial Use Qrly”
Undemeath the inseription shall be the name or title of the county and the
name of the depavtwect, commission, board, burema, officer, agency, *r
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Ty

Wallace G. Rezentes, Jr.

Bernard P, Carvalho, Jr.
Plrector of Finance

Mayor

Belma A. Baris
pepuly Director of Finance

Gary K. Heu
Administrative Assistant

GOUNTY OF KAUA'I
DEPARTMENT OF FINANCE
4444 Rice Straet, Suile 208
Lthue, Hawall 96765

June 10, 2009

TO: -_Pohald Eullmbie, Geunty Engineer

Ed-Renaud, Deputy County Engineer
Robert Westerman, Fire Chicf

Daryl Perry, Chief of Police
Mark Marshall, Civil Defense Administrator

FROM: Wallace Rezentes, Jr., Director of Finance

SUBJECT: Take Home Vehicle Flect

Per our discussions during the FY 10 budget, attached is a spreadsheet detailing the
positions that will be allowed to take home vehicles. As you are aware, these changes were
the result of discussions that Intended fo reduce county costs while siill maintaining
sufficient levels of first responders within yourrespective departments.

| thank all of you for your input and supporl.

Please contact me should you have any questions.

C: Gary Heu, Administrativéi-f\ssistani to the Mayor



POLICE
Presently Taking
Home Cars
D, Pairy - Gidoe]
M, Baglay - Deputy Chicl
H, Bartiga « GIU EL
M. Gordon - GIU St
G, Callo - GIU Offiver
D. Wiyamolo - Admin Lt
P. Kanoto - Aomin L1,
1. Layosa - Veh Malnlenance
E. Apelos - Bvidence Spec.
R. Asher - 1813 Assl. Clvef
R Ventwa - ISB Capl.
J. Takamura - 1SB LL
£. Shibupa - 1SB LL
R. Rosa « 158 SgL
A Rivarn - 1SB Deleclive
8. Shaldoen - (5B Deleclive
J. Kurasoki - 150 Delective
J. Addc - 1SB Deleclive
C. Oiivee < IS0 Deleclive
p. Applegale - IS8 Defeciiva
P. Balbarino - {5B Dolaclive
18, Chong Tim - ISB Delestive
K. Ledesma™ 168 Beleclive

Allow {effective 7/1/09)
Take Home Cars

H. Baniga - CIU LL
4. Gorden « GlU Sgt.
G. Catfio - CIU Olfices

E. Shibuya - 1SB LL

. Rosa - 158 Sgl.

4. Rivora - 158 Deteclive

&. Sheldon - 158 Dotective
J. Kutasaki - IS Dalective
J. Adic - 150 Doleclive

C. Olivor <158 Daleclive

7. Applegate - 158 Detective
. Bullaring - 156 Deluclive
[.R. Chiong Tim - 138 Duelective
K. Ledasma - IS Deleclive

. Gardda - 15D Qificer
5, Hamberg - 158 Clllcer
Tolal (Various) = 25 Officars/3talf

Paito! Bureau = 70 Offlcers

Grand Toin! Taka Homae = 95

FIRE
Westernian - Ghief
Balock - Depiny
HAochanlc

TOTAL: 3

CIVIL DEFENSE
14. Marshall - GO Admiafsiatior
PUBLIC WORKS

B, Fulimolo « Cotnly Engineer

E. ftenaud - Depuly County Gnglneer
R. Nishikawa - Roads DIy Clvel

¥, Morkawn » Roads Supetiniondent
P. Bhimamgto « DR Kapaa

M. Gugahara - DRO Hanafel

G. fiatmores - DRG Honapepo (TA)
B. Inouys - Bultdings Offlcer

W. Koga - Bldps Field Superinlendsht
Custodial Bervices Suporvisor

Japutor Working Supervisor {West)
Janiter Supendeor (East)

Pwmber Warking Supervisor

Plumbue

Plumber

Plumbier

Lead Electrlciandilect. Equip. Repairer
EleclicianElect. Equlp, Working Sup.
Eleclriclan

Efoctriclan -

Efecirician

wastewalar Troptmand Flant Sup.
Solld Wasto Superintendent

. Adaeht - Aalomolove Superintendent

Audomalive Supervisos
Total= 25

Tatal Colnty = §24

Total (Varjous) = t4 CllicarsiStalf
Patrel Bureou = 70 Qfficars”
Graad Tatn] Take Homoe = B4
Waosterman - Chicl

filatock - Deputy

Machunic
TOTAL: 3

}A. Morshall - Gt Admtistralor*=

K. Mortkawa - itends Superdntendant

W. Koga - Didgs Flels Superinlendent

0. Adachi - Auleenolowvs Supariniendent
Tolal=3

Tolal County = 81

County-wide Total Reduction = 30 Vehletes

« Gline 70 Palral Cars authorized for lake home, 3 efficars efacl not o lake home Cals
o o Adminlsicator elecls not Lo lake home cor
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Bernard P, Carvalho, Jr,
Mayor

Gary K. Heu

Managing Director

OFFICE OF THE MAYOR

County of Kaua‘i, State of Hawai‘i

4444 Rice Street, Suite 235, Lihu‘e, Hawai‘i 96766
TEL (808) 241-4900 FAX (808) 241-6877

MESSAGE FROM THE MAYOR
July 2013

Aloha!

At the County of Kaua’i, we strive to provide our employees with the necessary
tools and resources to optimize their work efforts. Under certain circumstances,
employees shall be authorized to take home County owned vehicles as part of their
employment requirement. Continuation of this privilege requires a commitment to
following established policies that may change over time.

There have been various communications over the years regarding policies and
procedures for County owned vehicles {o be taken home. This is the first overall
policy with regards to this issue. As an employee, it is important for you to know
and understand this policy, including the possible tax implications of this fringe
benefit.

Please familiarize yourself with this policy and ask your supervisor if you have any
questions or concerns. This document supersedes all previous policies and earlier
communications on this matter and serves as an interim policy pending the
issuance of the County’s comprehensive Motor Vehicle Policy.

Mabhalo for your commitment to making the County of Kaua'i the best place to
work on the beautiful Garden Island!

Mayor Bernard P. Carvalho, Jr.



COKP0012 Effective Date: [ITUIZIE

PURPOSE;:

The County of Kaua‘i is responsible for ensuring that all County owned vehicles are properly
authorized and utilized for the sole purpose of conducting official County business and are
opetated safely and efficiently in accordance with established State and County laws, regulations
and relevant policies and procedures.

In certain circumstances, it is in the best interest of the County to allow an employee to utilize a
County owned vehicle for the purposes of travel to and from their residence to their assigned
work location.

This document hereby establishes policies and procedures regarding the authorization and use of
Take Home Vehicles.

SCOPE:

The Take Home Vehicle Policy is applicable to any employee of the County of Kaua‘i
authorized to drive and take home a County owned vehicle.

Employees of the County of Kaua‘i Police Department shall also comply with the Kaua‘i Police
Department General Order No. 98-04, Take Home Vehicle-Operation Procedure.

FAILURE TO COMPLY:

Enforcement of this policy is the responsibility of each Department/Agency Head and periodic,
random monitoring and audits of compliance may be conducted at the discretion of the Finance
Director.

Failure to comply with the County’s Take Home Vehicle Policy shall subject an employee to
disciplinary action in accordance with respective collective bargaining agreements, as well as
possible income tax ramifications.

BACKGROUND:

Not applicable.

DEFINITIONS:

ANNUAL LEASE VALUE METHOD: Used to determine the value of a vehicle that is
provided to an employee for commuting use by using its annual lease value multiplied by the

COKPO000 Take Home Vehicle 7-1-2012 Page 1 of &



percentage of personal miles out of the total miles driven by an employee. For a vehicle that is
provided only part of the year, a prorated annual lease value or a daily lease value may be used.

‘The annual Lease Value Method shall be used for elected officials or for employees whose
compensation is more than or equal to the Federal Government Executive Level V.

ASSIGNED WORK LOCATION: The County of Kaua‘i work site that the employee is
officially assigned on a daily basis to perform his or her duties, as determined by the employee’s
Department Head.

CALL OUT: Directed and/or voluntary requirement of an employee to report to a work site
during off duty time to respond to emergencies which require immediate response to protect life
and property.

- COMMUTING MILES: Miles traveled with a Take Home Vehicle between the employee’s
primary place of residence and assigned work location. (In the situation when an employee is
responding to an emergency call out during off duty hours, those miles are not considered
commuting miles).

COMMUTING RULE: Used to determine the value of a vehicle that is provided to an employee
for commuting use by multiplying each one-way commute (from home to work or from work to
home) by $1.50. If more than one employee commutes in the vehicle, this value applies to each
employee. This amount must be included in the employee’s wages or reimbursed by the
employee.

The Commuting Rule can only be used if an employee is not an elected official or whose
compensation is less than or equal to the Federal Government Executive Level V.,

COUNTY OWNED VEHICLE: Any licensed motor vehicle owned or leased, and maintained
and insured by the County of Kaua‘i; and legally certified and approved to be operated upon a
public highway or road.

EMPLOYEE: Any person who is on the County’s current payroll as a fulltime, paritime, or
seasonal hire.

OFF DUTY: Begins at the end of a scheduled or unscheduled (Call-Out) work shift and
terminates at the start of the next scheduled or unscheduled work shift,

OFFICIAL COUNTY BUSINESS: Activities relating to public duty or responsibility conducted
with the knowledge and proper authorization of the County, for the benefit of the County and
directly related to County matters.

ON DUTY: Begins at the start of scheduled or unscheduled (Call-Out) work shift and terminates
at the end of a scheduled or unscheduled work shift.

PERSONAL USE OF COUNTY OWNED VEHICLE: Includes commuting from one’s
residence to assigned work location and from assigned work location to one’s residence and any
other uses not considered Official County Business.
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PUBLIC SAFETY OFFICER: An individual serving a public agency in an official capacity,
with or without compensation, as a law enforcement officer, a firefighter, a chaplain, or a
member of a rescue squad or crew.

QUALIFED NONPERSONAL-USE VEHICLE: Any vehicle an employee is likely to use more
than minimally for personal purposes because of its design. Personal use of a qualified
nonpersonal-use vehicle is not a taxable fringe benefit for the driver (but applicable to any
passengers in the vehicles) and include the following:

1) Clearly marked, through painted insignia or words, police, fire, and public safety officer
vehicles;

2) Unmarked vehicles used by law enforcement officers if the-use is officially authorized;

3) Anambulance or hearse used for its specific purpose;

4) Any vehicle designed to carry cargo with a loaded gross vehicle weight over 14,000
pounds;

5) Delivery trucks with seating for the driver only, or the driver plus a folding jump seat;

6) A passenger bus with a capacity of at least 20 passengers used for its specific purpose;

7) School buses;

8) Tractors and other special-purpose farm vehicles;

9) Bucket trucks, cement mixers, combines, cranes and derricks, dump trucks (including
garbage trucks), flatbed trucks, forklifts, qualified moving vans, qualifed specialized
utility repair trucks, and refrigerated trucks;

10) Pickup trucks clearly marked with permanently affixed decals or special painting with the
County seal or other County associated markings and meets either of the following
requirements: 1) equipped with at least a hydraulic lift gate, permanent tanks or drums,
permanent side boards or panels that materially raise the level of the sides of the truck
bed, or other heavy equipment (electric generator, welder, boom, or crane uesd to tow
automobiles or other vehicles); or 2) is used primarily to fransport a particulat type of
load in a construction, manufacturing, processing, farming, mining, drilling, timbering, or
other similar operation for which it was specially designed or significantly modified,;

11) Vans clearly marked with permanently affixed decals or special painting with the County
seal or other County associated markings and has only a seat for the driver and one other
person and has either permanent shelving that fills most of the cargo area or an open
cargo area and the van always carries merchandise, material or equipment used for
County functions; and

12) Any other vehicle listed under Section 14 of the Internal Revenue Service (IRS) Taxable
Fringe Benefit Guide as a qualified nonpersonal-use vehicle.

QUALIFIED MOVING VAN: Any truck or van used by a professional moving company in the
trade or business of moving household or business goods if 1) no personal use of the van is
allowed other than for travel to and from a move site (or for de minimis personal use, such as a
stop for lunch on the way between two moving sites; 2) personal use for travel to and from a
move site is an irregular practice (that is, not more than five times a month on average); and 3)
personal use is limited to situations in which it is more convenient to the employer, because of
the location of the move site, for the van not to be returned to the employer’s business location.

QUALIFIED SPECIALIZED UTILITY TRUCK: Any truck (not including a van or pickup
truck) specifically designed and used to carry heavy tools, testing equipment, or parts if 1) the
shelves, racks, or other permanent interior construction which has been installed to carry and
store such heavy items is such that it is unlikely that the fruck will be used more than a de
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minimis amount for personal purposes and 2) the employer requires the employee to drive the
truck home in order to be able to respond in emergency situations for purposes of restoring or
maintaining electricity, gas, telephone, water, sewer, or steam utility services.

TAKE HOME VEHICLE: A County owned vehicle designated to a specific employee for which
overnight parking at a non-County site and commute from the employee’s residence to the
employee’s assigned work location are duly authorized in writing.

LEGISLATION:
Hawai‘i Revised Statutes (HRS) §105-1, Government Motor Vehicles, certain uses prohibited
Hawai‘i Revised Statutes (HRS) §105-2, Government Motor Vehicles, exceptions

Hawai‘i Revised Statutes (HRS) §105-7, Government Motor Vehicles, inscriptions on County
motor vehicles

Sections 13 and 14 of the Internal Revenue Service (IRS) Taxable Fringe Benefit Guide
POLICY:

All County owned vehicles shall be used in the execution of official County business and shall
be used in the most efficient, economical, and practical manner possible.

Only authorized County of Kaua'i employees shall operate County owned vehicles and only
County of Kaua‘i employees, contractors and other individuals with related official County
business shall be allowed to be a passenger in a County owned vehicle.

All vehicles shall comply with vehicle labéling or inscription requirements as specified by HRS,
§105-7 and each driver shall obey all State and local motor vehicle laws and ordinances.

As permitted by law (HRS §105-1 and HRS §105-2), the County shall authorize specific
employees to take home vehicles and travel to and from work. Employees are encouraged to use
the most divect route to and from their assigned work location and respective residence.

Take Home Vehicles may not be utilized for any other personal or non-County related travel or
for pleasure.

With the exception of union collective bargaining agreements or in emergency medical
situations, passengers are not allowed in an employee’s Take Home Vehicle during off-duty
hours including during an employee’s commute to and from his or her residence or assigned
work location.

In general, the personal use {including an employee’s work commute) of a County-owned
vehicle is generally a taxable fringe benefit unless the vehicle is defined as a qualified non-
personal use vehicle. It is the County’s responsibility to determine the actual value of

the fringe benefit and include the taxable portion in the employee’s income.,

PROCEDURE(S) THAT APPLY:
COKPGO00Q Take Home Vehicle 7-1-2013 Page 4 of 6



A. Authorization for Use of Take Home Vehicle

Unless provided for in HRS §105-2, Departments/Agencies that believe that an employee
should be authorized the use of Take Home Vehicle in accordance with the provisions of
this policy shall complete and submit a Request for Use of Take Home Vehicle Form
(Attachment A) to the Department of Finance.

Depattments/Agencies shall use reasonable judgment and discretion to determine the
operational and cost effective usage necessary to best meet the Department/Agency’s
objectives. Typically, employees whose job duties require their direct and immediate
response to emergency situations during off duty hours would warrant the need for

a Take Home Vehicle.

Authorization for the use of a County Take Home Vehicle shall be granted on an annual
basis and shall expire at the end of each calendar year.

When the use of a County Take Home Vehicle is no longer required by an employee, the
Department/Agency shall notify the Director of Finance so that the authorization can be
cancelled, The reason for the cancellation (e.g., the employee’s separation, retirement,
transfer or promotion) shall be stated on the form,

B. Tax Requirements

Tn accordance with Internal Revenue Service (IRS) Code, 274, employees provided with a
Take Home Vehicle that meets the definition of a qualified nonpersonal-use vehicle are
exempt from income taxation.

Employees that are provided with a Take Home Vehicle that does not meet the qualified
nonpersonal-use criteria are subject to the value of the personal use of the Take Home
Vehicle as a taxable fringe benefit.

Based on an employee’s status, the Commuting Rule or Annual Lease Value Method shall
be used in computing the value of taxable benefits,

The value of this benefit must be included in an employee’s wages. Federal and State
income tax, social security, and Medicare payroll deductions will be made to an
employee’s paycheck on a monthly basis.

Employees shall be required to complete the Take Home Vehicle Usage Log (Attachment
13) and submit to the Department of Finance on a monthly basis.

Incidental and occasional use of non-exempt Take Home Vehicles shall be considered a
nontaxable fringe benefit. Examples are situations whereby an employee’s assigned
exempt vehicle is down for repairs, an employee is unable to return the vehicle to the
designated baseyard before it closes, an employee will be conducting business away from
the employee’s normal assigned work location and outside an employee’s normally
scheduled work hours, or impending inclement weather necessitates other employees to be
on-call.
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REFERENCE:

Origination Finance-Accounting Division

Modification Finance-Accounting Division
Review Mayor’s Office, Attorneys, Personnel Services, Risk Management
Approval Mayor’s Office, County Attorney’s Office
MODIFICATION HISTORY:
ns en
07-01-2013 1.0 Director of Finance | Original policy

ATTACHMENTS:
Attachments Hsted below are included in the policy document following this section.

Attachment A Request for Use of Take Home County Vehicle
Attachment B Take Home Vehicle Usage Log
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Attachment A

County of Kaua’i
Request for Use of Take Home Vehicle

Unless provided for in HRS §105-2, all employees must complete this form on an annual basis for continued authorization to use ard
take home a County owned vehicle. The following employees need not complete this form:

1y the governor;

2} the mayor of any county;

3)  any member of a police department or fire department or of the staff of a hospital, or any officer or employee of the board
of water supply of the city and county of Honolulw, when using a motor vehicle for a personal purpose incidental to the
person’s serviee or work (but not for pleasure);

4)  any officer or employee of the State who, upon written recominendation of the comptroller, is given writen pemuission by
the govemor to use, operate, or drive for personal use (but not for pleasure) any motor vehicle owned or controlled by the
State;

5) any officer or employee of any county who, upon written recommendation of the budget director, is given writien
permission by the mayor, to use, operate or drive for personal use (but not for pleasuee) any motor vehicle owned or
controlled by the county;

6) any officer or employee of the State, or of any county, who, in case of emergency, because of the person’s illness, or the
person’s incapacity caused by accident while at work, or because of the illuess of a membger of the person’s immediate
family including a reciprocat beneficiary while the person is at work, is conveyed in a motor vehicle to the person’s place
of abode, or to a hospital or ofiter place, but every such use of a motor vehicle shalt be certified to by the officer or by the
head of the depariment, commission, board, bureau, ageney, or instrumentality controlling or possessing the metor vehicle
immediately thereafter, and the certificate shall be forthwith filed with the comptroller, in the ease of the State, or with the
budget director, in the case of the county; and

1) the assigned driver of a Van Go Hawai vehicle or any other state ridesharing program.

Employee: Position:

Department: For Calendar Year:
Vehicle No.:

Check one: Qualified nonpersonal-use vehiclé (tax exempt)

Non-qualified nonpersonal-use vehicle (subject to taxation)

Qualified nonpersonal-use vehicles include: ]

e Clearly marked, through painted insignia or words, police, fire, and public safety officer vehicles;

Unmarked vehicles used by law enforcement ofticers if the use is officially authorized;

An ambulance or hearse used for ils specific purpose;

Any vehicle designed to carry cargo with « loaded gross vehicle weight over 14,000 pounds;

Delivery trucks with seating for the driver only, or the driver plus a folding jump seat;

A passenger bus with & capacity of at least 20 passengers used for its specific purpose;

School buses;

Tractoes and other special-purpose fann vehicles;

Bucket trucks, cement mixers, combines, cranes and derricks, dump trucks {including garbage trucks), flatbed trucks,

forklifts, qualified moving vans, qualified specialized utility repair trucks, end refrigerated trucks;

s Pickup trucks clearly marked with permanently affixed decals or special painting with the County seat or other County
associated markings and meets either of the following requirements; 1) equipped with at least a hydraulic lift gate,
permanent tanks or drums, permanent side boards or panels that materialiy raise the fevel of the sides of the truck bed, or
other heavy equipment (electric generator, welder, boom, or crane used to tow automobiles or other vehicles); or 2} is used
primarily to transport a particular type of load in & construction, manufacturing, processing, farming, mining, drilling,
timbering, or other similar operation for which it was specially designed or significantly modified;

»  Vans clearly marked with permanently affixed decals or special painting with the County seal or other County associated
markings and has only a seat for the driver and one other person and has either permancnt shelving that fills most of the
cargo area or an open cargo area and the van always carries merchandise, material or equipment used for County fiunctions,
and

v Any other vehicle listed under Section 14 of the Intemal Revenue Service (IRS) Taxable Fringe Benefit Guide as a
gualified nonpersonal-use vehicle.
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Attachment A

Justification for Use of Take Home Vehicle:
Authorized by collective bargaining agreement

Other (explain)

I have read the County of Kaua‘i’s Take Home Vehicle Policy and understand that a County Take
Home Vehicle that does not meet the definition of a Qualified Nonpersonal-Use Vehicle is a
taxable fringe benefit and requires the completion of the “Take Home Vehicle Usage Log” on a
monthly basis,

Employee’s signature Date

Requested by:

Department Head Date

s afe o ok o afe o o ool ol e o oo sl e e sheole ok e e st ol el ol o ol ol ol o o oo ol ool o o o ol e ol o o s ok o e o o ol e sl i ol oloR ok R e ol R e
Approved
Denied

Reason(s):

Director of Finance Date

5o ol ok ko e ok ok et e ol ol o e sl ol Tl e sk ok st skl oo ol s o ol e sl ofe e ol o sl o e s sl i ol e o s e e sl ol sk ek R olook sk kodok ok o

Approved

Denied

Mayor Date

e e e of o e ol ool o ok ool s e o s o s ol o sl s o ol o s st el e s i e ol e o sl st e o ol sl skt sl ofe sl et ool o ek e sk ek s ok

For Office Use Only

Exempt Vehicle

Non-Exempt Vehicle (subject to taxation)
Commuting Rule

Annual Lease Value Method
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Attachment B
COUNTY OF KAUA'I
TAKE HOME VEHICLE USAGE LOG

This form must be completed by employees that are assigned to a Take Home Vehicle that does not meet the definition
of a Qualified Nonpersonal-Use Vehicle and therefore, considered a taxable fringe benefit.

Employee: For Month & Year of :
Department: Vehicle No.:

FOR COMPLETION BY ALL EMPLOYEES EXCEPT ELECTED OFFICIALS-1Jse the codes below to indicate Take
Home Vehicle usage for each day of the month. Taxes will be based on Commuting Rule of $1.50 for each one way

commute ($3.00 per day).

0 Did not use Vehicle 2 Two-way commute
1 One-way commute

DAY DAY

mls|eleiwa vt ] =

pot
%3

[y
L

—
-9

Lmal
wh

Pt
L8

FOR COMPLETION BY ELECTED OFFICIALS-Taxes will be based on the annual lease value of the Take Home
Vehicle multiplied by the percentage of personal miles driven for the month.

Personal Miles driven for the month
Total Miles driven for the month
Percentage of Personal Miles

1 certify that this statement is true and accurate in all respects and undertand that a County Take Home Vehicle that does not
meet the definition of a Qualifed Nonpersonal-Use Vehicle is a taxable fringe benefit.

Employee Signature Date

This form is due to the Department of Finance, Payroll Division no later than 5 working days after the end of each month.
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Future Developments

For the latest information about developments related to
Publication 15-B, such as legislation enacted afler it was
published, go to www.irs.gov/pub15b.

' What's New
Get forms and other Information S
faster and easier by: $2,500 limit on a health flexible spending arrange-
ment (FSA). For plan years beginning after December
Internet IRS.gov 31, 2012, a cafeteria plan may not allow an employee to

request salary reduction contributions for a health FSA in
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excess of $2,500. For more information, see Cafeleria
Pians in section 1,

Additional Medicare Tax withholding. In addition to
withholding Medicare tax at 1.45%, you must withhoid a
0.9% Additional Medicare Tax from wages you pay to an
smployee In excess of $200,000 in a calendar year. You
are required to begin withholding Additional Medicare Tax
in the pay period in which you pay wages in excess of
$200,000 to an employee and continue to withhold it each
pay period until the end of the calendar year. Additional
Medicare Tax is only imposed on the employee. There is
no employer share of Additional Medicare Tax. All wages
that are suibject to Medicare tax are subject to Additional
Medicare Tax withholding if paid in excess of the
$200,000 withholding threshold. For more information on
what wages are subject to Medicare tax, see Table 2-1,
fater, and the chart, Special Rules for Various Types of
Services and Paymenis, in section 15 of Publication 15,
{Circular E), Employer's Tax Guide.,

Extension of the exclusion for educational assis-
tance programs. The exclusion for educafional assis-
tance has been extendsd to years beginhing after Decem-
her 31, 2012, For more information about this exclusion,
see Educational Assistance in section 2,

Extension of the exclusion for adoption assistance
programs. The exclusion for adoption assistance has
been extended to years beginning after December 31,
2012. For more information about this axclusion, see
Adoption Assistance n section 2.

Leave-based donation programs to aid victims of
Hurticane Sandy. Under these programs, employees
may donate their vacation, sick, or personal leave in ex-
change for employer cash payments made before Janu-
ary 1, 2014, to qualified tax-exempt organizations provid-
ing relief for the victims of Hurricane Sandy. The donated
leave will not be included in the income or wages of the
employee. The employer may deduct the cash payments
as business expenses or charitable confributions. For
more information, see Notice 2012-69, 2012-51, .R.B.
712, available at www.irs.gov/irb/2012-51_IRB/ar08.hitml.

Cents-per-mile rule. The business mileage rate for 2013
is 58.5 cents per mile. You may use this rate to reimburse
an employee for business use of a personal vehicle, and
under certain conditions, you may use the rate under the
cents-per-mile rule o value the personal use of a vehicle
you provide to an employee, See Canis-Per-Mile Riuile in
seclion 3.

Qualified parking exclusion and commuter transpor-
tation benefit. For 2013, the monthly exclusion for quali-
fled parking is $245 and the monthly exclusion for com-
mutet highway vshicle transportation and transit passes is
$245. See Qualified Transportation Benefits in section 2.

Reminders

Employer-provided cefl phones. The value of an em-
ployer-provided cell phone, provided primarily for non-
compensatory business reasons, is excludable from an
employee's income as a working condition fringe benefit.
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Personal use of an employer-provided cell phone, provi-
ded primarily for noncompensatory business reasons, is
excludable from an employee's income as a de minimis
fringe benefit, For details, see Employer-Provided Cell
Phones, De Minimis (Minimal) Benefits, and Working
Condition Benefits in section 2.

Expiration of benefits for volunteer firefighters and
emergency medical responders. The gross income
exclusion for benefits provided io volunteer firefighters
and emergency medical responders expired ocn Decem-
ber 31, 2010,

Simple cafeterla plans. The Patient Protection and Af-
fordable Care Act amended code section 125 to allow efi-
gible employers' cafeteria plans to qualify as simple cafe-
teria plans. Simple cafeteria plans as desciibed in section
1 will be treated as meeting certain nondiscrimination re-
quirements.

Photographs of missing children. The Internal Reve-
nus Service is a proud partner with the National Center for
Missing and Exploited Children. Photographs of missing
children selected by the Center may appear in this publi-
catlon on pages that would otherwise be blank. You can
help bring these children home by looking at the photo-
graphs and calling 1-800-THE-LOST (1-800-843-5678) if
you recognize a child.

Introduction

This publication supplements Publicalion 15 {Circular £},
Employer's Tax Guide, and Publication 15-A, Employer's
Supplemental Tax Guide. It contains information for em-
ployers on the employment tax treatment of fringe bene-
fits.

Comments and suggestions. We welcome your com-
ments about this publication and your suggestions for fu-
ture editions.

You can write to us at the following address:

internal Revenue Service

Business, Exempt Organizations, and international
Forms and Publications Branch
SE:W.CAR:MP.T:B

1111 Constitution Ave. NW, IR-65286

Washington, DC 20224

We respond to many letters by telephone. Therefore, it
would be helpful if you would include your daytime phone
number, including the area code, in your correspondence.

You can email us at faxforms@irs.gov. Please put
“Publication 15-B" on the subject line. You can also send
us comments from www.irs. gov/formspubs. Click on More
Information and then click on Comment on Tax Forms and
Publications.

Although we cannot respond individually to each com-
ment received, we do appreciate your feedback and will
consider your comments as we revise our tax products.
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1. Fringe Benefit Overview

A fringe benefit is a form of pay for the performance of
services. For example, you provide an employee with a
fringe benefit when you allow the employee to use a busi-
ness vehicle to commute to and from work.

Performance of services. A person who performs serv-
ices for you does not have fo be your employee. A person
may perform setvices for you as an independent contrac-
tor, partner, or director. Also, for fringe benefit purposes,
treat a person who agrees not to perform services (such
as under a covenant not to compete} as performing serv-
ices. :

Provider of henefit. You are the provider of a fringe ben-
efit if it is provided for services performed for you. You are
the provider of a fringe benefit even if your client or cus-
tomer provides the benefit to your employee for services
the employee performs for you. For example, you are the
provider of a fringe benefit for day care even if the day
care is provided by a third party.

Recipient of benefit. The person who performs services
for you is the recipient of a fringe benefit provided for
those services. That person may be the recipient even if
the benefit is provided to someone who did not perform
services for you. For example, your employee may bs the
recipient of a fringe benefit you provide to a member of the
employee's family.

Are Fringe Benefits Taxable?

Any fringe benefit you provide is taxable and must be in-
cluded in the recipient's pay unless the law specifically ex-
cludes it. Seclion 2 discusses the exclusions that apply to
certain fringe benefits. Any benefit not excluded under the
rules discussed in section 2 is taxable.

Including taxable benefits in pay. You must include in
a racipient's pay the amount by which the value of a fringe
benefit is more than the sum of the following amounts.

¢ Any amount the law excludes from pay.
* Any amount the recipient paid for the benefit.

The rules used to determine the value of a fringe benefit
are discussed in seclion 3,

If the recipient of a taxable fringe benefit is your em-
ployee, the benefit is subject to employment taxes and
must be reported on Form W-2, Wage and Tax Statement.
However, you can use special rules to withhold, deposit,
and report the employment taxes. These rules are dis-
cussed in section 4.

If the recipient of a faxable fringe benatit is not your em-
ployee, the henefit is not subject to employment taxes.
However, you may have to report the batiefit on one of the
following information returns.
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If the recipient
receives the benefit
as: Use:

An independent Form 1029-MISC, Misceltaneous Income

contractor

A pariner Schedule K-1 {Farm 1085), Partnar's
Share of Income, Deductions, Credits,

etc.

For more information, see the instructions for the foris lis-
ted above.

Cafeteria Plans

A cafeteria plan, including a flexible spending arrange-
ment, is a wiitten plan that allows your employees to
choose belween receiving cash or iaxable benefits in-
stead of certain qualitied benefits for which the law pro-
vides an exclusion from wages. If an employas choosses
to receive a qualified benefit under the plan, the fact that
the employes could have received cash or a taxable ben-
efitinstead will not make the qualitied benefit taxable.

Generally, a cafeteria plan does not include any plan
that offers a benefit that defers pay. However, a cafeteria
plan can include a qualified 401{k) plan as a benefit. Also,
certain life insurance plans maintained by educational in-
stitutions can be offered as a benefit even though they de-
fer pay.

Qualified benefits. A cafeteria plan can include the fol-
fowing benefits discussed in section 2,

¢ Accident and health bensfits {but not Archer medical
savings accounts (Archer MSAs) or long-term cate in-
surance).

* Adoption assistance.

* Dependent care assistance.

* Group-term life insurance coverage (including costs
that cannot be excluded from wages).

# Health savings accounts (HSAs). Distributions from
an HSA may be used to pay eligible long-term care in-
surance premiums or qualified long-term care serv-
ices.

Benefits not allowed. A cafeteria plan cannot include
the following benefits discussed in section 2.

e Archer MSAs. See Accident and Healih Benefiis in
section 2.

Athletic facilities.

De minimis {minimal) benefits.

Educational assistance.

Employee discounts.

Employer-provided celf phones.

¢ | odging on your business premises.
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* Meals.

* Moving expense reimbursements.

* No-additional-cost services.

* Transportation (commuting) benefits.
* Tuition reduction.

» Working condition benefits.

It also cannot include scholarships or fellowships (dis-
cussed in Publication 970, Tax Benefits for Education).

© $2,500 limit on a health flexible spending arrange-
ment (FSA). For plan years beginning after December
31, 2012, a cafeteria plan may not allow an employee fo
request salary reduction contributions for a health FSA in
excess of $2,500.

A cafeteria plan offering a health FSA must be amen-
ded to specify the $2,500 limit {or any lower fimit set by
the employer). While cafeteria plans generally must be
amended on a prospective basis, an amendment that is
adopted on or before December 31, 2014, may be made
effective retroactively, provided that in operation the cafe-
teria plan meets the limit for plan years beginning after
December 31, 2012. A cafeteria plan that does not limit
health FSA contributions to $2,500 is not a cafeterla plan
and all benefits offerad under the plan are includible in the
amployea's gross income,

For more information, see Nolice 2012-40, 2012-26
.A.B. 1046, available at www.irs.govirb/2012-26 IRB/
arg9.himl.

Employee. For these plans, treat the following individu-
als as employees.

& A current common-law employee. See section 2 in
Publication 15 (Circular E} for more information.

s A full-time life insurance agent who is a current statu-
tory employee.,

* Aleased employee who has provided services to you
on & substantially full-time basis for at least a year If
the services are performed under your primary direc-
tion or control.

Exception for S corporation shareholders, Do not
treat a 2% shareholder of an S corporation as an em-
ployee of the corporation for this purpose. A 2% share-
holder for this purpose is someone who direclly or Indi-
reclly owns (at any time during the year} more than 2% of
the corporation's stock or stock with more than 2% of the
voting powset. Treat a 2% shareholder as you would a
partner in a parinership for fringe benefit purposes, but do
not treat the benefit as a reduction in distributions to the
2% shareholder.

Plans that favor highly compensated employees. If
your plan favors highly compensated employees as to eli-
gibllity fo participate, confributions, or benefits, you must
include in thelr wages the value of taxable benefits they
could have selected. A plan you maintain under a collec-
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tive bargaining agreement does not favor highly compan-
sated employses.

A highly compensated employes for this purpose is any
of the following employees.

1. An officer.

2. A shareholder who owns maore than 5% of the voting
power or vatue of all classes of the employet's stock.

3. An employee who is highly compensaled based on
the facts and circumstances.

4, A spouse or dependent of a person described in (1),
(2), or (3}.

Plans that favor key employees. If your plan favors key
employees, you must include in thelr wages the value of
taxable benefits they could have selected. A plan favors
key employees if more than 25% of the iotal of the nontax-
able banefits you provide for all employees under the plan
go to key employees. Howevat, a plan you maintain under
a collective bargaining agreement does not favor key em-
ployees.

A key employee during 2013 is generally an employee
who is either of the following.

1. An officer having annual pay of more than $165,000.
2. An employee who for 2013 is elther of the following.
a. A B% owner of your business.

b. A 1% owner of your business whose annual pay
was more than $150,000.

Simple Cafeteria Plans

Eligible employers meeting contribution requirements and
eligibility and participation requirements can establish a
simple cafeteria plan. Simple cafeteria plans are treated
as meeling the nondiscrimination requirements of a cafe-
teria plan and certain benefits under a cafeteria plan.

Eligible employer. You are an sligible employer if you
employ an average of 100 or fewer employees during ei-
ther of the 2 preceding years, If your business was not in
existance throughout the preceding year, you are eligible
if you reasonably expect to employ an average of 100 or
fewer employees in the current year. If you astablish a
simple cafeteria plan in a year that you employ an average
of 100 or fewer employees, you are considered an eligible
employer for any subsequent year as long as you do not
employ an average of 200 or more employees in a subse-
quent year.

Eligibility and participation requirements. These re-
guirements are met if all employees who had at least
1,000 hours of service for the preceding plan year ate eli-
gible to participate and each employee efigible to partici-
pate in the plan may slact any benefit available under the
plan. You may elect to exclude from the plan employses
who:

1. Are under age 21 before the close of the plan year,
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2. Have less than 1 year of service with you as of any
day during the plan year,

3. Are covered under a collective bargaining agreement,
or

4. Are nonresident aliens working cutside the United
States whose income did not come from a U.S.
source.

Contribution requirements. You must make a contribu-
tion to provide qualified benefits on behalf of each quali-
fied employee in an amount equal to:

1. A uniform percentage (not less than 2%} of the em-
ployee’s compensaticn for the plan year, or

2. An amount which is at least 6% of the employee’s
compensation for the plan year or twice the amount of
the salary reduction contributions of each qualified
employee, whichever is less.

If the contribution requirements are met using option {2)
above, the rate of contribution to any salary reduction con-
tribution of a highly compensated or key employee can
not be greater than the rate of contribution to any other
employee.

More information. For more information about cafeteria
pians, see section 125 of the Internal Ravenue Code and
its regulations.

2. Fringe Benefit Exclusion
Rules

This section discusses the exclusion rules that apply to
fringe benefits. These rules exclude all or part of the value
of certain benefits from the recipient's pay.

The excluded benefits are not subject o federal in-
come tax withholding. Also, in most cases, they are not
subject to social security, Medicare, or federal unemploy-
ment (FUTA) tax and are not reported on Form W-2,

This section discusses the exclusion rules for the fol-
lowing fringe benefits.

¢ Accident and health benefits.
* Achievement awards.

¢ Adoption assistance.

Athletic facilities.

* Da minimis {minfmal) benefits.
s Dependent care assistance.

¢ Educational assistance.

¢ Employee discounts.

* Employes stock options.

¢ Employer-provided cell phones.
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¢ Group-term ife insurance coverage.

Health savings accounts (HSAs).

¢ [ odging on your business premises,
* Meals,

* Moving expense reimbursements.

* No-additional-cost services,

* Retirement planning services.

® Transportation (commuting) benefits.
® Tuition reduction.

* Working condition bensfits.

See Table 2-1, later, for an overview of the employment
tax treatment of these benefits.

Accident and Health Benefits

This exclusion applies o contribhutions your make fo an ac-
cident or health plan for an employee, including the follow-
ing.
¢ Contributions to the cost of accident or health insur-
ance including qualified long-term care insurance.

¢ Contributions to a separate trust or fund that directly
or through insurance provides accident or health ben-
efits,

® Contributions to Archer MSAs or health savings ac-
counts {discussed in Publication 969, Health Savings
Accounts and Other Tax-Favored Health Plans).

This exclusion also applies to payments you directly or
Indirectly make to an employee under an accident or
health plan for employees that are either of the following.

* Payments or reimbursements of medical expenses.

® Payments for specific injuries or illnesses (such as the
loss of the use of an arm or leg). The payments must
be figured without regard to any pericd of absence
from work.

Accident or health plan. This is an arrangement that
provides benefits for your employees, their spouses, their
dependents, and thair children {under age 27} in the avent
of personal injury or sickness. The plan may be insured or
noninsured and does not need to be in writing.

Employee. For this exclusion, freat the following individu-
als as employees.

s A current common-law employee.

& A full-time life insurance agent who is a current siaiu-
tory employes.

* Aretired employee.

s A former employee you maintain coverage for based
on the employment relationship.
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Table 2-1. Special Rules for Various Types of Fringe Benefits
(For more information, see the full discussion in this section.)

Treatment Under Employment Taxes

Type of Fringe Benefit

Income Tax Withholding

Soctal Securlty and Medicare
{including Additional Medicare
Tax when wa?es are Baid in

Federal Unemploymeni (FUTA}

excess of $200,000)
Exempt'?, except for long-term care  |Exempt, except for certain payments  |Exempt
Accident and health benefils benelils provided through a flexible  [to S corporation employeas who ate
spanding or similar arrangement. 2% shareholders.
Achievament awards Exempt! up to $1.600 for qualifizd plan awards ($400 for nonqualified awards),
Adoption assistance Exempt!? Taxable Taxable

Alhletic facilities

Exempt if substantially all use during the calendar year is by emp!a;;eas, 1hair spouses, and their dependent children

and tha facility is operated by the employer on premises owned or

eased by the employer.

De minimis (minimal) benefits

Exempt

Exampt

1Exempt

Dependent care assislance

Exempt® up to cettain limits, $5,000 {$2,500 for married employes filing separate return}.

Educational assislanca

Exempt up to $5,250 of benefits each year. (See Educalional Assisfance, later in this section.}

Employee discounts

Exampt® up to certain limits. (Sea Employee Discounts, later in this sactian.}

Employee stock options

See Emploves Slock Options, laler in this seclion.

Employer-provided cell phones

Exempt if provided primarily for noncompensatory business purposes,

Group-term life insurance covarage

Exernpt

Exernpt'? up to cos! of $50,000 of
coverage. {Special rules apply to
former employees.)

Exempt

Health savings accounis (HSAs}

Exampt for qualified individuals up to the HSA contribution limits. {Sse Health Savings Accounts, later in this section.)

Lodging on your business premises

Exempt! if furnished for your convenience as a condition of employment.

Exampt if furnished on your business premises for your convenience.

Meals
Exempt i de minimis.

Moving expense reimbursements

Exarnpt! if expanses would ba deductible if the employes had paid them,

No-additional-cost services Exampt®

Exernpt®

Exempt®

Retirement planning services Exempt®

Exempt®

Exempt®

Transportation (commuting} bansfits [saction.)

Exampt! up 1o certain limits if for rides in a commuter highway vehicle and/or transit passes ($245), qualified parkin?
{$245), or qualified bicycle commuting reimbursemeni*‘% his

$20). {See Transnoriation (Commuding} Benefits, laterin t

Exampt if de minimis,

Tuitien reduction Ex?mtpﬁ)ﬁ for undergraduate education {or graduate education if the amployee performs teaching or research
aciivities}.
Working condition benefits Exempt 1Exempl Exempt

t Examplion does not apply to S corporation employses who ars 2% shareholders.

transit pass, or gualified parking benefits in that sama roonth,

insurance. Repor it as wages in
taxes, and yau may, at your aplion, wilhhold federal incame iax.

2 Exernption does not apply to cantain highly compensated smployses under a self-insured plan that favors those employees.

2 Exemption does not apply to certain highly compensaled employees under a proegram that favors those employees.

* Examplion does not apply to cartain key emnployeess under a plan that favors those employeas.

8 Examplion does not apply to services for tax praparation, accaunting, fegal, ot brekerags services.

%1t the employea receivas a qualified bicycls commuting reimbursemant in a qualified bicycle commuting menth, the employea cannot recaive commuter highway vehicla,

7¥ou must includa in your emp!ogoee‘s wagss the cost of areup-term [He insurance bayond $50,000 worth of coverags, reduced by the amount the employes paid toward the
xes 1, 3, and 5 of the amployes's Form W-2. Also, show it in box 12 with cods "C." The amount is subject o social securtty and Medicare

* A widow or widower of an individual who died while an
employee.

¢ A widow or widower of a retired employee.

¢ For the exclusion of contributions to an accident or
health plan, a leased employse who has provided
services to you on a substantially full-fime basis for at
ieast a year if the services are perfarmed under your
primary direction or control.

Special rule for certain government plans. For cer-
tain government accident and health plans, payments to a
deceased plan participant's beneficiary may qualify for the
exclusion from gross income if the other raquirements for
exclusion are met. See section 105(j} for details.
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Exception for 8 corporation shareholders. Do not
treat a 2% shareholder of an S corporation as an em-
ployee of the corporation for this purpose. A 2% share-
holder is someone who direcfly or indirectly owns (at any
time during the year) more than 2% of the corporation's
stock or stock with more than 2% of the voting power.
Treat a 2% shareholder as you would a pattner in a part-
nership for fringe benefit purposes, but do not ireat the
benefit as a reduction In distributions to the 2% share-
holder.

Exclusion from wages. You can generally exclude the
value of accident or health benefits you provide to an em-
ployee from the employee’s wages.

Exception for cettain long-term care benefits. You
cannct exclude contributions fo the cost of long-terim care
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insurance from an employee's wages subject to federal in-
come tax withholding if the coverage is provided through a
flexible spending or similar arrangement. This is a benefit
program that reimburses specified expenses up to a maxi-
mum amount that Is reasonably available to the employee
and is less than five times the total cost of the insurance,
However, you can exclude these contributions from the
employee's wages subject to social security, Medicare,
and federal unemploymant (FUTA) taxes.

S corporation shareholders. Because you cannot
treat a 2% shareholder of an S corporation as an em-
ployee for this exclusion, you must include the value of ac-
cident or health benefits you provide to the employes in
the employee's wages subject to federal income tax with-
holding. However, you can exclude the value of these
benefits {other than payments for specific injuries or ill-
nesses) from the employee's wages subject to social se-
curity, Medicare, and FUTA taxes.

Exception for highly compensated employees. |f
your plan is a self-insured medical reimbursement plan
that favors highly compensated employees, you must in-
clude all or part of the amounts you pay to these employ-
ees in their wages subject to federal income tax withhold-
ing. However, you can exclude these amounts {other than
payments for specific injuries or ilinesses) from the em-
ployee's wages subject to social security, Medicare, and
FUTA taxes.

A seif-insured plan is a plan that reimburses your em-
ployees for medical expenses hot covered by an accident
or health insurance policy.

A highly compensated employee for this exception is
any of the following individuals.

¢ One of the five highest paid officers.

* An employee who owns (ditectly or indirectly) more
than 10% In value of the employer's stock.

¢ An employee who is among the highest paid 25% of
all employees {other than those who can be excluded
from the plan).

For more information on this exception, see section
105{h) of the Internal Revenue Code and its regulations.

COBRA premiums. The exclusion for accident and
health benefits applies to amounts you pay to maintain
medical coverage for a current or former employee under
the Combined Omnibus Budget Reconclliation Act of
1986 (COBRA). The exclusion applies regardless of the
length of employment, whether you directly pay the premi-
ums or reimburse the former employee for premiums paid,
and whether the employes's separation is permanent or
temporary.

Achievement Awards

This exclusion applies to the value of any tangible per-
sonal property you give to an employee as an award for
either length of service or safely achievement. The exclu-
sion does not apply to awards of cash, cash equivalents,
gift ceriificates, or other intangible property such as
vacations, meals, lodging, tickets to theater or sporting
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events, stocks, bonds, and other secutities. The award
must meet the requirements for employee achievement
awards discussed In chapter 2 of Publication 535, Busi-
ness Expenses.

Employee. For this exclusion, treat the folfowing individu-
als as employees.

¢ A current employee.

¢ A former common-law employee you maintain cover-
age for in consideration of or based on an agreement
relating to prior service as an employee.

* Aleased employes who has provided services 1o you
on a substantially full-time basis for at least a year if
the services are performed under your primary direc-
ticn or contral,

Exception for S corporation shareholders. Do not
freat a 2% shareholder of an S corporation as an em-
ployee of the corporation for this purpose. A 2% share-
holder is someone whao directly or indirectly owns {(at any
time during the year} more than 2% of the corporation’s

. stock or stock with more than 2% of the voting power.

Treat a 2% shareholder as you would a partner In a pari-
nership for fringe benefit purposes, but do not treat the
henefit as a reduction In distributions to the 2% share-
holder.

Exclusion from wages. You can generally exclude the
value of achievement awards you give to an employee
from the employee's wages if their cost is not more than
the amount you can deduct as a business expense for the
year. The excludable annual amount is $1,600 ($400 for
awards thai are not “qualified plan awards"). See chap-
ter 2 of Publication 535 for more informatlon about the
limit on deductions for employee achievement awards.

P 7o delermine for 2013 whether an achievement
. award is a “quallfied plan award” under the de-
b duction rules described in Publication 535, treat
any employee who received more than $115,000 in pay
for 2012 as a highly compensaled employee.

If the cost of awards given to an employee is more than
your aliowable deduction, include in the employee's wa-
ges the larger of the following amounts.

® The partt of the cost that is more than your allowable
deduciion {up to the value of the awards).

& The amount by which the value of the awards exceeds
your allowable deduction.

Exclude the remaining value of the awards from the em-
ployee's wages.

Adoption Assistance

An adoption assistance program is a separate written plan
of an employer that meeis all of the following require-
ments.

1. It benefits employees who qualify under rules set up
by you, which do not favor highly compensated

Page 7



employaes or their dependents. To determine
whether your plan meets this test, do not consider
employees excluded from your plan who are covered
by a collective bargaining agreement, if there is evi-
dance that adoption assistance was a subject of
good-faith bargalning.

2, ltdoes not pay more than 5% of its payments during
the year for shareholders or owners {or thelr spouses
ot dependents). A sharehelder or owner is someone
who owns (on any day of the year) more than 5% of
the stock or of the capital or profits interest of your
business.

3. You give reasonable naotice of the plan to eligible em-
ployees,

4. Employees provide reasonable substantiation that
payments or reimbursements are for qualifying ex-
penses. :

For this exclusion, a highly compensated employee for
2013 is an employee who meets either of the following
tests.

1. The employee was a 5% owner at any time during the
year or the preceding year.

2. The employee recsived more than $115,000 in pay
for the preceding year.

You can choose to ignore test (2) if the employee was not
also in the top 20% of employees when ranked by pay for
the preceding year.

You must exclude all payments or reimbursements you
make under an adoption assistance program for an em-
ployee's qualified adoption expenses from the employes's
wages subject to federal income tax withholding. How-
ever, you cannoi exclude these payments from wages
subject to social security, Medicare, and federal unem-
ployment (FUTA} taxes. For more information, see the In-
structions for Form 8838, Qualified Adoption Expenses.

You must report all qualifying adoption expenses you
pald or reimbursed under your adoption assistance pro-
gram for each employee for the year in box 12 of the em-
ployee's Form W-2. Use code “T" to identify this amount.

Exception for § corporation shareholders. For this
exclusion, do not treat a 2% shareholder of an S corpora-
tion as ah employee of the corporation. A 2% shareholder
is someone who directly or indirectly owns (at any fime
during the year} more than 2% of the corporation's stock
or stock with more than 2% of the voting power. Treat a
2% shareholder as you would a partner in a partnership
for fringe benefit purposes, including using the benefit as
a reduction in distributions to the 2% shareholder.

Athletic Facilities

You can exclude the value of an employese’s use of an
on-premises gym or other athletic facility you operate from
an employee's wages if substantially alt use of the facility
during the calendar year Is by your employees, their
spouses, and their dependent children. For this purpose,
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an employee’s dependent child is a child or stepchild who
is the employee's dependent or who, if both parents are
deceasad, has not attained the age of 25.

On-premises facility. The athletic facility must be loca-
ted on premises you own or lease. It does not have to be
located on your business premises. However, the exclu-
slon does not apply to an athletic facility for residential
use, such as athletic facilities that are part of a resort.

Employee. For this exclusion, treat the following individu-
ais as employees.

¢ A current employee.
* Atformer employese who retired or left on disability.

® A widow or widower of an individuat who died while an
employee.

* A widow or widower of a former employee who retired
or left on disability.

* A lsased employee who has provided services to you
on a substantially full-time basis for at least a year if
the services are performed under your primary direc-
tion or control.

* A partner who performs services for a partnership,

De Minimis (Minimal) Benefits

You can exclude the value of a de minimis benefit you
provide to an employee from the employee's wages. A de
minimis benefit is any property or service you provide to
an employes that has so litfle value {taking into account
how frequently you provide similar benefits to your em-
ployees) that accounting for it would be unreasonable or
administratively impracticable. Gash and cash equivalent
fringe benefits (for example, use of gift card, charge card,
or credit card), no matter how little, are never excludable
as a de minimis benefit, except for occasional meal
money or transportation fare.

Examples of de minimis benefits include the following.

¢ Perschal use of an employer-provided cell phone pro-
vided primarily for noncompensatory business purpo-
ses. See Employer-Provided Celf Phones, later in this
section, for details.

* Occasional personal use of a company copying ma-
chine if you sufficlently control its use so that at least
85% of its use is for business purposes,

* Holiday gifts, other than cash, with a low fair market
value.

* Group-term lite insurance payable on the death of an
employee's spouse or dependent if the face amount is
not more than $2,000.

* Meals. Sea Meals, later in this section, for details.

* Occasional parties or picnics for employeas and their
guests.

® QOccasional tickets for theater or sporting events.
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* Transportation fare, See Transportation (Commuting)
Bengfits, later in this section, for details.

Employea. For this exclusion, ireat any recipient of a de
minimis henefit as an employee.

Dependent Care Assistance

This exclusion applies to household and dependent care
services you directly or indirectly pay for or provide to an
employee under a dependent care assistance program
that covers only your employees. The services must be for
a qualifying person's care and must be provided to allow
the employee to work. These requirements are basically
the same as the tests the employee would have to mest to
¢laim the dependent care credit if the employee paid for
the services. For more information, see Qualifying Person
Test and Work-Related Expense Test in Publication 503,
Child and Bependent Care Expenses.

Employee. For this exclusion, treat the following individu-
als as employeas.

¢ A current employee.

* Aleased employee who has provided services to you
on a substantially full-time basis for at least a year if
the services are performed undsr your ptimary direc-
tion or control.

* Yourself {if you are a sole proprietor).

s A pariner who performs services for a partnership.

Exclusion from wages. You can exclude the value of
benefits you provide to an employee under a dependent
care assistance program from the employee's wages if
you reasonably believe that the employee can exclude the
benefits from gross income.

An employse can generally exclude from gross income
up to $5,000 of benefits received under a dependent care
assistance program each year. This limit is reduced to
$2,500 for married employees filing separate returns.

However, the exclusion cannot be more than the
smaller of the earned income of either the employee or
employee's spouse. Special rules apply to determine the
earned income of a spouse who is either a student or not
able to care for himsaelf ot herself. For more information on
the earned income limit, see Publication 503,

Exception for highly compensated employees.
You cannot exclude dependent care assistance from the
wages of a highly compensated employee unless the ben-
efits provided under the program do not favor highly com-
pensated employees and the program meets the require-
ments described In section 129(d) of the Internal Revenue
Code.

For this exclusion, a highly compensated employee for
2013 is an employee who meets either of the following
tesis.

1. The employes was a 5% owner at any time during the
yeat or the preceding year.

Publication 15-B (2013)

2. The employee received more than $115,000in pay
for the preceding vear.

You can choose to ignore test {2) if the employee was not
also in the top 20% of employees when ranked by pay for
the preceding yeat.

Form W-2, Report the value of all dependent care assis-
tance you provide to an employee under a dependent
care assistance program in box 10 of the employee's
Form W-2. Include ahy amounts you cannot exclude from
the employee's wages in boxes 1, 3, and 5. Report both
the nontaxable portion of assistance {up to $5,000) and
any assistance above the amount that is non-taxable to
the employee.

Example. Company A provides a dependent care as-
sistance flexible spending arrangement to its employees
through a cafeteria plan. In addition, it provides occasional
on-site dependent care to its employees at no cost. Emily,
an employee of company A, had $4,500 deducted from
her pay for the dependent care flexible spending arrange-
ment. In addition, Emily used the on-site dependent care
several times. The fair market value of the on-site care
was $700, Emily's Form W-2 should report $5,200 of de-
pendent care assistance in Box 10 {$4,500 flexible spend-
ing arrangement plus $700 on-site dependent care).
Boxes 1, 3, and 5 should include $200 (the amount in ex-
cess of the nontaxable assistance), and applicable taxes
should be withheld on that amount.

Educational Assistance

This exclusion applies to educational assistance you pro-
vide to employees under an educational assistance pro-
gram. The exclusion also appilies to graduate level cour-
ses,

Educatlional assistance means amounts you pay or in-
cur for your employees' education expenses. These ex-
penses generally include the cost of books, equipment,
fees, supplies, and tuition. Howevar, these expenses do
net include the cost of a course or other education nvolv-
ing sports, games, or hobbies, unless the education:

* Has a reasonable relationship to your business, or

* |s required as part of a degree pragram.

Education expenses do not include the cost of tools or
supplies {other than textbooks) your employee is allowed
to keep at the end of the course. Nor do they include the
cost of lodging, meals, or transportation.

Educational assistance program. An educational as-
sistance program Is a separate writien plan that provides
educational assistance only to your employees. The pro-
gram qualifies only if all of the following tests are met.

* The program benefits employees who qualify under
rules set up by you that do not favor highly compensa-
ted employees, To determine whether your program
meets this test, do not consider employees excluded
from your program who are covered by a-collsctiva
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bargaining agreement if there is evidence that educa-
tional assistance was a subject of good-faith bargain-
ing.

® The pragram does not provide more than 6% of its
benefits during the year for shareholdets or owners. A
shareholder or owner Is somecne who owns {on any
day of the year) more than 5% of the stock or of the
capital or profits interest of your businass.

¢ The program does not alfow employees to choose to
receive cash or other benefits that must be included in
gross income instead of educational assistance.

* Yol give reasonable notice of the program to eligible
employess.

Your program can cover former employees if their employ-
ment is the reason for the coverags.

For this exclusion, a highly compensated employee for
2013 is an employee who meets either of the following
tests.

1. The employee was a 5% owner at any time during the
year or the preceding year.

2. The employee received more than $115,000 in pay
for the preceding year.

You can choose to ignore test (2) if the employee was not
also in the top 20% of employees when ranked by pay for
the preceding year,

Employee. For this exclusion, treat the following individu-
als as employees.

* A curreni employee.

o A former employee who retired, left on disabifity, or
was laid off.

s A leased employee who has provided services o you
on a substantially full-time basis for at least a year if
the services are performad under your primary direc-
tion or control,

® Yourself (if you are a sole proprietor).

s A partner who performs services for a partnership.

Exclusion from wages. You can exclude up to $5,250
of educational assistance you provide to an employee un-
der an educational assistance program from the employ-
ee's wages each year.

Assistance over $5,250. If you do not have an edu-
cational assistance plan, or you provide an employee with
assistance exceeding $5,250, you must include the value
of these benefits as wages, unless the benefits are work-
ing condition benefits. Working condition benefits may be
excluded from wages. Properly or a service provided is a
working condition benefit to the extent that if the employee
paid for if, the amount paid would have been deductible
as a business ot depreciation expense. See Working Con-
dition Benelits, later in this section.
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Employee Discounts

This exclusion applies to a price reduclion you give an
employee on properly or services you offer fo cusiomers
in the ordinary course of the line of business in which the
employee performs substantial services. However, it does
not apply fo discounts on real property or discounts on
parsonal praperty of a kind commonly held for investment
(such as stocks or bonds).

Employee. For this exclusion, treat the following individu-
als as smployees,

* A cutrent employee.
¢ A former employee who retired or left on disability.

* A widow or widower of an individual who died while an
smployse.

¢ A widow or widower of an employee who retired or left
on disability.

* A leased employee who has provided services to you
on a substantially fulltime basis for at least a year if
the services are performed under your primary direc-
fion or control.

¢ A partner who performs setvices for a partnership.

Exclusion from wages. You can generally exclude the
value of an employes discount you provide an employee
from the employee's wages, up to the following fimits.

e For a discount on services, 20% of the price you
charge nonemployee customers for the service.

* For a discount on merchandise or other property, your
gross profit percentage times the price you charge
nonemployee customers for the property.

Determine your gross profit percentage in the line of
business based on all property you offer to customers (in-
cluding employee customers} and your experience duting
the tax year immediately hefore the tax year in which the
discount is available. To figure your gross profit percent-
age, sublract the total cost of the property from the fotal
sales price of the property and divide the resuit by the to-
fal sales price of the propetrty.

Exception for highly compensated employees.
You cannot exclude from the wages of a highly compen-
sated employee any part of the value of a discount that is
not available on the same terms to one of the following
groups.

¢ Ajl of your employees.
¢ A group of employees defined under a reasenable

classification you set up that does not favor highly
compensated employeeas,

For this exclusion, a highly compensated employee for
2013 is an employee who meets either of the following
{ests.

1. The employee was a 5% owner at any time during the
year or the preceding yeat.
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2. The employse received more than $115,000 in pay
for the preceding year.

You can choose o ighore test {2} if the employee was not
afso in the top 20% of employees when ranked by pay for
the preceding year.

Employee Stock Options

There are three kinds of stock options—incentive stock
options, employee stack purchase plan options, and non-
statutory {nonqualified) stock options.

Wages for social security, Medicare, and federal unem-
ployment taxes {(FUTA) do not include remuneration re-
sulting from the exercise, after Ogtober 22, 2004, of an in-
centive stock option or under an employee stock
purchase plan oplion, or from any disposition of stock ac-
quired by exetcising such an option. The IRS will not ap-
ply these taxss to an exercise before October 23, 2004, of
an incenlive stock option or an employee stock purchase
plan option or to a disposition of stock acquired by such
axsrcise.

Additionally, federal income tax withholding is not re-
quired on the income resulting from a disqualifying dispo-
sition of stock acquired by the exercise after October 22,
2004, of an incentive stock option or under an employee
stock purchase plan option, or oh income aequal to the dis-
count portion of stock acquired by the exercise, after Oc-
tober 22, 2004, of an employee stock purchase plan op-
tion resulting from any disposition of the stock. The IRS
will not apply federal income tax withholding upon the dis-
position of stock acquired by the exercise, before October
23, 2004, of an incentlve stock option or an employee
stock purchase plan option. However, the employer must
report as income in box 1 of Form W-2, (a) the discount
portion of stock acquired by the exercise of an employee
stock purchase plan option upon disposition of the stock,
and (b) the spread (betwean the exercise price and the
fair market value of the stock at the time of exercise) upon
a disqualifying disposition of stock acquired by the exer-
cise of an incentive stack option or an employee stock
purchase plan option.

An employer must report the excess of the fair market
value of stock received upon exercise of a nanstatutory
stock option over the amount paid for the stock option on
Form W-2 in boxes 1, 3 {up to the social security wage
base), 5, and in box 12 using the code “V.” See Regula-
tions section 1.83-7.

An employee who transfers his or her interest in non-
statutory stock options io the employee's former spouse
incident to a divorce is not required to include an amount
in gross income upon the transfet, The former spouse,
rather than the employee, is required to include an
amount in gross income when the farmer spouse exerci-
ses the stock opfions. See Revenue Ruling 200222 and
Revenue Ruling 2004-60 for details. You can find Reve-
nue Ruling 2002-22 on page 849 of Internal Revenue Bul-
letin 2002-19 at www.irs.gov/publirs-irhs/irbo2-18.pdf.
Ses Revenue Ruling 2004-60, 2004-24 |.R.B. 1051,
available at www.irs.gov/irb/2004-24_1RB/ar13.html.
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For more information about employee stock options,
see sections 421, 422, and 423 of the Internal Revenue
Cods and their related reguiations.

Employer-Provided Cell Phones

The value of an employer-provided cell phone, provided
primarily for noncompensatory business reasons, is ex-
cludablé from an employee's income as a working condi-
tlon fringe bensfit. Personal use of an employer-provided
cell phone, provided primarily for noncompensatory busi-
ness reasons, is excludable from anh employee's income
as a de minimis fringe benefit. For the rules relating to
these types of benefits, see De Minimis (Minimal) Bene-
fits, earlier in this section, and Working Condition Benefits,
later in this section.

Noncompensatory business purposes. You provide a
cell phone primarily for noncompensatory business purpo-
ses If there are substantial business reasons for providing
the cell phone. Examples of substantial business reasons
include the employer's:

* Need to contact the employee at all times for work-re-
lated emergencies,

* Requirement that the employee be available to speak
with clients at times when the employee is away from
the office, and

& Need {o speak with clients focated in other ime zones
at times outside the employee's normal workday,

Cell phones provided to promote goodwill, boost
morale, or allract prospective employees. You can-
not exclude from an employee's wages the value of a cell
phone provided to promote goodwilt of an employee, fo
altract a prospective employee, or as a means of provid-
ing additional compensation to an employee,

Additional information. For additional information on
the tax treatment of employer-provided cell phones, see
Notice 2011-72, 2011-38 L.R.B. 407, available at
www.irs.gov/irb/2011-38 IRB/ar07.himl.

Group-Term Life Insurance Coverage

This exclusion applies to life insurance coverage that
maeets all the following conditions.

* |t provides a general death benefit that is not included
in income.

& You provide it to a group of employess. See The
10-employvee rufe, later.

* |t provides an amount of insurance to each employee
based on a formula that prevents individual selection.
This formula must use factors such as the employee's
age, years of service, pay, or position.

* You provide it under a policy you directly or indirectly
carry. Even If you do not pay any of the policy's cost,
you are considered to carry it if you arrange for pay-
ment of ifs cost by your employees and charge at
least one employee less than, and at least one other
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employee more than, the cost of his or her insurance.
Determine the cost of the insurance, for this purpose,
as explained under Coverage over the limit, later.

Group-term life insurance does not include the follow-
ing insurance.

* Insurance that does not provide genera! death bene-
fits, such as travel insurance or a policy providing only
accidental death benefits.

¢ Life insurance on the life of your employee’s spouse or
dependent. However, you may be able to exclude the
cost of this insurance from the employee's wages as a
de minimis benefit. See De Minimis (Minimal) Bene-
fits, eatlier in this section.

* Insurance provided under a policy that provides a per-
manent benefit {an economic value that extends be-
yond 1 policy year, such as paid-up or cash surrender
value}, unless certain requirements are met. See Reg-
ulations section 1.79-1 for detalls.

Employee. For this exclusion, treat the following individu-
als as employees. .

1. A current commaon-law employee.

2. Afull-time life insurance agent who is a current statu-
tory employes.

3. Anindividual who was formerly your employes under
(1) or (2).

4. A leased employee who has provided services to you
oh a substantiatly full-time basis for at least a year if
the setvices are performed under your primary direc-
tion and control.

Exception for § corporation shareholders, Do not
treat a 2% shareholder of an S corporation as an em-
ployee of the corporation for this purpose. A 2% share-
holder is someone who directly or indirectly owns (at any
time during the year) more than 2% of the corporation’s
stock or stock with more than 2% of the voting power.
Treat a 2% shareholder as you would a partner in a part-
nership for fringe benefit purposes, but do not treat the
benefit as a reduction in distributions to the 2% share-
holder.

The 10-employee rule. Genetally, life insurance is not
group-term life insurance unless you provide it o at least
10 fuli-time employees at some time during the year,

For this rule, count employees who choose not to re-
celve the insurance unless, to receive if, they must con-
tribute to the cost of benefits other than the group-term life
insurance. For example, count an employee who could re-
celve insurance by paying part of the cost, even if that em-
ployee chooses not to receive it. However, do not count
an employee who must pay part or all of the cost of per-
manent benefits to get insurance, unless that employee
chooses to receive it. A permanent benefit is an economic
value extending beyond one policy year (for example, a
paid-up or cash-surrender value} that is provided under a
life insurance policy.
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Exceptlons. Even if you do not meet the 10-employee
ruls, two exceptions allow you to freat insurance as
group-term life insurance.

Under the first exception, you do hot have to meet the
10-employee rule if all the following conditions are met.

1. If evidence that the employee is insurable s required,
it is limited to a medical quastionnaire {completed by
the employee) that does not require a physical.

_ 2. You provide the insurance to all your full-time employ-

ees of, if the insurer requires the evidence mentioned
in (1), to all full-time employees who provide evidence
the insurer accepts.

3. You figure the coverage based on either a uniform
percentage of pay or the insurer's coverage brackets
that meet certain requirements. See Regulations sec-
tion 1.79-1 for detalils.

Under the second exception, you do not have to meet
the 10-employee rule if all the following conditions are
mat.

* You provide the insurance under a common plan cov-
ering your employees and the employees of at least
one other employer who is not related to you.

* The insurance is restricted to, but mandatory for, all
your employees who belong to, or are represented by,
an organization (such as a union) that carries on sub-
stantiat activities besides obtaining insurance.

* Evidence of whether an smployee is insurable does
not affect an employee's eligibility for insurance or the
amount of insurance that employee gets.

To apply sither exception, do not consider employees
who were denied insurance for any of the following rea-
sons,

* They were 65 or older.

* They customarily work 20 hours or less a week or 5
months ot less in a calendar year.

¢ They have not been amployed for the waiting period
given in the policy. This waiting period cannot be mare
than 6 months.

Exclusion from wages. You can generally exclude the
cost of up to $50,000 of group-term life insurance from the
wages of an insured employee. You can exclude the
same amount from the employea's wages when figuring
social security and Medicare taxes. In addition, you do not
have to withhold federal income tax or pay FUTA tax on
any group-term life insurance you provide to an employee.

Coverage over the Jimit. You must include in your
employee's wages the cost of group-term life insurance
beyond $50,000 worth of coverage, reduced by the
amount the employee paid toward the insurance. Report it
as wages in boxes 1, 3, and 5 of the employae's Form
W-2. Also, show it in box 12 with code “C.” The amount is
subject to social security and Medicare taxes, and you

~ may, at your option, withhold federal income tax.
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Figure the monthly cost of the insurance to include in
the employee's wages by multiplying the number of thou-
sands of dollars of all insurance coverage over $50,000
(figured to the nearest $100) by the cost shown in Ta-
ble 2-2. For all coverage provided within the calendar
year, use the employee's age on the last day of the em-
ployee's tax year. You must prorate the cost from the table
if less than a full month of coverage is involved.

Table 2-2. Cost Per $1,000 of Protection For
1 Month

Age Cost
URDer 25 .\ oo it i $.05
25through 29 . ... e .08
30through 34 .. .. e .08
B5through 32 . .. e .09
40through 44 ... o A0
481roughd9 ... .. e 15
BOthrough54 .. ..o i e .23
E5through59 ... .. i 43
60through 84 .......... ... o0 P .66
6Bthrough89 ... ... .. i e 1.27
Foandalder .. .. ... e 2.06

Ybu figure the total cost to include in the employee's
wages by multiplying the monthly cost by the number of
full months' coverage at that cost.

Example. Tom's employer provides him with
group-term life insurance coverage of $200,000. Tom is
45 years old, Is not a key employee, and pays $100 per
year toward the cost of the insurance. Tom's employer
must include $170 in his wages. The $200,000 of insur-
ance coverage is reduced by $50,000. The yearly cost of
$150,000 of coverage is $270 ($.15 x 150 x 12), and is re-
duced by the $100 Tom pays for the insurance. The em-
ployer includes $170 in boxes 1, 3, and 5 of Tom's Form
W-2, The employer also enters $170 in box 12 with code
HC.!J

Coverage for dependents. Group-term life insurance
coverage pald by the employer for the spouse or depend-
ents of an employee may be excludable from Income as a
de minimis fringe benefit if the face amount is not more
than $2,000. if the face amount is greater than $2,000, the
entire cost of the dependent coverage must be included in
income unless the amount over $2,000 is purchased with
employee contributions on an after-tax basis. The cost of
the insurance Is determined by using Table 2-2,

Former employees. When group-term life insurance
over $50,000 is provided to an employee (including retir-
ees) after his or her termination, the employee share of
social security and Medicare taxes on that period of cov-
erage is paid by the former employee with his or her tax
return and is not collected by the employer. You are not
required to collect those taxes. Use the table above to de-
termine the amount of sociat security and Medicare taxes
" owed by the former employee for coverage provided after
separation from service. Report those uncollected
amounts separately in box 12 of Form W-2 using codes
“M" and "N." See the General Instructions for Forms W-2
and W-3 and the Instructions for Form 941,
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Exception for key employees. Generally, if your
group-term life insurance plan favors key employees as to
participation or benefits, you must include the entire cost
of the insurance in your key employees' wages. This ex-
ception generally does not apply fo church plans. When
figuring social security and Medicare taxes, you must also
include the entire cost in the employees' wages. Include
the cost in boxes 1, 3, and 5 of Form W-2. However, you
do not have to withhold federal income tax or pay FUTA
tax on the cost of any group-term life insurance you pro-
vide to an employee,

For this purpose, the cost of the insurance is the
greater of the following amounts,

¢ The premiums you pay for the employee's insurance.
See Regulations section 1.79-4T{Q&A ) for more in-
formation.

¢ The cost you figure using Table 2-2.

For this exclusion, a key employee during 2013 is an
employee or former employee who is one of the following
individuals. See section 416(i) of the Internal Revenue
Code for more information.

1. An officer having annual pay of more than $165,000.
2. Anindividual who for 2013 was either of the following.
a. A b% owner of your business.

b. A 1% owner of your business whose annual pay
was more than $150,000.

A former employee who was a key employee upon re-
tirement or separation from service is also a key em-
ployee.

Your plan does not favor key employees as to partici-
pation if at least one of the following is true.

s |t benefits at least 70% of your employees.

* At least 85% of the participating employees are not
key employees.

& |t benefits employeas who qualify under a set of rules
you set up that do not favor key employees.

Your plan meets this participation test if it is part of a
cafeteria plan (discussed in section 1} and it meets the
participation test for those plans,

When applying this test, do not consider employees
who:

# Have not completed 3 years of service,
® Are part-time or seasonal,

* Are nonresident aliens who receive no U.S. source
earned income from you, or

s Are not included in the plan but are in a unit of employ-
ees covered by a collective bargaining agreement, if
the henefits provided under the plan were the subject
of good-faith bargaining between you and employee
representatives.

Your plan does not favor key employees as to benefits
if all benefits available to participating key employees are
also available to all other participating employees. Your
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plan does not favor key employees just because the
amount of insurance you provide to your employees is
uniformly related to their pay.

S corporation shareholders, Because you cannot
treat a 2% shareholder of an S corporation as an em-
ployee for this exclusion, you must include the cost of all
group-term life Insurance coverage you provide the 2%
shareholder in his or her wages. Whan figuting social se-
curlty and Medicare taxes, you must also include the cost
of this coverage in the 2% shareholder's wages. Include
the cost in boxes 1, 3, and b of Form W-2. However, you
do not have to withhold federal income tax or pay federal
unemployment tax on the cost of any group-terim life insur-
ance coverage you provide to the 2% shareholder.

Health Savings Accounts

A Health Savings Account (HSA) Is an account owned by
a qualified individual who is generally your employee or
former employee. Any conttibutions that you make to an
HSA become the employee's property and cannot be
withdrawn by you. Contributions to the account are used
to pay current or future medical expenses of the account
owner, his or her spouse, and any qualified dependent.
The medical expenses must not be reimbursable by insur-
ance ar other sources and their payment from HSA funds
{distribution) will not give rise to a medical expense de-
duction on the individual's federal income tax return. For
more information about HSAs, visit the Department of
Treasury's website at www.freasury.gov and enter “HSA”
in the search box.

Eligibllity. A qualified individual must be covered by a
High Deductible Health Plan {(HDHP) and not be covered
by other health insurance except for permitted insurance
listed under section 223(c}(3) or insurance for accidents,
disability, dental care, vision care, or long-term care. For
calendar year 2013, a qualifying HDHP must have a de-
ductible of at least $1,250 for self-only coverage or $2,500
for family coverage and must limit annual out-of-pocket
expenses of the beneficiary to $6,250 for self-only cover-
age and $12,500 for family coverage.

There are no income limits that resttict an individual's
eligibility to contribute to an HSA nor is there a require-
ment that the account owner have earned income to make
a contribution.

Exceptions. An individual is not a qualified individual if
he or she can be claimed as a dependent on another per-
son's iax return. Also, an employee’s participation in a
health flexible spending arrangement (FSA) or health re-
imbursement arrangement (HRA) generally disqualifies
the individual (and employer} from making contributions to
his or her HSA, However, an individual may qualify to par-
ticipate in an HSA if he or she is participating in only a limi-
ted-purpose FSA or HRA or a post-deductible FSA. For
more information, see Other employee health plans In
Publication 969.

Employer contributions. Up to specified dollar limits,
cash contributions {o the HSA of a qualified individuat (de-
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termined monthly} are exempt from federal income tax
withholding, social security tax, Medicare tax, and FUTA
fax. For 2013, you can contribute up to $3,250 for
self-only coverage or $6,450 for family coverage to a
qualified individual's HSA.

The contribution amounts listed above are increased by
$1,000 for a qualified individual who is age 55 or older at
any time during the year. For two qualified individuals who
are married to each other and who each are age 55 or
older at any time during the year, each spouse's contribu-
tion limit is increased by $1,000 provided each spouse
has a separate HSA. No contributions can be made to an
Individual's HSA after he or she becomes enrolled in Med-
icare Part A or Part B.

Nondiscrimination rules. Your contribution amount to
an employee’'s HSA must be comparable for all employ-
ees who have comparable coverage during the same pe-
riod. Otherwise, there will be an excise tax equal to 35%
of the amount you contributed to all employees' HSAs.

For guidance on employer comparable contributions to
HSAs under section 4980G In Ihstances where an em-
ployee has not established an HSA by December 31 and
in instances where an employer accelerates contributions
for the calendar year for employses who have incurred
qualified medical expenses, see Regulations section
54.4980G-4.

Exception. The Tax Relief and Health Care Act of
2006 allows employers to make larger HSA contributions
for a nonhighly compensated employee than for a highly
compensated employee. A highly compensated smployee
for 2013 is an employee who meets either of the folfowing
tests.

1. The employee was a 5% owner at any time during the
year ot the preceding year.

2. The employse recelved more than $115,000 in pay
for the preceding year,

You can choose to ighore test (2} if the employee was not
also in the top 20% of employeas when ranked by pay for
the preceding year.

Partnerships and S corporations. Parthers and 2%
shareholders of an 8 corporation are not eligible for salary
reduction (pre-tax} contributions to an HSA. Employer
contributions to the HSA of a bona fide partner or 2%
shareholder are treated as distributions or guaranteed
payments as determined by the facts and circumstances,

Cafeteria plans. You may contribute to an employee's
HSA using & cafateria plan and your contributions are not
subject to the statutory comparability rules. However, caf-
eteria plan nondiscrimination rules still apply. For exam-
ple, contributions under a cafeteria plan to employee
HSAs cannot be greater for higher-paid employees than
they are for lower-pald employees. Contributions that fa-
vor lower-paid employees are not prohibited.

Reporting requirements, You must report your contri-
butions 1o an employee's HSA in box 12 of Form W-2 us-
ing code "W.” The trustee or cusiodian of the HSA,
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generally a bank or insurance company, reports distribu-
tions from the HSA using Form 1089-SA, Distributions
From an HSA, Archer MSA, or Medicare Advantage MSA.

Lodging on Your Business Premises

You can exclude the value of lodging you furnish to an
employee from the employee's wages if it meets the fol-
lowing tests.

e it is furnished on your business premises.
e |fis furnished for your convenience.

* The employee must accept it as a conditfon of em-
ployment.

Different tests may apply to lodging furnished by educa-
tional institutions, See section 119(d) of the Internal Rave-
nue Code for details.

The exclusion does not apply if you allow your em-
ployee to choase to receive additional pay instead of lodg-

ing.

Cn your business premises. For this exclusion, your
husiness premises is generally your employee's place of
work. For special rules that apply to lodging furnished in a
camp located in a forelgn country, see section 119{c) of
the Internal Revenue Code and its regutations.

For your convenience. Whether or not you furnish lodg-
ing for your convenlence as an employer depends on ail
the facts and circumstances, You furnish the lodging to
your employee for your convenience if you do this for a
substantial business reason other than to provide the em-
ployee with additional pay. This is true even if a law or an
employment contract provides that the lodging is fur-
nished as pay. However, a written statement that the lodg-
ing 1s furnished for your convenience is not sulficient.

Condition of employment. Lodging meets this test if
you require your employees to accept the lodging be-
cause they need te live on your business premises to be
able to properly petform their duties. Examples include
employees who must be available at all times and employ-
ees who could not petform their required duties without
being furnished the fodging.

It does not matter whether you must furnish the lodging
as pay under the terms of an employment contract or a
taw fixing the terms of employment.

Example. A hospital gives Joan, an employee of the
hospital, the choice of living at the hospital free of charge
or living elsewhere and receiving a cash allowance in ad-
dition to her regular salary. If Joan chooses to live at the
hospital, the hospital cannot exclude the value of the lodg-
ing from her wages because she is not required to live at
the hospital to properly perform the duties of her employ-
ment.

S corporation shareholders, For this exclusion, do not
treat a 2% shareholder of an S corporation as an em-
ployee of the corporation. A 2% shareholder is someone
who directly or indirectly owns (at any time during the
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year} more than 2% of the corporation's stock or stock
with more than 2% of the voting power. Treat a 2% share-
holder as you would a partner in a partnership for fringe
benefit purposes, but do not treat the benefit as a reduc-
tion in distributions to the 2% shareholder.

Meals

This section discusses the exclusion rules that apply to de
minimis meals and meals on your husiness premises.

De Minimis Meals

You can exclude any occasional meal or meal money you
provide to an employee if it has so little value (taking into
account how frequenily you provide meals to your em-
ployees) that accounting for it would be unreasonable or
administratively impracticable. The exclusion applies, for
example, to the following items,

¢ Coffee, doughnuts, or soft drinks.

® Qccasional meals or maal money provided to snable
an employee to work overtime. Howevet, the exclu-
sion doss not apply to meal money figured on the ba-
sis of hours worked.

* Occasional parties or pichics for employees and their
guests,

This exclusion also applies to meals you provide at an
employer-operated eating facility for employees if the an-
nual revenue fromn the facility equals or exceeds the direct
cosls of the facility, For this purpose, your revenue from
providing a meal is considerad equal to the facility's direct
operating costs to provide that meal if its value can be ex-
cluded from an employee's wages as explained under
Meals on Your Business Premises, later,

' If food or beverages you fumish to employees
qualify as a de minimis benefit, you can dedtict
their full cost. The 50% limit on deductions for the

cost of meals does not apply. The deduction limit on

meals Is discussed in chapter 2 of Publication 535.

Employee. For this exclusion, treat any recipient of a de
minimis meal as an employee.

Employer-operated eating facility for employess. An
employer-operated eating facility for employees Is an eat-
ing facility that meets all the following conditions,

* Yot own or lease the facility.

* You operate the facilily. You are considered to oper-
ate the ealing facilily if you have a confract with an-
other to operate it

® The facility is on or near your business premises,

* You provide meals (food, drinks, and related services)
at the facility during, or immediately before or after,
the employee's workday.
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Exclusion from wages. You can generally exclude the
value of de minimis meals you provide to an employae
from the employeg's wages.

Exception for highly compensated employees.
You cannot exclude from the wages of a highly compen-
sated employee the value of a meal provided at an em-
ployer-operated eating facllity that is not available on the
same terms to one of the following groups.

o All of your employees.

e A group of employees defined under a reasonable
classification you set up that does not favor highly
compensated employees.

For this exclusion, a highly compensated employse for
2013 is an employee who meets either of the following
tests.

1. The employee was a 5% owner at any time during the
year or the preceding year.

2. The employee received more than $115,000 in pay
for the preceding year.

You can choose to ignore test (2) if the employes was not
also in the top 20% of employees when ranked by pay for
the preceding year.

Meals on Your Business Premises

You can exclude the value of meals you furnish to an em-
ployee from the employee's wages if they meet the follow-
ing tests.

* They are furnished on your business pramises.

® They are furnished for your convenience.

. This exclusion does not apply if you allow your em-
ployee to choose to receive additional pay instead of
imeals.

On your business premises. Generally, for this exciu-
sion, the employee's place of work is your business prem-
ises.

For your convenience. Whether you furnish meals for
your convenience as an employer depends on all the facts
and circumstances. You furnish the meals to your em-
ployee for your convenience if you do this for a substantial
business reason cther than 1o provide the employee with
additional pay. This is true even if a law or an employment
contract provides that the meals are furnished as pay.
However, a written statement that the meals are furnished
for your convenience is not sufficient.

Meals excluded for all employees if excluded for
more than half, If more than half of your employees who
are furnished meals on your business premises are fur-
nished the meals for your convenience, you can reat all
meals you furnish to employees on your business prem-
ises as furnished for your convenience.

Food service employees. Meals you furnish to a res-
taurant or other food service employee during, or
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immediately before or after, the employee's working hours
are furnished for your convenience, For example, if a wait-
ress works through the breakfast and lunch periods, you
can exclude from her wages the value of the breakfast
and lunch you furnish in your restaurant for each day she
works.

Example. You operate a restaurant business. You fur-
nish your employee, Carol, who is a waitress working 7
a.m. to 4 p.m., two meals during each workday. You en-
courage but do not require Garol to have her breakfast on
the business premises before starting work. She must
have her lunch on the premises, Since Carol is a food
service employee and works duting the normal breakfast
and lunch periods, you can exclude from her wages the
value of her hreakfast and lunch,

If you also allow Garol to have meals on your business
premises without charge on her days off, you cannot ex-
clude the value of those meals from her wages.

Employees available for emergency calls. Meals
you furnish during working hours so an employee will be
available for emergency calls during the meal period are
furnished for your convenience. You must be able to show
these emergency calls have occurred or can reasonably
be expected to occur.

Example. A hospital maintains a cafeteria on its prem-
tses where all of its 230 employses may get meals at no
charge during their working hours. The hospital must have
120 of its employees available for emergencies. Each of
these 120 employees is, at times, called upon to perform
services during the meal period. Although the hospital
does not require these employees to remain on the prem-
ises, they rarely leave the hospital during their meal pe-
riod. Since the hospital furnishes meals on its premises to
its employees so that more than half of them are available
for emergency calls during mea! periods, the hospital can
exclude the value of these meals from the wages of all of
its employees.

Short meal periods. Meals you furnish during work-
ing hours are furnished for your convenience if the nature
of your business restricts an employee to a short meal pe-
riod (such as 30 ot 45 minutes) and the employee cannot
be expected to eat elsewhere in such a short time. For ex-
ample, meals can qualify for this treatment if your peak
watk-load occurs during the normal lunch hour. However,
they do not qualify if the reason for the short meal period
is to aflow ihe employee to leave earlier in the day.

Example. Frank is a bank teller who works from 9 a.m.
to 5 p.m. The bank furnishes his lunch without charge in a
cafeteria the bank maintains on its premises. The bank
furnishes these meals to Frank to limit his lunch petiod to
30 minutes, since the bank's peak workload occurs during
the normal lunch period. If Frank got his lunch elsewhere,
it would take him much longer than 30 minutes and the
bank strictly enforces the time limit. The bank can exclude
the value of these meals from Frank's wages.
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Proper meals not otherwise available. Meals you
furnish during working hours are furnished for your con-
venience if the employee could not otherwise eat proper
meals within a reasonable period of time. For example,
meals can qualify for this treatment if there are insufficient
eating facilities near the place of employment.

Meals after work hours. Meals you furnish to an em-
ployee immediately after working hours are furnished for
your convenience if you would have furnished them during
working hours for a substantial nonpay business reason
but, because of the work duties, they were not eaten dur-
Ing working hours.

Meals you furnish to promole goodwill, boost mo-
rale, or altract prospective employees. Meals you fur-
nish to promote goodwill, boost maorale, or attract pro-
spective employees are not considered furnishad for your
convenience. However, you may be able o exciude their
value as discussed under De Minimis Meals, earlier.

Meals furnished on nonworkdays or with lodging.
You generally cannot exclude from an employes's wages
the value of meals you furnish on a day when the em-
ployee is not working. However, you can exclude these
meals If they are furnished with lodging that is excluded
from the employee's wages as discussed under Lodging
on_Your Business Premises, eatlier in this section.

Meals with a charge. The fact that you charge for the
meals and that your employees may accept or decline the
meals is not taken into account in determining whether or
not meals are furnished for yotir convenience.

S corporation shareholder-employee. For this exclu-
sion, do not treat a 2% shareholder of an 3 corporation as
an employee of the corporation. A 2% shareholder is
someone who directly or indirectly owns (at any time dur-
ing the year) more than 2% of the corporation’s stock or
stock with more than 2% of the voling power. Treat a 2%
shareholder as you would a partner in a partnership for
fringe benefit purposes, but do not treat the benefit as a
reduction in distributions to the 2% shareholder.

Moving Expense Reimbursements

This exclusion applies to any amount you directly or indi-
rectly give to an employee, {including services furnished
in kind) as payment for, or reimbursemeant of, moving ex-
penses. You must make the reimbursement under rules
similar to those described in chapter 11 of Publication 535
for reimbursement of expenses for travel, meals, and en-
terfainment under accountable plans.

The exclusion appliss only to reimbursement of moving
expeansas that the employee could deduct if he or she had
paid or incutred them without reimbursement. However, it
does not apply if the employes actually deducted the ex-
penses in a previous year.

Deductible moving expenses. Deductible moving ex-
penses include only the reasonable expenses of:

* Moving household goods and personal effects from
the former home to the new home, and
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® Traveling {including lodging} from the former home to
the new home.

Deductible moving expenses do not include any expen-
ses for meals and must meet both the distance test and
the time test. The distance test is met if the new job loca-
tion is at least 50 miles farther from the employee's old
home than the old job location was. The time test is met if
the employee works at least 38 weeks during the first 12
months after arriving in the general area of the new job lo-
cation.

For more information on deductible moving expenses,
see Publicatlon 521, Moving Expenses.

Employee. For this exclusion, treat the following individu-
als as employees,

* A current employes,

* Aleased employee who has provided services to you
on a substantiafly full-lime basis for at least a year if
the services are performed under your primary direc-
tion or control.

Exception for 8 corporation shareholders. Do not
reat a 2% shareholder of an S corporation as an em-
ployee of the corporation for this purpose. A 2% share-
holder is someone who directly or indirectly owns {at any
time during the year) mote than 2% of the corporation's
stock or stock wilh more than 2% of the voling power.
Treat a 2% shareholder as you would a pariner in a part-
nership for fringe benefit purposes, but do not treat the
benefit as a reduction in distributions to the 2% share-
holder.

Exclusion from wages. Generally, you can exclude
qualifying moving expense reimbursement you provide to
an employee from the employee's wages. If you paid the
reimbursement directly to the employee, report the
amount in box 12 of Form W-2 with the code “P.” Do not
report payments to a third parly for the employee’s moving
expenses or the value of moving services you provided in
Kind.

No-Additional-Cost Services

This exclusion applies o a service you provida to an em-
ployee if it does not cause you to incur any substantial ad-
ditional costs. The service must be offered to customers in
the ordinary course of the line of business in which the
employee performs substantial services.

Generally, no-additional-cost services are excess ca-
pacity services, such as airline, bus, or train tickets; hotel
rooms; or telephone services provided free or at a re-
duced price to employees working in those lines of busi-
ness.

Substantial additional costs. To determine whether
you incur substantial additional costs to provide a service
to an employee, count any lost revenue as a cost. Do not
reduce the cosis you incur by any amount the employee
pays for the service. You are considered to incur
substantial additionat costs if you or your employees
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spend a substantial amount of fime in providing the serv-
lce, even if the time spent would otherwise be Idle or if the
sanvices are provided outside normal business hours,

Reclprocal agreements. A no-additional-cost seivice
provided 1o your employee by an unrelated employer may
qualify as a no-additional-cost service if all the following
tests are mst.

* The service is the same type of service generally pro-
vided to customers in both the line of business in
which the employee works and the line of business in
which the service is provided.

® You and the employer providing ihe service have a
written reciprocal agreement under which a group of
employees of each employer, all of whom perform
substantial setvices in the same line of business, may
receive no-additional-cost services from the other em-
ployer.

* Neither you nor the other employer incurs any sub-
stantial additional cost either in providing the service
or bacause of the written agreement,

Employee. For this exclusion, treat the following individu-
als as employees.

1. A current employee.
2. Aformer employee who retired or left on disability.

3. A widow or widower of an individual who died while
an employee.

4. A widow or widower of a former employee who retired
or [eft on disability.

5. Aleased employee who has provided services to you
on a substantiatly full-time basis for at least a year if
the services are performed under your primary direc-
tion or control.

6. A partner who performs services for a partnership.

Treat services you provide to the spouse or dependent
child of an employee as provided to the employee. For
this fringe benefit, dependent child means any son, step-
son, daughter, or stepdaughter who is a dependent of the
employee, or both of whose parents have died and who
has not reached age 25, Treat a child of divorced parents
as a dependent of both parents.

Treat any use of alr transportation by the parent of an
employee as use by the employee, This rule does not ap-
ply fo use by the parent of a person considered an em-
ployes bacause of item (3) or (4} above.

Exclusion from wages. You can generally exclude the
value of a no-additional-cost service you provide to an
employee from the employee's wages.

Exception for highly compensated employees.
You cannot exclude from the wages of a highly compen-
sated employee the value of a no-additional-cost service
that is not available onh the same terms to one of the fol-
lowing groups.

& All of your employees.
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* A group of employees defined under a reasonable
classification you set up that does not favor highly
compensated employeas.

For this exclusion, a highly compensated employee for
2013 is an employee who meets either of the following
tests.

1. The employee was a 5% owner at any time during the
year or the preceding year.

2. The employee received more than $115,000 in pay
for the preceding year.

You can choose to ighare test (2) if the employee was not
also in the top 20% of employees when ranked by pay for
the preceding year, :

Retirement Planning Services

You may exclude from an employes's wages the value of
any retirement planning advice or information you provide
to your employee or his or her spouse if you maintain a
qualified retirement plan as defined in section 219(g)(5) of
the Internal Revenue Code. In addition to employer plan
advice and information, the services provided may include
general advice and information on retirement. However,
the exclusion does not apply to services for tax prepara-
tion, accounting, legal, or brokerage services, You cannot
exclude from the wages of a highly compensated em-
ployee retirement planning services that are not available
on the same terms to each member of a group of employ-
ees normally provided education and information about
the employer's qualified retirement plan.

Transportation (Commuting) Benefits

This section discusses exclusion rules that apply to bene-
fits you provide to your employess for their personat trans-
portation, such as commuting to and from work. These
rules apply to the following transportation benefits.

* De minimis transportation benefits.
* Qualified transportation benefits.

Spacial rules that apply 1o demonstrator cars and qualified
nonpersonal-use vehicles are discussed under Working
Condition Benelfils, later in this section,

Dea Minimis Transportation Benefits

You can exclude the value of any de minimis transporta-
tion benefit you provide to an employee from the employ-
ea's wages. A de minimis transportation benefit is any lo-
cal transportation benefit you provide to an employes if it
has so litile value (taking into account how frequently you
provide transportation to your employees) that accounting
for it would be unreasonable or administratively impracti-
cable. For example, it applies to occasional transportation
fare you give an employee because the employes is work-
ing overtime if the benefit is reasonable and is not based
on hours worked.,
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Employee. For this exclusion, treat any recipient of a de
minimis transportation benefit as an employee.

Qualified Transportation Benefits

This exclusion applies to the following benefits.

¢ Aride in a commuter highway vehicle betwaen the
employee's home and work place.

* A transit pass.
& Qualified parking.
® Qualified bicycle commuting reimbursemetrt,

The exclusion applies whether you provide only one or a
combination of these benefits to your employees.

Qualified transportation benefits can be provided di-
rectly by you or through a bona fide reimbursement ar-
rangement. However, cash reimbursements for transit
passes qualify only if a voucher or a similar item that the
employee can exchange only for a iransit pass is not
readily available for direct distribution by you to your em-
ployee. A voucher is readily available for direct distribution
only if an employee can obtain it from a voucher provider
that does not impose fare media charges or other restric-
fions that effectively prevent the employer from obtatning
vouchers. See Regulations section 1.132-9(b}(Q&A 16—
19} for more information.

Generally, you can exclude qualified transportation
fringe benefits from an employee's wages even if you pro-
vide them in place of pay. However, qualified bicycle com-
mufing reimbursements cannot be excluded if the reim-
bursements are provided in place of pay. For information
about providing qualified transportation fringe benefits un-
der a compensation reduction agreement, see Regula-
tions section 1.132-8{b}{Q&A 11-15).

Commuter highway vehicle. A commuter highway vehi-
cle is any highway vehicle that seats at least 6 adults (not
Including the driver). In addition, you must reasonably ex-
pect that at least 80% of the vehicle mileage will be for
fransporting employees between their homes and work
place with employees occupying at least one-half the ve-
hicle's seats (not including the driver's).

Transit pass. A iransit pass is any pass, token, farecard,
vouchetr, or similar item entitling a person to ride, free of
charge or at a reduced rate, on one of the following.

e On mass transit.

 |n a vehicle that seats at least 6 adults (not including
the driver) if a person in the business of transporiing
persons for pay or hire operates it.

Mass transit may be publicly or privately operated and in-
cludes bus, rail, or ferry. For guidance on the use of smart
cards and debit cards to provide qualified transporiation
fringes, see Revenue Ruling 2006-57, 2006-47 LR.B. 911,
available at www.irs.gowirb/2008-47 IRB/ar05 him! and
Notice 2010-94, 2010-52 1.R.B. 927, available at
www.irs.qow/irb/2010-62_IRB/ar18.himi.
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Qualified parking. Qualified parking is parking you pro-
vide to your employees on or near your business prem-
ises. It includes parking on or near the location from which
your employees commute to work using mass transit,
commuter highway vehicles, or carpools. It does not in-
clucte parking at or near your employee's home.

Qualified bicycle commuting reimbursement. For any
calendar year, the exclusion for qualified bicycle commut-
ing reimbursement includes any employer reimbursement
during the 15-month period beginning with the first day of
the calendar year for reasonable expenses incurred by
the employee during the calendar year,

Reasonable expenses include:

* The purchase of a bicycle, and
¢ Bicycle improvements, repair, and storage.

These are considered reasonable expenses as long as
the bicycle is regularly used for travel beiween the em-
ployee's residence and place of employment.

Employee. For this exclusion, treat the following individu-
als as employees.

* A current employee.,

* Aleased employee who has provided services fo you
oh a substantially full-time basis for at least a year if
the services are performed under your primary direc-
tion or control.

A self-employed individual is not an employee for quali-
fied transportation benefit purposes.

Exception for 8 corpotration shareholders. Do not
treat a 2% shareholder of an S corporation as an em-
ployee of the corporation for this purpose. A 2% share-
holder is someone who directly or indirectly owns (at any
time during the year) more than 2% of the corporation’s
stock or stock with more than 2% of the veting power.
Treat a 2% shareholder as you would a partner in a part-
nership for fringe benefit purposes, but do not treat the
benefit as a reduction in distributions to the 2% share-
holder.

Relation to other fringe benefits. You cannot exclude a
qualified transportation benefit you provide to an em-
ployee under the de minimis or working condition benefit
rutes. However, i you provide a local fransporiafion bene-
fit other than by transit pass or commuter highway vehicle,
or to a person other than an employee, you may be able to
exclude all or part of the benefit under other fringe benefit
rules (de minimis, working condition, etc.).

Exclusion from wages. You can generally exclude the
value of transportation bensfits that you provide io an em-
ployee during 2013 from the employee's wages up to the
following fimits.

» $245 per month for combined commuter highway ve-
hicle transportation and transit passes.

& $245 per month for qualified parking.
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& For a calendar year, $20 muitiplied by the number of
qualified bicycle commuting months during that year
for qualified bicycle commuting reimbursement of ex-
penses incutred during the year.

Qualified bicycle commuting month. For any em-
ployee, a quallfied bicycle commuting month is any month
the employee:

1. Regularly uses the bicycle for a substantial portion of
the travel between the employee’s residence and
place of employment and

2. Does not receive:
a. Transportation in a commuter highway vehicle,
b. Any transit pass, or
¢. Qualified parking benefits.

Benefits more than the limit. Hf the value of a benefit
for any month is more than its limit, include in the employ-
ee's wages the amount over the limit minus any amount
the employee paid for the benefil. You cannot excluds the
excess from the employee's wages as a de minimis irans-
portation benefit.

More Information. For more information on qualitied
transpartation benefits, including van pools, and how to
determine the value of parking, see Regulations section
1.132-9,

Tuition Reduction

An educational organization can exclude the value of a
qualified tuition reduction it provides to an employee from
the employee's wages. )

A tuition reducticn for undergraduate education gener-
ally gualifies for this exclusion if it is for the education of
one of the following individuals.

1. A current employee,
2. A former amployee who retired or left on disability.

3. Awidow or widower of an individual who died while
an employee.

4. A widow or widower of a fotimer employee who retired
or left on disability.

5. A dependent chitd or spouse of any individual listed in
(1} through (4} above.

A 1iuition reduction for graduate education qualifies for
this exclusion only if it is for the education of a graduate
student who performs teaching or research actlvitles for
the educational crganization.

For maore information on this exclusion, see
Publication 970.

Working Condition Benefits

This exclusion applies to property and services you pro-
vide to an employes so that the employee can perform his
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or her job. It applies to the extent the employee could de-
duct the cost of the properly or services as a business ex-
pense or depreciation expense if he or she had paid for it.
The employee must meet any substantiation requirements
that apply to the deduction. Examples of working condi-
tion henefits include an employea's use of a company car
for business, an employer-ptovided cell phone provided
primarily for noncompensatory business purposes, and
job-related education provided to an employee.

This exclusion also applies to a cash payment you pro-
vide for an employee's expenses for a specific or prear-
ranged business activity for which a deduction is other-
wise allowable 1o the employee. You must require the
employee to verify that the payment is actually used for
those expenses and to return any unused part of the pay-
mant.

For information on deductible employee business ex-
penses, see Unreimbursed Employee Expenses in Publi-
cation 528, Miscsllaneous Deductions.

The exclusion does not apply to the following items.

* A service or property provided under a flexible spend-
ing account in which you agree to provide the em-
ployes, over a time pericd, a certain level of unspeci-
fied noncash benefits with a predetermined cash
value.

* A physical examination program you provide, even if
mandatory.

* Any itam to the extent the employee could deduct its
cost as an expense for a trade or business other than
your trade or business.

Employee. For this exclusion, treat the following individu-
als as employees.

& A current employee.
¢ A pariner who perforims setvices for a partnership.
* A director of your company.

® Anindependent contractor who performs services for
you.

Vehicle allocation rules. [f you provide a car for an em-
ployee's use, the amount you can exclude as a working
condition benefit is the amount that would be allowable as
a deductible business expense if the employee paid for its
use. If the employee uses the car for both business and
personal use, the value of the working condition benefit is
the part determined to be for business use of the vehicle.
See Business use of your car under Personal versus Busi-
ness Expenses in chapter 1 of Publication 535. Also, see
the special rules for certain demonsirator cars and quali-
fled nonpersonal-use vehicles discussed below.

However, instead of excluding the value of the working
condition benefit, you can include the entite annual lease
value of the car in the employee's wages. The employee
can then claim any deductible business expense for the
car as an itemized deduction on his or her personal in-
come tax return, This option is available only if you use the
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lease value rule (discussed in section 3} to value the ben-
efit.

Demonstrator cars. Generally, all of the use of a dem-
onstrator car by your full-fime auto salesperson qualifies
as a working condition benefit if the use is primarily to fa-
cilitate the services the salesperson provides for you and
there are substantial restrictions on personal use. For
more information and the definition of "full-time auto sales-
person,” see Regulations section 1.132-5(0). For optional,
simplified methods used to determine if full, pattial, or no
exclusion of iIncome to the employee for personal use of a
demonstrator car applies, see Revenue Procedure
2001-56. You can find Revenue Procedure 2001-56 on
page 590 of Internal Revenue Bultetin 2001-51 at
www.irs.gov/pub/irs-irbs/irb01-51.pdf.

Qualified nonpersonal-use vehicles. All of an employ-
ea's use of a qualified nonpersonal-use vehicle is a work-
ing condition benefit. A qualified nonpersonal-use vehicle
is any vehicle the employes is not likely to use more than
minimally for personal purposes because of its design.
Qualified nonpersonal-usa vehicles generally include all of
the following vehicles.

* Clearly marked, through painted insignia or words, po-
lice, fire, and public safety vehicles.

¢ Unmarked vehicles tised by law enforcement officers
if the use is officially authorized.

* Anambulance or hearse used for its specific purpose.

¢ Any vehicle designed to carry cargo with a loaded
gross vehicle weight over 14,000 pounds.

» Delivery trucks with seating for the driver only, or the
driver plus a folding jump seat.

¢ A passenger bus with a capacity of at least 20 pas-
sengers used for its specific purpose.

® School buses.
* Tractors and other special-purpose farm vehicles.

s Bucket trucks, cement mixers, combines, cranes and
detticks, dump trucks (including garbage trucks), flat-
bed trucks, forkfifis, quatified moving vans, qualified
specialized utility repair trucks, and refrigerated
frucks.

See Regulafions section 1.274-5(k) for the definition of
qualified moving van and qualified specialized utility repair
truck.

Pickup trucks. A pickup truck with a loaded gross ve-
hicle weight of 14,000 pounds or less is a qualified non-
personal-use vehicle if it has been specially modified so it
is not likely to be used more than minimally for personal
purposes. For example, a pickup truck qualifies if it is
clearly marked with permanently affixed decals, special
painting, or other advertising associated with your trade,
business, or function and meets either of the following re-
quirements.

1. ltis equipped with at feast one of the following items.
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a. Ahydraulic lift gate.
b. Permanent tanks or drums.

¢. Permanent side boards or panels that materiafly
raise the level of the sides of the truck bed.

d. Other heavy equipment (such as an electric gen-
erator, welder, boom, or crane used to tow auto-
moblles and other vehicles).

2. ltis used primarily to transport a parficutar type of
load (other than over the public highways) in a con-
struction, manufacturing, processing, farming, mining,
drilling, timbering, or other similar operation for which
it was specially designed or significantly modified.

Vans. A van with a loaded gross vehicle welght of
14,000 pounds or less is a qualified nonpersonai-use ve-
hicle if it has been specially modified so it is not likely to
ba used more than minimally for personal purposes. For
example, a van qualifies if it is clearly marked with perma-
nently affixed decals, special painting, or other advertising
associated with your frade, business, or funclion and has
a seat for the driver only (or the driver and one other per-
son) and eithar of the following items.

¢ Permanent shelving that fills most of the cargo area.

s An open cargo area and the van always carries mer-
chandise, material, or equipment used in your trade,
business, or function.

Education. Certain job-related education you provide to
an employee may qualify for exclusion as a working condi-
tion benefit. To qualify, the education must meet the same
requirements that would apply for determining whether the
employee could deduct the expenses had the employee
paid the expenses. Degree programs as a whole do not
necessarily qualify as a working condition benefit. Each
course in the program must be evaluated individually for
qualification as a working condition benefit. The education
must meet at least one of the following tests.

* The education is required by the employer or by faw
for the employee 1o keep his ot her present salary,
status, or job. The required education must serve a
bona fide business purpose of the employer.

® The education maintains or improves skills nseded in
fhe job.

However, even if the education meets one of both of
the above tests, it is not qualifying education if it:

* |s needed to meet the minimum educational require-
ments of the employee’s present trade or business, ot

* s part of a program of study that will qualify the em-
ployee for a new trade or businass.

Outplacement services. An employee's use of out-
placement services qualifies as a working condition bene-
fit if you provide the services to the employee on the basis
of need, you get a substantial business benefit from the
services distinet from the benefit you would get fram the
payment of additional wages, and the employee is seek-
ing employment in the same frade or business of the
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employer. Substantial business benefits include promot-
ing a positive business image, maintaining employee mo-
rale, and aveiding wrongful termination suits.
Outplacement services do not qualify as a working con-
chition benefit if the employee can choose {o recelve cash
or taxable benefits in place of the services. if you maintain
a severance plan and permit employees to get oulplace-
ment services with reduced severance pay, include in the
employee's wages the difference betwsen the unreduced
severance and the reduced severance payments.

Exclusion from wages. You can generally exclude the
value of a warking condition benefit you provide to an em-
ployee from the employea's wages.

Exception for independent contraciors. You cannot
exclude the value of parking (unless de minimis), transit
passes (if their monthly value exceeds $245 per month},
or the use of consumer goods you provide in a product
testing program from the compensation you pay to an in-
dependent contractor who performs services for you.

Exception for company directors. You cannot ex-
clude the value of the use of consumer goods you provide
in a product testing program from the compensation you
pay to a director.

3. Fringe Benefit Valuation
Rules

This section discusses the rules you must use to deter-
mine the value of a fringe benefit you provide to an em-
ployee. You must determine the value of any benefit you
cannot exclude under the rules in section 2 or for which
the amount you can exclude is limited. See fncluding laxa-
ble benefits in pay in section 1.

In most cases, you must use the general valuation rule
to value a fringe benefit. However, you may be able o use
a special valuation rule to determine the value of cartain
benefits.

This section does not discuss the speclal valuation rule
used to value meals provided at an employer-operated
eating facility for employees. For that rule, see Regula-
tions section 1.61-21{j). This section also does not dis-
cuss the speciat valualion rules used to value the use of
aircraft. For those rules, see Regulalions sections
1.61-21{g} and {h). The fringe benefit valuation fotimulas
are pubtished in the Internal Revenue Bulletin as Revenue
Rulings twice during the year. The fotmula applicable for
the first half of the year is usually available at the end of
March. The formula applicable for the second half of the
year is usually available at the end of September.

General Valuation Rule

You must use the general valuation rule to determine the
value of most fringe benefits. Under this rule, the value of
a fringe benefit is its fair market value.
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Fair market value. The fair market value (FMV) of a
fringe benefit is the amount an employee would have to
pay a third party in an arm's-length transaction fo buy or
lease the benefit. Determine this amount on the basis of
all the facts and circumstances.

Neither the amount the employee considers to be the
value of the fringe bensfit hor the cost you incur to provide
the benefit determines its FMV.

Employer-provided vehicles. [n general, the FMV of an
employer-provided vehicle is the amount the employee
wotld have to pay a third party to lease the same or simi-
lar vehicle on the same or comparable terms in the geo-
graphic area where the employee uses the vehicle. A
comparable lease term would be the amount of fime the
vehicle is available for the employee's use, such as a
1-year period.

Do not determine the FMV by multiplying a
cents-per-mile rate fimes the number of miles driven un-
less the employee cah prove the vehicle could have been
leased on a cents-per-mile basis.

Cents-Per-Mile Rule

Under this rule, you determine the value of a vehicle you
provide to an employee for personal use by multiplying the
standard mileage rate by the total miles the employee
drives the vehicle for personal purposes. Personal use is
any use of the vehicle other than use in your trade or busi-
ness. This amount must be included in the employee's
wages or reimbursed by the employee. For 2013, the
standard mileage rate is 56.5 cents per mile.

You can use the cents-per-mile rule if either of the fol-
lowing requirements is met.

* You reasonably expect the vehicle to be regularly
used in your trade or business throughout the caten-
dar year (or for a shorter period during which you own
or lease it).

® The vehicle meets the mileage test.

L Maximum automobile value. You cannot use
the cents-per-mife rule for an aulomobile (any
xnesd four-wheelaed vehicle, such as a car, pickup truck,
or van} if its value when yol first make It available to any
employee for personal use is more than an amount deler-
mined by the IRS as the maximum aulomobile value for
the year. For example, you cannol use the cenis-per-mile
rule for an automobife that you first made available fo an
employee in 2012 if ils value at that fime exceeded
15,800 for a passenger automobile or $16,700 for a truck
or vah. The maximum atifomobile value for 2013 will be
published in a revenue procedure in the Internal Revenue
Bulfetin early in 2013. If you and the employee own or
lease fthe automobile together, see Regulations section
1.61-21(e)(1}{ii)(B).

Vehicle. For the cents-per-mile rule, a vehicle is any mo-
torized wheeled vehicle, including an automobile, manu-
factured primarily for use on public streets, roads, and
highways,
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Regular use in your trade or business. A vehicle is
regutarly used in your trade or business if af least one of
the following conditions is met.

* At least 50% of the vehicle’s total annual mileage is for
your trade or business.

* You sponsor a commuting pool that generally uses the
vehicle each workday to drive at least three employ-
ees to and from work.

* The vehicle Is regularly used in your trade or business
on the basis of all of the facts and circumstances. In-
frequent business use of the vehicle, such as for occa-
sfonal trips to the altport or between your muttiple
business premises, is not regular use of the vehicle in
your trade or business.

Mileage test. A vehicle mests the mileage test for a cal-
andar year if both of the following requirements are met.

* The vehicle is actually driven at least 10,000 miles
duting the year. If you own or lease the vehicle only
part of the year, reduce the 10,000 mile requirement
proportionatealy.

* The vehicle is used during the year primarily by em-
ployees. Consider the vehicle used primarily by em-
ployees if they use it cansistently for commuting. Do
not treat the use of the vehicle by another individual
whose use would be taxed to the employee as use hy
the employee.

For example, if only cne employee uses a vehicle dur-
ing the calendar year and that employee drives the vehicle
at least 10,000 miles in that year, the vehicle meets the
mileage test even If ail miles driven by the employee are
personal.

Consistency  requirements. If you use the
cents-per-mile rule, the following requirements apply.

¢ You must begin using the cents-per-mile rute on the
first day you make the vehicle available to any em-
ployee for personal use. However, if you use the com-
muting rule {discussed later} when you first make the
vehicle available to any employee for personal use,
you can change to the cents-per-mile rule on the first
day for which you do not use the
commuting rule,

® You must use the cenis-per-mile rule for all later years
in which you make the vehicle available to any em-
ployee and the vehicle qualifies, except that you can
use the commuting rule for any year during which use
of the vehicle qualifies under the commuting rules.
Howaever, if the vehicle does not qualify for the
cents-per-mile rule during a later year, you can use for
that year and thereafter any other rule for which the
vehicle then qualifies.

* You must conlinue to use the cents-per-mile rule if you
provide a replacement vehicle to the employee {(and
the vehicle qualifies for the use of this rule) and your
primary reason for the replacement is to reduce fed-
aral taxes.
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items Included in cents-per-mile rate. The
cents-per-mile rate includss the value of maintenance and
Insurance for the vehicle, Do not reduce the rate by the
value of any service included in the rate that you did not
provide. You can take into account the services aciually
provided for the vehicle by using the General Valuation
Rule, earlier.

For miles driven in the United States, its territories and
possessions, Canada, and Mexico, the cents-per-mile
rate includes the value of fuel you provide. if you do not
provide fuel, you can reduce the rate by no more than 5.5
cents.

For special rules that apply to fuel you provide for miles
driven outside the United States, Canada, and Mexico,
sea Regulations section 1.61-21{e}(3){ii}(B).

The value of any other service you provide for a vehicle
is not included in the cents-per-mile rate. Use the general
valuation rule to value these services.

Commuting Rule

Under this rule, you determine the value of a vehicle you
provide to an employse for commuting use by multiplying
each one-way commute (that is, from home to work or
from work to home} by $1.50. {f more than one employee
commutas in the vehicle, this value applies to each em-
ployee. This amount must be included in the employee's
wages or reimbursed by the employee.

You can use tha commuting rule if all the following re-
quirements are met.

* You provide the vehicle to an employes for use in your
trade or business and, for bona fide noncompensatory
business reasans, you require the employee to com-
mute in the vehicle. You will be treated as if you had
met this requirement if the vehicle is generally used
each workday to carry at least three employees to and
from work in an employer sponsored commuting pool.

* You establish a written policy under which you do not
allow the employse to use the vehicle for personal
purposes other than for commuting or de minimis per-
sonal use (such as a stop for a personal errand on the
way between a business delivery and the employee’s
home). Personal use of a vehicle is all use that is not
for your trade or business.

* The employes does hot tise the vehicle for personal
purposes other than commuting and de minimis per-
sonal use.

® |f this vehicle is an automobile {any four-wheeled vehi-
cle, such as a car, pickup truck, or van), the employee
who uses it for commuting is not a contral employee.
See Control employee, later.

Vehicle. For this rule, a vehicle is any motorized wheeled
vehicle, including an automobile manufactured primatily
for use on public streets, roads, and highways.
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Control employee. A control employee of a nongovern-
ment employer for 2013 is generally any of the following
employees.

® A board or shareholder-appointed, confirmed, or elec-
ted officer whose pay is $100,000 or more.

s A director.
* An employee whose pay is $205,000 or more.

* An employee who owns a 1% or more equity, capital,
or profits interest in your business.

A control employee for a government employer for
2013 is either of the following.

* A government employee whose compensation is
equal to or exceeds Federal Government Executiva
Level V. See the Office of Personnel Management
website at www.opm.gowoca/payrates/index.asp for
2013 compensation information.

* An clected official.

Highly eompensated employee aiternative. Instead
of using the preceding definition, you can choose to de-
fine a control employee as any highly compensated em-
ployee. A highly compensated employee for 2013 is an
employee who meets either of the fallowing tests.

1. The employee was a 5% owner at any time during the
year or the preceding year.

2. The employee received more than $115,000 in pay
for the preceding year.

You can choose to ignore test {2} if the employee was not
alsc in the fop 20% of employees when ranked by pay for
the preceding year.

Lease Value Rule

Under this rule, you dstermine the value of an automobile
you provide to an employas by using its annual lease
value. For an automobile provided only part of the year,
use either ils prorated annual lease value or its daily lease
value.

If the automobile is used by the employee in your busi-
ness, you generally reduce the lease value by the amount
that is excluded from the employee's wages as a working
condition benefit. In arder to do this, the employee must
account to the employer for the business use. This is done
by substantiating the usage (mileage, for example}, the
time and place of the travel, and the business purpose of
the travel. Written records made at the time of each busi-
ness use are the best evidence. Any use of a com-
pany-provided vehicle that is not substantiated as busi-
ness use is included in income. The working condition
benefit is the amount that would be an allowable business
expense deduction for the employee if the employee paid
far the use of the vehicle. Howevet, you can choose to in-
clude the entire lease value in the employee's wages. See
Vehicle allocation rules, under Working Condition Benefit
in section 2.
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Automobile. For this rule, an automobile is any
four-wheeted vehicle (such as a car, pickup truck, or van)
manufactured primarily for use on public sireets, roads,
and highways.

Consistency requirements. if you use the lease value
rule, the following requirements apply.

1. You must begin using this rule on the first day you
make the automobile available to any employee for
personal use. However, the following exceplions ap-
ply.

a. lfyou use the commuting rule (discussed earlier in
this section} when you first make the automabile
available to any employee for petsonal use, you
can change to the lease value rule on the first day
for which you do not use the commuting rule.

b. li you use the cants-per-mile rule {discussed ear-
lier in this section} when you first make the auto-
mobils available to any employee for personal
use, you can change to the lease value rule on the
first day on which the automobile no longer quati-
fies for the cents-per-mile rule.

2. You must use this rule for alf later years in which you
make the automobile available to any employee, ex-
cept that you can use the commuting rule for any year
during which use of the automobile qualifies,

3. You must continue to use this rule if you provide a re-
placement automobile to the employes and your pri-
mary reason for the replacement is to reduce faderal
taxes.

Annual Lease Value

Generally, you figure the annual lease value of an automo-
bile as follows.

1. Determine the fair market value (FMV) of the automo-
bile on the first date it is available to any employee for
personal use.

2. Using Table 3-1. Annual Lease Value Table, read
down column (1) until you come to the dollar range
within which the FMV of the automobile fafls. Then
read across to column (2) to find the annual lease
valte.

3. Multiply the annual lease value by the percentage of
personal miles out of iotal miles driven by the em-
ployes.
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Table 3-1. Annual Lease Value Table

{1) Automobile FMV (2) Annual Lease

010898 . ... i $ 600
1,000801,999 . ..o v i 850
2000102999 . ...t 1,100
3000103999 . ... ...t 1,350
400004999 . .. ittt 1,600
500005999 . .. ...t 1,850
6,000(06,999 . ... ...t 2,100
7000807,999 . ... 2,350
8000108999 ... ... iiiii e 2,600
0001098999 . ... ...t 2,850

10,000t016,999 . ... ..o et ... 3,100
11,000t011,999 . ... .ottt 3,350
12,0001012,899 . ... ..ot 3,600
13,0001013,999 . ... .ot i i 3,850
14000014998 . ... ... ittt 4,100
15000015999 . ... ..t 4,350
16,0000016,99% . ... ... ... .. ... ... 4,600
17,000t017,999 . ... ... ... 4,850
18,000t018,998 . .. ... ..ot 5,100
19,000t019,999 . .. ... o 5,350
20,0001020,999 ... it 5,600
21,000t021,999 ... i it 5,850
220001022999 . ... ... 6,100
23,0001023999 . ... . ... 8,350
240001024999 . ... ..., 8,600
250001025998 . .. . ... ... ... 6,850
26,0001027,998 . ... ... ... ... 7,250
280001028998 . ... ... ... ... ..., 7.750
30,000t031,999 . ... ... ... 8,250
32,000t0383,995 . ... ... 8,750
34,000t035999 . ... ... ... ..., 9,250
36,000t037,998 . ... ... ... ... 9,750
38,0001039,999 . ... .. ... ... 10,250
40,000t041,999 . ... . .. ... 10,750
42,0001043,899 . ... .. ... i, 11,250
4400010458099 . ... .. ... ... ... .. 11,750
46,0001047,999 . ... . .. it 12,250
48,0001049,899 ... ... .. i 12,760
50,0001t051,999 ... ... . et 13,250
52,0001053,099 ... ... . 13,750
54,0008055999 . ... ... i 14,250
B6,0001057,999 . . ... 14,750
58,0001059,999 . .. ... 15,250

For automobiles with a FMV of more than $59,999, the
annual lease value equals (.25 x the FMV of the automo-
bile) -+ $500.

FMV. The FMV of an automobile is the amount a person
would pay to buy it from a third party in an arm's-length
transaction in the area in which the automobile is bought
ot leased. That amount includes all purchase expenses,
such as sales tax and title fees.

If you have 20 or more automabiles, see Regulations
section 1.61-21(d}{5){v). If you and the employes own or
lease the automobile together, see Regulations section
1.61-21(d)(2)(i}}.

You do not have to include the value of a telephone or
any specialized equipment added to, or carried in, the au-
tomobile if the equipment is necessary for your business.
Howaver, include the value of specialized equipment if the
employee fo whom the automobile is available uses the
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specialized equipment in a trade or business other than
yours,

Neither the amount the employee considers to be the
value of the benefit nar your cost for either buying or leas-
ing the automobile determines its FMV. However, see
Safe-harbor value, next.

Safe-harbor value. You may be able o use a
safe-harbor value as the FMV.

For an automobile you bought at arm's length, the
safe-harbor value is your cost, including sales tax, title,
and other purchase expenses. You cannct have been the
manufacturer of the automobile.

For an automobile you lease, you can use any of the
following as the safe-harbor value.

* The manufacturer's invoice price {including options)
plus 4%,

* The manufacturet's suggested retall price minus 8%
{including sales tax, title, and other expenses of pur-
chase).

® The retail value of the automobile reported by a na-
tionally recognized pricing source If that retail value is
reasonable for the automobile.

Iltems included in annual lease value table. Each an-
nuat leass valus in the table includes the value of mainte-
nance and insurance for the automobile. Do not reduce
the annual lease value by the value of any of these serv-
fces that you did not provide. For example, do not reduce
the annual lease value by the value of a maintenance
service contract or insurance you did not provide. You can
take into account the sarvices actually provided for the au-
tomobile by using the general valuation rule discussed
earlier.

ltems not included. The annual lease value does not
include the value of fuel you provide to an employee for
personal use, regardless of whether you provide it, reim-
burse its cost, or have it charged to you. You must include
the value of the fuel separately in the employee’s wages.
You can value fuel you provided at FMV or at 5.5 cents
per mile for all miles driven by the employee. However,
you cannot value at 5.5 cents per mile fuel you provide for
miles driven outside the United States {including its pos-
sessions and territories), Canada, and Mexico.

If you reimburse an employee for the cost of fuel, or
have it charged to you, you generally value the fuel at the
amount you reimburse, or the amount charged to you if it
was bought at arm's length.

 you have 20 or more automobiles, see Regulations
section 1.61-21({d}(3)(i){D).

if you provide any service other than maintenance and
insurance for an automobile, you must add the FMV of
that service to the annual lease value of the automebile to
figure the value of the benefit.

4-year lease term. The annual lease values in the table
are based on a 4-year lease term. These values will gen-
erally stay the same for the period that begins with the first
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date you use this rule for the automobile and ends on De-
cember 31 of the fourth full calendar year following that
date.

Figure the annual lease value for each later 4-year pe-
riod by determining the FMV of the automabile on January
1 of the first year of the later 4-year period and selecting
the amount in column (2) of the table that corresponds to
the appropriate dollar range in colemn (1).

Using the special accounting rule. If you use the
special accounting rule for fringe benefits discussed in
section 4, you can figure the annual lease value for each
later 4-year period at the beginning of the special account-
ing period that starts immediately before the January 1
date described in the previous paragraph.

For example, assume that you use the special account-
Ing rule and thai, beginning on Novembsr 1, 2012, the
special accounding perlod Is November 1 to October 31.
You elected to use the lease valus rule as of January 1,
2013. You can refigure the annual lease value on Novem-
ber 1, 2018, rather than on January 1, 2017,

Transferring an automobile from one employee to
another. Unless the primary purpose of the transfer is to
reduce federal taxes, you can refigure the annual lease
value based on the FMV of the automobile on January 1
of the calendar year of transfer.

Howaver, If you use the special accounting rule for
fringe benetits discussed in section 4, you can refigure the
annual lease value (based on the FMV of the automobile)
at the beginning of the special accounting period in which
the transfer occurs.

Prorated Annual Lease Value

If you provide an automobile to an employee for a continu-
ous period of 30 or more days but less than an entire cal-
endar year, you can prorate the annual lease value, Fig-
ure the prorated annual lease value by multiplying the
annual lease valus by a fraction, using the number of days
of availability as the numerator and 365 as the denomina-
tor.

if you provide an automobile continuously for at least
30 days, but the period covers 2 calendar years (or 2 spe-
cial accounting periods if you are using the special ac-
counting rule for fringe benefits discussed in section 4},
you can use the prorated annual lease value ar the daily
lease value.

If you have 20 or more automobiles, see Regulations
section 1.61-21(d)(6).

If an automoblle is unavailable to the employee be-
cause of his or her parsonal reasons (for example, if the
employee is on vacation), you cannot take into account
the petiods of unavailability when you use a prorated an-
nual lease value.

You cahnot use a prorated annual lease value if
} the reduction of federal tax is the main reason the
sy aufomobile is unavailable.
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Daily Lease Value

If you provide an automebile to an employee for a continu-
ous period of less than 30 days, use the daily lease value
to figure its value. Figure the daily lease value by muttipiy-
ing the annual lease value by a fraction, using four times
the number of days of availability as the numerator and
365 as the denominator.

However, you can apply a prorated annual lease value
for a period of continuous availability of less than 30 days
by treating the automobile as if it had been available for 30
days. Use a prorated annual lease value if it would result
in a lower valuation than applying the daily lease value to
the shorter period of availability.

Unsafe Conditions Commuting Rule

Under this rule, the value of commuting transportation you
provide to a qualified employee solely because of unsafe
conditions is $1.50 for a one-way comimute (that is, from
home to work or from work to home). This amount must
be included in the employee's wages or raimbursed by the
employee.

You can use the unsafe conditions commuting rule for
qualified employess if ali of the following reguirements are
met.

* The employee would ordinarily walk or use public
transportation for commuting.

® You have a written policy under which you do not pro-
vide the transportation for personal purposes other
than commuting because of unsafe conditions.

¢ The employee does not use the transportation for per-
sonal purposes other than commuting because of un-
safe conditions.

These requirements must be met on a trip-by-trip basis.

Commuting transportation. This is transportation to or
from work using any motorized wheeled vehicle {including
an automobile) manufactured for use on public streets,
roads, and highways. You ot the employee must buy the
transportation from a party that is not related to you. If the
employae buys it, you must reimburse the employes for its
cost (for example, cab fare) under a bona fide reimburse-
ment arrangement,

Qualified employes. A qualified employee for 2013 is
one who:

* Performs services during the year;
¢ [s paid on an hourly basis;

* |3 not claimed under section 213{a}(1) of the Falr La-
bor Standards Act (FLSA) of 1938 (as amended) to be
exempt from the minimum wage and maximum hour
provisions;

*® |s within a classification for which you actually pay, or
have specifisd in writing that you will pay, overtime
pay of at least one and one-half times the regular rate
provided in section 207 of FLSA; and
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® Received pay of not more than $115,000 during 2012.

However, an employee is not considered a qualified em-
ployee if you do not comply with the recardkeeping re-
quirements concerning the employee's wages, hours, and
other conditions and practices of smployment under sec-
tion 211(c) of FL.SA and the related regulations.

Unsafe conditions. Unsafe conditions exist if, under the
facis and circumstances, a reasonable person would con-
sider it unsafe for the employee to walk or use public
transportation at the time of day the employee must com-
mute. One faclor indicating whether it is unsafe is the his-
tory of crime in the geographic area surrounding the em-
ployee's workplace or home at the time of day the
employee commutes.

4. Rules for Withholding,
Depositing, and Reporting

Use the following guidelines for withholding, depositing,
and reporting taxable noncash fringe benefits. For addi-
tional information on how to withhold on fringe benefits,
see Publication 15 (Circular E), section 5.

Valuation of fringe benefits. Generally, you must deter-
mine the value of noncash fringe benefils no later than
January 31 of the next year. Befare January 31, you may
reasonably estimate the value of the fringe benefits for
purposes of withholding and depositing on time.

Choice of perlod for withholding, depositing, and re-
porting. For employment tax and withholding purposes,
you can treat fringe benefits (including perscnal use of
employer-provided highway maotor vehicles} as paid onh a
pay period, quarter, ssmiannual, annual, or other basis.
But the benefits must be treated as pald no less frequently
than annually. You do not have to chaose the same period
for all employees. You can withhold more frequently for
some employees than for others.

You can change the petiod as often as you like as long
as you treat all of the benefits provided in a calendar year
as paid no later than December 31 of the calendar year.

You can also treat the value of a singte fringe benefit as
paid on ohe or mare dates in the same calendar year,
even if the employee receives the entire benefit at one
time. For example, if your employee receives a fringe ben-
efit valued at $1,000 in one pay period during 2013, you
can freat it as made in four payments of $250, each in a
different pay period of 2013. You do not have to notify the
IRS of the use of the periods discussed above.

Transfer of property. The above choice for reporting
and withholding does not apply to a fringe benefit that is a
transfer of tangible or intangible personal property of a
kind normally held for invesimert or a transfer of real
property. For this kind of fringe benefit, you must use the
actual date the property was transferred to the employee.

Withholding and depositing taxes. You can add the
value of fringe benefits to regular wages for a payroll pe-
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riod and figure income tax withholding on the total. Or you
can withhold federat income tax on the value of fringe
henefits at the flat 25% rate that applies to supplemental
wages. See section 7 in Publication 15 (Circular E) for the
flat rate (39.6%) when supplemental wage payments to an
individual exceed $1 million during the year.

You must withhold the applicable income, soclal secur-
ity, and Medicare taxes on the date or dates you chose to
treat the benefits as paid. Deposit the amounts withheld
as discussed in section 11 of Fublication 15 (Circular E).

Additional Medicare Tax withholding. In addition to
withholding Medicare tax at 1.45%, you must withhold a
0.9% Additional Medicare Tax from wages you pay to an
employee in excass of $200,000 in a calendar year. You
are required to begin withholding Additional Medicare Tax
in the pay period in which you pay wages in excess of
$200,000 fo an employee and continue to withhold it each
pay period until the end of the calendar year. Additional
Medicare Tax is only imposed on the employee. Thers Is
no employer share of Additional Medicare Tax. All wages
that are subject to Medicare tax are subject to Additional
Medicare Tax withholding if paid in excess of the
$200,000 withholding threshold. For mare information on
what wages are subject o Medicare tax, see Table 2-1,
eatlier, and the chart, Special Rules for Various Types of
Services and Paymenis, in section 15 of Publication 15,
{Circular E).

Amount of deposit. To estimate the amount of in-
come tax withholding and employment taxes and to de-
posit them on time, make a reasonable sstimate of the
value of the fringe benefits provided on the date or dates
you chose 1o treat the benefits as paid. Determine the es-
timaied deposit by figuring the amount you would have
had to deposit If you had paid cash wages equal to the es-
timated value of the fringe banefits and withheld taxes
from those cash wages, Even if you de not know which
employee will receive the fringe benefit on the date the
deposit is due, you should follow this procedure.

If you underestimate the value of the fringe benefits and
deposit less than the amount you would have had to de-
posit if the applicable taxes had been withheld, you may
be subject to a penalty.

If you overestimate the value of the fringe benefit and
overdeposit, you can either claim a refund or have the
overpayment applied to your next Form 941. See the In-
structions for Form 841,

If you paid the required amount of taxes but withheld a
lesser amount from the employee, you can recover from
the employee the social security, Medicare, or income
taxes you deposited on the employee’s behalf and inclu-
ded on the employee’s Form W-2, However, you must re-
caver the income taxes before April 1 of the following
year,

Paying your employee's share of social security and
Medicare taxes. If you choose to pay your employee's
social security and Medicare taxes on taxable fringe ben-
efits without deducting them from his or her pay, you must
include the amount of the payments in the employee's in-
come. Also, if your employee leaves your employment
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and you have unpaid and uncollected taxes for noncash
henefits, you are still liable for those taxes. You must add
the uncollected employee share of social security and
Medicare tax to the employee'’s wages. Follow the proce-
dure discussed under Employee’s Portion of Taxes Paid
by Employer in section 7 of Publication 15-A. Do not use
withheld federal income tax to pay the social security and
Medicare iax.

Special accounting rule. You can treat the value of tax-
able noncash benefits as paid on a pay period, quarterly,
semi-annually, annually, or on another basis, provided
that the benefits are treated as paid no less frequently
than annually. You can treat the value of taxable noncash
fringe benefits provided during the last two maonths of the
calendar year, or any shorter period within the last two
months, as paid in the next year. Thus, the value of taxa-
ble noncash benefits actually provided in the last two
months of 2012 could be treated as provided in 2013 to-
gether with the value of benefits provided in the first 10
months of 2013. This does not mean that all benefits trea-
ted as pafd during the last two months of a calendar year
can be deferred until the next year. Only the value of ben-
efits actually provided during the last two months of the
calendar year can be treated as paid in the next calendar
year.

Limitation. The special accounting rule cannot be
used, however, for a fringe benefit that is a transfer of tan-
gible or intangible personal property of a kind normally
held for investment or a transfer of real property.

Conformity rules. Use of the special accounting rule
is optional. You can use the rule for some fringe henefits
but not others. The period of use need not be the same for
each fringe benefit. However, if you use the rule for a par-
ticular fringe benafit, you must use it for all employees
who receive that bensfit.

i you use the special accounting rule, your employse
atso must use it for the same period you use it. But your
employee cannot use the special accounting rule unless
you do.

You do not have to notify the 1RS if you use the speclal
accounling rule. You may also, for appropriate reasons,
change the period for which you use the rule without noti-
fying the IRS. But you must report the income and deposit
the withheld taxes as required for the changed pstiod.

Special rules for highway motor vehicles. #f an em-
ployee uses the employet's vehicle for personal purposes,
the value of that use must be determined by the employer
and included in the employee's wages. The value of the
personal use must be based on fair market value or deter-
mined by using one of the following three special valuation
rules previously discussead in section 3.

¢ The lease value rule.
¢ Tha cents-per-mile rule.
¢ The commuting rule {for commuting use only).

Election not to withhold income tax. You can
choose noi to withhold income tax on the value of an
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employee's personal use of a highway motor vehicle you
provided. You do not have to make this choice for all em-
ployees. You can withhold income tax from the wages of
some employees but not others. You must, however, with-
hold the applicable sccial security and Medicare taxes on
such benefits.

You can choose not to withhold income tax on an em-
ployee's personal use of a highway motor vehicle by:

* Notifying the employee as described below that you
choose not to withhold, and

¢ Including the value of the benefits in boxes 1, 3, 5, and
14 on a timely furnished Form W-2. For use of a sepa-
rate statement in fieu of using box 14, see the General
Instructions for Forms W-2 and W-3,

The notice must be in wriling and must be provided to
the employee by January 31 of the election year or within
30 days after a vehicle is first provided 1o the employee,
whichever is later. This notice must be provided in a man-
her reasonably expected fo come to the attention of the
affected employee. For example, the notice may be
mailed to the employee, included with a paycheck, or pos-
ted where the employee could reasonably be expected fo
see it, You can also change your election not to withhold
at any time by notifying the employee in the same manner.

Amount to report on Forms 941 {or Form 944) and
W-2. The actual value of fringe benefits provided during a
calendar year (or other pericd as explained under Special
accounting rile, earlier in this section} must be deter-
mined by January 31 of the following year. You must re-
port the actual value on Forms 941 (or Form 944} and
W-2, If you choose, you can use a separate Form W-2 for
fringe benefits and any other benefit information.

Include the value of the fringe benefit in box 1 of Form
W-2. Also include it in boxes 3 and 5, if applicable. You
may show the total value of the fringe benefits provided in
the calendar year or other petiod in box 14 of Form W-2,
However, if you provided your employee with the use of a
highway motor vehicle and included 100% of its annual
lease value in the employee's income, you must also re-
port it separately in box 14 or provide it in a separate
statement to the employee so that the employee can com-
pute the value of any business use of the vehicle.

i you use the special accounting rule, you must notify
the affected employees of the period in which you used it.
You must give this notice at or near the date you give the
Form W-2, but not earlier than with the employee's last
paycheck of the calendar year.

How To Get Tax Help

You can get help with unresclved tax issues, order free
publications and forms, ask tax questions, and get infor-
mation from the IRS in several ways. By selacting the
methaod that is best for you, you will have quick and easy
access to tax help.
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j Internet. You can access the IRS website at
¥ IRS.gov 24 hours a day, 7 days a week to:

o E-fife your return. Find out about commercial tax prep-
aration and e-file services available free to eligibla tax-
payers.

* Download forms, including talking tax forms, instruc-
tions, and publications. -

s Order IRS products.
# Research your tax questions,
* Search publications by topic or keyword.

s Use the Intsrnal Revenue Code, regulations, or other
official guidance.

* View Internal Revenue Bulletins (IRBs) published in
the last few years.

® Sign up to receive local and national tax news by
email.

# Get information on starting and operating a small busi-
ness.

E Phone. Many setvices are available by phone.

® Ordering forms, instructions, and publications. Call
1-800-TAX-FORM (1-800-829-36786) {o order cur-
rent-year forms, instructions, and publications, and
prior-year forms and instructions (limited to 5 years}).
You should raceive your order within 10 days.

® Asking fax questions. Call the IRS Business and Spe-
cialty Tax Line with your employment tax questions at
1-800-828-4933.

* Solving problems. You can get face-to-face help solv-
ing tax problems most business days In IRS Taxpayer
Assistance Centers (TAC). An employee can explain
IRS letters, request adjustments to your account, or
help you set up a payment plan. Call your local Tax-
payer Assistance Centear for an appolntment. To find
the number, go to www.irs.qov/lacalcontacts ot look in
the phone book under United States Government, In-
ternal Revenue Service.

& TDD/TTY equipment. If you have access to TDD/TTY
equipment, call 1-800-829-4059 to ask tax questions
or to order forms and publications, The TDD/TTY tele-
phone number is for individuals who are deaf, hard of
hearing, or have a speech disability. These individuals
can also access the 1RS through relay services at
www.gsa.gov/fedrelay.

¢ TeleTax topics. Call 1-800-829-4477 o listen to
pre-recorded messages covering various tax topics.

Evaluating the quality of our telephone services. To
ensure IRS representatives give accurate, courteous, and
professional answers, we use several methods fo
evaluate the quality of our telephone seivices. One
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method is for a second IRS representative io listen in on
or record random telephone calls, Another is to ask some
callers to complete a short survey at the end of the call.

Walk-in. Some products and services are avalla-
ble cn a walk-in basis.

¢ Products. You can walk in to some post offices, libra-
ries, and IRS offices to pick up certain forms, instruc-
tions, and publications. Some IRS offices, libraries,
and city and county government offices have a collec-
tion of products available to photocopy from reprodu-
cible proofs. Also, some IRS offices and libraries have
the Internal Revenue Code, regulations, Internal Rev-
enue Bulletins, and Cumulative Bulleting available for
research purposes.

® Services. You can walk in to your local Taxpayer As-
sistance Center most business days for parsonal,
face-to-face tax help. An employee can explain IRS
letters, request adjustments to your tax account, or
help you set up a payment ptan. if you need to rescive
a tax problem, have questicns about how the tax law
applies to your tax return, or you are more comfortable
talking with someone in person, visit your local Tax-
paver Assistance Center where you can spread out
your records and talk with an IRS representative
face-to-face. No appointrment is necessary—just walk
in. Before visiting, check www.irs.govflocalcontacts for
hours of operation and services provided. If you have
an ongoing, complex tax account probtem or a special
need, such as a disability, an appointment can be re-
quested by calling your local TAC. You can leave a
message and a representative will call you back within
2 husiness days. All other issues will be handled with-
out an appointment. To call your local TAC, go to
www.irs. govilocalconfacts or look in the phone book
under United States Government, Inlernal Revenue
Service.

PO W Mail. You can send your order for forms, instruc-
tions, and publications to the address below. You

should receive a response within 10 days after
your reguest is received.

Internal Revenue Service
1201 N. Mitsubishi Motorway
Bioomington, IL 81705-6613

Taxpayer Advocate Service. The Taxpayer Advocate
Service (TAS) is your voice at the IRS. Hs job Is to ensure
that every taxpayer is treated faitly, and that you know and
understand your rights. TAS offers free help to guide you
through the often-confusing process of resolving tax prob-
lems that you haven't been able to solve on your own. Re-
member, the worst thing you can do is nothing at all.

TAS can help if you can't resolve your prablem with the
IRS and:

® Your problem Is causing financial difficulties for you,
your family, or your business.
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* You face {or your business is facing) an immediate
threat of adverse action.

¢ You have tried repeatedly to contact the IRS but ho
one has responded, or the 1IR3 has not responded to
you by the date promised.

i you qualify for help, they will do everything they can
to get your problem resolvad. You will be assigned to one
advocate who will be with you at every turn, TAS has offi-
ces in every state, the District of Columbia, and Puerto
Rico. Although TAS is independent within the IRS, their
advocates know how 1o work with the IRS to get your
problems resolved. And its services are always free.

As a taxpayer, you have tights that the IRS must abide
by in its dealings with you. The TAS tax toolkit at
www. TaxpaverAdvocate.irs.goy can help you understand
these rights.

If you think TAS might be able to help you, calt your lo-
cal advocate, whose nhumber is in your phone hook and on
our website at www.irs. gov/advocale. You can also call
the toll-free number at 1-877-777-4778. Deaf and hard of
hearing individuals who have access to TDD/TTY equip-
ment can call 1-800-8293-4059, These individuals can also
access the IRS relay services such as the Federal Relay
Service at www.gsa.gov/ifedrelay.

TAS also handles large-scale or systemic problems
that affect many taxpayers. If you know of one of these
broad issues, please report it through our Systemic Advo-
cacy Management System at www.irs.gov/advocate.

Free fax services. Publication 910, IRS Guide to Free
Tax Services, is your guide to IRS services and resour-
ces. Learn about free tax information from the IRS, includ-
ing publications, services, and sducation and assistance
programs. The publication also has an index of aver 100
TeleTax topics (recorded tax information) you can listen to
on the telephone. The majotity of the information and
services listed in this publication are available to you free
of charge. If there is a fee associated with a resource or
service, it is listed in the publication.

Accessible versions of IRS published products are
available on request in a variety of alternative formats for
people with disabilities.

* Current-year forms, instruetions, and publications.

DVD for tax products. You can order Publica-
tion 1796, IRS Tax Producis DVD, and obtain;

¢ Prior-year forms, instructions, and publications.

* Tax Map: an electronic research tool and finding aid.
¢ Taxlaw frequently asked questions.

* Tax Topics from the IRS telephone response system,
® |nternal Revenue Code—Title 26 of the U.S. Code.

® |inks to other internet-based tax research materials.
¢ Fill-in, print, and save features for most tax forms.

& Internal Revenue Bulletins.
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* Toll-free and email technical support.

® Two releases during the year.
—The first release will ship the beginning of January
2013.
- The final release will ship the beginning of March
2013.

Purchase the DVD from National Technical Information
Service (NTIS) at www.frs.govicdorders for $30 {no han-
diing fee) or call 1-877-233-6767 toll free to buy the DVD
for $30 {plus a $6 handling fee).
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¢4~ To help us develop a more useful index, please let us know if you have ideas for index entries.

Index Y~ See “Comments and Suggestions” in the “Introduction” for the ways you can reach us.
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Appendix 3

Steven A. Hunt

Director of Finance

Bernard P. Carvalho, Jr.
Mavyor

Nadine K. Nakamura 2 0 Sally A. Motta
Managing Director Deputy Director of Finance

DEPARTMENT OF FINANCE

County of Kaua‘i, State of Hawal’i

4444 Rice Street, Suite 280, Lihu'e, Hawai'i 96766
TEL (808) 241-4200 FAX {808) 241-6529

November 4, 2013
TO:! Department Heads
FROM: Steven A. Hunt, Director of Finance
RE: TAKE HOME VEHICLE POLICY AUDIT FINDING

Although the 2013 edition of the Take Home Vehicle Policy is relatively new, there have already
been some findings related to the improper authorization of take home vehicles by Department Heads and
Supervisors. While I certainly appreciate decisions that are made to gain efficiency and potentially save
the County money, there is also risk associated with sending our vehicles out on the road in an “off duty”
capacity. There are instances where employees may require the use a take home vehicle on an incidental
basis. This policy section is shown below:

“Incidental and occasional use of non-exempt Take Home Vehicles shall be considered a
nontaxable fiinge benefit. Examples are situations whereby an employee’s assigned exempt
vehicle is down for repairs, an employee is unable fo return the vehicle to the designated
baseyard before it closes, an employee will be conducting business away from the employee’s
normal assigned work location and outside an employee’s normally scheduled work hours, or
impending inclement weather necessitates other employees fo be on-call.”

The incidental or occasional use states that such uses do not constitute taxable fringe benefits; it
does not mean these employees are exempt from being authorized for their take home vehicles by the
Director of Finance and the Mayor. To be clear, incidental or occasional uses of take home vehicles may
include but are not limited to the following reasons:

s Cleaning of vehicles

Work activities beginning prior to hours of operation
Repairs to another authorized take home vehicle-

In preparation of an emergency or potential disaster
Conducting business away from assigned work place
Inclement weather prohibits return of vehicle
Baseyard closed

* 8 & & »

Please register those employees and vehicles that may, on an incidental or occasional basis, be used as
take home vehicles.



