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Mary Lou McLeod, CGA 
Director, Budget and Performance Services 
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SUBJECT:  Mileage Reimbursement Rate Policy
 
RECOMMENDATION 
 
It is recommended that: 
 

1. A mileage reimbursement rate of $0.46 per kilometer be established for mileage 
incurred a fter the acceptance of this report. 

 
2. The annualized impact of this change in policy of $66,000 be referred to the 2009 

budget. 
 
3. Council adopt an ongoing policy for kilometer reimbursement as set annually by 

the Minister of Finance (per Section 7306 of the Income Tax Regulations).  The 
rate shall reflect the amount set out in the Income Tax Regulations for travel in 
excess of 5,000 kilometers.  The current rate for 2008 is $0.46 per kilometer.   

 
 
BACKGROUND 
 
Each year, as part of the budget review, Finance is asked to report on the cost of 
operating personal vehicles for business purposes and to establish an appropriate 
mileage reimbursement rate.  Due to the recent increased cost of fuel, Finance has 
undertaken a review of vehicle  costs and reimbursement rates. 
 
Currently, the Municipality reimburses approximately 1.1 million kilometers for business 
related travel at a rate of $0.40 per kilometer with an annual budget impact of $440,000.  
This rate was established in February, 2006.  Among other factors, the cost of fuel was 
estimated at $1.00 per litre.  The average cost of fuel per litre for the municipal fleet 
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vehicles are as follows and does not necessarily reflect the average costs for individual 
consumers: 

• 2006 $0.85  
• 2007 $0.93 
• 2008 $1.11 (Jan to Aug) 

 
 
COMMENTS 
 
The Municipality’s traditional method of recommending a mileage reimbursement rate 
reviewed the cost of operating a vehicle with input from various sources including the 
Canadian Automobile Association (CAA), manufacturers’ vehicle specifications and 
municipal survey results.  This method requires annual review and is not necessarily 
responsive to changes in the consumer market. 
 
The recommendation in this report is to establish a corporate policy for mileage 
reimbursement rather than rely on the timing of the budget process.  In developing this 
recommendation the following options were considered: 

• 1) Costs of operating a vehicle 
• 2) Canada Revenue Agency Automobile allowance rates 
• 3) Canada Revenue Agency Vehicle rates 
• 4) Municipal survey results 

 
The following sections provide detail regarding the options considered. 
 
Option 1 - Costs of operating a vehicle: 
 
Finance has traditionally researched operating costs of vehicles from sources such as the 
Canadian Automobile Association (CAA) and manufacturers’ vehicle specifications in 
determining the costs of operating vehicles. 
 
There are many variables that impact the cost of ownership for a vehicle - mileage 
expectation, cost and residual value, maintenance, insurance, financing, driving habits, 
personal preferences, etc.  A mileage rate is difficult to calculate due to its many 
variables.    
   
The finance department calculated its own set of operating costs  covering 15 vehicles 
with a range of purchase prices based on information from the manufacturers’ web-sites.  
Assumed was a five year ownership, 75,000 or 125,000 km of travel over that period and 
gas at $1.33 per litre.  An appropriate charge back rate ranged from $0.23 at the low end 
and $0.93 at the upper end.  The model included financing charges at 7.75%.  A 
summary of the findings are included in Appendix A. 
 
If this method were used for 2008, based on a mid-sized car and km usage of 125,000, 
the range of the rate would be $0.43 to $0.49 per km.  This method of calculation is not 
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being recommended because it is very time consuming and can be viewed as being 
subjective based on the vehicles used in the review. 
 
Option 2 - Canada Revenue Agency Reasonable per-kilometer allowance: 
 
Annually, the Canada Revenue Agency establishes vehicle rates for business purposes 
in two respects, from a taxability of income perspective and a simplified method for 
income tax deductibility.  The first method discussed is the rate used for reasonableness 
regarding taxability on receipt.  The information has been obtained from the web-site for 
the Canada Revenue Agency. 
   
“The per kilometer allowance that we usually consider reasonable are the amounts 
prescribed in Section 7306 of the Income Tax Regulations.  Although these rates 
represent the maximum amount you can deduct as business expenses, you can use 
them as a guideline to determine if the allowance paid to your employee is reasonable.” 
 
These rates are established at the first of a calendar year for payroll purposes.  For 2008, 
the rates were modified January 8, 2008 and are as follows for Ontario: 
 $0.52 per kilometer for the first 5,000 kilometers and 
 $0.46 per kilometer thereafter 
 
For Chatham-Kent, approximately 20% of the mileage reimbursements exceed 5,000 
kilometers.  For ease, it is recommended that one rate be established for reimbursement 
to avoid a further tracking of mileage accumulation and possible taxability of usage 
issues.  As indicated on the information from Revenue Canada, the type of vehicle and 
driving conditions can determine whether an allowance is reasonable.  To avoid 
confusion and personal situations, the recommendation includes that the over 5,000 
kilometers per year usage be adopted as a policy.  For 2008 the rate would be $0.46 per 
kilometer. 
 
Option 3 - Canada Revenue Agency Vehicle rates: 
 
The other rate established by Canada Revenue Agency is the simplified rate for income 
tax purposes relating to moving or medical expenses and does not require receipts to be 
kept for ease of filing income tax returns.  This rate is established for the income taxation 
year.  The rate established January 3, 2008 was for the 2007 taxation year, currently at 
$0.495 per kilometer for Ontario. 
 
The rate of $0.495 has been established by the Canada Revenue Agency for tax 
deductible purposes and is between the established taxable allowance rates  of $0.46 and 
$0.52 per kilometer.   
 
Option 4 – Municipal Survey results: 
 
Due to the rising costs of fuel, a recent  survey of 204 Ontario municipalities was 
completed in April 2008 by the Municipal Finance Officers’ Association.  Attached as 
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Appendix B is the result of 56 municipalities with populations greater than 50,000.  Rates 
for reimbursement range from $0.40 to $0.52 per kilometer, with an average rate of 
$0.478 per kilometer.  
  
Of particular interest, a significant number of respondents tied their mileage 
reimbursement rate to that permitted as a maximum by the Canada Revenue Agency 
(CRA).  This type of approach would eliminate the need for annual surveys and reports.  
Adjustments to the CRA rate would trigger an automatic adjustment to the municipal rate, 
be it an increase or a decrease.    
 
CONSULTATION 
 
External references were made to the rates established by Canada Revenue Agency, the 
CAA Car Driving Report (2008) Costs, and the MFOA survey. 
 
The Director of Fleet Services and Human Resources were also consulted.   
 
There is currently no specific language included in our labour contracts that address the 
calculation of mileage reimbursement rates.  The effective date and reimbursement rate 
is currently the rate established by Council as part of the Chatham-Kent Corporate Policy 
manual. 
 
The Executive Management Team was consulted in the review.  Impact of the options as 
well as timing of implementation were considered in the development of the 
recommendations. 
 
 
FINANCIAL IMPLICATIONS 
 
Municipal staff over the past two years have  been reimbursed for about 1.1 million 
kilometers annually.  At a per km rate of $0.40, this policy requires $440,000.  For each 
$.01 the rate changes, the impact will be about $11,000. 
 
A summary of the options presented in this report and the final recommendation is as 
follows: 
 
 
Option # Description Range p/km Avg p/km 

for costing 
Annualized 
budget change 

1 Cost of operating  
(125,000 km) 

$0.23-$0.65 $0.48 $88,000 

2 CRA – per km $0.46-$0.52 $0.508 $118,800 
3 CRA – vehicle rate  07 $0.495 $0.495 $104,500 
4 MFOA $0.40-$052 $0.478 $85,800 

Recommended     
2 CRA – less than 5,000 $0.46 $0.46 $66,000 
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The annualized impact of the development of this policy will be $66,000 and will be 
included in the 2009 budget.  For 2008, with an effective date of September, the 2008 
budget impact will be $22,000 and has been included in the forecasted budget variance 
of June. 
 
 
Prepared by:      Prepared by:  
 
 
_________________________   _________________________ 
Stuart Wood, CMA     Mary Lou McLeod, CGA 
Director, Financial Services/Treasurer  Director Budget & Performance Services 
 
 
Reviewed by:     Reviewed by: 
 
 
_________________________   __________________________  
Gerry Wolting, BMath, CA    C.D. Weldon 
General Manager, Corporate Services  Chief Administrative Officer 
 

 
Attachment(s) –  Appendix A – Mileage Allowance Study - 2008 
 Appendix B – MFOA Mileage Rate Survey 
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