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Introduction 
 
As a part of our audit of the State of Louisiana’s Comprehensive Annual Financial Report 
(CAFR) for the year ended June 30, 2017, we performed procedures at the Louisiana Department 
of Revenue (LDR) to provide assurances on financial information that is significant to the state’s 
CAFR; evaluate the effectiveness of LDR’s internal controls over financial reporting and 
compliance; and determine whether LDR complied with applicable laws and regulations.  In 
addition, we determined whether management has taken actions to correct findings reported in 
the prior year.   
 
LDR is the state agency charged with the assessment, collection, administration, and 
enforcement of taxes, fees, licenses, penalties, and interest due to the State of Louisiana.  The 
department’s mission is to fairly and efficiently collect state tax revenues to fund public services; 
to regulate charitable gaming and the sale of alcoholic beverages and tobacco; and to support 
State agencies in the collection of overdue debts. 

 
 

Results of Our Procedures 
 

Follow-up on Prior-year Findings  
 
Our auditors reviewed the status of the prior-year findings reported in a management letter dated 
November 30, 2016.  We determined that management has resolved the prior-year findings 
related to Inadequate Controls over LaCarte Card Purchases, Untimely Deposit of Tax Payments, 
and Inadequate Controls over Human Capital Management and Advantage Financial System 
Access.  The prior-year finding related to the Overpayment of Sales Tax Distributions to Local 
Government has not been resolved and is addressed again in this letter. 
 
 

Current-year Findings  
 
Overpayment of Sales Tax Distributions to Local Government 
 
LDR has continued to overpay the Algiers Economic Development District No. 1 (District).  The 
overpayment to the District since the beginning of its Cooperative Endeavor Agreement 
(Agreement) executed in 2004 is now more than $7.9 million, including $497,060 in fiscal year 
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2017.  LDR concurred with our prior-year finding; however, no changes to the agreement or to 
the method of calculation for distributions were made during fiscal year 2017.  
 
The Agreement between LDR and the District states that LDR shall distribute the calculated 
“Monthly Pledged State Increment” to the District every quarter, which is defined by the 
Agreement as the lesser of the “Monthly State Increment” (MSI) and the “Monthly Local 
Increment.”   
 
The MSI is equal to the excess of 1.25 cents of the sales tax collections from taxpayers in the 
District over the monthly state base ($74,864 per the agreement).  Rather than using the excess of 
1.25 cents of the sales tax collections in its calculation, LDR used the total sales tax collections 
from the taxpayers in the District, which resulted in the overpayments. The Agreement requires 
that LDR eliminate any shortage or overage by adjusting future distributions.   
 
LDR management should re-evaluate the current distribution calculation and work on a plan to 
recoup past overpayments.  Management noted that it will continue its efforts to discuss and 
work with the local government to legally amend the Agreement to address the finding while 
ensuring compliance with the law (see Appendix A, pages 1-2). 
 
Ineffective Controls over Severance Tax Collections and Refunds 

  
LDR did not effectively implement or adequately monitor controls over severance tax collections 
and refunds.  LDR did not ensure required forms were on file supporting severance tax 
reductions and exemptions prior to accepting reduced payments or issuing related refunds.  LDR 
also issued refunds without including the manual calculation of interest on those refunds in the 
taxpayer’s account as required by LDR’s policy, PPM 32.02.  Total severance tax offsets 
allowed in fiscal year 2017 total more than $134 million. The lack of adequate controls over the 
review of severance tax filings and the issuance of refunds increases the risk of understated and 
lost tax revenue, overpayment of tax refunds, and noncompliance with state law. 
 
During our test of 40 severance tax transactions, we found: 
 

 Five (13%) of the 40 transactions tested totaling a net $2.6 million included 
reductions and/or exemptions totaling $339,887 that were not supported by the 
required reduced and/or exempt well documentation.  In an extended review of 
the accounts for these five exceptions, we identified an additional 48 refund 
transactions totaling $1.8 million that were issued without adequate support that 
the taxpayer was eligible for the reduced rate or exemption to support the refund.   

 Of the 12 refunds tested, eight required a manual interest calculation; however, 
none of those eight included the required support in the Delta tax information 
(Delta) system upon issuance of the refund, as required by department policy.  
This issue was also reported in a June 2017 LDR Internal Audit report, which 
found that only one of the 12 accounts reviewed had the manual refund interest 
calculation in Delta. 
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 The threshold for review of severance tax refunds is $250,000, per LDR PPM 
32.01.  As a result, only $4 million out of the $30 million in severance refunds 
issued in fiscal year 2017 were required by policy to be reviewed for accuracy and 
compliance prior to issuance.   

Louisiana Revised Statute 47:635 requires taxpayers severing oil and gas to use department-
approved forms for monthly reporting of information necessary to enforce the law, including 
quantity, location, and owners at the time of severance.  Given the authority granted by the 
statute and the risk of loss associated with refunds, LDR management should ensure proper 
documentation is required, maintained, and reviewed prior to the issuance of refunds and to 
ensure the correct tax has been remitted.  In addition, management should consider lowering the 
dollar threshold for approvals of refunds and should consider automating interest calculations, 
verification of supporting documents for tax offsets, and verification of well production with the 
Department of Natural Resources, Office of Conservation to decrease the risk of loss and 
noncompliance.  
 
Management concurred in part with the finding and is planning corrective action.  Management 
explained that when processing returns, LDR is required to record information exactly as 
submitted by the taxpayer, and that failure to file the referenced form is not a prerequisite in the 
determination of eligibility for a reduced or exempt rate (see Appendix A, pages 3-5). 
 
Additional Comments:  We acknowledge the filing process and agree that LDR is unable to 
tamper with the information submitted by the taxpayer.  However, management should ensure a 
follow-up review is performed when taxpayers claim reduced rates and exemptions but do not 
provide the detailed information necessary to verify eligibility.  Because LDR is unable to 
perform a detailed review on all taxpayer accounts, at a minimum, it should ensure that the 
required forms for reporting severance activity have been submitted.  Those taxpayers severing 
oil and gas without submitting the required forms should not be granted a reduced tax or 
exemption until the required forms have been submitted, in particular when a refund is being 
issued.   
 
 

Comprehensive Annual Financial Report (CAFR) -  
State of Louisiana  
 
As a part of our audit of the CAFR for the year ended June 30, 2017, we considered internal 
control over financial reporting and examined evidence supporting certain account balances and 
classes of transactions as follows: 
 

Revenues - Corporate Income and Franchise tax, Individual Income tax, Sales tax, 
Severance tax, and Gasoline and Special Fuels tax 
 
Receivables - Full Accrual and Modified Accrual Receivables on the revenues listed 
above 
 
Note Disclosures - Refunds Payable and Tax Abatement Programs 
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Based on the results of these procedures, we reported two findings related to Overpayment of 
Sales Tax Distributions to Local Government and Ineffective Controls over Severance Tax 
Collections and Refunds, as described previously.  In addition, the account balances and classes 
of transactions tested, as adjusted, are materially correct. 
 
 

Sales Tax Audits 
 
LDR currently has 50 auditors assigned to the Field Audit Sales Tax Division.  In fiscal year 
2017, these auditors performed audits on less than 1% of sales tax filers (782 sales tax accounts) 
to ensure the taxpayers have filed and paid in accordance with State law.  Audits are selected due 
to identified issues within an industry, errors on a return, observations from the audit staff, and 
random selection. 
 
During our fiscal year 2017 audit procedures, we tested a sample of sales tax payments and 
refunds that were recorded during the year.  The related returns that we reviewed included many 
exemptions, allowed by law, that are reported as one total for the period without the filing of any 
supporting documentation.  Taxpayers are required to keep the qualifying evidence on file; 
however, they are only required to submit the documentation if they are audited.   
 
On average over the past five fiscal years, sales tax exemptions have caused a loss in tax revenue 
of more than $12 billion a year; four times the amount of sales tax revenue collected in a given 
year. 
 

Exhibit 1 - Exemptions vs. Collections 

 
 

Source: Delta tax information system; LDR General Ledger (FY13-17) 
  

2013 2014 2015 2016 2017

Exempt Taxes $12,523,899,806 $12,708,239,137 $10,851,917,448 $13,462,066,534 $12,260,565,052

Collections $2,474,230,511 $2,556,383,844 $2,563,453,785 $2,819,009,879 $3,691,785,501
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LDR may want to consider revising the filing requirements to require additional supporting 
documentation for sales tax exemptions and/or increasing the number of audits performed.  This 
would decrease the likelihood of inaccurate filing and decrease the potential for excess revenue 
losses.  LDR should also consider using additional data analytics in the selection process for 
audits, which could make better use of limited resources.   
 
Management provided additional information in Appendix A, pages 6-7. 
 
 

Office of Debt Recovery 
 
The Office of Debt Recovery (ODR) was established by Act 399 of the 2013 Regular Session of 
the Louisiana Legislature, as an office within LDR created to collect delinquent taxes and other 
debts on behalf of other state agencies.  R.S. 47:1676 requires all agencies, without existing debt 
collection contracts with the Attorney General’s office by January 1, 2014, to refer all 
outstanding final debt to ODR.   
 
ODR began pursuing the collection of accounts payable to the State of Louisiana during fiscal 
year 2015.  These debts are pursued by ODR’s centralized collection unit, which has access to a 
variety of enforcement tools that give the office greater potential for successful collections.  
These unique tools, outlined in Exhibit 2, are used to accomplish ODR’s mission to streamline 
the collection process and aggressively pursue all debts owed to the State of Louisiana.   
 

Exhibit 2 
Collection Tools 

Tool Notes 
Louisiana Tax Offset Program Used to offset a non-tax debt (ODR) with a taxpayers refund.  

FIDM (Financial Institute Data Match) Levy of taxpayer bank account to satisfy non-tax (ODR) debt.   
OCA (Outside Collection Agencies) 5 outside collection agencies assist in the collection of non-tax debt.  
VPOP (Vendor Payment Offset Program) Offset of non-tax debt (ODR) for federal contracts.   
License Suspension Currently only applies to tax debt (LDR); not non-tax debt (ODR).     
Wage Garnishment Used exclusively for tax debt (LDR) as of April 2017.     
Lien on Property Used as a penalty on non-tax debt.  Land, house, or both.   
Source: ODR, R.S. 47:1676 

 
The type of debt owed to the State varies, depending greatly on the originating agency.  The 
inventory slowly increased as ODR met with State entities to work out the details of each 
transfer and the office began to pursue collections.  Debt inventory placed with ODR grew from 
under $1 million as of June 30, 2015, to more than $528 million from 64 different agencies by 
June 30, 2017.  ODR continues to work through differences related to the various types of debt 
with the agencies to increase collection rates. 
 
As illustrated in Exhibits 3 and 4, the majority of the $528 million placed with ODR can be 
linked to a transfer from the Office of Motor Vehicles (OMV) during a single collection 
campaign originated by OMV.  In October 2015, OMV mailed 1.1 million collection letters to 
drivers for lapsed insurance coverage.  The response by many was swift, and the debt was 
quickly collected.  This debt, which is not characteristic of typical uncollectible debt, totaled 
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$88.5 million, or 97 percent of all collections made by ODR.  Exclusive of the OMV debt, as of 
June 2017, ODR has collected $2.87 million, or 1.8%, of the $163 million placed.   
 

 
 
While ODR has implemented clear operating procedures for the processing of debt, it has not 
fully implemented and utilized all enforcement tools available.  Of the amounts collected by 
ODR, 86% was through the Louisiana Tax Offset Program.  The remaining enforcement tools 
account for 14% of collections.  However, 9% of those collections are in-house and collected 
from walkup debtors paying onsite at LDR.  We recommend that ODR fully utilize all of the 
tools available to increase the potential for successful collection. 
 

Exhibit 5 
Percentage of Collections by Tool 

Tool % of Collections 
Louisiana Tax Offset Program 86% 
FIDM (Financial Institute Data Match) 4% 
OCA (Outside Collection Agencies) 1% 
Other/ODR in house collections 9% 
VPOP (Vendor Payment Offset Program) 0% 
License Suspension 0% 
Wage Garnishment 0% 
Lien on Property 0% 
Source: ODR - RevQ FY17 Deposit Register 

 
Management provided additional information in Appendix A, pages 7-8. 
 
 

Trend Analysis 
 
We compared the most current and prior-year financial activity using LDR’s Annual Fiscal 
Reports and/or system-generated reports and obtained explanations from LDR management for 
any significant variances.  We also prepared an analysis of fiscal year 2017 tax revenue 
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collections.  The majority of revenues collected by LDR, 93% of total tax revenues, is composed 
of Individual Income tax and major business taxes including Sales tax, Corporate Income and 
Franchise tax, Severance tax, and Gasoline and Special Fuels tax revenue. 
 

Exhibit 6 
Fiscal Year 2017 Collections, in millions 

 
 

Source: Fiscal Year 2017 Department of Revenue Annual Fiscal Report 
 

The recommendations in this letter represent, in our judgment, those most likely to bring about 
beneficial improvements to the operations of LDR.  The nature of the recommendations, their 
implementation costs, and their potential impact on the operations of LDR should be considered 
in reaching decisions on courses of action.  The findings related to LDR’s compliance with 
applicable laws and regulations should be addressed immediately by management. 
 
Under Louisiana Revised Statute 24:513, this letter is a public document, and it has been 
distributed to appropriate public officials. 
 
 

Respectfully submitted, 
 
 
 
Daryl G. Purpera, CPA, CFE 
Legislative Auditor 

AD:EMS:BQD:EFS:aa 
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B.1 

APPENDIX B: SCOPE AND METHODOLOGY 
 

 
We performed certain procedures at the Department of Revenue (LDR) for the period from  
July 1, 2016, through June 30, 2017, to provide assurances on financial information significant to 
the state of Louisiana’s Comprehensive Annual Financial Report (CAFR) and to evaluate 
relevant systems of internal control in accordance with Government Auditing Standards issued 
by the Comptroller General of the United States.  The procedures included inquiry, observation, 
review of policies and procedures, and a review of relevant laws and regulations.  Our 
procedures, summarized below, are a part of the audit of the CAFR for the year ended June 30, 
2017.   
 

 We evaluated LDR’s operations and system of internal controls through inquiry, 
observation, and review of its policies and procedures, including a review of the 
laws and regulations applicable to LDR.   

 Based on the documentation of LDR’s controls and our understanding of related 
laws and regulations, we performed procedures to provide assurances on LDR’s 
account balances and classes of transactions to support our opinions on the 
CAFR. 

 We compared the most current and prior-year financial activity using LDR’s 
Annual Fiscal Reports and/or system-generated reports to identify trends and 
obtained explanations from LDR management for significant variances.   

In addition, we performed procedures on Sales Tax Audits and the Office of Debt Recovery.  
The scope of these procedures were significantly less than an audit conducted in accordance with 
Government Auditing Standards issued by the Comptroller General of the United States. 
 
The purpose of this report is solely to describe the scope of our work at LDR and not to provide 
an opinion on the effectiveness of LDR’s internal control over financial reporting or on 
compliance. Accordingly, this report is not intended to be, and should not be, used for any other 
purposes. 
 
We did not audit or review LDR’s Annual Fiscal Report, and accordingly, we do not express an 
opinion on that report.  LDR’s accounts are an integral part of the State of Louisiana’s CAFR, 
upon which the Louisiana Legislative Auditor expresses opinions. 
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