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As part of our audit of tile State of Louisiana's financial statem ents for the year ended June 30, 
1999, we conducted certain procedures at the Departm ent of Revenue. O ur procedures 
included (1) a review of the department's internal control; (2) tests of financial transactions; 
(3) tests of adherence to applicable laws, regulations, policies, and procedures governing 
financial activities; and (4) a review of compliance with prior year report recommendations. 

The June 30, 1999, Annual Fiscal Report of the Departm ent of Revenue was not audited or 
reviewed by us, and, accordingly, we do not express an opinion or any other form of assurance 
on that report. The departm ent's accounts are an integral part of the State of Louisiana's 
financial statem ents, upon which the Louisiana Legislative Auditor expresses an opinion. 

O ur procedures included interviews with m anagem ent personnel and selected departm ental 
personnel. W e also evaluated selected documents, files, reports, system s, procedures, and 
policies as we considered necessary. After analyzing the data, we developed recom m endations 
for im prow ~m ent. W e then discussed our findings and recom m endations with appropriate 
m anagem ent personnel before subm itting this written report. 

In our prior report on the Department of Revenue for the year ended June 30, 1998, we reported 
findings relating to inadequate controls over m ovable property reporting and noncom pliance 
with state m ovable property regulations, internal audit division not effectively utilized, and 
tim eliness of deposits of tax collections. These findings are addressed again in this report. 

Based on the application of the procedures referred to previously, all significant findings are 
included in this report for m anagem ent's consideration. 

nternal A udit Division Not 
Effectively Utilized 

For the tlfird consecutive year, the Departm ent of Revenue has not effectively utilized its 
internal audit division. This function should provide m anagem ent with assurances that 
assets of the departm ent are properly safeguarded, internal controls are established and 
operating in accordance with applicable laws and regulations, and procedures are 
sufficient to prevent or detect errors and/or fraud in a timely m anner. Because of lack of 
m anagem ent em phasis, the Year 2000 conversion, and staff vacancies, the department 
did not effectively use the internal audit division as follows: 



LEGISLATIVE AUDITOR 

DEPARTM ENT O F REVENUE 
STATE O F LO UISIANA 
M anagem ent Letter, Dated M arch 2, 2000 
Page 2 

2 

3 

Trlere were no significant internal audit reports issued for the year ended 
June 30, 1999, that would assure m anagem ent that adequate internal 
control policies and procedures exist and are operating as designed. The 
division completed several projects, many involving computer access and 
security, but these projects did not provide adequate assurances for an 
effective internal audit function. 

A com prehensive risk-based plan for internal audits was not prepared 

"The internal audit m anuals are in the process of being updated but have 
not been form ally approved by m anagem ent. 

The department collected revenues of m ore than $5,226,332,459 for the year ended 
June 30, 1999, which indicates the need for a com prehensive internal audit function. 

The Department of Revenue should effectively use its internal audit division to ensure 
that the assets ef the departm ent are properly safeguarded, that internal controls are 
established and operating in accordance with applicable laws and regulations, and that 
procedures are sufficient to prevent or detect errors and/or fraud in a timely m anner. 
M anagem ent did not concur with the finding and stated in its response "... the Internal 
Audit Division assists us by providing inform ation, evaluations, assurances and 
recom m endations about control procedures, safeguards, and com pliance issues, in 
addition to m atters dealing w ith efficiency or effectiveness. W e consider their reports, 
m anagem ent letters, and other contributions significant to the Departm ent's decision- 
making process." (See Appendix A, pages 1-2.) 

Additional Com m ents: W e acknowledge that the Departm ent of Revenue's Internal 
Audit Division did complete some projects that were beneficial; however, many of the 
audits on internal control over safeguarding assets are of a reactive nature in that the 
reviews are com pleted due to an act of fraud, loss, or theft or recom m endations com ing 
from internal and external audits. The com prehensive risk-based plan was not initiated 
until M ay 1999 and is not com pleted; therefore, for fiscal year 1999, there was no 
com prehensive risk-based approach. 

nform ation System s Control W eaknesses 

The Departm ent of Revenue did not have adequate internal control over its com puter- 
related Information Systems (IS) functions, which could affect the integrity of programs, 
processing, arid data. IS general controls should include controls over (1) organization 
and management of electronic data processing activities, (2) application development 
and maintenance, (3) system software support, (4) computer operations, (5) security 
administration I:)elicies and procedures, and (6) logical security. Good IS general 
controls are necessary to preserve the integrity of the system and to provide reliance on 
the results produced by the system . 
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The Departm ent of Revenue's Inform ation System s annually process inform ation for 
over $5 billion in taxes and over six million tax returns, as well as other various types of 
transactions. Control deficiencies were observed that related to system s developm ent 
and changes; access to program s, system s, and data; com puter operations; and 
segregation of duties. These deficiencies could affect the integrity of program s, 
processing, and data. As a result, a general risk exists that program s and data could be 
accessed and m odified without proper authorization, review, and approval. 

M anagem ent of the Departm ent ef Revenue should establish adequate internal control 
for IS general operations to preserv e the integrity of com puter program s, processing, 
and data. M anagem ent concurred with the finding and recom m endation and outlined a 

plan of correclive action (see Appendix A, page 3). 

Noncom pliance W ith State M ovable 
Property Regulations 

For the second consecutive year, the Department of Revenue did not have adequate 
internal control to ensure that m ovable property is properly and accurately reported to 
the l_ouisiana Property Assistance Agency (LPAA) in compliance with state movable 
property regulations. The state property regulations, defined in the Louisiana 
Administrative (:;ode (LAC) 34:VI1.307, require that all acquisitions of qualified property 
be tagged and pertinent inventory inform ation be sent to LPAA within 45 days of receipt 
of the property. 

Seventy items tetaling $g50,566 were selected from LPAA records and tested for timely 
entry into the LPAA system . Fifty-eight of those item s were also tested for tagging and 
location. In addition, auditors random ly selected 18 assets found in local offi ces and 
traced those item s to LPAA records. The departm ent had deficiencies in internal control 
and noncem pliance with m ovable property regulations as follows: 

5 

Fifteen of the 70 items (21%) tested totaling $18,416 were not reported 
tim ely to LPAA. 

Six of the 58 items (10%) tested totaling $2,956 were not located 

Two of the 58 items (3%) tested totaling $18,678 were not tagged 

One of the 18 items (5%) traced from the asset to LPAA records was not 
found in the LPAA records. The value of the asset was $1,082. 

There was no reconciliation of m onthly LPAA reports of additions and 
deletions to departm ent records. 
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"rhe Certification of Annual Property Inventory for the Department of 
Revenue listed $86,436 in discrepancies. Many of the unlocated items 
were com puters and printers. 

"lhe Certification of Annual Property Inventory for the Office of Alcohol 
and Tobacco Control was not approved by LPAA because it was not 
subm itted tim ely. rhe report was due January 5, 1999, but subm itted on 
M arch 26. 1999. 

The department's m anagement has not placed suffi cient em phasis on the im portance of 
following LPAA guidelines nor has the departm ent established and m aintained adequate 
internal control over m ovable property. Good internal control requires that procedures 
be in place to ensure that (1) the acquisition, valuation, and disposition of movable items 
are accurately reflected in the accounting records; (2) the location of all movable items is 
monitored and updated frequently; and (3) property records generated by LPAA are 
reviewed for accuracy. In addition, good internal control should ensure that m ovable 
property is properly safeguarded against loss arising from unauthorized use, that 
m ovem ent of item s from one location to another is recorded, and that errors in 
processing transactions are recognized and corrected. 

M anagem ent should take the necessary m easures to ensure that the Department of 
Revenue m aintains adequate internal control over m ovable property to com ply with state 
m ovable property regulations as prescribed by the Com m issioner of Adm inistration and 
Louisiana law . M anagem ent concurred with the finding and recom m endation and 
outlined a plan of corrective action (see Appendix A, pages 4-7). 

nadequate Controls Over Financial Reporting 

The Departm ent of Revenue did not have adequate internal control over the com pilation 
of the annual financial statem ents for the year ended June 30, 1999. Revenues as 
reported in the financial statements were understated $1,421,972; the notes to the 
financial statements had seven errors ranging from $27,813 to $69,820,329; and the 
Schedule of Expenditures of Federal Awards contained two errors, $85,283 and 
$36,680. Good internal control requires adequate supervision and review of the 
com pilation of financial statem ents so that preparation errors can be detected and 
corre cted in a tim ely m anner by agency em ployees. The lack of adequate supervision 
and review increases the risk that errors in the financial statem ents can occur and not be 
detected in a tim ely m anner. 

The Departm ent of Revenue should establish adequate internal control over financial 
reporting to include supervision and review of the com pilation process. M anagement 
concurred in part with the finding and stated that the em ployees in the Controller's 
Division are properly superv ised and their work is re viewed. The m aterial errors m ade in 
the footnotes were a result of key em ployee turnover in the Controller's Division, the lack 
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of clearly docurnented procedures, and incorrect data furnished to the Controller's 
Division by other divisions. M anagem ent outlined a plan of corrective action to reduce 
the risk of significant errors in the future (see Appendix A, pages 8-9). 

Tim eliness of Deposits of Tax Collections 

For the second consecutive year, the Departm ent of Revenue did not com ply with state 
law for timely deposits of tax collections for major state revenues. Article 7, Section 9 of 
the Louisiana Constitution requires that all m oney received by state agencies shall be 
deposited in the state treasury im m ediately upon receipt. The Division of Adm inistration 
and State Treasurer Policies and Procedures M anual defines im m ediately as "within 24 
hours of receipt." In addition, good internal control requires that collections received by 
the department be deposited timely to properly safeguard assets. Forty-seven of 60 tax 
payments (78%) reviewed were not deposited timely. These tax payments ranged from 
2 to 39 days late in being deposited, for an average of 8 days late; and the tax paym ents 
ranged from $9 to $147,108, for an average payment of $10,793. 

M anagem ent has not placed sufficient em phasis on the im portance of depositing 
receipts in a tim ely m anner, nor has the departm ent im plem ented an adequate m ethod 
of m onitoring the effectiveness of its system for depositing tax payments. Consequently, 
the departm ent has an increased risk that untim ely deposits will be susceptible to loss 
and/or theft. In addition, by not m aking deposits in a tim ely m anner, the state's Treasury 
Departm ent is hindered from earning interest on these collections. If deposits had been 
m ade within one day of receipt, the state could have earned approximately $1.4 million 
in interest, assum ing a sim ple interest rate of 5% . 

M anagem ent should review current procedures and identify changes that can be m ade 
to enhance its com pliance with the Louisiana Constitution relative to tim ely deposits in 
the state's Treasury Departm ent accounts. M anagem ent concurred w ith the finding and 
recom m endation and outlined a plan of corrective action, stating that it is proud of the 
progress m ade in im proving the timeliness of deposits. However, m anagem ent also 
questioned w hether the departm ent should pursue com pliance w ith the 24-hour 

standard, given the cost to the state to achieve compliance with that standard (see 
Appendix A, pages 10-13). 

nadequate Reconciliation of 
Protested Tax Balances 

The Departm ent of Revenue did not perform a reconciliation of the protested tax 
balances in its Tax Claim s and Litigation Tracking System to assure that the balances 
agree with those actually collected and recorded by the Controller's Division. The 
Controller's Division reconciles paym ents received under protest to am ounts recorded by 
the Tax Divisions in order to determ ine if paym ents received are properly recorded. 
Each division keeps a subsidiary of balances of taxes paid under protest. However, the 
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department's Legal Division did not reconcile its balances of taxes paid under protest to 
the reconciled .'~m ounts in the Controller's Division. Good internal control should provide 
the departm ent with procedures to reconcile the protested tax balances between the 
am ounts received and the am ount of the lawsuits in the Legal Division. 

The Legal Division uses its Tax Clairns and Litigation Tracking System to m aintain 
activity on lawsuits against the state. The am ount input into the system is the am ount of 
the actual lawsuit and not the am ount received by the departm ent. This system is not 
updated for activity in the Controller's Division. The Legal Division does not com pare the 
am ount of the lawsuit to the am ount received in protest, and these am ounts can differ. 
In addition, the Legal Division does not perform a tim ely reconciliation to determ ine 
changes in the balances. The balance of taxes paid under protest for fiscal year ended 
June 30, 1999, was $181,288,632. The lack of a timely reconciliation increases the risk 
that errors and/er fraud m ay occur and not be detected and corrected in a tim ely 
m anner. 

The departm ent sheuld establish written procedures that include a reconciliation of the 
balances in the protested tax accounts in the Legal Division to the am ounts actually 
collected and recorded by the Controller's Division to m aintain accurate and com plete 
records, to provide a m ethod of updating the Tax Claim s and Litigation Tracking System , 
and to provide assurance that the lawsuits are valid. M anagem ent concurred with the 
finding and recemmendation and outlined a plan of corrective action (see Appendix A, 
page 14). 

nadequate Internal Control Over Transactions of the 
O ffice of A lcohol and Tobacco Control 

The Department ef Revenue did not have adequate internal control over the transactions 
of the Office of Alcohol and Tobacco Control (ATC). Good internal control requires 
m anagem ent to establish and m aintain effective procedures that ensure the departm ent 
is m anaging receipts and disbursem ents in com pliance with laws, regulations, and the 
provisions of contracts or grant agreem ents. Also, good internal control should provide 
for supervisory review and segregation of duties so that no one em ployee is in a position 
to both initiate and conceal errors er fraud. 

The departm ent could not determ ine the total costs for payroll, equipm ent, investigative 
activities, m ileage, et cetera, because of the condition of the accounting records and 
inadequate docum entation. Som e of these costs were associated with a Food and Drug 
Administration (FDA) (CFDA 93.unknown) contract totaling $473,576, effective 
Septem ber 15, 1998, to Septem ber 29, 2000. As of January 18, 2000, the department 
had not requested reim bursem ent of federal program costs from the FDA program . 

The departm ent's Internal Audit r)ivision issued a report dated July 27, 1999, which 
identified several major internal control weaknesses related to ATC's Investigative Fund, 
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including a cash shortage of $1,251. The Internal Auditor's report and our audit tests of 
the department's procedures for the adm inistration of the ATC disclosed the following: 

2 

3 

4 

5 

The ATC failed to provide an adequate segregation of duties. One 
c.~m ployee functioned as tim ekeeper, petty cash custodian, purchasing 
agent, fleet and equipm ent m anager, accounts payable clerk, and 
custodian of the Investigative Fund. 

Expenditures for overtim e and m ileage reim bursements could not be 
substantiated, including $50,186 and $11,551, respectively, of charges 
related to the FDA program . There was no supervisory review for payroll 
entries or for agents' tim e sheets that included calculations for m ileage 
reim bursem ents. At tim es, the em ployee would key additional overtim e 
hours for agents without proper approval. Som etim es the em ployee 
would not key enough overtim e hours, and there were cases w here no 
time was keyed at all. 

3here is inadequate support for Investigative Fund expenditures, of which 
$19,724 related to the FDA program . The Investigative Fund is a petty 
cash account that covers the costs incurred by agents in perform ing their 
duties. The vouchers supporting the paym ent of m oney to the agents are 
questionable. The vouchers apparently were not used in sequential 
order, and there was no accountability for m issing vouchers. M ultiple 
vouchers were issued to the sam e agent during the course of one day 
w ith no evidence of an approval signature authorizing the paym ent for 
any of the vouchers. 

There was an inadequate supervisory review of Investigative Fund 
reim bursements. The request for funds from the State Treasury for 
reim bursem ent of the Investigative Fund did not agree to supporting 
docum entation. In addition, the total of vouchers, agent advances, and 
cash on hand did not equal the authorized am ount for the fund. It is 
apparent that no supervisory review was perform ed, on any level within 
the Departm ent of Revenue, to verify that the reim bursem ents were 
appropriate. Also, vouchers to support the June 30, 1999, request for 
reim bursem ent from the; State Treasury were not subm itted to the 
Controller's Division until after the reim bursem ent was m ade. 

The checks issued for reim bursement were m ade payable solely to the 
custodian of the fund, and the custodian was the sole endorser on the 
checks. 

The departm ent did not take the necessary m easures in the ATC to ensure that 
em ployees' duties are properly segregated and transactions are properly recorded. Lack 
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of adequate internal control also subjects the department to noncompliance with federal 
rules and regulations and the possibility of losing future federal funds. ATC cannot 
identify actual costs related to the FDA program contract because of the lack of controls. 

M anagem ent should develop and im plem ent procedures to provide adequate internal 
control over the transactions of the ATC, including adequate segregation of duties, 
proper supervision and review, and com pliance with laws and regulations and the 
provisions of contracts or grant agreements regarding federal program s. Furthermore, 
the departm ent should also im plem ent procedures to ensure that its petty cash accounts 
are properly m onitored to guard against theft or m isuse. M anagem ent concurred in part 
with our finding and recom mendation and outlined a plan of corrective action. 
M anagem ent also stated that the reim bursem ent was advanced to ATC based on the 
signed authorization of the Com m issioner of ATC with the agreem ent that the supporting 
vouchers would subsequently be furnished to the Controller's Division. The Controller's 
Division did subsequently receive all but a few vouchers (see Appendix A, page 15). 

Additional Com m ents: W e acknowledge that ATC subsequently furnished all but a few 
of the supporting vouchers to the Controller's Division. However, the departm ent did not 
have adequate control over its reim bursem ent requests because the Controller's Division 
should not have requested the funds from the State Treasury without receiving all of the 
supporting docum entation in advance. 

The recommendations in this report represent, in our judgment, those most likely to bring about 
beneficial im provem ents to the operations of the departm ent. The vary ing nature of the 
recom m endations, their im plem entation costs, and their potential im pact on the operations of 
the departm ent should be considered in reaching decisions on courses of action. Findings 
relating to the department's com pliance with applicable laws and regulations should be 
addressed im m ediately by m anagem ent. 

This report is intended solely for the inform ation and use of the Departm ent of Revenue and its 
m anagem ent and is not intended to De, and should not be, used by anyone other than these 
specified parties. Under Louisiana Revised Statute 24:513, this report is distributed by the 
Legislative Auditor as a public document. 

Bt3:DLH:DSP:ss 
IREVNUE99] 

Legislative Auditor 
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STATE OF LOUISIANA 
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D r. Daniel G . K yle, CPA , Cl~Z 
Legislative A uditor 
O ffi ce of Legislative A uditor 
Post O ffice Box 94397 
Baton Rouge, Louisiana 70804-9397 

Dear Dr. K yle 

July 23, 1999 BRET[ CRAWFORD 
Secretary 

Thanks again for your follow-up of the issues relating to the Departm ent's internal audit 
function. Your perspective is appreciated, since all levels of m anagem ent at the D eparlm en 
of Revenue continue to be cognizant of their responsibility for protecting the collected 
revenues and State asseta that are in our custody. Our com m ents on the points discussed in 
your audit finding entitled "Intern al Audit Division Not Utilized Effectively" follow . 

Assurances aboul Conlrols/M anagem ent Em phasis 

W e do not concur with the statem ent that the D epartm ent "has not effectively utilized its 
Internal A udit Division." W e believe we have effectively put to use our internal audit 
resources to assist our oversight responsibilities. However, we have recognized that additional 
resources are needed to accomplish all of the Department's intern al audit objectives. 
Therefore, additional staff positions have been assigned to the division, and the vacancies are 
now filled. I?;valuation of the division's needs is ongoing, and we will include them in our 
future budget requests. 

A m ong other things, the Internal Audit Division assists us by providing iifform ation, 
evaluations, assurances and recom m endations about control procedures, safeguards, and 
com pliance issues, in addition to m atters dealing with efficiency or effectiveness. W e 
consider their reports, m anagem ent letters, and other contributions significant to the 
D eparhnent's decision-m aking process. 

Likewise, while it is im portant for intern al audit to perform its work according to the assigned 
priorities descrihed in 3,our audit finding, it is also im portant for us to have the intern al audit 
staff involved while we are reviewing, im proving, or developing new processes. Since change 
is inevitable and constant, their input about controls and com pliance in m any instances is 
m ore cost-effective and ineaningful during the policy, procedure, or system developm ent or 

design stages. The contributions of the Internal Audit staff to the Department's major project 
to redesign its com puterized system s have been recognized and considered significant. Their 
uniquc, broad view of the organization and the controls and im provem ents needed could not 
be provided as effectively by any other unit in the Departm ent. 

Additionally, the protec tion of state funds, property, and hum an resources are a responsibility 
of the D epam ncnt. Therefore, Intern al Audit reviews, advises and provides assistance 

Post Office Box 201 ~ Baton Rouge 70821-0201 
Telephone 225-925-7537 ~ 225-925-7533 (TDD) 

An Equal Opportunay Em ployer 
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regarding contro ls and safeguards that affect the integrily, reliabiUly, and accuracy of our 
infom /a~ion system s and taxpayer records, which are also used for financial reporthlg, 

estimating revenues, monitoring operations, and so on. Additionally, these projects assist us 
in com plying with stale and federal laws and the requirem ents of various agreem ents which 
contributed to the I)epartment's collection of more than $21 m illion dollars during the 1999 
fiscal year. 

Various other projects and activities of the division during the year" also benefited us because 
they supported or contributed to objectives that involve either effective, efficient operations; 
com pliance with laws, policies and procedures; or reliable reporting and data. 

Com prehensive Risk-based Plan 

Your audit finding stated thal the D epartm ent has not perform ed a com prehensive risk 

assessment to assist in prioritizing audit projects. In fact, Internal Audit is conducting such a 
risk assessment, which will be completed on schedule (August 31, 1999), according to the 
action plan that was previously subm itted to your staff. 

Internal A udit M anual Being Updated 

Furtherm ore, the division has updated m any of its procedures, and continues to update others. 
Intern al Audit has also pro posed several new , com prehensive policies for adoption at the 
Departm ent level. These policies are being ieviewed and considered by the executive staff, 
who plan to act on them during their current review of Departm ent Policies and Procedure 
M em orandum s. The intent of the proposed policies is to assist m anagers in understanding the 
role and responsibility of m anagem ent and internal audit regarding internal controls. 

10. conclusion, we think that m anagem ent em phasizes and supports the intern al audit function 
svithin the Departm ent of Revenue. W e rely frequently on intern al Audit's independent and 

objective perspective, and accept and adopt most of their appraisals and recommendations. 
M oreover, as evidence of our com m itm ent to the internal audit function, we have increased 
the audit staff by 50% over the past year. As we m ove forward, we will continue to im plem ent 
our action plan regarding intern al audits and include internal audit needs in our budget 
requests. Please contact the director of the Intern al Audit Division or m e, if you have any 
questions. 
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Dr. Daniel G . Kyle, CPA, CFE 
Legislative A uditor 
O ffi ce of Legislative Auditor 
State of Louisiana 
1600 North Thh'd Street 
P O Box 94397 
Baton Rouge, Louisiana ?0804-9397 

[)ear Dr. Kyle 

In reference to the audit finding for the Depar tment of Revenue entitled, " Information 
Systems Control W eaknesses", we offer the following response. 

W e concur with this audit f'mding and ar e taking the necessary steps to address these 
areas. This general f'm ding refers to specific issues that were outlined in an EDP Audit 

also conducted this past fiscal year by the Legislative Auditors Staff. 

The EDP Audit noted item s of potential conUol deficiencies in Inform ation System s 
Approximately 50% of these issues have been completely addressed. Activities ar e 
in progress for cm Tective actions on the rema ining. 

W e anticipate that all of the.se items will be sufficiently addressed by the end of this fiscal 

year. Greg M ontagnino, Information Services Director, is the contact person 
responsible for these corrective actions. He can be reached  at 925-7604. 

If you would like to further discuss this finding, please contact Greg or m yself 

M r. Kenneth Corneaux, Deputy Undersec retary 
M r. Greg M ontagnino, Director Inf orma tion Services 
M s. Phyllis W alker Perry, Direc tor Internal Audit 
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Dr. l)aniel G . K yle, CPA , CFE 
Legislative A uditor 
P. O . Box 94397 
B aton Rouge, Louisiana "?,0804-939"/ 

Re: Legislative Auditor Finding 
Noncom pliance w ith State's M ovable: Property P, egulations 

Dear Dr. Kylc 

Brett C rawlord 
Secretary 

1 would like: to thank you for tbe opportunity to respond to the reportable audit finding 
concerning the Departm ent's noncom pliance with the state's m oveable property 
regulations. 

The Departm ent is in basic agreem ent w ith the finding that the necessary and proper 
controls and procedures to accurately account for all the moveable properly in control of 
the D epartm ent of Revenue were lacking. Consequently, we are developing the 
necessary controls, procedures and training to ensure that this finding is not repeated in 
future audit periods. Discussion of som e of these controls and procedures are included in 
this response as w e addrcss each of the seven discrepancies noted in the report. 

Item No. I --- Fifteen Item s Not Reported to LPAA Tim ely 

The delay in reporting twelve of the item s was due to the agency's reliance on an internal 
system , Arrack, tbr tracking and reporting property to LPAA . The Arrack system failed  
to dow nload to LPAA 's on-line system coiTectly. Our agency's Property Control 
M anager m istakenly believed LPA A had granted an exception to this regulation until 
problem s w ith the Atrack system could be corrected. The use of the A rrack system was 
discontinued  im m ediately upon receipt of a legislative audit finding on A ugusl 17, 1998. 
On-line keying to I_,PA A was begun at that tim e; however, the forty-five days reporting 
deadline had been exceeded for som e item s. W e continue to use on-line keying to LPAA 
to assure com pliance w ith the forty-five days reporting deadline. 

The rem aining three item s which w ere not lcported tim ely to LPA A were delivered 
directly to our regional offices. Notification of receipt from the regional office did not 
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prove tim ely and delayed entry into the LPAA system . To ensure tim ely receipt of 
information for item s delivered directly to one of our regional offices, the follow ing 
procedures were established as of July 1, 1999: 

Copies of purchase orders for qualifying item s are given to the A gency 
Property M anager. A qualifying item is m ovable property having an original 
acquisition cost of $250 or m ore. 

2. The A gency Property M anager w ill pre-assign a property control tag to each 
quN if

.
ving item listed. The Agency Property M anager w ill forw ard the 

assigned property tag(s), a property tag tracking form and a copy of the 
purchase order to the person responsible for receiving the item(s). 

Upon receipt of the qualified item(s), the receiving person will tag the item(s), 
com plete the property tag tracking form and return it to A gency Property 

M ~nager within 30 days of receipt of item(s). To assure compliance, the 
Agency Property Control M anager follows up on this every 15 days. 

4. Tiae A gency Property M anager w ill enter inform ation into the LPAA database 
within 15 days of receipt of the property tag tracking form . 

Item N o. 2- Six Item s N ot Localed 

M ost of these item s w ere not located due to keying errors w hereby the incorrect cost 
center codes w ere entered into the system . Corrections were m ade on M ay 28, 1999. A s 
of July 1, 1999, the em ployee responsible for entering the information into the LPA A 
system w ill verify all entries at the end of each m onth to ensure correctness. 

Item No. 3- Tw o Item s Not Tagged 

In both instances, the property tags were m isplaced. A duplicate tag has been secured 
and affixed to one of the item s, and the other item has a tem porary tag pending receipt of 
the permanent tag. 

Item No. 4 --O ne Item Not in LPAA Records 

This is one of thc item s that was entered into our internal system , Atrack. It was 
inadvertently om itted w hen all records from the Arrack were entered into the LPA A 
system . It was keyed into the LPAA system on April 5, 1999. An in-house audit was 
performed on June 1, 1999 to verify that all Arrack records had been entered into the 
LI'A A system . Use of the Arrack System was discontinued in August of 1998. 
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Item N o. S - N o M onthly R econciliation 

The A gency Property M anager was unaw are of the requirem ent for the m onthly 
reconciliation. M onthly reconciliation of LPA A reports of additions and deletions to the 
Departm ent records was initiated on July 1, 1999. 

Item No. 6 - $86,436 Discrepancy 

Som e of the property that the D epartm ent was unable t~ locate has been discussed 
previously in Item s 1 through 4. A training workshop is being developed at the present 
tim e to educate the Property Control M anagers in the various divisions and regions to 
assist ill the detection and elim ination of these types of occurrences. A significant 
am ount of the unlocated property is cmnputer related and is sent to the Inform ation 
Service D ivision for configuration prior :o being delivered to the proper division. As of 
July 1, 1999, the following procedures will be followed upon the receipt of computers, 
printers, etc., if they m ust be sent to the Inform ation Serv ices Division before delivery to 
the end users. 

1. The A gency Receiving Clerk notifies the Agency Property M anager of the 
delivery. 

2. A pioperty tag is placed on each item indicating assignm ent to the Inform ation 
Services f)ivision and the item is entered into LPAA database under the cost 
center for inform ation Services. 

Inform ation Serv ices D ivision em ployees w ill provide the A gency Property 
M anager with a listing of the installation locations once the item s are installed. 

4. The Agency Property M anager will ensure that the receiving divisions complete 
Form R 11690 (Property Control Transferral Transaction Form) covering the items 
received and upon receipt of the com pleted form w ill enter the inform ation into 
LPA A database under the proper cost center codes. 

Item N o. 7 - Late Certification for O ffice of A lcohol and Tobacco Control 

The properly certification for O ffi ce of A lcohol and Tobacco Control was filed late. The 
Agency Property M anager is now aware of the correct due date and has taken the 
nec essary steps to ensure that the certification is repo~ed tim ely next year. 



D r. Daniel G . K yle, C PA , CI:t/ 
Septem ber !, 1999 
Page 4 

W e acknow ledge that w c have experienced problem s in the control of our m ovable 
property. However, tile m anagem ent and staff of this department are com m ilted to strict 
adherence to all property control laws and regulations. Prim ary responsibility for 
property control has been transferred -from the Support Services Division to the 
Conlroller D ivision recently. It is our inlenl to correct this situation im m ediately. 

W e appreciate the hard work and professionalism exhibited by your staff and we know 
thai we have benefited from the work they have perform ed. 

BC :K ,IC:id 

e: M r. Kenneth Com eaux, Deputy Undersecretary 
M r. D ale LeJeune, Controller 
M s. D ebbie Brecheen, D irector Support Services D ivision 
M s. Phyllis W alker Perry, D irector lntem al Audit 
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Dear D r. Kyle 

Decem ber 15, 1999 B RET]" CRAWFORD 
SEC[{[ IARY 

The audit finding entitle.d Inadequate Controls Over Financial Reporting has been reviewed 

by the Department of Revenue (DOR). W e co,:cur in part with the finding. 

The finding states that the D OR does not adequately supervise or review the financial 
statem ent com pilation process. The Controllers D ivision is responsible for the compilation of 
the annual financial s',atem ents, and its employees are properly supervised and their work is 
reviewed. 

The majority of the errors noted in your finding related to the footnotes to the financial 
statem ents. The m ost m aterial error made in the tbotnotes was a result of key em ployee 
turnover in tht~ Controllers D ivision and the lack of clearly documented procedures relating to 
the calculation of estim ated  refunds payable at the end of the accrual period. O ther material 
errors were a lesult of incoJrect data furn ished to the Controllers D ivision by other divisions 
regarding m oveable property additions and the estim ated liability for escheat property. 

The D OR has taken the following corrective action to help ensure accurate data is fu rnished to 
the Controllers l)ivision tor disclosure in the footnotes to the financial statem ents: 

The Controllers D ivision w ill properly docum ent the procedures required to accurately 
com pile the data need ed to estim ate the refunds payable at the end of the accrual period. 
The Con|rollers D ivision will closely review the footnotes. The director of the 
Controllels D ivision is the contact person who is responsible for the corrective action 
relating to footnote disclosures. 

The Property control function has been transferred  from the Support Services Division to 
the Controllers D ivision, effective September 1, 1999, in order to provide closer 
supervision over the function. The director of the Controllers D ivision is the contact 
person w ho is responsible for the corrective action relating to m oveable property. 

Post Office Box 201 ~ Baton Rouge 70821-0201 
Telephone 225-925-7537 ~ (TDD) Telephone 225-925-7533 

w w w .rev.~tate.la.u~ 



l)I. l)anicl G . Kyle, CPA , CFIi 
Page 2 of 2 
l)ecem ber 15, 1999 

The l'ersonal Incom e Tax Division plans to have m ore than one person thoroughly 
exam ine the estim ated liability calculation for escheat property, and it w ill be reviewed by 
the Controllers D ivision be fore being reported. The assistant director of the Personal 
Incom e Tax D ivision is the contact person who is responsible for corrective action relating 
to the annual estim ated liability calculation for escheat property. 



M .J. "M ike" Foste 
Governor 

July 28, 1999 

S T A T E O F LO U IS IA N A 
D E P A R T M E N T O F: R E V E N U E 

Dr. Daniel G . Kyle, CPA, CFE 
Legislative A uditor 
O ffi ce of Legislative A uditor 
Post O ffi ce Box 94397 
Baton Rouge, Louisiana 70804-9397 

I)earD r. K yle 

Brett Crawford 
Secretary 

W e would like to thank you for the opportunity to respond to the reportable audit finding entitled 
"Tim eliness of Deposits of Tax Collections." 

The Dcpartm cn( concurs w ith the basic finding that not all tax paym ents w ere deposited w ithin 
thc 24-hour lim e fram e required by the Division of Adm inistration. However, we would like to 
place the finding in the proper historical, logistical and econom ic context so that it can be 
evaluated appropriately. 

Specifically, w e feel it is im portant to note that the Departm ent of Revenue has never in its 
history been able to deposit all of its tax collections within the 24-hour standard establishcd by 
Ihc l)ivisiou of Adm inistration. Nevertheless, wc are proud of the fact that wc have m adc 
significant progress in recent years toward m eeting that standard. At present, the cffi ciency of 
our deposit efforts is the best the D~partm cnt has ever achieved, and w e arc continuing Io 
im prove upon our perform ance. 

W e have embraccd new technologies, such as electronic funds transfer (EFT), document imaging, 
and electronic filing, in order to accelerate the processing of tax paym ents. W e have also 
expanded our use of tem porary em ployees during peak filing seasons and lengthened our work 
day to nearly 18 hours during peak periods in an effort to speed up the process. Consequently, 
m uch of what once took days to process and deposit can now be accom plished nearly 
instantaneously or w ithin a m atter of hours of receiving a paym ent. For exam ple, in 1992 the 
l)epartm ent was capable of depositing w ithin 24 hours less than 40 percent of the fim ds it 

received (ou( of $4.4 billion collected). In contrast, the analysis your staff conducted indicates 
that in 1998, we dcposited nearly 68 percent of the funds within 24 hours (out of $5.5 billion 
collected) a significan( improvement in just six years. 
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As I staled earlier, wc arc proud of the progress we have m ade in im proving the tim eliness of our 

deposits. But it hasn't been an easy feat, owing to a number of factors that make our job of 
collecting and deposiling taxes a m onum ental effort. Som c of these factors include: 

~ the conceutrated timhlg attd tremendous volume of tax" returns and payments we 
process. For exam ple, we process m ore than 3.8 m illion tax returns a year, m ost of 
w hich arc concentrated around a handful of due dates scattered throughout the year. In 
f~articular, at the height of incom e tax season, wc can receive m ore than 120,000 tax 
return s and 65,000 paym ents in a single day. These num bers increase every year as the 

number of taxpayers increases, thcrcby making our job even more difficult. 

~ labor m arket attd budget constraints which have severely lim itcd our ability to recr~tit 
and retaiD skilled permanent and tem porary em ployees. M cst of the em ployees who 
work in our tax paym ent processing section are to. cntry-level positions. The 
com bination of low pay, tedious work, and frcqucnl opportunities for prom oti,tm to other 
areas of the I)cparlm eut have re~';alted in .-'~ turn over rate of permanent and tem porm'y 
staff of m ore than 50 percent. M any of the vacancics arc essentially unfillablc, while 
m any of the rem aining staff require substantial training tim e to bring them up to a 
m inim um acceptable perform ance level, further diluting productivity while they are 
being trained. 

~ taa'payer errors, w hich are a fact of life in the Departm ent. Even the best designed 
system s for depositing paym ents w ill succum b to the gear-stopping effects of taxpayer 
errors and oversights. Because our current process has been optim ized to allow rapid 

processing of the relatively homogeneous tax returns which comprise the vasl majority 
of all returns, w e use a separate process to handle return s thal contain errors or thai are 
uniquely problem atic. This process for handling exceptional return s and paym ents is 
necessarily slow er than the norm al process because of the additional work involved in 
researching, evaluating and correcting the errors. However, by devoting m ore tim e up 
front to correcting those errors, we save considerably m ore tim e and effort in later 
processing stcps and avoid considerable potential for w rongful tax bills being sent to 
taxpayers. W e believe it pays to be extra careful in our efforls. 

As you can see fi'om the im pedim ents described above, we are working against a stiff hcadw ind 
to m eet our obligation to deposit paym ents w ithin 24 hours. Nevertheless, we believe that w ith 
sufficient hum an, leclm ical and financial resources we could com c m uch closer to m eeting thc 
24-hour requirem ent, l'~ul a m ore pragm atic view of our situation leads us to question at what 
cost should w e pursue total com pliance w ith the 24-hour standard. 

Specifically, your staff has estim ated at $1.4 m illion the am ount of interest that could bc carned 
annually if we depositcd every tax paym ent w ithin 24 hours. How ever, that am ount reprcseuts 
only one side of the equation. W hat is m issing is the cost to lhc stale to achieve total com pliance 
wilh the standard. 

11 
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W c have esthnaled conservatively thai the additional cost to the stale necessary to m eet the 24- 

hour standmd for all deposits would exceed 55.9 million in the first year (including additional 
payment processing equipment) and $2.6 million in each successive year. A detailed breakdown 
of these costs has been provided to your staff. As part of our cost figures, we estimate that we 
will need nearly 600 additional temporary employees (who, as noted above, arc in very scarce 
supply) in order to fldfill tile deposit obligations you describe in your report. 

I feel certain you would not advocate that we em bark on such a path, know ing that the state 
would expend considerably m ore taxpayer dollars in the effort tita n it would actually receive in 
ret'm ~. Clearly, there should be a point at which our efforts to increase the percentage of deposits 
m ade w ithin 24 hours w ilt becom e cost prohibitive. W e don't know exactly w here that 
breakcven point is at this tim e, but we don't believe we have reached it ye~ we still have room 
for cost effective im provem ents w hich we con6nue to strive towards. Nonetheless, we believe 
tile breakeven point is co~siderably closer to our current perform ance level than to the absolulc 
standard we arc reqtfired lo m eet. 

Thus, we bclieve a m ore flexible inteq~retation should be allowext of the constitutional 
requirem ent that deposils be m ade "im m ediately"-one that requires deposits to be m ade "w ithout 
unnecessaO, delay" and in a m anner that is both practicable and cost effective. In tile absence of 
such flexibility, the 24-hour standard is both unrealistic and uneconom ical in the context of tile 
Deparlm enl of Revenue. 

Corrective A ction Plan 

The Departm ent has an action plan in place to im prove the tim eliness of its tax. collection 
deposits which includes the follow ing elem ents: 

~ Com pletion by Decem ber 1999 of the installation and im plem entation of autom ated 
rapid paym ent processing equipm ent in the Operations Division. 

,, Concentrated efforts to recruit, train and retain qualified em ployees to assist in the 
processing of tax returns and the deposit of paym ents. This includes reviewing existing 
budgetary resources to identify funds that can be used to increase the pay of the entry- 
level positions who arc responsible for the processing of tax returns and tile deposit of 
tax paym ents. 

~ Continued effol~.s to stream line the internal processes and procedures required to deposit 
funds in order to m ake them m ore efficient. 

~ l)evelopm cnt ofinlproved system s to m onitor thc tim eliness of our deposits. 

* Review and arnendm ent of the Departm ent's Policy and Procedure M em orandum 10.26, 

Cash M anagem ent Policy/Tax Collections, to provide Departm ent em ployees w ith 
realistic goals for the deposit of cash receipts. 

~ Application to the Treasurer's Office and the Com m issioner of Adm inistration for an 
exception to the 24-hour standard that reflects the logistical and econom ic realities 
confi'onting the Departm ent, as provided in Chapter 6, Section 6.1.1 of the current 
l)ivision of Adm inistration and Slate Treasurer Policies and Procedures M anual. 

12 
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The im plem entation of our action plan is currently underway. M s. Jane[ M acm urdo, Director of 
the Operations l)ivision, has prim ary responsibility for the im plem entation of our action plan

, 

with suppo,'t fi'om Dale Lejeune, Controller; Greg Montagnino, Information Services Director; 
and the O ffice of the Undersecretary. A study team w ill be form ed in the very near future to 
review the existint; cash m anagem ent policy and to prepare a recom m endation to the Treasurer's 
Offi ce and Ihe Division of A dm inistration. 

Again, we appreciate the hard work and professionalism exhibil.ed by your staff and we know 
ihat we have benefited flora the work I.hey have perform ed. 
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Dcar Dr. Kvle 

November 30. 1999 

Brett Crawford 
Secretary 

This letter is in response to your audit finding entitled "Inadequate Reconciliation of Protest Tax 
Balances". W e concur with your finding. 

W e w ill establish a task force that will be charged with developing and implem enting written 
procedures to ensure reeonciliatio~ of the balances in the protested tax accounts in the Legal 
Division to the amounts actually collected and recorded by the Controller's Division. The 
ControUer's Division and the various Tax Divisio~  will implement measures to inform the 
Legal Division of subsequent paym ents under 
establish w ritten procedures for updating their 
escrow paym ents m ade under protest. 

protest. Furtherm ore, the Legal Division will 
case tracking system to account for subsequent 

The Departm ent would like to thank you and your staff for providing us with information that 
w ill be used in l~m king improvements with the Departm ent. 

BC:abd 

Post Olfice Box 201 ~ Baton Rouge 70821-0201 
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Dear D r. Kyle 

Fel)ruary 10, 2000 BRETT CRAWFORD 
SECFIEIARY 

W e have reviewed tile issues relating to your audit finding entitled "Inadequate h,ternal Control Over 
Transactions of th e Office of Alcohol and Tobacco Control," and we concur in part with th e finding. 
The Depam nent is very concern ed that propel" an d accurate records are m aintained. 

W e acknowledge that procedures relating to the Food and Drug Administration Program (FDA.) were 
either not completed or not implem ented to adequately compile th e expenditures, and record keeping 
problems were experienced and identified in the areas you m entioned. A new director has been !tired 
in the Office of Al cobol an d Tobacco Control (ATC), and action will bc takeq to fill other vacancies 
there. Steps will also be taken to follow tkrough on record keeping and other areas to ensure 
compliance with die requirements of the gran t. ATC.has submitted an invoice Io th e FDA for 
reimbursement of costs for April through June 1999. which are the only m onths of fiscal yea r 1999 
that are included in the initial project period (September 1998 through September 1999). Also, ATC 
will submit an invoice to the FDA for reimbursement of costs for July through December 1999 by th e 
end of February 2000. In Septem ber 1999, th e FDA extended th e initial contract and increa sed th e 
contract to th e amount referred to in th e finding. 

Concerning th e lack of supervisory review of th e June 30, 1999, reimbursem ent of th e investigative 
fund, th e reim bursem ent was advan ced to ATC based on the signed authorization of th e Com m issioner 
of ATC with th e agreement that th e supporlin~l vouchers would subsequently be furn ished to th e 
Controller's l)ivision, q'be Controller's Division did subsequently receive all but a few vouchers. 

The Controller's Division has taken corrective action to strengthen internal control over the 
reimbursement proc ess. All reimbursement requests must now be suppolled by vouchers that have 
been approved by th e apprq)riate ATC official before th e Controller's Division will process th e 
reim bursement. Fmlhem ~ore, we will be implementing new proc edures for handling reimbursements 
whereby they will be made directly to each ATC investigator by the Controller's Division. W e expect 
to have th ese proc edures in effect in January 2000. 
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