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W e have perform ed a lim ited review of data relating to tim eliness of deposits m ade by the 
Louisiana Departm ent of Revenue. Our exam ination was conducted in accordance with Title 24 
of the Louisiana Revised Statutes. The exam ination was perform ed to analyze data and to 
assist us in our follow-up on the finding relating to tim eliness of deposits of tax collections for the 
year ended June 30, 1998. 

The accom panying report includes conclusions and recom mendations beginning on page 7 

Copies of this report have been delivered to other authorities as required by law 

BB:DLH:DSP:dl 

Legislative Auditor 
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BACKG RO UND A ND M ETHO DO LO GY 

Our management letter to the Department of Revenue (Department), dated December 16, 1998, 
included a finding titled "Tim eliness of Deposits of Tax Collections." This finding reported that 
the Department was not in com pliance with Article 7, Section 9 of the Louisiana Constitution, 
which requires the im m ediate deposit of receipts with the State Treasury. The finding stated 
that 11 of 63 payments reviewed (17%) were not deposited timely. These tax payments ranged 
from 3 to 16 days late in being deposited for an average of 9 days late. 

Article 7, Section 9 of the Louisiana Constitution requires the im m ediate deposit of receipts with 
the State Treasury . The Division of Adm inistration and State Treasurer Policies and Procedures 
M anual defines im m ediately as "within 24 hours of receipt." Furtherm ore, Departm ent Policy 
and Procedure Memorandum (PPM) Number 10.26 dated July 1, 1995, establishes guidelines 
for the timely deposit of tax payments. PPM 10.26 requires the majority of tax payments to be 
deposited the day of receipt or the day after, with the exception of paym ents received during 
peak processing tim es. PPM 10.26 allows for an additional three days for deposits during peak 
processing tim es. 

The objective of our examination was to determine whether appropriate action was taken to 
correct the finding included in the m anagement letter. Our procedures consisted of the 
following: (1) examining selected Departmental records; (2) interviewing management and 
certain employees of the Department; (3) reviewing applicable Louisiana laws, rules and 
regulations; and (4) making inquiries to the extent we considered necessary to achieve our 
purpose. 

W e analyzed data relating to tim eliness of deposits subm itted to us by the Departm ent. W e 
used Audit Command Language (ACL) software to determine the time that it takes for the 
Departm ent to deposit a tax receipt in the State Treasury. O ur procedures were as follows: 

W e reviewed the proce ssing procedures in the Departm ent's O perations 
Division. This division includes the following sections: Incom ing M ail, M ail 
Opening, Deposit, Pre-Audit, Batching Serv ices, M icrographics, Data Entry , Error 
Resolution, Im aging and Scanning System Pipeline, M icrofilm ing, and Data Entry 
Pipeline. 

There are three m ethods for processing tax returns, rem ittances, supporting 
docum entation, and correspondence received by the Department. These include 
scannable, unscannable, and electronic funds transfers (EFT) processing. 
Scannable returns are sim ple returns such as individual incom e tax returns that 
are proce ssed through a high-speed processing m achine. The returns, 
rem ittance , et cetera, are photographed; the inform ation is captured during 
scanning and autom atically updated to the Departm ent's m ainfram e com puter. 
Unscannable returns are those that cannot be scanned because of the 
volum inous size of the return, such as those for corporate incom e taxes. These 
unscannable returns are m anually processed and do not autom atically post to 
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the Departm ent's m ainfram e com puter. EFT paym ents are received over the 
phone lines from the taxpayer's financial institution and recorded in the 
Departm ent's m ainfram e com puter. See page 6 for a sum m ary of the usage of 
the three m ethods. 

W e obtained a data file from the Departm ent's Inform ation Services Unit that 
contained over 141,000 batch headers for deposits for the period January 1998 
through February 1999. A batch is a num ber of docum ents, ranging from one to 
99 item s per batch, that represents tax inform ation including tax returns and 
rem ittances. The batch header is a sum m ary of the inform ation in the batch that 
includes total dollar am ount, dates, and num ber of item s in the batch. Attem pts 
to validate batch header totals to physical docum ents were unsuccessful. 
Exceptions noted during the validation process were researched and reviewed 
with Department personnel, but the causes were too num erous and varied to be 
resolved (see section titled "Data Reliability Issues"). 

W e re quested and received from Inform ation Services a file of 121,075 batch 
headers for calendar year 1998. The 1998 calendar year was chosen for review 
in order to have 12 com plete m onths of data, including the peak processing 
m onths of April and M ay. A sam ple of the data file inform ation was perform ed to 
determ ine if key dates and am ounts on the physical docum ents m atched the 
inform ation in the related batch header. Test results revealed that approxim ately 
25%  of the item s tested did not fully m atch the batch header deposit inform ation 
(see section titled "Data Reliability Issues"). 

Data Reliability Issues 

An analysis of the 121,075 batch headers for the calendar year 1998 identified the following 
data reliability problem s that rem ain unresolved: 

inability to Reconcile Batch Header Totals to the Controller's Totals - 
Deposit totals from batch headers could not be reconciled to the controller's 
totals without significant additional effort. Some of the reasons for the difference 
in the totals include: 

The batch header inform ation was not originally designed for use in 
reconciling deposits. Corrections to individual items and adjustments 
m ade by the controller to batch header deposit am ounts m ay not be 
m odified on the corresponding batch header. 

Incorrect deposit dates in the batch headers m ay cause m onthly totals to 
vary between the data files and the controller's totals. 

Duplicate batch headers m ay not have been entirely elim inated from the 
data file. 
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Invalid Deposit Date - O ver 50 deposit dates were show n as a Saturday or 
Sunday--a condition that should not occur. 

Mall (Receipt) Date - The mail date was not reliable for a significant number of 
batches. 

The mail date could not be determined for 12,821 batches (over 9%) in the 
data files. These batches were given ~ mail date of "999999" to signify that 
item s in the batch contained various m ail dates. Consequently, a calculation 
of the num ber of days between deposit date and m ail date could not be 
performed. 

2,769 batches contain m ail dates before 1998. Som e of these appear valid, 
while others appear to be keying errors. 

The m ail dates included over 80 dates that were weekends. This should not 
occur since m ail is not received on w eekends. These appear to be data 
entry errors. 

A small percentage (less than 1%) of the items batches had a negative "days 
difference," indicating a deposit date earlier than the m ail date--a condition 
that s~o~ , not occur. 

Duplicate Document Locator Numbers (DLNs) for Batch Headers - DLNs are 
used to identify information processed through the Department's computer system. 
The DLN is com posed of a 15-character field. The first 13 digits in the DLN indicate 
various inform ation, such as type of tax, calefldar year, and w hether the docum ent 
was proce ssed manually or as an EFT payment. The last two digits are the 
sequence num ber of the individual docum ents in the batch. The sequence num ber 
for the batch will have "00" as the sequence  nLJm ber, The sequence  num ber for the 
documents in the batch will be  =01" to =99." The individual documents in the batch 
will have the same DLN as the batch header with the exception of the sequence 
num ber. Of the 121,075 batch headers, there were 116,049 unique DLNs; 2,421 
DLNs with one duplicate for a total of 4,842 batch headers; 60 DLNs that have tw o 
duplicates for a total of 180 batch headers; and one DLN that has three duplicates for 
a total of four batch headers. 

Duplicate DLNs m ight be valid in ce rtain situations where items are corrected. 
However, our discussions with Departm ent personnel indicate that additional 
research is needed to determ ine why duplicate batch headers are occurring and how 
to correct this problem . W e could not reconcile the batch amounts betw een 
Operations and Controllers. W e believe the duplicate DLNs m ay contribute to the 
fact that we could not reconcile the data. 

Questions Concerning Batch Am ounts - The deposit amount for 5,281 batches 
was zero. The reason for the zero amounts could not be determined during this 
exam ination. 

Invalid DLN Year - This field contained 408 batches with a year other than =98" 
(1998). Other years included were 00, 80, 88, 97, and 99. The reason for the invalid 
DLN years could not be  determ ined during this exam ination, 
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Sum m ary of Batch Header A nalysis 

Average Day Diff = Average Deposit Date minus Mail Date for all batches with a 
day difference of 0 through 60 days. This calculation excludes roughly 10% of the 
batches containing less than 3%  of the total batch header am ounts, M ost of these 
batches had invalid mail or deposit dates resulting in a day difference that was 
invalid. 
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Reliability Issues." If corrections or changes are m ade to the underlying data, the results of the 
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Confirm ation of Prior Year Finding - Using the data provided by the Department, 
which is not completely reliable (as explained in "Data Reliability Issues"), we 
determ ined that the conditions described in the prior year finding on tim eliness of 
deposits were valid and still in existence after June 30, 1998. Analysis of the data 
revealed that the average days difference  between deposit date and mail (rece ipt) date 
w as: 

For all batches analyzed 
For Electronic Funds Transfer batches 
For Scannable Batches 
For Unscannable Batches 

8 days 
0 days 
6 days 
11 days 

The num ber and percentage of batches and am ounts are shown on the Sum m ary of 
Batch Header Records Analyzed on page 6. 

Recom m endation: The Departm ent should identify the prim ary causes for the delays 
betw een receipt date and deposit date. M anagem ent should then identify changes that 
can be m ade to enhance the Department's com pliance  with the Louisiana Constitution 
and the Division of Adm inistration and State Treasurer Policies end Procedures M anual. 
Proposed changes should include a consideration of im plem entation costs and the 
potential im pact on the overall operations of the Departm ent. 

Data Reliability Issues Lim it Usefulness of Analysis - The data reliability issues 
docum ented in this report lim it the usefulness of the current analysis. Analysis of data 
using ACL or other sim ilar data re trieval program s can be effective in helping 
m anagem ent assess the tim eliness of deposits and related operations issues. However, 
the effect iveness of the analysis is directly related to the reliability of the data. 

Recom m endation: The Departm ent should review the issues noted in the section 
"Data Reliability Issues" and work to m ake operational or data input changes that would 
m ake the data m ore  re liable and would be cost-effective. 

Significant Interest Is at Stake - W e calculated the am ount of interest that would have 
been earned if all deposits had been m ade within 24 hours of re ceipt, as re quired by the 
Louisiana Constitution and the Division of Adm inistration and State Treasurer Policies 
and Procedures M anual. To calculate the potential interest earnings, the excess num ber 
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of days (over the required one day or 24 hours) between receipt and deposit was applied 
to an assumed interest rate of 5% , simple interest. This re sulted in over $1.4 million in 
interest that would have been earned had the Departm ent deposited all receipts within 
24 hours. 
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STA TE O F LO U IS IA NA 
D E PA R T M E N T O F R EV E N U E 

I)r. Daniel G . Kylc, CPA, CFE 
Legislative Auditor 
O ffice of Legislative Auditor 
Posl O ffice Box 94397 
P, aton Rouge, Louisiana 70804-9397 

I)car I)r. Kyle 

Brelt Crawford 
Secretary 

1 would like to thank you for the opportunity to respond to your audit report rclatcd to Ihe 
tim eliness of deposits m ade by the Departm ent of Revenue. 

The l)cpartm ent concurs w ith the basic finding that not all tax paym ents w ere deposited w ilhin 
the 24-hour tim cfram e standard established by the Statc Treasurer and tile Division of 
Adm inistration. However, w e would like to place time finding in the proper historical, Iogislical 
and econom ic context so that it can be evaluated appropriately. 

Specifically, we feel it is im portant to nole that the Departm ent of Revenue has never in its 
hislory been ablc to deposit all of its lax collections w ithin 24 hours. Nevertheless, we arc proud 
of lime facl thai w e have m ade significant progress in recent years toward m eeting that standard. 

At present, the efficiency of our deposit efforts is tile best time Deparlm ent has ever achieved, and 
w c arc striving to im prove upon our performance. 

W e have embraced new technologies, such as electronic funds transfer (EFT), document imaging, 
and clectronic filing, ill 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 ncarly 18 hours during peak periods in an effort to speed up time process. Consequently, 
m uch of w hat 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 
Departm ent was capable of depositing w ithin 24 hours less than 40 percent of the funds it 
received (out of $4.4 billion collected). In contrast, the analysis your staff conducted indicated 
that in 1998, we deposited nearly 68 percent of the funds within 24 hours (out of $5.5 billion 
colleeted)--a significant improvement in just six years. W e expect this percentage to continue to 
increase once w e com plete the installation later this year of a new autom ated paym ent processing 
system that has been under developm ent since early 1998. 

330 North Ardenwood Sireel ~ PO Box 201 ~ Baton Rouge, LA 70821 ~ (225) 925 7680 
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Nevertheless, continued im provem ent in our cash m anagem ent efforls w ill not be an easy task 

owing to a ]lumber of factors that make our job of collecting and depositing taxes a montm]cnta 
efforl. Stone of these factors include: 

~ tile concentrated tim ing and trem ettdous volum e o.I" tax- returns attd pak,toent,~" we 
proces.~'. For exam ple, we process m ore than 3.8 m illion lax returns a year, m ost of 
w hich are concentrated around a handful of due dales scattered throughoul the year. In 
parlicular, at the height of incom e tax season, we can receive m ore than 120,00(] lax 
returns and 65,000 paym ents in a single day. These ]lum bers increase every year as the 

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

~ labor m arket and budget constraints which have severely lim ited our ability to recruit 
and retain skilled perm anent and tem porary em ployees. M ost of the em ployees who 
work in our tax paym ent processing section are in entry-level positions. The 
com bination of low pay, tedious work, and frequent opporlunitics for prom otion to other 
areas of the Departm ent have resulted in a run,over rate of perm anent and tem porary 
staff of m ore than 50 percent annually. M any of the vacancies are essentially unfillablc, 
while m any of the rem aining staff require substantial training tim e to bring them up to 
an acceptable perform ance level, fi~rther diluting productivity while they arc being 
trained. 

~ problem atic ttLr returns, which are a facl of life in Ihe D eparlm enl. Even the besl 
designed system s for depositing paym ents w ill succum b to the gear-slopping effects of 
taxpayer m istakes and oversights. 13ccause our current process has been optim ized to 
allow rapid processing of tile relatively hom ogeneous tax returns w hich com prise the 

vast majority of all rcturl]s, we use a separate process to handle returns tlaal Col]lain 
errors or tilat are uniquely problem atic. This process for handling exceptional returns 
and paym ents is necessarily slower than the norm al process because of tile additional 
work involved in researching, evaluating and correcting the errors. However, by 
dew ~ting m ore tim e up front to correcting those errors, w e save considerably m ore tim e 
and effort in later processing steps and avoid considerable potcntial for w rongful tax 
bills being sent to taxpayers. W e believe it pays to be extra careful in our efforts. 

As you can see from the im pedim ents described above, we are working against a stiff hcadwind 
to deposit all paym ents w ithin 24 hours. Neverlheless, we believe that w ith sufficient hum an. 
technical and financial resources w e could com e m uch closer to m eeting the 24-hour 
requirem ent, l~ut 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 additional interest that could 
be earn ed annually if we deposited every tax paym ent w ithin 24 hours. How ever, that am ount 
reprcsenls only one side of the equation. As you point out in your report, what is m issing from 
your analysis is the cost to the state to achieve total com pliance w ith the standard. 

W e have estim ated conservatively lhat the additional cost to the slate necessary to m eet the 24- 
hour standard for all deposits would exceed $5.9 m illion in the first year (including additional 
paym ent processing equipment) and $2.6 million in each successive year. A detailed breakdown 
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of these costs has been provided to your staff. As part of our cost figures, we estim ate thai wc 
will need nearly 600 additional temporary employees (who, as noted above, are in very scarce 
supply) in order to deposit all funds within 24 hours. 

1 feel certain you would not advocate that we embark oll such a path, knowing that the state 
would expend considerably m ore taxpayer dollars in the effort than it would actually receive in 
return . Clearly, there is a point at which our efforts to increase the percentage of deposits m ade 
within 24 hours will becom e cost prohibitive. W e don't know exactly where thal brcakeven poin! 
is at this tim e, and we don't believe wc have reached it yet. Nonetheless, we believe the 
breakeven point is considerably closer to our current performance level than to thc absolute 
standard against which we are being m easured, 

Thus, we believe a m ore flexible interpretation should be allowed of the constitutional 
requirem ent that deposits be m ade "im m ediately"-one that requires deposits to be m ade w ithout 
unnecessat]l, delay and in a m anner that is both practicable and cost effective. In the absence of 
such flexibility, the 24-hour standard is both unrealistic and uneconom ical in the conlexl of the 
D epartrnent of Revenue. 

Fortunately, two of the entities responsible for ovcrsccing the state's cash m anagcm cnt have 
recognized the practical logic of such flexibility. Just last m onth, The Treasurer's O ffice, in 

col~junclion with the Division of Administration, modified its Policies and Procedures Manual Io 
allow agencies like Revenue to receive exceptions to the 24-hour rule. O nce our new autom atcd 

payment processing system that 1 mcntioned earlier becomes operational (expected by December 
1999), we intend to request just such an exception linked to the improved operating capabilities 
of the new system and the logistical and econom ic realities confronting the Departrnent. 

Data ReliabiliO, Issues 

Regarding thc data reliability issues you identify in your report, we concur w ith your findings and 
recom m endations. I would like to em phasize however, that the data issues in question pertain 
only Io statistics m easuring the efficiency of the Departm ent's intern al processes. The accuracy 
and integrity of tax data and taxpayer records are unaffected by these issues. 

Several of the data reliability issues are being addressed as part of our current efforts to upgrade 
the autom ated paym ent processing equipm ent in our Operations Division. Addilional data issues 

will bc addressed in our ongoing computer reengincering project over the next two to three years. 
W c anticipate that these im provem ents w ill help us to assess m ore accurately the tim eliness of 
deposits and othcr tax return and paym ent processing issues. A s wc discussed w ith your staff 
during the audit, when our m ainfram e system w as designed 25 years ago, little thought was given 
to the tracking and reporting of inform ation related to our interlm l proccsscs. Consequently, the 
deposit data records generated for your auditors w ere never designed for that purpose, resulting in 
the data inconsistencies you identified. W e w ill continue to analyze these issues to ensure that 
our perform ance data is reliable. 
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Corrective A etion Plan 

The Departm ent has an action plan in place to im prove the tim eliness of its lax 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 and software in our O perations Division. 

~ Concentra ted efforts to recruit, train and retain qualified em ployees to assist in the 
processing of tax returns and the deposit of paym enls. This includes review ing existing 
budgetary resources to identify funds thal can be used to increase the pay of the entry- 
level posilions who are responsible for the processing of tax returns and the deposit of 

tax pa)qnenls. 

~ Continued efforts to stream line the intern al processes and procedures required to deposit 
funds in order to make them more efficicnl. 

~ Developm ent of im proved inform ation system s to m onitor the tim eliness of our 
deposits. 

~ Developm ent of an appropriatc deposit performance standard that rcflccts the logistical 
and econom ic realities confronting the Departm ent. W c anticipate working closely w ith 
your staff and thc staff of the Treasurer's Office and the D ivision of Adm inislralion to 
establish this realistic perform ance standard, as provided in the recent change to 
Chapter 6, Section 6.1.1 of the State Treasurer and D ivision of Adm inistration Policies 
and Procedures M anual. As 1 noted earlier, we expect to begin work by January 2000 to 
develop this standard, once our new autom ated paym ent processing system bceom es 
operational and w e have an opportunity to assess its perforrnancc capabilities. Lh/til 
then, any efforts to develop such a standard would be prem ature and wasted, given our 
im pending shift to a com pletely new deposit system . 

The im plem entation of our action plan is currently underway. O ur O perations Division has 
prim ary responsibility for the im plem enlation of our action plan, w ith support from the 
Controller's I)ivision, the Inform ation Services Division, and the O ffice of the Undersecretary. 

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


