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EXECUTIVE SUMMARY

The Bureau of Revenue is a component within the Department of Finance within the City of
New Orleans (City) and is responsible for administering and enforcing ordinances pertaining to
the collection of various taxes such as sales taxes, hotel-motel taxes, parking and other taxes in
accordance with City Code.

The Office of Inspector General conducted an audit of the internal controls of the post-audit
processes of the Bureau of Revenue’s Compliance Division from January 1, 2011 through
December 31, 2012. The objective of the audit was to review and test the internal controls
over the Compliance Division’s sales tax collection and enforcement processes and evaluate the
Bureau’s compliance with the controls.

One hundred thirty five sales tax audits were performed by the Compliance Division during the
two-year scope period; 35 audits yielding total sales tax liabilities of $2.8 million were randomly
selected for testing. At the time this report was released, the city had collected in excess of
$1.6 million of these liabilities.

The software system used by the revenue department did not have the necessary capabilities
to expeditiously track compliance by the taxpayer after the audit process was completed.
Staffing was insufficient within the settlement and enforcement unit. As a result, sales tax
collections were delayed.

The Bureau lacked internal written policies and procedures for its auditors. As a result:
e The audit files did not contain necessary, audit specific, documentation;
o The Bureau of Revenue did not complete audits in a timely manner;
e The Bureau of Revenue did not timely update the Formal Assessment letter to comply
with Louisiana State Law; and
e The taxpayer’s bank accounts were not levied as required by the Bureau’s informal

policy.

The City disagreed with five of the six findings in this report offering no corrective actions for
the lack of adequate documentation within the files tested in the compliance unit during the
audit

Although the City believes the procedures in place were adequate to effectively collect sales tax
revenue, detailed written procedures to augment state law and city ordinances are essential to
proper management of the settlement and enforcement units of the Bureau of Revenue.

Note: All responses from the City in the body of this report are direct statements and have not
been modified.
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I. OBJECTIVES, SCOPE, AND METHODOLOGY

The objective of the audit was to determine whether internal controls and processes utilized by
the Compliance Division of the Bureau of Revenue were operating effectively and in compliance
with state laws.

The audit scope period was January 1, 2011 — December 31, 2012. The audit was conducted in
accordance with the Principles and Standards for Offices of Inspector General (the Green Book)*
and Generally Accepted Governmental Auditing Standards® (GAGAS or the “Yellow Book”).

To accomplish the objectives, a stratified random sample of 35 sales tax audits was selected
from the population of 135 sales tax audits completed during January 1, 2011 — December 31,
2012). The auditors randomly selected sample units according to their proportion in the
population for each year of interest, 2011 and 2012, respectively. Auditors stratified the sample
by year to ensure each year was proportionally represented in the total sample. The sample
size of 35 was selected to achieve a 90% confidence level and a 6% tolerable error rate.

The following procedures were performed:

1. Conducted interviews with revenue personnel to gain an understanding of the processes
and controls involved in the tax collection process;

2. Performed walkthroughs to obtain an understanding of the functions performed by the
different divisions within the Bureau of Revenue Compliance Division;

3. Reviewed applicable local ordinances and state laws;

4. Reviewed the Bureau of Revenue policies and procedures, both written and unwritten;

5. Obtained audits completed during the scope period;

6. Reviewed the selected audit files to ensure the completeness of the documentation in
the taxpayer’s files;

7. Reviewed the selected audit files to determine the timeliness of the collection process;
and

8. Developed findings and observations as a result of the testing performed.

The audit included findings, observations, and recommendations related to the Bureau of
Revenue’s internal controls over the Compliance Division.

Computer-processed data was provided and relied on. A formal reliability assessment of the
computer-processed data was not performed. Hard copy documents reviewed supported the
information contained in the computer-processed data.

! Association of Inspectors General (May 2004 Revision).
2 published by the General Accounting Office, December 2012 Revision, which was the revision in effect during the scope
period.
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II. INTRODUCTION

The Bureau of Revenue is comprised of the following units:
e Audit Unit — Compliance Division
e Settlement/Enforcement — Compliance Division
e Applications — Operations Division
e Special Events — Operations Division
e Delinquent Tax Unit — Operations Division
e ABO-Alcoholic Beverage Outlets — Operations Division
e Fiscal Records Unit — Revenue Accounting
e Cashier — Revenue Accounting

This performance audit only reviewed the Compliance Division, and this introduction outlines
the processes of the Compliance Division as it relates to sales taxes.

All businesses that operate within or deliver to Orleans Parish are required to register, obtain a
license, and collect and remit sales taxes to the Bureau of Revenue. The City collects a 5% tax
on sales/use and a 4.5% tax on the sales of food items and prescription drugs. Businesses are
mailed tax returns each month and are required to remit the sales taxes to the Bureau of
Revenue by the 20th of the month following the month of collection. A taxpayer has the option
of paying sales/use taxes either at City Hall, online websites (nola.gov, parishefile.com or
salestaxonline.com) or mail their tax return and payment to the Bureau of Revenue.

The Bureau of Revenue selects sales tax returns to audit by developing an audit plan. It also
selects taxpayers to audit by reviewing delinquent taxpayer accounts; receiving information
provided by other taxpayers; comparing various City issued licenses to filed tax returns; and
selecting taxpayers with a license who did not file a sales tax return. An audit is then conducted
and an exit conference is held with the taxpayer at the conclusion of the audit.

Once the audit was completed, the Compliance Division employed the following collection
procedures:?

e A Proposed Assessment letter is mailed to the taxpayer after the exit conference. The
Proposed Assessment letter grants the taxpayer 30 days to pay or protest the taxes
owed.

e An Adjusted Proposed Assessment® letter is mailed if the taxpayer protested and
provided documentation that requires an adjustment to the tax owed.

e A Formal Assessment letter is mailed if the tax has not paid after the deadline expires in
the Proposed Assessment or Adjusted Proposed Assessment letters. The Formal
Assessment letter grants the taxpayer 30 days® to pay or protest the taxes owed.

3 Refer to Appendix | for a flow chart of this process.

* The Adjusted Proposed Assessment is not required by Louisiana State law, but the Bureau of Revenue includes this in its
collection procedures.

* 60 days if dated prior to January 1, 2011.
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e An Adjusted Formal Assessment® letter is mailed if the taxpayer protested and provided
documentation that requires an adjustment to the tax owed.

e A Demand Payment Notice is mailed to the taxpayer if the tax is not paid after the
deadline expires in the Formal Assessment or Adjusted Formal Assessment letters. The
Demand Payment Notice grants the taxpayer 10 days to pay or enter into an installment
agreement to pay the taxes owed.

e A lien is recorded and filed with the Recorder of Mortgages Office in Orleans Parish on
the taxpayer’s business property.

e A Notice of Levy is mailed to local and national banks if the taxes are not paid after the
Demand Payment Notice.

e The audit file is transferred to the Law Department if the taxes are not paid as a result of
the lien and levy.

The status of the 35 taxpayer files is documented in Table 1 below. Taxpayer D, for example,
had an initial assessment of $63,598. After providing additional sales tax documentation,
$19,307 was adjusted and $44,291 was the final assessment. No credits were applied, but the
Tax Review Committee (TRC) waived $8,289 in penalties and fees. The remaining balance of
$36,002 was paid by the taxpayer.

Two taxpayers requested refunds. Taxpayer Q, for example, requested a refund of $161,951
and also had accrued interest of $3,128 owed to him. Therefore, his total refund totaled
$165,079.

As of June 25, 2014, $919,335 of taxes assessed on the sampled taxpayers during the audit
period remained outstanding.

® The Adjusted Formal Assessment is not required by Louisiana State law, but the Bureau of Revenue includes this in its
collection procedures.
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Table 1 — Taxes Outstanding, Refunds Requested and Current Status of Sampled Taxpayers as
of June 25, 2014
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I1l. FINDINGS AND RECOMMENDATIONS

Finding #1
Condition: The Bureau of Revenue lacked internal written policies and procedures to enforce
timely collection of unpaid tax assessments and relied on informal policies that were not always
followed. The Bureau of Revenue’s informal policies did not specify an acceptable timeframe
to:
e Collect taxes owed from voluntary disclosure taxpayers.
e Issue a Proposed Assessment letter after the exit conference.
e Respond to a taxpayer’s protest of a tax assessment.
e [ssue an Adjusted Proposed Assessment letter to the taxpayer after the Bureau of
Revenue received the taxpayer’s protest.
e |Issue a Formal Assessment Letter after the expiration of the Proposed Assessment letter
or Adjusted Proposed Assessment letter.
e Issue an Adjusted Formal Assessment letter to the taxpayer after the Bureau of Revenue
received the taxpayer’s protest, if an adjustment is necessary.
e [ssue a Demand Payment Notice after the expiration of the Formal Assessment letter or
Adjusted Formal Assessment letter.
e File and record a lien on the taxpayer’s property after the expiration of the Demand
Payment Notice.
e Mail a Notice of Levy letter to various banks after the expiration of the Demand
Payment Notice.
e Transfer the taxpayer’s file to the Law Department after recording a lien and mailing a
Notice of Levy to various banks.

Criteria: The Louisiana Legislative Auditor’s Checklist of Best Practices in Government stated
“Formal/written procedures are necessary as a clear understanding of what should be done,
how it should be done, who should do it, and when it should be done and ensure the
procedures followed meet management’s expectations. Written procedures aid in the
continuity of operation and for cross-training of staff.”

Cause: The Bureau of Revenue did not provide sufficient guidance on the collection processes
to the Settlement and Enforcement Departments. Additionally, the Bureau of Revenue used a
system that was not designed to track the length of time between each
settlement/enforcement process.

Effect: The Bureau of Revenue did not implement collection procedures in a timely manner,
which resulted in delayed collection of revenue for the City. Appendix Il shows the number of
days between each step of the process. Note: Not all audited taxpayers’ files go through each
step of the process. For example, if a taxpayer pays his taxes after the Proposed Assessment
letter is mailed, then a Formal Assessment letter, Demand Payment Notice, etc. is not
necessary.
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Recommendation: The Bureau of Revenue should provide written policy guidance to the
Settlement and Enforcement Departments so that the Bureau of Revenue can collect taxes
expeditiously.

City Comment: “..The Bureau of Revenue follows the law as prescribed by the Louisiana
Legislature and the New Orleans City Council to enforce collections of sales, use and other taxes
administered by the Department of Finance. These laws state who [sic] should perform a
collection action and what should be done. The Bureau of Revenue does in fact follow specific
written guidelines in the collection of taxes: State and local law.”

OIG Comment: The laws outline the requirement and internal written procedures would
outline how the law is to be carried out within the Bureau of Revenue. It is difficult to
understand why the importance of written procedures in this very crucial area of the collection
process is not appreciated.

Finding #2:

Background: Delage Laden E Partners built a custom revenue management system for the City
of New Orleans called the City of New Orleans Revenue System (CNORS). The financing
agreement was signed on December 28, 2004 and was implemented on January 9, 2006.

Condition: CNORS was not designed nor did it have the ability to:
e Maintain a centralized list documenting the types of letters sent to the taxpayers;
e Track the dates letters were sent to the taxpayers;
e Record follow-up actions taken by the auditors if payment was not received;
e Track dates of the follow-up actions taken by the auditors; and
e Provide a tickler-file to alert the Bureau of Revenue of upcoming and past due
deadlines.

Criteria: Management should design “...the entity’s information system’ to obtain and process
information to meet each operational process’s information requirements and to respond to
the entity’s objectives and risks...Information technology enables information related to
operational processes to become more available to the entity on a timely basis...Management
designs control activities over the information technology infrastructure to support the
completeness, accuracy, and validity of information processing by information technology.”®

Cause: CNORS did not provide complete and accurate information needed for the Bureau of
Revenue to collect taxes expeditiously.

Effect: The shortcomings in CNORS capability increased collection time and resulted in a
delayed cash flow to the City.

7 According to the GAO, “An information system represents the life cycle of information used for the entity’s operational
processes that enables the entity to obtain, store, and process quality information.”
8 GAO Standards for Internal Control in the Federal Government 2013 Exposure Draft, September 2013.
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Recommendation: The Bureau of Revenue should acquire a system that provides complete
and accurate information that allows the Bureau of Revenue to expedite the settlement and
enforcement processes.

City Comment: “..In 2012 the City began the process to acquire a new revenue system and
appropriated funding for it. The new revenue system is expected to be put into use by the end of
2014.”

Finding #3
Condition: The Bureau of Revenue did not maintain complete audit files.

e Thirty-two (91%) of the 35 taxpayer files tested did not have adequate documentation
of correspondence between the Bureau of Revenue and the taxpayer.

e Nine of the 35 taxpayers protested the Formal Assessment letter. Four (44%) of the
nine taxpayer files did not contain the taxpayer’s protest letter.

e Two taxpayers paid after the Formal Assessment process. One (50%) of the two
taxpayer files did not contain the Tax Review Committee’ Determination letter.

Criteria: Internal control and all transactions and other significant events need to be clearly
documented, and the documentation should be readily available for examination. All
documentation and records should be properly managed and maintained.*

Cause: The Bureau of Revenue’s settlement and enforcement processes are manual processes,
and documentation was often not created or maintained.

Effect: The lack of documentation created inefficiencies in locating documents and tracing the
progress of the file. Incomplete files also resulted in delayed collection times, cash flows, and
collections for the City.

Recommendation: The Bureau of Revenue should maintain and file all taxpayer
documentation in an easily accessible and traceable format.

City Comment: “..The Bureau of Revenue believes its audit files do contain adequate
documentation, as required by law.”

OIG Comment: Several different auditors from the OIG went through certain files during the
audit process. All of them had difficulty finding the proper documentation to support many of
the unwritten procedures outlined by the Bureau of Revenue.

9 According to City Code Sec. 150-151, the Tax Review Committee provides “a body to review, hear and decide, at a minimum of
expense to the taxpayer, questions arising from disputes or controversies between taxpayer and the director of the department
of finance of the city in regard to all taxes, other than ad valorem taxes...”

% GAO United States General Accounting Office Standards for Internal Control in the Federal Government, September 2013, p.
49.
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Finding #4.
Condition: The Bureau of Revenue did not complete audits in a timely manner. Twenty-five
(71%) of the 35 audits were assigned and then completed between ninety-one and 840 days
(over 2.3 years).
Table 2 — Number of days to complete an audit
# Days to complete an audit # Taxpayers
31-90 4
91-150 2
151-250 6
251-350 1
351-450 7
3
2

451-650
651-850
Total Taxpayers 25

The auditors were unable to determine the start and completion dates for seven (20%) audits
of the 35 audits tested.

Twelve of the 35 audits tested (34%) had over 80 man hours charged to the audit.

Table 3 — Number of hours to complete an audit

Approximate # | # Hours | # Taxpayers
Weeks'?

0-2 0-80 13

2-4 81-160 7

4-6 161-240 3

6-8 241-320 2
Total Taxpayers 25

The auditors were unable to determine the numbers of hours worked to complete the audit in
ten (29%) of the 35 audits tested.

Criteria: The Louisiana Legislative Auditor’s Checklist of Best Practices in Government stated
“Formal/written procedures are necessary as a clear understanding of what should be done,
how it should be done, who should do it, and when it should be done and ensure the
procedures followed meet management’s expectations.”

The Bureau of Revenue stated that its auditors complete audits in three to four weeks and the
audits are budgeted 80 hours to complete.

" Three audits were completed within 30 days.
12 Using a 40 hour work week.
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Cause: The Bureau of Revenue lacked oversight over the completion of the audits and did not
monitor or manage the completion time on audits conducted.

Effect: Extended audit times resulted in delayed collection and cash flows for the City.

Recommendation: The Bureau of Revenue should monitor or manage the completion time of
audits to ensure audits are completed in a timely manner. Any delays should be documented.

City Comment: “..The Bureau of Revenue actively monitors audit assignments to manage
progress and to ensure that audits are moving forward in a systematic way....”

Finding #5:

Background: Louisiana law determines how much time a taxpayer is granted to pay their taxes,
which is documented in a Formal Assessment letter."® Prior to January 1, 2011, taxpayers were
granted 60 days to pay the taxes assessed. On January 1, 2011, the Louisiana Legislature revised
La. R.S. 47:337.51 to reduce the number of days the taxpayer was given to pay the taxes
assessed from 60 days to 30 days.

Condition: The Bureau of Revenue did not update its Formal Assessment letter to reduce the
number of days from 60 to 30 days until October 2012, approximately one year and 9 months
after the effective date of the revision.

Criteria: “This notice shall inform the taxpayer of the assessment and that he has thirty
calendar days from the date of the notice to (a) pay the amount of the assessment; (b) request
mandatory arbitration pursuant to R.S. 47:337.51.1; or (c) pay under protest in accordance with
R.S. 47:337.63 and file suit as provided for in that Section or request mandatory arbitration
pursuant to R.S. 47:337.51.1.”"

Cause: The Bureau of Revenue did not update the Formal Assessment letter to comply with
Louisiana law.

Effect: Eighteen of the 35 taxpayers tested were sent Formal Assessment letters. Fourteen
(78%) of the 18 Formal Assessment letters granted the taxpayer 60 days to remit the taxes
owed instead of 30 days. The additional time granted increased the collection time and delayed
cash flow for the City.

Recommendation: The Bureau of Revenue should update assessment letters timely when
changes occur to applicable Louisiana law.

3 The Louisiana Legislature also determines how much time a taxpayer is given in the Proposed Assessment letter and Demand
Payment Notice. These deadlines were not revised.
' Acts 2010, No. 1003, §2, eff. Jan. 1, 2011.
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City Comment: “..The Bureau of Revenue will ensure future changes in state law are updated
more timely.”

Finding #6:

Background: The Bureau of Revenue levied a taxpayer’s account if the taxpayer did not pay or
settle their taxes after the Demand Payment Notice deadline. The Bureau of Revenue’s informal
policy calls for a Notice of Levy to be mailed to 17 local and national banks with offices in New
Orleans. Seventeen banks are chosen by the Bureau of Revenue so as to locate as many of the
taxpayer’s accounts as possible.

Condition: Eight (23%) of the 35 taxpayers’ bank accounts were not levied as required by the
Bureau of Revenue’s informal policy:

e Three taxpayers did not have any levy letters sent; and

e Five taxpayers had less than 17 levy letters sent.

Criteria: The Bureau of Revenue’s informal internal policy dictated that levy letters be mailed
to 17 banks.

Cause: The Bureau of Revenue did not follow its own informal policy.

Effect: The Bureau of Revenue reduced its ability to collect tax liabilities from taxpayers.
Recommendation: The Bureau of Revenue should send and retain documentation of levy
letters sent to all 17 banks to increase the likelihood of accessing all funds owned by the

taxpayer.

City Comment: “...The merge document used to create levies contains hard coded address
information for all 17 banks. The complete document consists of seventeen (17) levies.”

OIG Comment: The files tested as well as the Bureau of Revenue personnel interviewed did not
or could not produce copies of the letters purported to have been sent to the seventeen banks
listed in the Bureau of Revenue’s informal policy.
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IV. OBSERVATIONS

Observation #1: The engagement letter sent to taxpayers referenced Louisiana Revised Statute
46:337.36, which did not exist; the proper citation should have been to Louisiana Revised
Statute 47:337.36.

Observation #2: Of the 35 audit files selected for testing:
e Thirteen audit reports and one exit conference memo were not dated.
e Two audit reports were not dated with the final audit date.
e Two taxpayers’ audit reports were dated after the exit conference because a final exit

conference was not held even though significant changes were made to the initial audit
report.

Observation #3: The Settlement and Enforcement Unit consisted of one person. One person is
responsible for the following tasks:

e Preparing and mailing the Proposed and Adjusted Proposed Assessment letters, Formal

and Adjusted Formal Assessment letters, and Demand Payment Notices to all taxpayers;

e Recording and tracking deadlines issued in each of the above mentioned letters;

e Filing liens on all taxpayer’s properties;

e Levying taxpayer bank accounts;

e Recording tax payments from taxpayers; and

e Transferring taxpayer files to the Law Department.

This staffing appears insufficient to perform required tasks in a timely manner.

Observation #4: Fourteen (40%) of the 35 taxpayers tested did not have an exit conference. No
evidence was maintained in the file that documented the taxpayers’ decision to waive the exit
conference. The Bureau of Revenue should conduct exit conferences with all taxpayers once
the audit is completed. If a taxpayer desires to waive the exit conference, then the Bureau of
Revenue should document the taxpayer’s decision.
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V. GLOSSARY OF TERMS

1. Adjusted Proposed Assessment Letter — A letter sent to the taxpayer after the taxpayer
protested the Proposed Assessment, and the proposed tax assessment required an
adjustment due to the taxpayer’s protest. La. R.S. 47:337.50, stated, “At the expiration
of thirty calendar days from the date of the collector’s notice...or at the expiration of
such time as may be necessary for the collector to consider any protest filed to such
notice, the collector shall proceed to assess the tax, penalty, and interest that he
determines to be due...The assessment may confirm or modify the collector’s originally
proposed assessment.”

2. Adjusted Formal Assessment - A letter sent to the taxpayer after the taxpayer protested
the Formal Assessment letter, and the formal tax assessment required an adjustment
due to the taxpayer’s protest.

3. Audit — To conduct an official financial examination of an individual’s or organizations’
accounts to determine the tax liability.

4. Audit Report — A report issued by the Bureau of Revenue to a taxpayer with the amount
of taxes owed as a result of the audit performed.

5. Assessed Amount — The initial tax owed stated in the audit report.

6. Association of Inspectors General (AlIG) — An association established in October 1996 to
“foster and promote public accountability and integrity in the general areas of
prevention, examination, Investigation, audit, detection, elimination and prosecution of
fraud, waste and abuse, through policy research and analysis; standardization of
practices, policies, conduct and ethics; encouragement of professional development by
providing and sponsoring educational programs; and the establishment of professional
qualifications, certifications, and licensing.”*®

7. Bureau of Revenue'® — A department within the City of New Orleans that provides
services for businesses and citizens which includes:

a. Enforcing ordinances pertaining to the collection of sales, hotel-motel, parking
and other taxes;

b. Obtaining the necessary permit and licenses to operate a business in the City;
and

c. Issuing Resale Certificates allowing businesses to purchase items without paying
sales taxes as long as these items are resold in the normal course of business.

> http://inspectorsgeneral.org/about/.
16 http://www.nola.gov/revenue-sales-tax/.
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8. Demand Payment Notice — A letter sent when a taxpayer had not paid or settled their
taxes after the deadline issued in the Formal Assessment letter or the Adjusted Formal
Assessment letter. This letter gives the taxpayer 10 days to pay their taxes or make
arrangements for payment. La. R.S. 47:337.55, stated “If the taxpayer fails to
accompany his return filed with a proper payment...the collector shall immediately send
a notice by mail to such person...demanding payment of such amount within ten
calendar days from the date of the notice...”

9. Distraint — To seize and sell the taxpayer’s property to satisfy the taxes owed to the City.
La. R.S. 47:337.57 stated, “The words distraint” or “distrain”...shall be construed to
mean the right to levy upon and seize and sell, or the levying upon or seizing and selling,
of any property or rights to property of the taxpayer including goods...real estate and
other forms of property...for the purpose of satisfying any assessment of tax, penalty or
interest due.”

10. Exit Conference — A meeting between the Bureau of Revenue representative or
contracted auditor and taxpayer at the conclusion of an audit to discuss the audit report
findings, which includes the tax assessment due to the City.

11. Final Assessment — The actual taxes that are due to the Bureau of Revenue from the
taxpayer.

12. Finding — Findings in a performance audit can be any one or a combination of the

following:*’
1. Significant deficiencies in internal control,
2. Fraud and illegal acts,
3. Violations of contract and grant agreements, and/or
4. Abuse.

Each finding contains five elements: condition, criteria, cause, effect, and
recommendation.

a. Condition — An element of a finding that explains what happened.
Criteria — An element of a finding that states what is required.
Cause — An element of a finding that explains why the condition happened.
Effect — An element of a finding that states the impact of what happened.
Recommendation — An element of a finding that provides suggestions to correct
a condition.

® oo o

13. Formal Assessment Letter — A letter sent when a taxpayer has not paid or settled their
taxes after the deadline issued in the Proposed Assessment letter or Adjusted Proposed
Assessment letter.

Y General Accounting Office. (July 2007 Revision). Government Auditing Standards United States Government Accountability
Office by the Comptroller General of the United States.
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This letter gives the taxpayer an additional 60 days'® to pay the taxes under protest,
protest the taxes, request a hearing with the Tax Review Committee (TRC), enter into an
installment agreement, or pay the taxes owed. La. R.S. 47:337.51, stated

“This notice shall inform the taxpayer of the assessment and that he has thirty calendar
days from the date of the notice to (a) pay the amount of the assessment; (b) request
mandatory arbitration pursuant to R.S. 47:337.51.1 or; (c) pay under protest...and file
suit as provided for in that Section or request mandatory arbitration...”

Note: On January 1, 2011, the Louisiana Legislature changed this statute which reduced
the taxpayer time to pay from 60 to 30 days.

14. Generally Accepted Government Auditing Standards (GAGAS) — The standards used to
conduct governmental audits as recommended by the General Accounting Office (also
referred to as the “Yellow Book”).

15. General Accounting Office (GAO) — An agency within the U.S. Government responsible
for writing the “Yellow Book.”

16. Installment Agreement —An installment agreement allows the taxpayer to make a down
payment and spread the remaining taxes owed over a period of time.

17. Lien — The Bureau of Revenue records a tax assessment judgment against the taxpayer’s
business property and structure with the Orleans Parish Clerk of Court (Mortgage Office)
for the amount of taxes owed to the City. La. R.S. 47:337.65 stated, “...The collector may
cause notice of such lien, privilege and mortgage to be recorded at any time after the
tax becomes due...”

18. Notice of Levy — A notification informing the banks that the City has placed a Warrant
for Distraint for the total taxes owed to the City by the taxpayer. This letter demands
that banks surrender any property rights or rights to property in their possession,
custody or control, including any real estate and other forms of property for the amount
of the tax assessment owed to the City.” La. R.S. 47:337.56 stated, “When any taxpayer
fails to pay any tax, penalty, and interest assessed, the collector may proceed to enforce
the collection thereof by distraint and sale.”

19. Observation — Observations emphasize a matter that may or may not affect the quality
of the organization’s operations. Observations are not findings and do not require a
response from the entity.

20. Proposed Assessment Letter — The initial tax assessment letter sent to the taxpayer
after the exit conference giving the taxpayer 30 days to pay, settle or protest the taxes
owed.

%30 days if issued after January 1, 2011.
%1a. RS. 47:337:57.
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21.

22.

23.

24.

25.

26.

27.

28.

29.

La. R.S. 47:337.48(B) stated, “If a return or report made and filed does not correctly
compute the liability of the taxpayer, the collector shall cause an audit...or
examination...to be made to determine the tax, penalty, and interest due. Having
determined the amount of tax, penalty, and interest due, the collector shall send by
mail a notice to the taxpayer...informing the person of his purpose to assess the amount
so determined against him after thirty calendar days from the date of the notice.”

Protest - A taxpayer disagrees with the City’s tax assessment and sends in written
documentation outlining the dispute along with documentation supporting their
dispute. La. R.S. 47:337.49 stated, “The taxpayer...within thirty calendar days from the
date of the notice...may protest thereto. This protest must be in writing and should fully
disclose the reasons, together with facts and figures in substantiation thereof, for
objecting to the collector’s determination. The collector shall consider the protest, and
shall grant a hearing thereon, before making a final determination of tax, penalty, and
interest due.”

Protest Response — The Bureau of Revenue’s response to the taxpayer’s Protest which
will either confirm the taxes owed or will reduce the tax liability based on the
supporting documentation provided in the protest.

Significant — A “judgment call” by the auditor that is usually based upon the frequency
and magnitude of the deficiency or condition.

Standards for Offices of Inspector General — The standards contained in the GAQ’s
Standards for Internal Control in the Federal Government (Also referred to as “The
Green Book”).

Summary of Tax Deficiency Exhibit - A summary documenting the taxes owed by a
taxpayer.

Tax Review Committee (TRC) — A committee that reviews questions from taxpayers
disputing taxes assessed by the City. This committee can waive penalties, negligence
fees, and the audit costs, if deemed appropriate.

Tickler File — A method of reminding the user of where and when an item is placed in a
temporary location and can be structured to remind, or tickle, the user when a certain
period of time has elapsed.

U.S. Generally Accepted Accounting Principles (GAAP) — The standard guidelines used
in financial accounting in the United States.

Voluntary Disclosure — A taxpayer does a self-assessment and the Bureau of Revenue
calculates interest and penalties and prepares the case for a hearing with the TRC.

30. Warrant for Distraint — A warrant issued by the City to secure (seize and sell) the
taxpayer’s property for taxes owed to the City.
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VI. APPENDICES

Appendix | — Flow Chart of the Enforcement/Settlement Processes
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Appendix Il - Days Between Each Process & Number of Taxpayers Applicable to Each Process

Number of Taxpayers

Taxpayer Proposed or Taxpayer
Days Lapsing Protest & Adjusted Adjusted Protest &
Audit Between Exit | Revenue Dept. Proposed Proposed Revenue Dept. | Adjusted Formal
Report & Conference & Protest Assessment & | Assessment & Protest Assessment &
Number of Days Exit Proposed Response Taxpayer Formal Response Taxpayer
between processes Conference Assessment (Proposed) Protest Date Assessment (Formal) Protest Date
Less than 0 days 2 0 0 0 0 0 0
0-30 days 8 9 10 4 1% 3 1
31-90 days 2 4 3 1 15 3 1
91-150 days 3 0 3 0 1 0 0
151 days - 250 days 0 0 2 0 1 0 0
Greater than 250 days 0 1% 0 0 0 0 0
Procedure not performed 0 5% 0 0 1% 0 0
Could not calculate 17* 9% 0 0 0 3% 3”
Not Applicable 3% 7% 17%° 30 1% 11% 15*
Total Taxpayers35 35 35 35 35 20 20 20

% The Bureau of Revenue sent the taxpayer a Formal Assessment before the Proposed Assessment deadline.

L The Bureau of Revenue received the audit file on May 2, 2011 from contract auditors, 413 days after the exit conference was held.

z Taxpayers were voluntary disclosure taxpayers. The taxpayer came to the Bureau of Revenue and voluntarily disclosed that they had not filed returns. The Bureau of Revenue
did not have any collection procedures documented regarding Voluntary Disclosures, and the Bureau of Revenue did not pursue the taxpayer through the

settlement/enforcement processes.
3 The Bureau of Revenue did not send the taxpayer a Formal Assessment after the deadline of the Proposed Assessment.

** The OIG auditors could not calculate the number of days because 14 taxpayers did not have an exit conference, two taxpayer files did not contain an exit conference memo,

and one exit conference memo did not contain a date.

z Taxpayers were sent a Proposed Assessment, but the OIG auditors could not calculate the number of days between each process because six of the taxpayers did not have an

exit conference; two taxpayer files did not contain an exit conference memo, and one exit conference memo did not contain a date.
% Taxpayer file did not contain protest documentation; therefore, the OIG auditors could not calculate.
2 Taxpayer file did not contain protest documentation; therefore, the OIG auditors could not calculate.
% The exit conference was waived; therefore, the calculation did not apply.
? Three exit conferences were waived. Four audits resulted in no liability so the Proposed Assessment was not required.
30 Taxpayers did not protest; therefore, the procedure was not applicable.
31 Either the taxpayer did not protest or the protest did not result in an adjustment; therefore, no Adjusted Proposed Assessment was required.
32 Taxpayer paid after the Proposed Assessment deadline, but before a Formal Assessment should have been mailed.
3 The taxpayer did not protest; therefore, the procedure was not applicable.
** Either the taxpayer did not protest the tax assessment or the protest did not result in an adjustment. Therefore, no Adjusted Formal Assessment was required.
* Total taxpayers decrease after each process is completed because the taxpayer’s liabilities were settled.
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Appendix Il - Days Between Each Process & Number of Taxpayers Applicable to Each Process (Continued)

Number of Taxpayers
Formal or Adjusted Demand Payment Demand Payment
Number of Days Formal Assessment & Notice & Notice & Taxpayer Lien & Transfer to Levy & Transfer to
between processes Demand Payment Notice Taxpayer Lien Levy Law Department Law Department
Less than 0 days 0 0 0 4 3¥
0-30 days 1 1 0 0 0
31-90 days 7 0 1 0 1
91-150 days 1 0 0 0 0
151 days - 250 days 2 2 1 0 0
Greater than 250 days 1 2 3 0 0
Procedure not performed 4% 4% 3% 3" 3*
Could not calculate 0 0 0 0 0
Not Applicable 1% 3" 4® 2% 2Y
Total Taxpayers“8 17 12 12 9 9

* The taxpayer’s file was transferred to the Law Department before the Enforcement process was completed.

¥ The taxpayer’s file was transferred to the Law Department before the Enforcement process was completed.

* The Bureau of Revenue did not send the taxpayer a Demand Payment Notice after the deadline in the Formal Assessment.

* The Bureau of Revenue did not file a lien for 2 taxpayers after the Demand Payment Notice deadline; did not send a Demand Payment Notice or file a Lien for 1 taxpayer; and
filed a Lien for 1 taxpayer, but did not send a Demand Payment Notice to that taxpayer. The enforcement process was not completed in order.

*® The Bureau of Revenue did not mail Notice of Levy letters after the Demand Payment Notice for two taxpayers and did not issue a Demand Payment Notice or mail Notice of
Levy Letters for one taxpayer.

1 The taxpayer’s file was not transferred to the Law Department to continue the collection process.

2 The taxpayer’s file was not transferred to the Law Department to continue the collection process.

3 Taxpayer filed a lawsuit after the Formal Assessment and before the Demand Payment Notice; therefore, the taxpayer was transferred to the Law Department and all other
collection efforts ceased.

* One Taxpayer paid after the Demand Payment Notice deadline, but before a Lien should have been filed. Two taxpayers filed a lawsuit during the enforcement process;
therefore, the taxpayer was transferred to the Law Department and all other collection efforts ceased.

* One taxpayer paid after the Demand Payment Notice deadline, but before a Lien should have been filed. Two taxpayers filed a lawsuit during the enforcement process;
therefore, the taxpayer was transferred to the Law Department and all other collection efforts ceased. One taxpayer entered into an installment agreement during the Lien/Levy
enforcement process. Therefore, only a Lien was required.

*® Two taxpayers filed a lawsuit during the enforcement process; therefore, the taxpayer was transferred to the Law Department and all other collection efforts ceased.

* Two taxpayers filed a lawsuit during the enforcement process; therefore, the taxpayer was transferred to the Law Department and all other collection efforts ceased.

*8 Total Taxpayers decrease after each process was completed because the taxpayer’s liabilities were settled.
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VIl. OFFICIAL COMMENTS FROM THE BUREAU OF REVENUE

City Code Ordinance 2-1120 section (8) (b) “Reporting the results of inspector general findings”
provided that a person or entity that was the subject of a report “shall have 30 days from the
transmittal date of the report to submit a written explanation or rebuttal to the findings before
the report is finalized, and such timely submitted written explanation or rebuttal shall be
attached to the finalized report or recommendation.”

An internal review copy of this report was distributed to the Bureau of Revenue on July 11,
2014, to provide an opportunity to comment on the report prior to the public release of the
final report. The Bureau of Revenue comments were due and received on August 8, 2014. The
Bureau of Revenue’s comments are included in the body of this report behind each finding, and
in its entirety behind this section.
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