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Introduction

Statutory Requirements

The Louisiana Department of Revenue is required
by Section 1517 of Title 47 of the Louisiana Revised
Statutes to prepare an annual tax exemption budget.
This report must include the following information
pertaining to the state’s tax exemptions:

1. Listing of each exclusion, exemption,
credit, refund, preferential tax rate, or
deferred tax liability;

2. Legal citation;
Purpose;

4. Estimate of the revenues lost for the
preceding three years;

S. Estimate of the revenues lost for the
current and ensuing fiscal year; and

6. Estimated cost of administering and
implementing each exemption for the five
years reflected in this report.

The Department is able to provide all of the required
information except for the costs of administering
and implementing each tax exemption. We do not
have the data available to estimate these costs with
any degree of accuracy.

In addition to the above data, this report must also
contain the following information as it applies to
specific tax exemptions:

e A determination of the tax exemption’s
effectiveness in fulfilling the purpose for
which it was enacted; i.e., did the intended
recipient benefit and, if not, who did
benefit;

e An assessment as to whether the tax
exemption is the most fiscally effective
means of achieving its purpose;

e An evaluation as to whether unintended
or inadvertent effects, benefits, or harm
was caused by the tax exemption, including
whether the tax exemption conflicts with
other state statutes; and

e An evaluation as to whether the tax
exemption simplifies or complicates the
state tax statutes.

Contents of the Report

In addition to the Introduction (Part 1), the report
consists of an Overview (Part 2), a Five-Year Esti-
mate of Revenue Loss (Part 3), and a Listing of Ex-
emptions (Part 4).

Part 2, the Overview, provides a general discussion
of the tax exemption report and additional informa-
tion on tax collections by the Department of Rev-
enue.

Part 3, the Five-Year Estimate of Revenue Loss, is a
listing of each exemption and the fiscal losses for the
preceding three years, the current year, and the ensu-
ing year as required. Preceding the listing is a sum-
mary of all taxes arranged in order of the magnitude
of the revenue loss.

Part 4, the Listing of Exemptions, is arranged alpha-
betically by major tax type and provides the follow-
ing general information on each tax exemption: the
legal citation, legislative origin, effective date, pur-
pose, and administration. Each section begins with
an index listing individual tax exemptions, the legal
citation, and page number. The index is followed by
a general discussion of the tax, the tax base, rate of
imposition, and any recent significant changes to its
imposition or administration.
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Overview

Introduction

The state’s tax laws authorize a large number of ex-
emptions, exclusions, deductions, credits, rebates,
preferential tax treatments, and tax deferrals that
substantially reduce the tax collection revenues.
These special provisions are designed to encourage
certain activities or to limit the tax burden on spe-
cific individuals or endeavors. The purpose of this
report is to provide a comprehensive listing of all
tax exemptions and to quantify the fiscal cost of the
various tax exemptions, exclusions, deductions, and
credits.

What Is a Tax Exemption

For the purpose of this report, the term exemption
is used to describe all exemptions, exclusions, deduc-
tions, credits, rebates, preferential tax treatments,
and tax deferrals. Tax exemptions are tax dollars that
are not collected and result in a loss of state tax rev-
enues available for appropriation. In this sense, the
fiscal effect of tax exemptions is the same as a direct
fund expenditure. This report includes all tax ex-
emptions provided for by state statutes for taxes ad-
ministered by the Department of Revenue.

State Exemptions Versus Total
Exemptions

There are several statutory tax exemptions that are
also prohibited from taxation by the state constitu-
tion, federal laws, or existing reciprocal agreements.
Because of these additional prohibitions, repeal of
the statutory exemption would not yield the fiscal
effect indicated. For this reason, these exemptions
are separately grouped at the end of each tax section.

Measuring the Tax Exemptions

In order to accurately interpret the data contained in
this report, the methods of calculation and assump-
tions should be noted.

All revenue loss estimates in this report are based on
information gathered from various sources. The most
reliable information was obtained from the actual tax
return data. However, not all data on a return can be
captured nor is there room on the returns to provided
space to list all exemptions. When available, other reli-
able sources were used.

In estimating the fiscal effect for each exemption, the
following assumptions were made:

e Each tax exemption revenue loss was
considered separately and it was assumed
that all other elements of the tax system
remained unchanged;

e The calculations of the revenue loss for a
specific tax exemption did not consider
any side effects that could result from the
removal of any other exemption in another
tax;

e Each estimate was made in isolation. If two
or more items were eliminated within the
same tax, each adjustment was computed
independently; and

o  All estimates are only as good as the
assumptions used to complete the
necessary calculations. If little data was
available, the estimates included numerous
assumptions.

e  For the majority of exemptions, a 2%
annual growth rate was assumed for the
projected fiscal year revenue loss figures.

Terminology

For the purposes of this report the following termi-
nology is used to describe the fiscal effects:

o Negligible is used if the tax exemption was
estimated at $10,000 or less;

e Nodatais used to indicate that data was
not available from any source to estimate
the past revenue loss. This includes data
that is reported but is not captured from a
return;

o Unable to anticipate is used to indicate
that data was not available from any source
to predict the future revenue loss; and,

e NRRis used to indicate that there is no
reporting requirement for the data. This
was generally the case for income tax and
corporation franchise tax exemptions.
Many of the corporations exempted are
not required to file tax returns. For this
reason, we do not have data available
to calculate the fiscal effect for these
exemptions.
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Sales Tax — A Special Situation

Estimation of the fiscal effect for sales tax exemp-
tions is complicated by the suspension of exemptions

beginning in 1986.

In 1986, the effectiveness of the exemptions was
temporarily suspended for one year under a House
Concurrent Resolution resulting in the taxation of
sales, services, and rentals that had previously been
nontaxable, including food and utilities. The sus-
pended exemptions were taxed at the rate of one per-
cent. This suspension has been continued through
a series of Resolutions and Acts at various rates of
suspension.

Until the suspension of the exemptions began in
1986, the primary method of extending any tax ben-
efits to taxpayers was through the exemption statutes
under R.S. 47:305. In addition, the definitions under
R.S. 47:301 contain exclusions that are not affected
by the suspension of exemptions. In order to extend
tax relief to taxpayers, the Louisiana Legislature be-
gan enacting exclusions from the tax under the defi-
nitions in R.S. 47:301, rather than the exemptions
under R.S. 47:305. Some of the exclusions replaced
existing exemptions that were taxable under the sus-
pension of exemptions. This action resulted in two
statutes affecting the same subject. In 1998, the Lou-
isiana Legislature repealed most of these exemptions
leaving only the exclusion as the statutory authority.

Legislation to suspend most exemptions at the four
percent state sales tax rate for fiscal years 2005-2009
was enacted during the 2004 1 Ex. Sess., Act 4. In
the 2009 Legislative Session, no legislation was pro-
posed to continue the suspension of the sales tax ex-
emptions. As a result, the exemptions found under
R.S. 47:305 are now exempt from three of the four
percent general sales tax. These unprotected exemp-
tions remain subject to the permanent suspension of
the one percent tax imposed under R.S. 47:321. The
revenue loss for these exemptions are reported in the
row labeled “Exemptions subject to 1% suspended
rate”.

There are some special words or terms used in the
sales tax section. These terms and the meaning of
these terms are as follows:

o “See Number (N)” indicates that the fiscal
impact for that exemption is included
with the fiscal impact of the referenced

exclusion/exemption. This will apply
to those exemptions that have been
superseded by an exclusion or grouped
with a like exclusion/exemption.

Other Exemptions - Sales Tax

Several of the sales tax exemptions are combined on
one line on the sales tax return. For this reason, we
are unable to calculate the individual losses for these
exemptions, but we are able to determine the total
revenue loss. We have grouped these exemptions to-
gether under the heading Other Exemptions and the
total revenue loss is shown on the table for sales tax.

Income and Corporation Franchise
Taxes

The revenue loss for new exemptions is not individ-
ually stated when applicable to more than one tax.
The revenue loss is reported as such:

e when the exemption is applicable to
corporation income and franchise taxes,
the loss is shown under corporation
income taxes;

e when applicable to individual income and
corporation income, the loss is shown
under corporation income taxes; and,

e when applicable to individual income,
corporation income and franchise taxes,
the loss is shown under corporation
income taxes.

The methodology used to determine the revenue loss
associated with nonrefundable individual income
tax, corporation income tax, and corporation fran-
chise tax credits, including nonrefundable credits re-
ported in the tax incentive and exemption contracts
section, has been changed to more accurately reflect
the actual revenue loss associated with these credits
rather than the potential exposure. Nonrefundable
credits cannot exceed the total tax liability; therefore
if the amount claimed on the return exceeded the
tax liability, the revenue loss being reported has been
limited to the tax liability. For example if a taxpayer
claimed a $100 nonrefundable credit against a $75
tax liability resulting in $0 due, the Tax Exemption
Budget reports the revenue loss as $75.
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The revenue loss associated with transferable tax
credits such as the Motion Picture Investor Tax
Credit and the credit for the Rehabilitation of His-
toric Structures may be understated in this Tax Ex-
emption Budget. At this time, data capture meth-
odology only allows for the capture of the revenue
loss associated with transferable tax credits that are
claimed as credits on a tax return or that are sold di-
rectly to the state (Motion Picture Investor only).
We are not currently able to determine the revenue
loss associated with the use of transferable tax credits
as payments for outstanding liabilities. This deficien-
cy should be resolved in the future.

Tax Collections Versus Tax Exemptions

The largest fiscal losses due to tax exemptions stem
from five major taxes: sales tax; income tax, which
includes individual and corporation; severance taxes;
petroleum products tax; and corporation franchise
taxes. The bar graph on page 6 compares the revenue
loss from these tax exemptions with the tax collec-
tions for FY 2013-2014. The comparison includes
all state tax exemptions including exemptions that
are also prohibited from taxation by the state con-
stitution, federal laws, or existing reciprocal agree-
ments to provide a more complete picture of the
total revenue loss associated will all tax exemptions.

Since exemptions listed under Tax Incentives and
Exemption Contracts includes sales, income and
corporation franchise exemptions, the revenue losses
for these exemptions has been added to their corre-
sponding tax for this comparison only.

In theory, the actual tax collections plus the tax ex-
emption revenue losses should equal the total poten-
tial tax collections. The tax exemption revenue losses
were divided by the total potential collections to ar-
rive at the percentage of tax loss.

Top Tax Revenue Losses

Sales, individual income, and corporation income
taxes are the taxes with the largest fiscal losses due to
tax exemptions. Analyses of the various exemption
categories for these taxes for FY 2013-2014 can be
found on pages 8 through 10. An analysis of the larg-

est exemptions across all tax types can be found on

page 7.

Comparison of Major Tax Exemptions

Comparisons of the major tax exemptions for the

sales, individual income, and corporation income
taxes with the exemptions allowed in southeastern
states can be found on pages 11 through 14. In
categorizing the major exemptions, statutory
and constitutionally protected exemptions were
considered.

[4]



o

Overview

4500

4000

3500

3000

2500

2000

1500

In Millions of Dollars

1000

500

Analysis of Tax Collections vs. Exemptions
{FY 2013-14}

0
Corporation Corpora.tlon Severance Individual Petroleum TOTAL
Income Franchise Income Products

Actual Collections $ 467 $ 156 $ 826 $ 2,786 $ 2,658 $ 594 $7,487
Estimated Exemptions $ 1,960 $ 19 $ 352 $ 2,210 $ 2,998 $ 79 $7,618
Total Potential Collections $ 2,427 $ 175 $ 1,178 $ 4,996 $ 5,656 $ 673 $15,105
Percentage of Total 80.76% 10.86% | 29.88% | 44.24% | 53.01% 11.74% | 50.43%
Potential Collections

* The revenue losses reported under tax incentive and exemption contracts has been included with their respective taxes of corporation income,
sales, corporation franchise and individual income. The revenue losses for rebates under Tax Incentive are paid out of collections of income taxes

and are thus included there.
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Top Tax Exemptions 2013-14

All Taxes Administered by the Department of Revenue

12

2>

1 Federal Income Tax Deduction (Individual and Corporation Income Tax) $ 1,012,302,998
2  Subchapter S Corporation (Corporation Income Tax) 524,423,811
3 Inventory Tax/Ad Valorem Tax Credit (Individual and Corporation Income Tax) 452,676,421
4  Sales of Electric Power or Energy-Nonresidential (Sales Tax) 403,401,490
5 Sales of Food for Preparation and Consumption in the Home (Sales Tax) 392,543,307
6 Sales of Gasoline, Gasohol, and Diesel (Sales Tax) 365,837,353
7 Net Louisiana Operating Loss (Corporation Income Tax) 358,682,227
8 Excess Federal Itemized Deductions (Individual Income Tax) 345,814,068
9 Drugs Prescribed by Physicians or Dentists (Sales Tax) 283,653,094
10 Motion Picture Investor & Infrastructure Credit (Individual and Corporation Income Tax) 250,378,776
11 Personal Exemption-Standard Deduction (Individual Income Tax) 247,790,109
12 Horizontal Wells (Natural Resources Severance Tax) 200,000,000
13 All Other Exemptions (All Taxes) 2,870,132,838

Total Exemptions $7,707,636,492
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Top Tax Exemptions 2013-14
Sales Tax

1 Sales of Electric Power or Energy-Nonresidential $ 403,401,490 13.46%
2 Food for Preparation and Consumption in the Home 392,543,307 13.09%
3 Sales of Gasoline, Gasohol, and Diesel 365,837,353 12.20%
4 Drugs Prescribed by Physicians and Dentists 283,653,094 9.46%
5 Sales of Electric Power of Energy to the Consumer for Residential Use 197,926,721 6.60%
6 Purchases by State and Local Governments 195,649,046 6.53%
7 Purchases of Manufacturing Machinery and Equipment 73,448,402 2.45%
8 All Other Exemptions $1,085,680,539 36.21%

Total Exemptions $ 2,998,139,952 100.00%
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Top Tax Exemptions 2013-14

Individual Income Tax

ay.

1 Federal Income Tax Deduction $ 812,240,240 36.75%
2 Al Other Exemptions 384,278,857 17.39%
3 Excess Federal Itemized Deductions 345,814,068 15.65%
4 Personal Exemption-Standard Deduction 247790,109 11.21%
5 Motion Picture Investor Tax Credit 114,137,751 5.16%
6  Social Security Benefits 86,235,211 3.90%
7 Net Income Taxes Paid to Other States 86,173,191 3.90%
8 State Employees, Teachers, and Other Retirement Benefit Exclusion 85,699,930 3.88%
9 Earned Income Tax Credit 47,849,187 2.16%

Total Exemptions $2,210,218,544 100.00%
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Top Tax Exemptions 2013-14
Corporation Income Tax

1 Subchapter S Corporation $ 524,423,811 26.88%
2 Inventory Tax/Ad Valorem Tax Credit 441,097,424 22.61%
3 Net Louisiana Operating Loss 358,682,227 18.38%
4 Federal income tax deduction 200,062,758 10.25%
5 Motion Picture Investor and Infrastructure Tax Credit 136,241,025 6.98%
7 Enterprise Zone 41,366,373 2.12%
6 Louisiana Quality Jobs Program 41,307,231 2.12%
8 All Other Exemptions 208,124,978 10.67%
Total Exemptions $ 1,951,305,827 100.0%
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