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EXECUTIVE SUMMARY 
 

 
The Louisiana Department of Economic Development (LED) appears to have issued 

$935,114 in motion picture tax credits for ineligible expenditures made from April 1, 2006, 
through June 3, 2009, relating to the production of Blaine Kern's Mardi Gras: Building of the 
Greatest Free Show on Earth (documentary).  LED issued these tax credits for the following 
expenditures totaling $3,420,863:  

 
Expenditures Certified by LED for  

Blaine Kern's Mardi Gras: Building of the Greatest Free Show on Earth 
Expended because of: Expenses Claimed 

Normal Operations of Blaine Kern Artists, Inc. (BKA) - 
Fulfilling Contractual Agreements $2,947,362 

Outflows to Members of Louisiana Entertainment and 
Production, LLC (LEAP) 209,648 

Duplicated or Returned Expenditures 90,900 

     Subtotal: Ineligible Expenditures 3,247,910 

Tax Credit Submission - Audit 42,398 

Documentary - Accounting 12,965 

Documentary - LEAP Producing 59,662 

Documentary - Filming 34,452 

Documentary - Editing 23,476 

     Subtotal: Other Expenditures 172,953 

          Total $3,420,863 

 

Our review indicated that expenditures totaling $3,247,910 (94.8%) were not eligible 
production expenditures.  The eligible production expenditures totaled only $172,953 (less than 
the $300,000 required by state law to receive motion picture tax credits).  This indicates that 
members of LEAP and/or BKA may have violated state laws1 by misrepresenting the nature of 
these expenditures to LED and, as a result, depriving the state of tax revenues totaling $935,114.  
LEAP and BKA later sold the tax credits for $821,343.  
 
  

                                                 
1 R.S. 14§133(A) states that “Filing false public records is the filing or depositing for record in any public office or with any public official, or the 
maintaining as required by law, regulation, or rule, with knowledge of its falsity, of any of the following: (1) Any forged document.  (2) Any 
wrongfully altered document.  (3) Any document containing a false statement or false representation of a material fact.” 
   R.S. 14§67(A) states that “Theft is the misappropriation or taking of anything of value which belongs to another, either without the consent of 
the other to the misappropriation or taking, or by means of fraudulent conduct, practices, or representations. An intent to deprive the other 
permanently of whatever may be the subject of the misappropriation or taking is essential.” 
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BACKGROUND AND METHODOLOGY 
 
 

The Louisiana Department of Economic Development (LED) was created by Louisiana 
law2 to foster the growth of industry and other commercial enterprises in Louisiana that 
contribute to the improvement of the economy of the state.  LED’s Office of Entertainment 
Industry Development administers Motion Picture Investor Tax Credit incentives, the primary 
purpose of which is to encourage development in Louisiana of a strong capital and infrastructure 
base for motion picture production to achieve an independent, self-supporting industry.  LED 
encourages development by issuing tax credits for funds invested in state-certified productions.3 

 
According to state law,4 state-certified productions are productions that LED has 

approved that have a viable multi-market commercial distribution plan and are produced by a 
motion picture production company domiciled and headquartered in Louisiana.  To receive tax 
credits, the total base investment (cash or cash equivalent made and used for production 
expenditures in the state) must be greater than $300,000.  Production expenditures are 
preproduction, production, and postproduction expenditures directly incurred in the state that are 
directly used in a state-certified production.  An independent certified public accountant must 
audit and certify these production expenditures before they are submitted to LED.  For state-
certified productions approved by LED between January 1, 2006, and July 1, 2009, investors 
earned 25% on all production expenditures and an additional 10% on amounts expended on 
payroll for Louisiana residents employed in connection with a state-certified production.  As of 
July 29, 2011, LED has issued $844,846,945 in motion picture tax credits. 

 
In 2009, a total of $935,114 in motion picture tax credits were issued for the production 

of Blaine Kern’s Mardi Gras: Building of the Greatest Free Show on Earth (documentary). 
 

The Louisiana Legislative Auditor (LLA) received information alleging improper 
issuance of state tax credits for the documentary.  As a result, the LLA reviewed available 
records to determine the credibility of the allegation.  The procedures performed during this 
review included: 

 
(1) interviewing employees of the LED; 

 
(2) interviewing other persons as appropriate; 

 
(3) examining selected documents and records of the LED; 

 
(4) gathering and examining documents and records from external parties; and 

 
(5) reviewing applicable state laws and regulations. 

 

                                                 
2 R.S. 36§101 
3 R.S. 47§6007 
4 R.S. 47§6007(B)(14) 
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FINDING AND RECOMMENDATIONS 
 
 

Motion Picture Tax Credits Issued for Ineligible Expenditures 
 
The Louisiana Department of Economic Development (LED) appears to have issued 

$935,114 in motion picture tax credits for ineligible expenditures made from April 1, 2006, 
through June 3, 2009, relating to the production of Blaine Kern's Mardi Gras: Building of the 
Greatest Free Show on Earth (documentary).  State law3 allows motion picture tax credits for 
preproduction, production, and postproduction expenditures directly used for state-certified 
productions that have a total base investment of at least $300,000.  LED certified the 
documentary and then issued tax credits for expenditures totaling $3,420,863; however, our 
review indicated that according to LED rules5 and state law, expenditures totaling $3,247,910 
(94.8%) were not eligible production expenditures.  These expenditures included payments made 
by Blaine Kern Artists, Inc. (BKA) in the course of normal business operations ($2,947,362), 
payments to the related parties of Louisiana Entertainment and Production, LLC (LEAP) with 
little documentation of actual services rendered ($209,648), and payments that were either 
duplicated or returned ($90,900).  The eligible production expenditures totaled only $172,953 
(less than the $300,000 required by state law to receive motion picture tax credits).  This 
indicates that members of LEAP and/or BKA may have violated state laws1 by misrepresenting 
the nature of these expenditures to LED and, as a result, depriving the state of tax revenues 
totaling $935,114.  LEAP and BKA later sold the tax credits for $821,343. 

 
On September 15, 2006, Barry Kern on behalf of BKA and Michael Arata on behalf of 

LEAP executed a Letter of Intent (agreement) to produce the documentary.  BKA is a privately 
held company that creates, designs, and builds floats and organizes parades.  LEAP is a company 
specializing in financing and brokering Louisiana state tax credits.  According to the agreement 
between BKA and LEAP, the documentary was to be about “…the history, design, building, and 
production of New Orleans’ Carnival and Mardi Gras” and would focus on the 2007 carnival 
season.  On September 27, 2006, LEAP submitted a Motion Picture Investor and Labor Tax 
Credit application along with the additional required documentation to LED to become a state-
certified production.  LED staff issued an initial certification letter stating that on December 11, 
2006, the documentary qualified as a state-certified production.  LEAP engaged a producer, 
director, videographer, sound mixer, and electricians to film the documentary in February 2007 
and an editor from February 2007 through September 2007 to assemble the documentary.  LEAP 
also engaged an accountant to compile a cost report and an auditor to conduct an audit of the cost 
report. 

 
 
 
 
 

                                                 
5 LED Director of Film & Television stated that “normal business expenses” that would be incurred regardless of a production do not qualify 
for tax credits. 
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From February 6, 2009, through July 21, 2009, LEAP submitted two audited cost reports 
to LED requesting tax credit incentives for production expenses relating to the documentary.  On 
April 22, 2009, and July 29, 2009, LED certified LEAP expenditures totaling $3,420,863 and 
issued motion picture tax credits totaling $935,114 to BKA (see table below).  LEAP later sold 
these tax credits to 23 individuals and received $821,343. 

 

Calculation of LED Tax Credits Issued for  
Blaine Kern's Mardi Gras: Building of the Greatest Free Show on Earth 

Year Type  Production Expenses  Rate  Credits Earned  

2006 Certified Expenses $1,385,935 25% $346,484 

2006 Certified LA Payroll 458,922 35% 160,623 

2007 Certified Expenses 1,193,552 25% 298,388 

2007 Certified LA Payroll 340,056 35% 119,019 

  Totals (1st Submission) 3,378,465   924,514 

2007 Certified Expenses 5,900 25% 1,475 

2008 Certified Expenses 6,900 25% 1,725 

2009 Certified Expenses 29,598 25% 7,400 

  Totals (2nd Submission) 42,398   10,600 

       Total Base Investment $3,420,863   $935,114 
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Records reviewed indicated that the expenditures claimed by LEAP for the documentary 
were actually expended by BKA and LEAP.  BKA expended $3,155,484 (April 1, 2006, through 
January 31, 2008) and LEAP expended $265,379 (December 2, 2006, through June 3, 2009).  
We found that these expenditures were made for the following primary purposes: 

 

Expenditures Certified by LED for  
Blaine Kern's Mardi Gras: Building of the Greatest Free Show on Earth 

Expended because of: Expenses Claimed 

BKA Normal Operations - Fulfilling Contractual Agreements $2,947,362 

Outflows to LEAP Members 209,648 

Duplicated or Returned Expenditures 90,900 

     Subtotal: Ineligible Expenditures 3,247,910 

Tax Credit Submission - Audit 42,398 

Documentary - Accounting 12,965 

Documentary - LEAP Producing 59,662 

Documentary - Filming 34,452 

Documentary - Editing 23,476 

     Subtotal: Other Expenditures 172,953 

          Total $3,420,863 

 

During our review, we noted that LEAP claimed production expenses for the 
documentary as early as April 1, 2006, five and one-half months before BKA and LEAP agreed 
that LEAP would produce the documentary.  This indicates that $993,226 claimed by LEAP, as 
production expenses before the September 15, 2006, agreement between BKA and LEAP, was 
actually BKA normal business operating expenses. 

 



Louisiana Department of Economic Development Finding and Recommendations 

7 

 
 

According to Christopher Stelly, LED Office of Entertainment Industry Development 
Director, LED determines whether expenditures qualify for tax credits by using a “but for” rule 
to verify that expenses were not incurred through standard business operations.  Although not in 
writing by LED, this rule, as stated by Mr. Stelly, requires qualifying expenditures to be 
expenditures that would not have occurred “but for” the production.  However, Michael Arata 
(LEAP member) stated that his research of tax credits issued by LED for past films and 
discussions with LED management illustrated that LED has consistently allowed all 
expenditures, including normal business expenses, as eligible production expenses. 

 
During our review of LED and LEAP e-mail records, we were unable to locate any 

instances of LED management stating that standard business expenses were eligible; however, 
these records did contain e-mails where Mr. Stelly questioned expenditures that appeared to be 
for standard business operations for building floats.  These e-mails indicate that after continued 
discussions with LED counsel and Mr. Arata, Mr. Stelly requested and received signed 
statements from Mr. Arata, Barry Kern, and Patrick Calhoun (LEAP member), which asserted 
that only costs directly associated with the production were included in the submission.  
According to Mr. Stelly, LEAP and BKA members eventually convinced him that the expenses 
submitted were not incurred for BKA’s standard business operations.  He stated that if they were 
in fact for BKA’s normal operations, he was misled. 
 

Independent CPA firm, Malcolm M. Dienes, LLC (auditor) audited all tax credit 
submissions for the documentary.  According to the auditor’s engagement letter with LEAP, his 
responsibility was to issue an opinion as to whether the production expenditures were fairly 
presented, in all material respects, in conformity with accounting practices prescribed and/or 
permitted by the LED and the Office of Entertainment Industry Development.  This should 
include applying the “but for” rule as described by Mr. Stelly. 

 
According to Mr. Stelly, he and his staff rely heavily upon the auditor’s report and 

opinion as a basis in issuing the movie tax credits.  The auditor issued an opinion stating that the 
cost report presents fairly in all material respects the costs of LEAP for the documentary.  
According to the auditor, they confirmed that the transactions occurred in Louisiana and had 
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economic substance.  They also verified that the expenses were directly related to the production 
by confirming basic information about the film to determine what reasonable expenses would 
apply to the documentary and by relying on the production’s management representations that 
the expenses were production related.  However, based on our review of the expenditures, it 
appears that the auditor’s procedures did not consider whether LEAP’s expenditures complied 
with LED’s “but for” rule.  As a result, the auditor’s opinion appears to be incorrect. 

 
LED and LEAP records indicate that LED certified and issued tax credits for ineligible 

expenditures totaling $2,947,362 made in the ordinary course of BKA business operations, 
$993,226 of which was incurred before BKA and LEAP’s written agreement to produce the 
documentary.  These expenses, which would have occurred regardless of the documentary, 
consisted of float construction, parade management, salary, building rental, insurance, and other 
general administrative costs paid by BKA to satisfy outstanding contractual agreements for 
parades in the Greater New Orleans area.  These expenditures included $839,028 in rental 
payments, $612,002 of which was paid to parties related to BKA or LEAP, and salary and 
miscellaneous payments to parties related to BKA totaling $126,809. 

 
LED certified and issued tax credits for ineligible payments totaling $209,648 made to 

LEAP’s principal members.  LEAP paid Mr. Arata, Patrick Calhoun, and John Calhoun (LEAP 
member) $209,648 for “producer fees,” which were not substantiated by adequate documentation 
of services rendered.  In addition, this amount is substantially greater than what we found to be 
reasonable for producer service fees.  A review of LED production cost records for several other 
motion pictures indicated that producer fees usually account for between 3% and 12% of the 
total production cost.  This would indicate that reasonable producer fees for the documentary 
should have totaled between $5,189 and $20,754.  Further supporting our analysis, we located a 
$7,800 payment that LEAP made to an external individual for producer services for the 
production. 

 
Lastly, LED and LEAP records indicate that LED certified and issued tax credits for 

$90,900 in expenditures that either were returned to BKA, appear to be returned to BKA, or were 
duplicated.  These expenses included a building rental deposit of $60,000 that was returned to 
BKA the month after the payment was made and a duplicated expenditure for audit services of 
$5,900.  In addition, BKA paid LEAP $25,000 for “Story rights fees,” which LEAP bank records 
indicate may have been returned to BKA after the tax credits were received.  These bank records 
included a check made payable to BKA with a memo line stating, in part, “Story Rights – 
GFSOE.”   These three transactions indicate that tax credits were issued for expenditures totaling 
$90,900, which did not actually occur. 
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Our review of available records indicated actual qualifying production expenses for the 
documentary totaled only $172,953, not $3,420,863.  Because this amount is less than the 
$300,000 threshold set by state law, the documentary did not qualify to receive motion picture 
tax credits.  This indicates that members of LEAP and/or BKA may have violated state laws1 by 
misrepresenting the nature of these expenditures to LED and, as a result, depriving the state of 
tax revenues totaling $935,114 and allowed LEAP to sell the tax credits for $821,343. 
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Recommendations 
 
LED should adopt policies and procedures to ensure tax credits are issued in accordance 

with state law.  Such procedures should include the following: 
 
1. Recapture the tax credits issued for ineligible expenses. 

 
2. Educate the entertainment industry as to acceptable production expenditures. 

 
3. Document all rules in writing and provide these rules to all program participants. 

 
4. Require that only expenditures made directly by the production company are eligible. 

 
5. Require detailed documentation of all goods and services rendered through related 

party transactions. 
 

6. Require documentation and assurances that all expenses occurred because of the 
production and not because of normal business operations. 
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ADDITIONAL INFORMATION GATHERED IN RESPONSE 
TO LEAP AND BKA LEGAL COUNSELS’ STATEMENTS 

 
 

February 16, 2012 
 
LEAP and BKA legal representatives maintained that former government officials (Sherri 
McConnell and Richard House) have confirmed that during the time of the documentary, LED 
interpreted the applicable statute to allow 100% of event expenditures to qualify.  As a result, 
LLA auditors contacted Ms. McConnell and Mr. House regarding this statement and found the 
following: 
 
According to Ms. McConnell, when she arrived at LED in 2007, she found that tax credits were 
being issued on festival expenses.  She considered the initial certification6 of a production by 
LED to be a contractual obligation that should be honored.  She began implementing policies to 
tighten up the program and ensure that tax credits were being issued in accordance with the 
applicable law.  She also stated that each production was analyzed on a case-by-case basis.  She 
remembered speaking with Mr. Stelly about the documentary and making the determination that 
costs to build or re-create floats for parade purposes should not qualify.  In addition, auditors 
located e-mails between Ms. McConnell and a writer from The Times-Picayune that referenced 
the “but for” test and LED’s application of it to the documentary. 
 
It should be noted that Mr. House was not employed by LED during the period which the 
documentary’s submissions were being reviewed.  With that in mind, Mr. House provided the 
following statement to LEAP and BKA representatives, which was congruent with the 
statements he made to LLA auditors: 
 

“Mr. House, as Executive Counsel for the Department, provided legal counsel, upon 
direction and request, for all of the Department’s programs, including the Film and 
Television Tax Credit Program. In the spring of 2007, Sherry McConnell advised him 
that the expenses eligible for tax credits for productions arising from certain festivals had 
been broadly interpreted in the past and that she intended to more narrowly interpret 
eligible expenses for tax credits under the program. Mr. House believes that, generally, 
under the applicable statute, the Department was to consider productions on a case by 
case basis and that it had the authority to review and revise its interpretations of such 
credits regardless of past application. However, Mr. House was not made aware of the 
details of such changes, or their applicability to any production, before leaving the 
Department on July 31, 2007.”  

                                                 
6According to our review of LED records, LED’s initial certification certifies that the production meets the criteria to be a state-certified 
production; it does not certify that previous, current, or future expenses will qualify as state-certified production expenditures.  Subsequent 
certifications are given upon determination by LED that expenses qualify as state-certified production expenditures. 
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March 5, 2012 
 
 
 
Daryl G. Purpera, CPA, CFE 
Louisiana Legislative Auditor 
Post Office Box 94397 
Baton Rouge, LA 70804-9397 
 
Re:  Compliance Audit Report of Motion Picture Tax Credit Program – Blaine Kern’s 

Mardi Gras (documentary; initial certification dated December 11, 2006) 
 
Dear Mr. Purpera: 
 
The production at issue in this compliance audit of Louisiana’s Motion Picture Tax 
Credit Program, Blaine Kern’s Mardi Gras - Building of the Greatest Free Show on Earth 
(hereinafter referred to as “Kern”), applied in 2006 and was initially certified on 
December 11, 2006 under a prior administration.  
 
When our administration took office in January 2008, we commenced an internal, 
department-wide, six-month performance audit of the Louisiana Department of 
Economic Development (LED) to develop a baseline assessment of existing business 
processes and to identify opportunities for improving performance, efficiency, and 
service delivery while reducing costs. One of the focus areas of that performance audit 
was the Office of Entertainment Industry Development (OEID), which administers LED’s 
incentive programs related to the entertainment industry, including the Motion Picture 
Tax Credit Program. Dated July 28, 2008, that internal performance audit noted that 
OEID “…has been stretched by the level of activity associated with incentive programs 
under its management…With the number of newly created incentives, the complexities 
associated with many of the programs, and the volume of activity, the Office of 
Entertainment Industry Development has fallen behind in a number of worthwhile 
activities that could further develop Louisiana’s entertainment and cultural economies.”  
 
In response to that finding, the July 2008 performance audit specifically recommended 
that we augment the capacity of OEID and establish clear performance expectations to 
handle its ever-expanding set of opportunities (and responsibilities). Specifically, that 
internal audit noted that increased staffing resources (an expanded OEID staff) would 
“…allow LED to improve its responsiveness, accelerate the implementation of rules 
governing some of the newer incentive programs, and increase its proactive, outbound 
marketing efforts in the entertainment and cultural industries. The new resources will 
also provide improved coverage of the myriad legal issues and questions that are 
associated with new, high-profile incentive programs.” 
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Commencing with our internal 2008 performance audit, LED pursued a focused, multi-
year effort to improve administration of the various incentive programs managed by 
OEID, including the Motion Picture Tax Credit Program. Following are a few examples 
of the significant improvements that have been made since 2008 to ensure efficient, 
appropriate processing of tax credit applications, including efforts to ensure that tax 
credits are issued only in accordance with state law: 
 

 We funded a new legal position dedicated to supporting OEID programs in 2008 
(previously we had no dedicated legal staff to support OEID, including the Motion 
Picture Tax Credit Program); 

 We added several staff positions in 2008 dedicated to administrating OEID 
programs not associated with the Motion Picture Tax Credit Program, which 
enabled OEID staff members handling the Motion Picture Tax Credit Program to 
focus exclusively on administering and marketing that program (whereas before 
they had to divide their time across multiple incentive programs); 

 Following years of negotiations and hearings with industry stakeholders and the 
legislative oversight committees, as well as multiple changes in related state law 
(in 2003, 2004, 2005, 2007, 2009 and 2010) that followed enactment of the 
modern-day Motion Picture Tax Credit Program in 2002, program rules were 
promulgated in 2010, and since promulgation they have been regularly issued to 
all applicants; 

 With extensive input from the Louisiana Society of CPAs, audit guidelines for the 
Motion Picture Tax Credit Program, which are provided as an attachment to initial 
certifications, were strengthened and made more specific to the particular nature 
of the program in both 2009 and 2011; 

 Following the creation of a new mechanism to authorize and fund additional 
audits (at the direction of LED) when appropriate, we entered into a three-year 
professional services contract with a forensic auditor who conducts such audits 
of Motion Picture Tax Credit Program applicants on a case-by-case basis on 
behalf of the State; 

 OEID launched an updated website (LouisianaEntertainment.gov) in 2010 with 
an enhanced focus on informational notices, audit guidelines and FAQs designed 
to better educate the entertainment industry on the Motion Picture Tax Credit 
Program (and other OEID programs), such as eligible and non-eligible 
expenditures. 

 
Considering the above items, it is clear that OEID’s administration of the Motion Picture 
Tax Credit Program has vastly improved compared to its operations at the time when 
the Kern documentary was initially certified in late 2006. 
 
We agree with the general theme of the recommendations presented in the compliance 
audit of OEID regarding the Motion Picture Tax Credit Program, and in fact most of the 
related administrative improvements already were implemented from 2008 through 
2011, as noted above. 
 
The vast majority of film program applicants are feature-length films and other scripted 
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projects in which substantially all of the applicant’s expenses are for the purpose of 
producing the subject film. A small minority of applications concerns filming real-life 
events (e.g., festivals; documentaries; and, in the unique case of Kern, Mardi Gras) that 
ordinarily incur operating expenses irrespective of the filming. LED has analyzed these 
applications under a targeted policy for film production of real-life events that has been 
tightened considerably from early 2008 to date, to limit qualifying expenses to those 
unique to the filming, and to disqualify other costs more appropriately characterized as 
event expenses.  
 
For the Kern project, float construction and ordinary expenses to host Mardi Gras were 
a focus of OEID. In dealing with Kern through 2009, OEID staff made efforts to limit 
qualifying expenses to those incurred directly for film production expenditures. For 
example, in a February 26, 2009 e-mail, OEID staff specifically excluded float building 
expense as qualifying production costs: 
 

“From looking over the bible runs and reviewing the audit, I cannot discern 
or differentiate the costs to build the floats (standard business operations) 
versus the production costs. The direct (or seemingly direct) production 
costs are vastly over-shadowed by the construction costs. Most of the 
costs outlined in the bible you sent were attributed to various parades. 
Again, this is the same issue we had with the first submission, where I 
need to be 100% certain that only the production costs are earning the 
credits. This submission is double the first one, so I need to be absolutely 
certain that we aren’t issuing credits on the standard business operations.” 

 
OEID staff repeatedly questioned Kern and required written statements to verify that the 
expenditures submitted were eligible direct production costs, rather than standard 
business operation costs such as float building. 
 
Despite OEID’s directives, based upon information obtained by the Legislative Auditor it 
now appears that material misrepresentations may have been made in the audit and 
attestations submitted by Kern, by including standard business operation expenses of 
float building as production expenses. 
 
In response to your specific recommendations: 
 

1) LLA Recommendation 1: Recapture the tax credits issued for ineligible 
expenses. 
 
LED Response: LED will re-examine the Kern file and any new available 
evidence, and will seek recovery of the amount of any wrongful tax credits from 
the individual(s) and/or entity(ies) that committed the misrepresentation. 
 

2) LLA Recommendation 2: Educate the entertainment industry as to acceptable 
production expenditures. 
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LED Response: LED agrees that additional clarification would be helpful and 
already has updated its audit guidelines as noted above. LED continuously 
provides guidance to the industry in this regard. Such outreach efforts include but 
are not limited to: 1) program rules provided to all applicants with their initial 
certification letter; 2) FAQs posted on LED’s website with illustrative examples of 
qualifying expenditures; and 3) accounting workshops hosted by LED in 
conjunction with the Louisiana Society of CPAs and the Louisiana State Bar 
Association.  

 
3) LLA Recommendation 3: Document all rules in writing and provide these rules 

to all program participants. 
 

LED Response: Program rules were written in 2007 and finally promulgated in 
January 2010 after several years of public debate and legislative oversight 
committee hearings and approval. Rules are provided to all program applicants 
upon initial certification; they are available at any time on the websites of LED 
and the Louisiana Register, or upon request.  

 
4) LLA Recommendation 4: Require that only expenditures made directly by the 

production company are eligible. 
 
LED Response: We respectfully disagree. LED rules follow the statutory intent 
of qualifying all expenditures directly related to a state-certified production. Due 
to the unique characteristics of the motion picture industry and intellectual 
property concerns, film projects are often financed and produced by a group of 
companies. Therefore, current program rules state that “actual payments of cash 
or cash equivalent paid by or on behalf of a state certified production company” 
may be eligible for credits. All such expenditures must be clearly identified in the 
audit and LED scrutinizes all expenditures, whether by the production company 
itself or its affiliates. Nevertheless, LED will consider how best to respond to the 
spirit of the LLA’s recommendation on this issue. 

 
5) LLA Recommendation 5: Require detailed documentation of all goods and 

services rendered through related party transactions. 
 
LED Response: LED has always required support documentation for related 
party transactions (RPTs), and both LED audit guidelines and Generally 
Accepted Auditing Standards provide procedures that should be considered by 
an auditor to satisfy themselves that related party transactions are properly 
accounted for and adequately disclosed in financial statements. LED recognized 
that such transactions require heightened scrutiny and adopted stricter RPT 
policies in March 2011 and November 2011. When appropriate, LED also 
requires an additional audit by a forensic auditor retained by LED to provide 
additional assurances of qualifying expenditures. 
 

6) LLA Recommendation 6: Require documentation and assurances that all 
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expenses occurred because of the production and not because of normal 
business operations.  
 
LED Response: Only expenditures directly related to a state-certified production 
are eligible for tax credits, and LED’s audit guidelines clearly state that only 
expenditures actually expended for the production can be recorded by the CPA 
as production costs. LED has historically interpreted the law conservatively in this 
respect and has consistently required documentation and assurances to support 
the issuance of tax credits (Kern’s production being a case in point). In reviewing 
the CPA’s cost report and request for final certification of tax credits, LED staff 
typically engage in detailed question and answer sessions with both the applicant 
and the CPA, striving to confirm that only eligible, direct costs of film production 
are being submitted, and that ineligible costs such as general overhead and 
general operating expenditures are not. In this particular production, LED staff 
required and obtained signed statements attesting that only production-related 
expenditures were being claimed by the applicant.  
 

Please let me know if you have any further questions regarding this matter. 
 
Sincerely, 
 
 
 
Stephen Moret 
Secretary 
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MALCOLM M. DIENES, L.L.C. ~ ~~ 
---------------- Certified Public Accountants ~ ,_, 

Daryl G. Purpera, CPA, CFE 

Louisiana Legislative Auditor 
Post Office Box 94397 
Baton Rouge, LA 70804-9397 

February 9, 2012 

RE: Louisiana Entertainment and Production, LLC 
State Certified Production #0272-2006, 
Blaine Kern's Mardi Gras: Building of the Greatest Free Show on Earth 

Dear Mr. Purpera: 

Malcolm M. Dienes, LLC (MMD) is pleased to submit its response to the Preliminary Draft 
Compliance Audit Report on the Department of Economic Development submitted to MMD on 

January 23, 2012 (Draft Report). 

MMD is committed to the highest standards of audit quality and compliance with the 
professional standards guiding our audits. We continually monitor our internal quality processes to, 
among other things, identify and properly address audit risk. As a result of our internal quality 
monitoring process, we make changes to our methodologies, policies and procedures when we identify 

improvements that could enhance audit quality. 

MMD is supportive of the inspection process, and to that end we candidly submit the following 

responses: 

a) With respect to the "but for" rule described in the Draft Report, we performed audit procedures 
we believed were sufficient to provide a reasonable basis for our opinion. Additionally, we 
obtained representations and assurances from management that these costs were Production 

related based on our understanding of the accounting practices prescribed and/or permitted by 
the Louisiana Department of Economic Development and the Office of Entertainment Industry 

Development in Louisiana Revised Statute 47:6007 in existence at the time of our audit. At the 
time of our audit, we were not aware of any authoritative guidance related to a "but for" 
standard referenced in the Louisiana Legislative Auditor's Draft Report. 

b) Concerning Page 2 of the Draft Report, the Draft Report may indicate a letter clarifying audit 
fees was considered as an audit report. MMD issued the audit report dated January 20, 2009. 
It should be noted that MMD prepared a letter to Mr. Christopher Stelly, dated July 21, 2009, 
which detailed the total audit fees for this Cost Report. We believe this letter may have been 
misinterpreted as an audit report. 

Independent Member BKR International - Represented in Major Cities Worldwide 

701 Metairie Road, Suite 2A301 • Metairie, Louisiana 70005 • (504) 588-9288 • Fax (504) 588-9323 • www.malcolmdienes .com 
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c) Finally, concerning the reference made to a duplicated expenditure for audit services of $5,900, 

it appears that all charges for services performed for the audit described in our letter to Mr. 
Stelly were added to the amount reflected on the cost report. The letter detailing our fees 

included the $5,900 that was already included in the cost report. 

We appreciate the opportunity to provide our response to the Draft Report and look forward to 
continuing to work with the LED and the Louisiana Legislative Auditor in support of your efforts to 
ensure that Cost Reports of Production Expenditures are prepared in conformity with the accounting 
practices prescribed and/or permitted by the Louisiana Department of Economic Development and the 
Office of Entertainment Industry Development in Louisiana Revised Statute 4 7:6007. 

We are available to you to discuss our responses in further details. 

With kindest regards, we remain, 

Very truly yours, 

9vla[co[m 9vl. (Dienes, LLC 
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