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INTRODUCTION

Public infrastructure is the backbone of a metropolis,
the physical support system that sustains modern urban
civilization. Private property and activities, as well as
public services and amenities, depend on infrastruc-
ture. It is a prerequisite for a robust economy and a high
quality of life.

For this reason, New Orleans’ recovery and long-term
sustainability depend on the rehabilitation of its infra-
structure. To the extent that its infrastructure is inad-
equate and degraded, the city will struggle to support
and retain its residents and businesses. Needless to
say, it will also be difficult to draw new investment
and residents.

Even prior to Hurricane Katrina and the failure of the
levees in 2005, New Orleans had decaying school fa-
cilities, crumbling streets and leaking subsurface infra-
structure, among other physical weaknesses. The flood-
ing following Hurricane Katrina exacerbated these
problems immensely.

BGR undertook this study out of concern that New
Orleans’ infrastructure needs are receiving inadequate
attention and consideration. None of the citywide plan-
ning processes conducted since Katrina has yielded a
substantive analysis of local infrastructure needs, much
less concrete priorities. The previous City administra-
tion repeatedly failed to produce a comprehensive and
lucid capital plan, and there was no discernible logic be-
hind the planned expenditure of flexible federal funds.
Meanwhile, government entities have been pursuing
infrastructure programs in silos, without regard to com-
peting needs. Under these circumstances, New Orleans
runs the risk of misallocating scarce public resources.

In conducting this study, BGR attempted to pull togeth-
er a comprehensive picture of the infrastructure needs
in Orleans Parish and the resources available to meet
them. But because of weaknesses or inconsistencies in
the source data and key entities’ failure to respond, the
information that BGR collected does not present a de-
finitive picture of the community’s infrastructure needs.

Nevertheless, the available information is sufficient to

convey the gravity of the infrastructure funding chal-
lenges facing New Orleans, particularly in the areas
of drainage, sewerage and water systems, and streets.
In this report, BGR presents that information. It then
discusses certain factors that affect the community’s
ability to incur additional debt and examines how the
City government is spending federal recovery dollars.

SCOPE AND LIMITATIONS

This report focuses on core public infrastructure fund-
ed in whole or in part by local tax dollars and service
charges. It examines the bare essentials of modern civi-
lization, such as drainage, sewerage and water systems,
streets, schools, and jails.

The report does not address amenities, such as parks,
playgrounds, libraries and cultural institutions, that
play a vital role in furnishing a high quality of life.
Their exclusion from the scope of this study should not
be interpreted as diminishing their importance.

The report excludes infrastructure funded primarily by
commercial user fees or state and federal funds, such
as the Port of New Orleans, and the Louis Armstrong
International and Lakefront airports. It also excludes
the hurricane protection system so critical to the com-
munity. Given the regional nature of that system and
the astronomical cost, the challenge of providing this
critical protection necessarily falls to the state and fed-
eral governments.

In preparing this report, BGR relied on local entities’
own evaluations of their capital needs and the resources
available. Some could offer only outdated information.
Some did not respond at all. As a result, the report lacks
information in areas such as the justice system and pub-
lic safety.

In addition, different entities may have used differ-
ent standards for determining what projects constitute
“needs.” A project that one agency considers a critical
necessity might be treated by another merely as a wish
list item. Because of the potential for differing inter-
pretations of need, this report refers to entities’ stated
needs as their needs assessments.
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METHODOLOGY

BGR gathered information for this report
through surveys of relevant local entities and
interviews with key personnel. BGR also relied
on official government documents such as capi-
tal and operating budgets, master plans, capital
improvement plans, audits and annual reports.
Information presented at public meetings, tech-
nical reports, academic publications and previ-
ous BGR research also informed the report.

INFRASTRUCTURE NEEDS
& FUNDING SHORTFALLS

This section discusses the needs assessments of sev-
eral key entities responsible for components of New
Orleans’ core infrastructure. These include the Sewer-
age & Water Board, the City’s Department of Public
Works, the local public school districts and the Sher-
iff’s Office. Due to the limitations noted above, it does
not address other needs, such as those of the court sys-
tems and various City departments.

This section also gives the key entities” estimates of
funding shortfalls in undertaking their capital priorities.
The shortfalls, in some cases, are extraordinary.

Sewerage & Water Board

Drainage, sewerage and water systems are among New
Orleans’ most fundamental infrastructure needs. Weak
internal drainage systems make neighborhoods more vul-
nerable to flood threats. Weak sewerage systems cause
environmental threats, and weak water systems waste
money by producing water that leaks away rather than
reaching ratepayers. Leaking subsurface infrastructure
also undermines streets and damages private property.

The Sewerage & Water Board (S&WB) is charged
with construction, operation and maintenance of New
Orleans’ sewerage and water systems and most of the
drainage system.

Sewerage and Water. Years of deferred maintenance and
the flooding following Hurricane Katrina have left the
sewerage and water systems in deplorable condition.
Since 1998, the S&WB has been under a consent decree*
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to fix extensive problems with its sewer system. The wa-
ter system, while not under a judicial decree, also poses
severe challenges. In 2009, the volume of unaccounted-
for water (which includes water escaping from leaks
and water used for purposes such as street cleaning and
sewer flushing) was an astonishing 70.85% of metered
production.? This does not include water the S&WB pro-
vides free of charge to various public entities.® In other
jurisdictions, the volume of water both lost and provided
free to public entities is normally closer to 15%.*

Since Katrina, the S&WB has been deploying Federal
Emergency Management Agency (FEMA) grants and
other funds to address some of its problems.®

The S&WB’s 2010-2014 capital program calls for $665
million in sewerage and water projects.® Sewerage proj-
ects include replacing parts of the sewerage collection
system and upgrading the treatment facilities, per the
consent decree. Water projects include replacing parts
of the waterworks and water distribution systems. The
S&WAB’s capital program indicates that it is short $406.5
million for the sewerage and water projects planned in
the next five years.

A 2006 report prepared for the S&WB projected long-
term needs at $320 million for sewerage infrastructure.’
According to the S&WB, that investment is no longer
needed. The 2006 report also projected capital needs
of $2.07 billion for water infrastructure.® The S&WB
informed BGR that this number is also outdated, but
it declined to provide a more current estimate pending
completion of a 10-year capital plan and a long-range
financial plan and rate study. These plans and studies
are under way and should be completed in November.

Internal Drainage. The S&WB is responsible for un-
derground drainage pipes 36 inches in diameter and
larger, open canals and water pumps. The Department
of Public Works (Public Works) is responsible for un-
derground drainage pipes less than 36 inches in diam-
eter, catch basins, open ditches and culverts. Public
Works’ infrastructure needs assessment is discussed in
the following section.

The S&WB’s five-year capital program calls for $2.3
billion in drainage infrastructure projects, including
work on canals and pumping stations. It estimates a



funding shortfall of $534.5 million. As with its sewer-
age and water infrastructure, the S&WB is developing
a 10-year capital plan.

S&WB in Total. The S&WB?’s five-year capital program
calls for sewerage, water system and internal drainage
projects totaling $3 billion, with an estimated funding
shortfall of approximately $941 million for these proj-
ects. The S&WB has additional infrastructure needs be-
yond those included in its five-year capital plan, but it
has not provided BGR with current information on its
longer-term capital requirements. Past estimates sug-
gest that these could total in the billions of dollars.

Department of Public Works

The condition of the local street grid is perhaps the
most visible indicator of the city’s structural health.
Poor street conditions can cause increased traffic con-
gestion and safety issues, diminish neighborhood ap-
peal, decrease property values, and give the impression
that the city is decaying. Poor street conditions can also
lead to damage of subsurface infrastructure.

New Orleans’ streets have been in poor condition for
years. In 2004, when the City government last surveyed
its 1,600 linear miles of streets, it found that two-thirds
of the city’s streets required some level of roadwork.
The disaster of 2005 exacerbated this situation.

The City’s Department of Public Works is responsible
for most streets in New Orleans and part of the drain-
age system. Since Katrina, Public Works has been de-
ploying federal funding from the South Louisiana Sub-
merged Roads Program, the American Recovery and
Reinvestment Act, disaster Community Development
Block Grants (disaster CDBG), and FEMA, as well as
State Capital Outlay funds and local bond funds, to re-
pave streets and rebuild drains across the city.

While these funds are helping to deal with some ma-
jor problems, they are insufficient to bring New Or-
leans’ streets and drains up to an acceptable level. Pub-
lic Works estimates that it will cost an additional $1.4
billion to reconstruct the remaining streets in poor to
failed condition and to fix the drainage infrastructure
for which the City government is responsible.®

Public Works has put together a $400 million capital pro-
gram to run from 2013 until 2016. Most of the funding
in that program — approximately $350 million — would
go toward major roadways and collector streets that do
not require reconstruction. Maintenance and repair work
of the type planned for these streets is cost-effective,
because it forestalls far more costly repairs in the long
run.l® However, it leaves little funding — approximately
$50 million — available to reconstruct the poor to failing
streets included in the $1.4 billion estimate.

Funding for the anticipated 2013-16 capital program
is uncertain. Public Works hopes to secure additional
disaster CDBG, FEMA and Federal Highway Admin-
istration funds.

Beyond the funds needed for major repairs, the director
of Public Works estimates a need of $40 million annu-
ally for regular maintenance.

Public School Districts

Prior to Katrina, New Orleans’ public school facilities
were among the worst in the nation.!? In the aftermath
of the disaster, officials seized the opportunity to re-
build and rehabilitate the system’s facilities.

In 2008, the Recovery School District (RSD), the state-
operated entity that took control of most New Orleans
public schools after Hurricane Katrina, and the Orleans
Parish School Board (School Board) jointly created a
facilities master plan.t® The plan calls for the rehabilita-
tion and construction of approximately 84 school facili-
ties at an estimated cost of $1.8 billion to $2 billion.

The first phase of the six-phase plan, with an estimated
cost of approximately $700 million, is fully funded.
School officials believe that FEMA will provide the
vast majority of the funds needed for the latter phas-
es of the plan and that disaster CDBG monies and tax
credits will provide the rest.

Sheriff’'s Office
In New Orleans, the Sheriff owns some of the local

jails and detention facilities, while the City government
owns others. The Sheriff oversees all of them.
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Prior to Hurricane Katrina, parts of the prison complex
suffered from inadequate maintenance and other prob-
lems. When the disaster struck, high winds and flood
waters ruined electrical facilities, mechanical equip-
ment and the contents of several buildings.'*

The Sheriff has embarked on a three-phase building
program. The first phase, costing an estimated $90 mil-
lion, is for the construction of a kitchen, warehouse
and central power plant. That phase is currently under
way. The second phase, estimated to cost $80 million,
is for an intake-and-processing center, administrative
offices and a housing unit with 1,438 beds. Phase 3,
estimated to cost $80 million, is to replace a 1,834-bed,
city-owned housing facility damaged by the floods fol-
lowing Hurricane Katrina.

Part of the financing for the program will come from
bonds that voters authorized in 2008 for the Orleans
Parish Law Enforcement District, which the Sheriff
controls. The balance comes from FEMA Public Assis-
tance grants.®®

The Sheriff said that the current building program ad-
dresses his most pressing infrastructure needs.

The City did not provide information on the jails and
detention facilities it owns.

In Summary: The Shortfall

The data limitations discussed earlier in the report mean
that the numbers on infrastructure funding shortfalls
are by no means definitive. They do, however, provide
a sobering picture of New Orleans’ infrastructure chal-
lenges. And the picture is only a partial one.

The S&WB anticipates capital funding shortfalls for
the next five years totaling $941 million. It is currently
reassessing its long-term needs, which past estimates
suggest could run into billions of dollars. Public Works
anticipates a funding shortfall of $1.4 billion for recon-
struction projects. If it fails to secure funding for rou-
tine maintenance and repairs, the number could rise as
neglected streets deteriorate.

Other entities within the city face capital shortfalls. For
example, the juvenile court system and the Coroner’s
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Office both have plans to rebuild and re-equip their facil-
ities, but the available funding is inadequate.’® Years of
deferred maintenance and the Katrina disaster have left a
number of facilities owned by the City of New Orleans —
including City Hall and public safety facilities — in need
of repair or replacement. The Regional Transit Authority
is seeking capital funds to continue updating its fleet of
buses and vans and to add several streetcar lines.

While some of the needs remain uncalculated, it is clear
that the community faces a major shortfall in infrastruc-
ture funding. It is also clear — given the shortfalls fac-
ing drainage, sewerage and water systems, and streets
— that the greatest challenges fall to the S&WB and the
Department of Public Works. In the following section,
this report turns to the local capacity to address the
funding shortfalls.

THE LOCAL CAPACITY TO MEET NEEDS

With massive shortfalls in funding for infrastructure
needs, the immediate question is, what capacity does
New Orleans have to cover the funding gaps?

A community can pay for infrastructure improvements
on a pay-as-you-go basis or by issuing debt. New Or-
leans has long relied on the latter approach. The pay-as-
you-go approach depends on a community’s ability to
generate significant revenue for capital on an annual ba-
sis. A government entity’s ability to borrow depends on
a complex set of factors, such as the local government’s
debt position, the community’s financial condition and
economic prospects, and the quality of governance.

While a full-blown analysis of local financial capacity
is beyond the scope of this report, this section will dis-
cuss several key factors that influence local capacity to
finance infrastructure. These include state-imposed lim-
its on local government debt; the debt burden of govern-
ment entities in Orleans Parish; bond ratings; absolute
and relative tax rates; and the level of service charges.
This section will also discuss limitations on the tax base.

State-Imposed Debt Limits

State law imposes limits on the amount of bonded in-
debtedness payable solely from ad valorem property



WHAT'S IN A BOND?

Local government entities in Orleans Parish de-
ploy three types of bonds to finance infrastruc-
ture: general obligation bonds, limited tax bonds
and revenue bonds.

General obligation bonds are backed by an is-
suer’s commitment to levy property taxes at
whatever rate is necessary to pay principal and
interest.

Limited tax bonds are different from general
obligation bonds in that they are secured by a
capped property tax, rather than the unlimited
taxing authority of the jurisdiction.

Revenue bonds are secured by and paid from
specific and limited revenue streams, such as the
revenue generated by user fees or a sales tax.

taxes. The limits are set at a percentage of the total
assessed value of the property in the jurisdiction. It is
35% in the case of the City government; 25% in the
case of the School Board; 20% for the Orleans Levee
District; and 10% in the case of other political subdi-
visions, such as the Law Enforcement District and the
Sewerage & Water Board."’

Government bodies in New Orleans have substan-

tial room under those limits to incur additional debt.
For example, the City of New Orleans and the School
Board, the two largest issuers of bonds supported by ad
valorem taxes, are more than half a billion dollars be-
low their respective statutory limits. Both the Sewerage
& Water Board and the Law Enforcement District are
under their limits by more than $250 million.

While substantial, the existing borrowing capacity un-
der the debt limits is insufficient to meet New Orleans’
needs. But even if it were sufficient, there are other con-
straints of a more practical nature.

Currently, the proceeds from bond issues supported by
property taxes are the main source of locally gener-
ated infrastructure funding. As of June 1, 2010, gov-
ernment entities that collect taxes on a citywide basis
(Tax Recipient Bodies) had outstanding $756 million
of general obligation and limited tax bonds. They also
had outstanding other forms of debt, including revenue
bonds, certificates of indebtedness and loans provided
by the state and federal governments to address post-
Katrina financial issues. Collectively, the outstanding
debt of Tax Recipient Bodies in Orleans Parish totals
approximately $2 billion.?* Table 1 provides a break-
down of debt by issuer and category.

Table 1: Total Debt of Tax Recipient Bodies (in millions)

General Certificates of

Obligation Indebtedness State Loans to Community

and Limited Revenue and Other Debt Pay Post-Katrina Disaster Loans
Entity Tax Bonds Bonds Instruments Debt Service (Federal) Total Debt
City of New Orleans $hh2.4 $149.8 $75.4 $79.9 $240.0 $1,097.5
Sewerage and Water Board 21.5 209.6 0 715 62.0 370.6
Orleans Parish School Board 104.7 33.1 0 76.2 h9.5 273.5
Regional Transit Authority 0 75.5 0 35.9 47.2 158.6
Law Enforcement District 415 0 14 17.3 18.0 78.2
Audubon Commission 31.8 3.0 0 16.8 0 51.6
Orleans Levee District 3.7 0 0 26.1 9.6 394
Total $755.6 $471.0 $76.8 $329.7 $436.3 $2,069.4

Note: The numbers are as of June 1, 2010. The chart includes the debt of public entities that receive taxes levied on a citywide basis. It does not include the debt of
entities whose debt is not supported directly or indirectly by citywide taxes (e.g., the New Orleans Aviation Board, the French Market Corporation and the Downtown

Development District).

Source: BGR calculations based on data provided by local bond counsel, Foley & Judell, LLP.
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The City and the Law Enforcement District have voter
approval to issue an additional $145 million and $28.2
million of general obligation bonds, respectively. The
issue of these bonds would increase debt payable from
dedicated ad valorem property taxes to $929 million.
Total debt would rise to $2.24 billion.

Prior to Hurricane Katrina, Tax Recipient Bodies had
outstanding $1.81 billion of debt.*® Since then, total
debt has risen by 14.3%. The increase is due to $436
million in borrowings from the federal Community
Disaster Loan program to meet operating expenses
post-Katrina, $115 million in bonds issued by the
City, and $35 million issued by the Law Enforcement
District. Local government entities are hopeful that
they will qualify for forgiveness of most of the federal
Community Disaster Loans under regulations issued
earlier this year.

The debt of the various government entities is payable
over several decades. Table 2 shows the debt service
payable on outstanding general obligation, limited tax
and revenue bonds, certificates of indebtedness, and di-
saster relief loans from the state.
It does not include debt service
for borrowings under the federal
government’s Community Di-

tial reduction in interest rates, it would merely pass
the cost of past improvements further into the future,
consuming the tax capacity that future generations will
need to deal with their infrastructure issues.

Last year, taxpayers paid 45.6 mills, or nearly one-third
of their property taxes, to support general obligation and
limited tax bonds. Service charges and other general
fund revenue covered debt service for the revenue bonds
and certificates of indebtedness. No payment was made
on state or federal recovery loans, since none was due.

Various metrics can help assess a community’s debt
capacity. These metrics include debt per capita, debt
as a percentage of taxable property value, and debt
service as a percentage of total general fund and debt
service fund spending.?® Debt per capita is easy to
compute, but it does not account for a jurisdiction’s
wealth, tax base, revenue and other financial fac-
tors. The other metrics better assess a community’s
debt burden and capacity, because they consider the

Table 2: Consolidated Debt Service Schedule

saster Loan program, for which $250,000,000

Tax Recipient Bodies are seek-
ing forgiveness.

$200,000,000 -
Debt service requirements will
ease somewhat beginning in
2015, when the School Board’s
total debt service drops by
roughly 40%. Debt service re-
quirements will not decline sig-
nificantly until 2022, when the
City of New Orleans’ total debt
service drops from $91 million
to about $51 million.

$150,000,000 -

Restructuring the debt could

$100,000,000 {HH

$50,000,000 HHH

BOrleans Levee
District

mAudubon
Commission

OLaw Enforcement
District

mRegional Transit
Authority

OSewerage and —
Water Board

mOrleansParish
School Board

OCity Of New Orleans | |

H ﬂ I00nnness.

free up some additional capac- $-
ity before then by reducing the
debt service payments in the
near term. However, unless the
restructuring involves a substan-
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Sources: BGR chart based on information from Foley & Judell, LLP, and Orleans Levee District.



strength of the local tax base and local government
spending levels.

In December 2009, rating agency Fitch Ratings provid-
ed information on debt per capita and debt as a percent-
age of taxable property value.? The calculations do not
include debt paid from non-tax sources, such as service
charges for sewer and water.

Overall debt per capita, which includes debt of the City
and other local government entities in Orleans Parish,
was $4,876. Fitch considers overall debt per capita of
less than $2,000 to be low, and debt per capita over
$4,000 to be above average.?

Overall debt as a percentage of taxable property values
in New Orleans equaled 7.2%. Fitch considers 2% to be
low, and 5% to be above average.?®

Debt as a percentage of general fund and debt service
spending for City government is 22%.2* Ratings agen-
cies consider percentages between 15% and 20% to be
high, and above 20% to be excessive.®

All three of these metrics indicate that the debt burden
in Orleans Parish is well above average.

Bond Ratings

The borrowing capacity of a public entity depends in
part on its bond ratings. The ratings, which are prepared
by one or more rating agencies, provide an assessment
of an issuer’s ability to meet its future debt obligations.
Strong bond ratings attract low interest rates, decreas-
ing the overall cost of borrowing — and the cost to citi-
zens. Low ratings have the opposite effect.

Rating agencies provide ratings both for specific bond
issues and for entities as a whole. The latter are known
as “underlying ratings” or “issuer ratings.”

Most government entities in Orleans Parish currently
have investment grade ratings. The School Board has
the strongest rating of the group,® followed by the Law
Enforcement District?” and the Regional Transit Au-
thority.? The City’s rating is lower, but still well within
investment grade.?®

The S&WB has the lowest bond ratings. The bonds
of the sewerage® and drainage® departments of the
S&WB are barely investment grade. The debt of the
S&WB’s water department is non-investment grade,
marking it as a risky investment.

The S&WB'’s low ratings are primarily the product of
the devastating impact Katrina had on its finances. Pri-
or to the storm, the bonds of the S&WB’s sewerage,
water and drainage departments all carried significantly
higher underlying ratings.*

The S&WB sewerage and water departments are each
required to maintain a debt service coverage ratio of
at least 130% during the life of their revenue bonds.*
This means that a department’s net revenue must be
at least 1.3 times the total annual debt service for its
bonds.

The water department has been falling far short of the
130% requirement. The department operated at a defi-
cit from 2005 through 2008.3* In 2007, its coverage ra-
tio dipped as low as negative 600%.% In 2009, FEMA
reimbursements helped to lift the water department’s
coverage ratio above 130%, but the S&WB expects the
department to fall out of compliance again this year.%®
The sewerage department is also struggling to satisfy
the coverage ratio requirement. In 2009, its coverage
ratio dipped below the required level, to 97%.%" Need-
less to say, the sewerage and water departments must
increase revenue or reduce debt service before they can
issue new debt.

The S&WB has hired a consulting firm to create a fi-
nancial plan and examine rates. The study is under way,
and the S&WB expects it to be complete by the end of
the year.

The low underlying bond ratings of the S&WB’s vari-
ous departments are problematic for several reasons.
First, they make it expensive to sell bonds. Second,
the ratings reflect fundamental weaknesses that would
hamper the entity’s ability to fund its infrastructure even
in a world without ratings. These include the S&WB’s
debt burden, its poor financial health and the fragility of
the local economy.
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In addition to the state-imposed debt limits, the local
debt burden and bond ratings, there is another factor,
of a more political stripe, that plays into New Orleans’
ability to borrow money for infrastructure: citizens’
willingness to pay higher taxes and higher service
charges.

Property Tax Rates. In 2010, New Orleans’ property
owners paid 139.84 mills of citywide taxes.® Of that,
approximately 45.6 mills were levied to service gener-
al obligation and limited tax bonds issued by various
local government entities for capital projects.* Table
3 breaks down the current debt service millage rates
by entity.

In absolute terms, the current rate of 139.84 mills is
significantly lower than the 171.29 mills in effect pre-
Katrina. The decrease is attributable largely to a 38%
increase in assessed values, which resulted in a roll
back of the tax rate.*

The ability of government entities to levy additional
mills is based on a number of factors, including the
willingness of city residents to approve them. The tax
rates of surrounding areas are influential as well. As Ta-
ble 4 illustrates, the property tax rate in Orleans Parish

Table 3: 2010 Millage Rates
for Bonded Indebtedness

City of New Orleans 27.32
Orleans Parish School Board* b.67
Levee Districts™* 5.46
Audubon Commission 3.31
Law Enforcement District 2.90
S&WB Drainage™ ™ * 0.90

* The millage covers debt service of approximately $14 million per year.
According to the School Board, it pays another $19 million of debt service
from its general fund.

** East Bank property owners paid 5.46 mills for levee improvements in
2010, while West Bank property owners paid 6.55 mills.

*** BGR calculation, based on 2010 debt service and the projected value
of a mill.

Sources: Louisiana Tax Commission, 2009 Annual Report; Orleans Parish
School Board; Orleans Levee District.
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Table 4: 2009-10 Millage Rates
in Neighboring Parishes

St. Tammany Parish (City of Mandeville) 159.16
Orleans Parish (East Bank) 139.84
St. Bernard Parish (Upper)* 103.64
Jefferson Parish (Metairie) 102.70
Plaguemines Parish 61.03

* Upper St. Bernard refers to Wards 1 through 5A, which stretch from Arabi
through Chalmette, Meraux and portions of Violet.

Sources: Louisiana Tax Commission, 2009 Annual Report, and Jefferson,
Plaguemines, St. Bernard and St. Tammany Assessor’s Offices.

is below that of the City of Mandeville in St. Tammany
Parish, but far higher than the rates in St. Bernard, Jef-
ferson and Plaquemines parishes.

Given the property tax rates of neighboring parishes,
increasing taxes to finance infrastructure could face
significant roadblocks.

Sales Tax Rates. The sales tax rate in Orleans Parish is
currently 9%. The State collects 4%, the City govern-
ment 2.5%, the School Board 1.5% and the Regional
Transit Authority 1%.

As Table 5 illustrates, the rate is lower than that of the
City of Mandeville, but higher than that of Jefferson Par-
ish, Orleans’ immediate neighbor and the region’s retail
hub. This is a factor policymakers must keep in mind
when assessing the local capacity to raise sales taxes.

According to recent budget projections by the City, a
Ya-cent sales tax increase would have generated $14.7
million this year.** This is the equivalent of the revenue
generated by 6 mills of property tax in that same pe-
riod.*? The levy of additional local sales taxes would
require authorization from the State Legislature,”® as
well as approval from voters.*

Sewer and Water Rates. Residents of Orleans Parish
pay substantially higher sewer and water rates than
residents of neighboring parishes. A residential user
consuming 6,000 gallons of water a month pays more
than double what a comparable consumer would pay
for sewer and water in any neighboring parish. A com-
mercial user in Orleans consuming 50,000 gallons per



month pays twice as much as a comparable consumer
in the City of Mandeville and 135% more than a com-
parable user in Jefferson. Large disparities also exist
for businesses with more intensive water use. (See
Table 6.)

The difference in rates is due in part to differences in
the funding structures for the utilities. The S&WB’s
sewerage and water departments are financed almost
exclusively by user fees. These fees made up 99% and
96% of the sewerage and water department’s revenues,
respectively, in 2009.%° Neighboring parishes and cities
rely more heavily on other sources of revenue, such as
sales and property taxes, to fund their sewer and water
operations.®® This helps to lower their rates. Interest-
ingly, however, taxes in most of these parishes are also
lower than in New Orleans.

Systemic Limitations on Tax Capacity

The community’s ability to generate revenue to address
infrastructure suffers from two systemic problems. One
is chronic underassessment of taxable property. Despite
a jump in the city’s total assessed value for 2008, analy-
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ses by The Times-Picayune indicate that some property
remains considerably under-assessed.*’

The second problem is excessive property tax exemp-
tions. New Orleans is the only municipality in the state
that is constitutionally prohibited from taxing the full
value of a homestead.*® In 2009, the homestead exemp-
tion trimmed $362.7 million, or 12%, from Orleans
Parish’s taxable assessed value.”® Other exemptions
shield virtually all property owned by nonprofit orga-
nizations,* all publicly-owned property,>* some new
manufacturing property and equipment,>> and some
renovations of property in historic, downtown and eco-
nomic development districts.>

Together, underassessment and excessive property tax
exemptions limit the community’s revenue-raising ca-
pacity. They reduce tax collections and drive up tax
rates for non-exempt property owners.

The Bottom Line on Debt and Tax Capacity

Collectively, public entities in Orleans Parish have ap-
proximately $2 billion in outstanding debt, more than
one-third of which is payable from dedicated property
taxes. The parish’s overall debt burden is projected to
ease somewhat in 2015. But, absent a debt restructur-
ing, significant capacity does not free up until 2022.
Any serious local effort to address infrastructure
needs prior to that date is likely to require tax or rate
increases.

The increases could be quite substantial. As noted pre-
viously, the known funding shortfalls for infrastructure
are in the billions — and the number is likely to grow as
more information becomes available.

BGR made rough calculations to get a sense of what it
might cost to fund $1 billion of infrastructure repairs.
By way of example, a $1 billion bond issue payable in
equal semi-annual installments over 30 years at a rate
of 5.25% would entail annual debt service payments of
approximately $67 million. Funding that debt service
through property taxes would require 27.3 mills a year,
an increase of nearly 20% over the current citywide
millage rate.® Funding it through sales taxes would re-
quire an additional 1.14% sales tax. (Due to the com-
plexity of the issue, BGR is unable to compute the
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sewer and water rate increases necessary to generate an
additional $67 million per year.)

The above example oversimplifies a complex ques-
tion, but gives a real sense of the enormous cost of
addressing deteriorated infrastructure. It is not meant
to imply that the government entities in New Orleans
could in the near future execute a financing of that
magnitude.

Indeed, there are multiple factors that would impede
such an undertaking. These include the political will
to raise property taxes in a city where residents pay
higher taxes than in most neighboring parishes. In ad-
dition, in the case of the City government and S&WB,
mediocre and poor bond ratings, respectively, increase
the cost of debt.

Other potential sources of revenue are difficult to in-
crease as well. Sales tax rates are in the high range
among neighboring parishes and provide a less reliable
revenue source for financing. Sewer and water service
charges are already extraordinarily high relative to
rates in neighboring jurisdictions. Raising them further
would add to that disparity.

Finally, New Orleans’ ability to generate revenue is
hampered by two systemic problems: underassess-
ment and excessive property tax exemptions. These
problems have limited property tax collections and
driven up tax rates.

HOW THE CITY IS
SPENDING FLEXIBLE FUNDS

Following Katrina, Congress appropriated $13.41
billion in disaster CDBG funds to Louisiana. The
state designated a total of $6.15 billion for various
purposes in New Orleans: $5.20 billion for housing
programs, $121.3 million for economic development
programs and business assistance, and $833.1 million
for infrastructure.

Table 7 shows, in broad strokes, how the state allocated
the infrastructure funds in New Orleans.

The $410.7 million allocated by the State to the City



Table 7: Disaster CDBG Allocations for
Infrastructure in New Orleans (in millions)

City government allocation $410.7
Entergy New Orleans 200.0
School facilities 132.7
Other projects, various entities ™ 88.3
Fisheries 14
Total $833.1

*The individual allocations are determined by the State and include funding
for an array of local projects, such as: $40 million for the Superdome, $15
million for S&WB work related to the Submerged Roads Program, and
$4.5 million for Woldenberg Park.

Source: Office of Community Development, State of Louisiana, Parish
Level Katrina/Rita Recovery COBG Program Financial Data, as of June 1,
2010.

government for local projects is one of the most flexible
funding sources available to New Orleans. The Nagin
administration committed the majority of those funds,
limiting the current administration’s flexibility to set
priorities for their use.

As of July 16, 2010, the City had contractually commit-
ted $290.5 million of those funds.

To better understand what types of projects are
being funded with the contractually committed
disaster CDBG funds, BGR divided the proj-

e Local Hospitals & Community Health Centers:
Includes Methodist Hospital property acquisi-
tion®® and construction costs for two community
health centers.

e General Street Improvements: Includes im-
provements to roadways and one intersection.

e Plans and Studies: Includes plans such as the
city’s master plan, a plan for Methodist Hospital
and a drainage plan.

The largest commitments thus far are for projects to
promote economic development and to develop and
improve public amenities. The category with the next
largest commitment encompasses blight remediation
and redevelopment projects; these projects are mainly
under the control of the New Orleans Redevelopment
Authority. The Administrative category consumes the
next largest amount, mainly for program management,
monitoring and administration. The two smallest com-
mitments are for General Street Improvements and
Plans and Studies. (See Table 8.)

The largest commitments for individual projects are
$75 million for the new Veterans Administration hospi-
tal; $30 million for the Reinventing the Crescent river-
front park; $16.3 million to acquire Methodist Hospital,

Table 8: Amount Contractually Committed,
by Category, as of July 2010

. . . % of Total
ects into seven categories. The categories are Amount Committed Committed
as follows: .

Economic Development
) ] Projects $90,000,000 31.0
e Economic Development Projects: In- . :
. . Public Amenity Development
cludes land acquisition, relocation costs, & Improvements 88,081,240 30.3
and sewer and water upgrades related to : :
. ; . Blight Reduction
the VA Medical Center; also includes in- & Redevelopment 58,925,000 20.3
vestments in t_he Saenger Theatre. Administrative 21,688.220 75
e Public Amenity Development and Im- :
ts: Includes investments in Local Hospitals &
provements: - oo Community Health Centers 19,203,400 6.6
streetscape  Improvements, Ibraries, General Street Improvements 6,783,420 2.3
playgrounds and parks. _
e Blight Reduction and Redevelopment: Plans & Studies 5,858,800 2.0
Includes site acquisition, incentive pro- Total $290,540,080 100.0

grams, commercial redevelopment and a
soft second mortgage program.

e Administrative: Includes staffing and
program management and monitoring.

Source: BGR categorization of information provided by Project Delivery Unit, City of
New Orleans.
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Table 9: Top 10 Funding Commitments for Individual Projects, July 2010

Amount Committed

VA Medical Center Site Preparation $75,000,000
Reinventing the Crescent: Downriver Park 30,000,000
Methodist Hospital Acquisition 16,250,000
Saenger Theatre 15,000,000
Lake Forest Plaza Redevelopment 8,875,000
Gentilly Woods Shopping Center 6,300,000
Algiers Regional Library 4,200,000
Lafitte Greenway Land Acqguisition 4,000,000
Joe Brown Park Improvements 4,000,000
City Park Festival & Recreation Complex 4,000,000
Total $167,625,000

Category

Economic Development Projects

Public Amenity Development & Improvements
Local Hospitals & Community Health Centers
Economic Development Projects

Blight Reduction & Redevelopment

Blight Reduction & Redevelopment

Public Amenity Development & Improvements
Public Amenity Development & Improvements
Public Amenity Development & Improvements
Public Amenity Development & Improvements

Source: BGR categorization of information provided by Project Delivery Unit, City of New Orleans.

and $15 million for the Saenger Theatre redevelopment.
(See Table 9.)

The minimal amount of funding committed to core in-
frastructure — $6.8 million for General Street Improve-
ments, or 2.3% of the total committed — is surprising.

Luckily, the City administration is in a position to re-
consider the allocation of about $120.2 million of its
$410.7 million to help meet core infrastructure needs.
The new administration has already indicated it plans
to reprogram some portion of these funds, with $65.4
million currently under review. While this money is not
nearly enough to solve the city’s infrastructure funding
problems, it makes sense to reallocate some of these
flexible and immediately available funds in a manner
that takes into account infrastructure funding shortfalls.
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New Orleans faces an enormous gap between its capital
needs and the resources available to meet them. Some
of the city’s most fundamental infrastructure compo-
nents — namely drainage, sewerage and water systems,
and streets — face particularly steep funding shortfalls.
To make matters worse, the City government and, to a
greater extent, S&WB are profoundly limited in their
capacity to raise funds to meet these needs.

The infrastructure funding gap underscores the impor-
tance of carefully marshaling and spending available
resources. It is essential to strategically deploy limit-
ed available resources, such as the remaining disaster
CDBG funds, and to develop a coherent, prioritized
citywide plan for addressing unmet infrastructure needs.

Despite multiple recovery and master planning efforts,
the previous City administration failed to pull together
a community-wide picture of infrastructure needs. It
did not even pull together a comprehensive assessment
of the City government’s own capital needs, beyond the
fragmentary information contained in the Capital Im-
provement Plan. This made it impossible for the admin-
istration to provide leadership in the arena of infrastruc-
ture. And so the various entities charged with building
and maintaining local infrastructure have been moving



along on separate trajectories.

When each entity with responsibility for infrastruc-
ture pursues public funds heedless of competing needs,
meeting the community’s highest needs becomes im-
possible. Without prioritization and coordination, New
Orleans risks making substantial investments in streets,
only to have the work undone by leaking subsurface
infrastructure. The city could end up with leafy neutral
grounds flanked by neighborhoods that flood too easily.

RECOMMENDATIONS

While the new City administration has inherited dire
needs, it also has the opportunity to improve the situ-
ation. Improvement begins with coordinated planning
and execution of a strategy to meet New Orleans’ in-
frastructure needs. To that end, BGR recommends the
following:

e The administration, in conjunction with the
City Planning Commission, should fully assess
and prioritize the needs of the City government.

e The administration should then take the lead in
conducting a cross-agency evaluation of needs
that takes into account the requirements of the
S&WB, the public school system and the jus-
tice system. Other local entities should cooper-
ate fully, providing detailed information and a
prioritized list of unfunded needs.

e Finally, all government entities should cooper-
ate to produce a plan that reflects the most criti-
cal needs of the community and commit to im-
plement it. The City administration should take
a stand against funding initiatives that do not
reflect the top priorities.

In addition, given the tightly constrained financial pic-
ture in New Orleans, BGR recommends that the City
administration do the following to begin attacking the
gap between the city’s capital needs and its resources:

e Re-evaluate the planned expenditure of remain-
ing disaster CDBG funds in light of the city’s
pressing infrastructure problems.

Work with other local entities to pursue addi-
tional federal and state monies for unmet infra-
structure needs.

Pursue the policy changes needed to address
fundamental problems that limit the city’s tax
base, such as the underassessment of properties
and excessive property exemptions.
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