Officers
Lynes R. Sloss
Chairman

Hans B. Jonassen
Vice Chairman

Robert W. Brown
Secretary

Sterling Scott Willis
Treasurer

President
Janet R. Howard

Board Members
Conrad A. Appel Il
Robert C. Baird, Jr.
Virginia Besthoff

J. Herbert Boydstun
Kim M. Boyle

Ralph O. Brennan
Christian T. Brown
Pamela M. Bryan
LaToya W. Cantrell
Joan Coulter

J. Kelly Duncan
Hardy B. Fowler
Aimee Adatto Freeman
James D. Garvey, Jr.
Roy A. Glapion
Diedria B. Joseph
Maurice L. Lagarde Il
Matthew P. LeCorgne
Mark A. Mayer
Carolyn W. M¢Lellan
Henry O’Connor, Jr.
William A. Oliver
Thomas A. Oreck
Anthony Recasner
Gregory St. Etienne
Andrew B. Wisdom

Honorary Board

Bryan Bell

Harry J. Blumenthal, Jr.
Edgar L. Chase llI

Louis M. Freeman
Richard W. Freeman, Jr.
Ronald J. French

David Guidry

Paul M. Haygood

Diana M. Lewis

Anne M. Milling

R. King Milling

George H. Porter Il
Edward F. Stauss, Jr.

BUREAU OF
GOVERNMENTAL
RESEARCH

938 Lafayette St., Suite 200

New Orleans, LA 70113
Phone 504-525-4152
Fax 504-525-4153
www.bgr.org

BGR MEDIA RELEASE
For Immediate Release — May 17, 2007

Contact: Janet R. Howard, President
(504) 525-4152, ext. 107

City Budgets Examined

The Bureau of Governmental Research today released Budgeting in a

Time of Crisis: A Review of the City of New Orleans' 2007 Budgets, a
report on the City’ s operating and capital budgets for 2007, the second
post-Katrinafiscal year.

At first glance, the City’ s Operating Budget appears robust. At $773
million, it shows a44% increase in operating funds over 2004, thelast full
fiscal year before Katrina. The pictureisnot as positive asit seemsfor a

number of reasons:

Much of the growth is due to a $298 million increase in grants and
FEMA reimbursements. Recurring revenues (mainly from locally
generated sources) are expected to be down $133 million.

$71 million of the funding for the Operating Budget is borrowed
under federal and state disaster relief programs.

The Operating Budget includes FEMA reimbursements intended
for capital projects, rather than operations. Asaresult, the budget
isoverstated by an unknown amount. To date, the City has
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transferred at least $20 million from the Operating Budget to the Capital Budget.

Overall, City departments are budgeted to spend 29% more than in 2004, largely due to FEMA
reimbursements included in their respective budgets. Despite the budgeted increases,
departments such as City Planning and Safety and Permits Departments, both critical to
rebuilding, remain understaffed.

Capital Budget. The City Charter stipulates the procedure for adopting the capital budget.
Basicaly, it callsfor afive-year Capital Improvement Plan, with the first year of that plan
forming the basis for the current year’ s capital budget. For 2007, the City included a mere
$150,000 in its Capital Budget. Through April 5, the City had amended the Capital Budget to
add approximately $34 million.

Relying on sporadic amendmentsis troubling, since it opens the door to ad hoc decision making
and eliminates the opportunity for athorough public vetting of priorities. While the
administration may be understandably reluctant to invest much timein revising the long term
capital plan pending the results of the current citywide planning effort, a budget and interim plan
are needed to guide current expenditures.

Debt. Since 1998, debt service payments from the City’ s Operating Budget have increased from
$9.8 to $43.2 million. In addition, the Board of Liquidation (which separately administers the
City’ s bonded debt) pays about $50 million ayear on the City’ s bonded indebtedness.

Collectively, City debt payable from the Operating Budget or from millage assessed by the
Board of Liquidation approaches $1billion. Thisisasignificant burden for a city that has
suffered the damage and population loss of New Orleans. It isaburden that will increase as the
City borrows additional disaster relief funds and seeks other fundsto rebuild. The City has
already asked the Board of Liquidation to begin selling $260 million of voter-approved bonds for
capital projects.
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The City created the 2007 budget under very difficult circumstances and dealt with myriad
challenges. The Mayor and the staff of the Chief Administrative Office deserve credit for
producing the proposed Operating Budget on time while dealing with FEMA,, insurers, and
uncertain revenue streams. Nonetheless there are important budget-related issues. The decision
to include capital fundsin the Operating Budget makesiit difficult to ascertain the City’ s real
operating position. It is unclear how the City is using nonrecurring FEMA funds. The Capital
Budget adopted in December was virtually nonexistent.

There are also some serious long term financial problems facing the City. While grants, FEMA
reimbursements, and disaster relief |oans are welcome resources in this difficult period, the
City’ s heavy reliance on them underscores the need for rebuilding the City’ s tax base and other
sources of locally generated revenues. It also underscores the importance of carefully reviewing
expenditures and resources in the post-Katrina era.

“We hope that the City will focus on the issue of rebuilding itstax base asit rebuildsitself” sad
Poco Sloss, BGR’s Chairman. Actions taken now will affect the operating and capital budgets—
and the quality of life -- for many years to come.”

Thefull report may be found at www.bgr.org.

BGR isaprivate, non-profit, independent research organization dedicated to informed public
policy making and the effective use of public resources for the improvement of government in
the New Orleans metropolitan area. For more information call 525-4152 or visit BGR' s website,

www.bgr.org.



