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Privatization of Sewerage and
Water Board Operations
Introduction
This edition of Orleans Outlook examines the
financial health of the New Orleans Sewerage
and Water Board (S&WB) and the role privatization can play in improving the S&WB 's "bottom
line." Faced with financing hundreds of millions
of dollars for sewer system repairs mandated by
a 1998 federal consent decree, the S&WB
recently increased sewer rates by 30%. It is also
considering privatization to curtail expenditures
and free up funds to devote to the repair work.
BGR does not take a position on S&WB
privatization in this report; the concept is still
being developed by the S&WB. We do,
however, identify the issues that should be
addressed in that process, many of which
require attention regardless of whether the
S&WB proceeds w ith privatization.
When analyzed in the context of the capital
improvements mandated by the consent decree,
it is clear that privatization would not eliminate
the need for the recent 30% sewer fee increase.
While there is considerable room to improve
efficiency in S&WB operations, the potential
savings are unlikely to avert additional rate
increases. The sheer magnitude of the capital
need is simply too great. Finally, the sewer fee
increase will not raise funds for projected water
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treatment plant improvem ents, nor will it
contribute to the $100 million of local money
required to match hundreds of millions of available federal money to improve the capacity of
the city's drainage system .

Background
In 1998, the S&WB settled a lawsuit filed by the
U.S. Environmental Protection Agency to force
the city.' s sewer system to comply with pollution
control regulations. The settlement, in the form
of an enforceable federal consent decree, started
a 13-year process that will require about $455
million to fix New Orleans' aging sewer system .
Federal grants are possible (but not guaranteed)
for up to $100 million of this; the balance must
be raised locally.
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The s train of funding the consent decree
comes at a lime when the S&WB is pressured by
o the r financial demands:
•

Day-to-day mainte nance of an aging infrash·ucturc buried in unstable soi.ls. Much of
the 3,000 miles of New O rleans' water and
sewer system is m o re than 50 yea rs old.
Dra inage pumps and the electrical generating plant that powers the m were bu il t at
the turn of the century, and a re s till in
service.

•

Major water h·ea lme nt plant improvem ents
to comply with new drinking water s tandard s.

•

Ca pital improveme nts to increase the
drainage system capacity.

In October 1998, in response to the consent
d ecree, the S&W B aske d the ew Orlea ns City
Council to approve a 42 % sewe r fee increase
staged in five a nnua l increm ents: ] 7%, 13%, 4%,
-!%, and-! %. (See BGR's February 1999 O rleans
O utlook report, The Sewerage & Wnler Bonrd's Fee
Proposnl, under Pu blica tions a t www.bg r.org).
The fee inc rease lang uished for a yea r a nd a ha lf
w ith no action by the council, putting the S&WB
and the city government in d an ge r of incurring
fines as high as $10,000 per da y for v io la ting the
consent d ecree. I lowever, o n Ma rch 2, 2000, a nd
only after intense debate, the C ity Council
approved a one-s tep 30% sewe r fce increase.
In a move unre lated to the co nsent d ecree,
the S&W l3 a lso proposed a new drainage fee in
October 1998 to genera te the loca l ma tch tha t
would leverage over 5300 million in federal
funds for drainage capacity iIT1provcments. The
City Council has not yet acted o n tha t pro posal.
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Structure of the S&WB
The S&WB's ability to satisfy m ounting financial
d emands is hampered by a cumbersome
d ecis ion-making process that drains executiv e
and managerial resources from the s ubs tantive
work of the S&W B.
Although the S&WB is os tens ibly an
independent agency, its o pe ration is tightly
entw ined w ith city government. O f the Board's
13 membe rs, four arc elected city officials, and
seven o thers arc appo inted b y the mayor w ith
council approva l. The remaining two are
m embe rs of the Board o f Liquidation, City Debt,
appointed by the mayo r on that board's recomm endatio n. The m ayo ra l ap po intees serve s taggered nine-year terms.
Elected officia ls d ominate the S&WB's leade rship a nd comIT1illee s tructu re. C urrently, o ne
councilma n-a t-la rge chairs the Boa rd's Sewer
and Wa le r Comrn illce; the o the r cha irs the
Drainage Committee. A dis h·ic t councilme mbe r
chairs the r:i..nancc Comn1ittee, a nd the mayo r is
the S&W l3 Presid e nt. Th is d o minance is a mplifi ed by the fact that majo r S&WB construction
contracts must be app roved by the C ity Council.
The S&WB's s ix committees req uire a la rge
number of s taff (up lo 20) and cons u ltants a t
each committee m ee ting. Disag reem ents over
committee jurisd iction result in month-to-month
dela ys as und ecid ed issues bo unce from
committee to committee, then lo the full Board.
Sta le law requires the S&WB to set user fees,
s ubject lo the Ci ty Council's ra tifica tion. With
fo ur elected officia ls o n the S&W B, electo ra l
pressu res can exert a s trong infl uence to delay
ac tion o n rate increases . When the S&WB vo ted
in October 1998 lo recommend increasing sewer
fees by 42%, the three City Council members

sitting on the S&WB voted "for," yet the City
Council did not act on increasing fees until 18
months later.
The 1998 sewer and drainage fee proposals
came at a politically inopportune time. They
would have added to the burden of a new property service charge the city was seeking in 1998.
(See BGR' s Review and Analysis of the Real ProperhJ Service Charge Proposed by the CihJ of New
Orleans under Publications a t www.bgr.org.)
The service fee was defeated by the voters.

use same." This maintenance responsibility is a
contentious issue. The S&WB staff has recommended discontinuing this work as a costsaving measure.

Historical Trends
Since 1989, the S&WB's revenue (excluding the
proceeds of bond issues) has declined over 23 %
in real dollars. During the same period, inflation
adjusted expenditures (including depreciation)
have grown by about 13%.1 See Figure A. In
growing community, an expanding customer
base typically yields increasing revenue without
increasing rates. In conh·ast, the S&WB
customer base has been stagnant at about
139,000 since 1993.

Another entanglement between the S&WB
and the city is a complex agreement governing
responsibilities for subsurface drainage. The
agreement addresses design and construction of
water, sewer, and drainage lines when the city
reconstructs a street, and sets up a system to
account for the
costs involved. The
Figure A
agreement was
Sewerage and Water Board
renewed most
Revenues and Expenditures
1989 - 1999
recently in July
(in millions of dollars)
1992. Constructing
drainage lines over
$200
36" in diameter is
~
$180
the S&WB's
~
$160
responsibility while
-............_
the city is respon$140
sible for
$120
constructing or
$100
reconstructing the
balance. Despite
$80
j Revenues
this division of
I
$60
constru ction
I - - Expenditures
$40
responsibility, the
S&WB agreed to
$20
maintain the
$0
smaller lines "if the
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
Board has funds
Note:
All numbers have been adjusted for inflation and are given in 1999 dollars. Expenditures include
depreciation.
available and the
Source: Sewerage and Water Board, Comprehensive Annual Financial Statement. 1998; supplemented
legal authority to
by unaudited 1999 data.
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agent for this fee,
w hlch is passed
through to the city.

Figure B
Sewerage and Water Board
Service Fee Rev enues

1989 - 2000
(in millions of dollars )
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Note:
All numbers have been adjusted for inflation and are given in 1999 dollars.
Source: Sewerage & Water Board. Statements or Budgeted Revenues and Expenditures. 1989 through 2000

The sewer and water systems are funded by
service fees. Adjusted for inflation, the revenue
from these fees has steadily declined over the
last 10 years. See Figure B. Until the March 2000
fee increase, sewer rates had not changed since
1986. Wa ter rates have remained unchanged
since 1990. The Board has in reserve a 12% ra te
hike for the water system approved by the City
Council in the early 1980' s as the fifth of a fivestep increase. Th e 12% was originally sla ted to
becom e effective in 1990, but because some
capital improvements were postponed, the
Board has held the increase in abeyance.
While the public may have the perce ption
that S&WB bills have increased since then, the
perception may be due to changes in sanitation/ garbage collection charges imposed by
the City of New Orleans (currently $11.00 per
month) . The S&WB merely serves as a collection
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Drainage is
funded with property tax, currently
at 22.59 m ills. The
voters rejected an
extension of a four
mill tax in 1992,
reducing drainage
revenues by about
$6 million per year.
The only recent
growth in tax
revenue for
drainage has been
through a overall
growth in the
property tax base.

Current Financial
Picture
The S&WB's to tal operating budget for 2000 is
$99.3 million .2 By system, budgeted expenses
are:
Sewer
Water
Drainage

$33.4 million
46.5 million
19.4 million

TOTAL

$99 .3 million

The S&WB maintains a five-year capital
plan, which is u pdated annually. The 2000-2004
capital plan was essentially out of date when it
was adopted in December 1999, primarily
because estimates for sewer system rehabilitation are significantly greater than the figures
shown in the plan. The S&WB staff and consultants have apprised the council of the m ore realistic numbers, which are refl ected in Table 1.

Although it is a single
Table 1
entity, state law requires
Sewerage and Water Board
Capital Program by System
the S&WB' s three main
2000 - 2004
functions to operate as
(In millions of dollars)
separate cost centers.
Sewer, w ater, and drainage
2000
2001
2002
2004
Total
2003
each have dedicated
$ 17.6
Water System
$ 28 .6
$ 29.5 $ 11 .1
$ 11 .0 $ 97.8
58.0
57.7
Sewer System
295.3
58.2
59.2
62.2
revenue sources that may
127.3
Drainage
System
101
.9
126.6
72.3
551.1
123.0
be used only w ithin that
$ 202.9
TOTAL
$ 188.2
$ 214.3
$142.6
$1 96.2 $ 944.2
system .3 For each system ,
the net revenue after operSource: Sewerage & Water Board Adopted Capital Program. as amended. and as augmented by updated
sewer system costs for 2001-2004 as provided to Sewer and Water Committee members January
ating exp enditures is avail10. 2000
able for d ebt service and
capital improvem ents, but
consultants estimate that it w ill take over $455
only for that particular service.
million to comply w ith the consent decree and
to perform sim ilar work in Algiers.

Sewerage Collection and
Treatment

Approximately 76% ($44.1 million) of the 2000
sewer capital budget is to satisfy the consent
decree. Another 15% ($8.5 million) is to u pgrade
the Algiers wastewater h·eatment plant to
comp ly w ith an earlier EPA administrative
order. Th e balance of the sewer capital budget is
the sewerage systems' share of general budget
item s and an em ergency reserve.
In the consent decree, the S&WB and the city
conunitted to a strict timetable for rehabilitating
the sewer system . Table 2 provides an overview
of the capital costs and m ajor deadlines, w hich
are staged on a basin-by-basin schedule. (A
basin is a geographic area served by a distinct
section of the sewer system .)
The S&WB's original es timate of $250
million for consent decree capital requirements
proved far too low. Initial work in the
Lakeview Basin indicates m ore breaks than
anticipated, and that an economical trenchless
repair technique is not feasible to the exten t
originally planned. Currently, the S&WB

The S&WB's fun d ing relief from the 30%
sewer rate increase w ill be sho rt-lived. By late
2001, sewer revenues available for capital
improvem ents will be insufficient to m eet
consent decree comrnibnents. Additional sewer
fee increases w ill be need ed in late 2001 and
beyond . S&WB consultants estimate that under
the status quo, an ad d itional 12% increase each
year w ill be necessary from 2001 throu gh 2004.
Cuts in S&WB operating expenditures can offset
some of this, but even the m ost optimistic
projections of privatization savings would not
offset all of the projected increase.

Water Treatment and
Distribution
The S&WB treats 143 million gallons of
Mississippi River water daily, but collects fees
for only about half of it. By sta tute, the S&WB
must provide free service to a number of public
entities.4 The largest sin gle beneficiary of the
free w ater is the office of the C riminal Sheriff
($939,662 in 1999). FiTefighling and sewer
cleanout opera tions constitute a significant
portion of the "free" wa ter. The volume is
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unmetered, and, therefore, the cost is unknown.
More troubling are leaks in the system. The
S&WB does not have a reliable estimate of the
value of water lost through leaks, but it appears
to be a substantial share of the "free" water.

for projects that increase drainage capacity. (For
a list of SELA projects planned for New Orleans,
see BGR' s February 1999 report, The Sewerage &
Water Board's Fee Proposal, under Publications at
www.bgr.org.)

Existing revenues are sufficient to support
the water system capital needs in 2000.
Beginning in 2001, the water system will probably require improvements that its current
budget will not support. The existing authority
for a 12% water rate increase, even if exercised
in the near future, might not be enough to fund
future EPA clean water regulations.

When combined with federal SELA money,
the S&WB has $127.3 million available to fund
the drainage capital projects in 2000, which is
more than adequate. It is in 2001 and beyond
that existing drainage revenues will be insufficient to match available federal funds to upgrade drainage capacity. The drainage service
fee proposed by the S&WB in 1998 was
designed to close this gap.

Sixty p ercent of the water system's five-year
capital program is earmarked for advanced
water treatment facilities in 2001 and 2002.
Improvements are scheduled at both the
Eastbanl< and Westbanl< plants in response to
increasingly stringent EPA requirements to
remove pathogens (disease-causing organisms)
as well as carcinogens. The regulations are still
in flux, so further treatment changes (and
capital expenditures) may be required.

Drainage
With the distinction of being the only U.S. city
below sea level, New Orleans could not have
developed without an extensive drainage collection and pumping system. The existing system
can remove roughly one inch of rainfall in the
first hour, and an additional half-inch per hour
after that.
Severci..l so-called one-hundred-year floods in
the past decade exceeded the sys tem's capacity
and inflicted hundreds of millions of dollars in
property damage. Responding to this problem
in 1996, Congress authorized the multi-year
Southeastern Louisiana Urban Flood Control
Program (SELA) to provide 75% federal funding
through the Army Corps of Engineers, but only
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The S&WB is not required to carry out the
SELA projects. However, the SELA program is
an opportunity to be seized: for the 25 % match,
New Orleans will reap 100% of the benefits.

Closing the Capital
Funding Gap
The S&WB is faced with a continuing demand
for capital for all three of its systems. See
Table 1. It can only meet this demand by increasing net income through higher user fees or
taxes, decreasing expenditures, or a combination. (Prospects for any state assistance in the
near future are dim.)

Increasing User Fees
Existing water and sewer rates in New Orleans
are moderate compared w ith other large jurisdictions. For example, Houston residents pay
24% more, while Birmingham users get a bill
more than twice as high. Other jurisdictions including some in the New Orleans area-have
lower rates. But those jurisdictions are unlike
New Orleans in a major respect: they subsidize
user fees with other sources of revenue, and

Table 2
Sewerage and Water Board
Sewer System Rehabilitation Capital Costs
(through 2010)
Evaluation

Remedial Plan

Construction
Begin
End

Cost
(in millions of dollars)
1

Evaluate Implement Total
CONSENT DECREE COSTS:
1 Lakeview Basin

On schedule

On schedule

1.0

s 26.2

$ 27.2

2 CBD Basin

On schedule

On schedule

01/01 /01

12/31 /05

1.5

25.9

27.4

3 Gentilly Basin

On schedule

On schedule

01 /01 /02

12/31 /04

2.4

26.1

28.5

4 Uptown Basin

On schedule

11/01/00

01 /01/03

12/31/05

2.9

26.1

29.0

5 Mid-City Basin

04/01 /01

11/01 /01

01 /01/04

12/31/06

2.7

26.1

28.8

6 Ninth Ward Basin

04/01/02

11/01 /02

01 /01/05

12/31/07

3.0

26.1

29.1

On schedule 12/14/0 1

s

7 Carrollton Basin

04/01/03

11/01 /03

01 /01 /06

12/31/08

3.0

26.1

29.1

8 N.O. East Basin

04/01/04

11/01/04

01/01 /07

12/31/09

3.0

19.8

22.8

9 Southshore Basin

04/01/05

11/01 /05

01 /01 /08

12/31/ 10

3.0

19.8

22.8

Capacity lmprovements2

0.0

141 .1

141 .1

Shared Activities and lmprovements3

0.0

47.2

47.2

Non-Consent Decree Cost: Algiers Basin

3.0

19.8

22.8

Total Rehabilitation Capital Costs
Encumbered, through 219100
New Funding Required t hrough 2010

$455.8
45.6
$410.2

1. Includes construction, contingencies. design, legal, administrative, and construction management costs. Does not include shared costs applicable to all
basins: these costs are included in the shared capital line item.
2. Includes collection system and treatment plant capacity improvements.
3. Includes the cost or hydraulic modeling, remote sensing instrumentation ror sewage flows (SCADA), pump station improvements, sewer annual contracts,
streets program sewer rehabilitation. and program management.
Source:Sewerage & Water Board

their u ser fees therefore do n ot reflect the true
cost of service. For example, a h alf-cent sales tax
and the city general fund su bsidize the Baton
Rouge sewer system. Jefferson Parish subsidizes
its sewer and water rates with property taxes.
St. Bernard Parish h as a d edicated one-half-cent
sales tax for sewer service.
In lieu of the five-step 42 % sewer fee
increase proposed in 1998, the S&WB and the
City Council con sidered several s top-gap
proposals in early 2000 and ultimately approved
a one-step 30% increase. This is eno ugh to
satisfy tl1e consent decree requirem ents for 2000
and most of 2001, but n o t beyond.

Even thou gh the S&WB is currently on
schedule under the consent d ecree, the 18
montl1 d elay in approving the fee increase seriously impacted the funds available for capital
projects. H igh er revenue does not immediately
increase bonding capacity, which is limited by
formulas tied to past and future net revenues.
State law establishes two fina ncial requiremen ts:
calendar year debt service may n ot exceed 77%
of average net revenue for the two years before
bonds are authorized , and rates must generate
enou gh net revenue to cover a t least 130% of
future debt service.5
The S&WB can work around these
constraints to some extent, but will incur additional finan cing costs in the process. Becau se the
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30 % rate increase has not been in place for the
requisite period, the S&WB must resort to
issuing bond anticipation no tes in 2000 and
2001, to be repaid by the sale of future bonds.
This puts the S&WB in the position of
borrowing today to finance more borrowing

tomorrow.

Cutting Costs
Reductions in S&WB operating costs can offset
some of the fee increases projected to support
capital projects. The S&WB has corrunissioned
several studies to identify poten tial savings,
either through internal reorganiza tion and
work efficiency improvemen t, or through
privatization .
In Februa ry 1999, the S&WB hired the
national firm of EMA Service, Inc. to recommend efficiency improvem ents for the Networks
Division, which performs minor and emergency
repairs for all three systems. (Private contractors
cu rrently perform m ost major repairs.) EMA's
November 1999 analysis found significant inefficiencies, including:

+

The top-heavy organiza tional structure has
one superv isor for every three workers.

•
•
•

Most of tl-1e work is reactive and 40 % m ore
cos tly than preventative work.
There are too many specialty crews .
Equipment repairs take too long, and
responsibility is split among deparhnents.

+ Poorly scheduled support activities (such as
equipmen t maintenance and p arts stocking)
reduce the time work crews have available
to spend on the repair jobs.
EMA's recommendations include eliminating the division of repair crews by system,
assigning multi-skilled workers to smaller
crews, and assigning work on a zone basis to
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foster a sense of w orker owne rship of each
service areas. Some of these recommendations
have already been implemented, and the S&WB
staff indicates that the efficiency improvements
have helped reduce the repair backlog.
Implementing EMA' s recommenda tions
would cost $1.2 million. EMA estimates that
the resulting efficiency improvements would be
equivalent to $4 million a year. EMA' s study
was d esigned to improve efficiency ra tl1er than
cut cos ts. Efficiency improvements per se w ill
not translate into cost savings unless the workforce is reduced or o ther expenses are h·irnmed .
Assuming t11ese occur, EMA's recommendations
have the potential for shaving three to fiv e
percentage points off user charges in th e long
term.
In Ma rch 2000, the Board voted to implement a revised version of EMA's proposal.
One reason for the four m onth delay following
EMA's recommendations in November 1999
was the time it took to present the proposal to
five S&WB conunittees.
Separate from EMA's work, the S&WB staff
has recommended additional cost cutting/ costshifting measures. S&WB management recommended staff reductions and elimina ting
standby and overtime pay, w ith savings of over
$1 .5 million. As a practical ma tter, som e of these
savings are being realized through a th·ition.
Other proposals (along witl1 the staff's es tima ted annual sav ings) include:

+ Have the pens ion fund a bsorb its expenses
($600,000).

+

Repeal statuto ry prevailing wage requirement for conslTuction contracts ($1 .5
million) .6 The S&WB is the only agency to
wh ich this applies. A similar require ment
previously imposed on tl1e city has long
since been repealed.

+ Purchase natural gas for the power plant on
the o pen market ($3 million). The S&WB
a ttempted this in 1995, but was rebuffed in
court on the grounds that open m arket
purchase would violate NOPSI's exclusive
gas franchise.

+

Rebid the wastewater treatment plant operating contract ($750,000 to $1.0 million).

+
+

Discontinue free service ($4.3 million).
Shift ca tch basin cleaning to the city's work
force ($3.9 million).

The Board has already rejected some of the
recomm endations, some require legislative
approval, and some have legal pro blems.
Further, the last two proposals would only shift
expenses to o ther public entities rather than
save m oney in the aggregate. The ratepayers
/ taxpayers of Orleans Parish would ultimately
foot the bill.

Role of Privatization
Priva hza tio n is not new to the S&WB.
Wastew ater h·eatment plant operations have
been privatized since 1992. Compu ter operations in the central office, security, and janitorial
services are contracted. Street repairs necessitated by utility work are gen erally let out to
priva te companies. The S&WB plans to invite
proposals to privatize a new power plant.
It w as only recently that the S&WB began to
consider privatizing the sewer and water collection and distribution network, w hich includes
the thousands of miles of pipe u nder the sh·eets
of New O rleans. Privatizing this network
activity is totally new to the S&WB, and is
largely new to other parts of the country.
Although there are m an y examples of privatized wa ter and sew er treatment plants,
priva tized network operations are unusual.

On June 8, 1999, th e S&WB engaged Verner
Liipfert (a Washing ton, D.C. law firm w hich
also advises the City Council's Utility
Committee), teamed w ith Camp Dresser &
McKee, Inc., Deloitte & Touche LLP, and
Essential Environmental Engineering, Inc.
Verner Liipfert en gaged a local attorney,
William Broadhurst, to assist in the effort. This
team, collectively called the "financial advisor,"
was selected witho u t a competitive procurement
process. The S&WB asked the financial advisor
to provide "an accura te analysis of the factors
affecting the System s' user fees . . . if SWB
ado pts any of the alternatiyes available for
operating the Systems." The contract does no t
include the drainage system or the power plant
and elech·ical h·ansmission sys tem .
The original financial ad visors' contract had
a m aximum price tag of $100,000 plus expenses.
The contract w as amended twice. In July 1999, it
was extended and increased by $75,000; in
February 2000, it was ex tended and increased
again by $150,000 to its curren t amount of
$325,000 plus expenses.
The financial advisor has produced two
reports thus far. Both reports describe the experiences of utility privatization conh·acts in other
areas of the coun try, but neither report analyzes
how those experiences apply to New Orleans.
The second (the m ore comprehensive of the
reports) consists largely of news clippings about
systems in other communities depicted as
privatized success stories.
The re port offers fo ur exam ples of privatized
managem ent, opera tions, an d m aintenance:
Atlanta (water only), Indianapolis, Milw aukee,
and New H aven (sewer only) . The reports do
not provide data on how the 20 to 40 % savings
claimed for priva tization in o ther communities
was calculated. BGR's review indicates that
none of tl-1e privatiza tions highlighted in th e
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report provide a solid basis to estimate potential
savings here. 111e examples of privatization
sav ings p resented in the reports do not present
situa tions easily transferable to New Orleans.
The "comparables" are not comparable.
Neither report analyzes where S&WB privatization savings w ould occur, nor does either
estima te what the savings might be. Instead, the
analyses simply assume the S&WB would save
20 to 40% of operating and maintenance costs,
and calculate the fee impact of this assumed
savings.
Under the mo re optimistic savings es timates,
the financial advisor indicates tha t privatization
could almost elimina te the need for a fee
increase (including, by implication, the recent
30% increase). Based on more recent information, BGR disagrees with this conclusion, 111e
financial advisor's estimates assumed capital
needs tha t were significantly lower than current
estima tes, a nd assumed $4.0 million more in
EPA funding than is actually available in 2000.
The possibility of future savings through
some form of privatization will no t help the
S&WB fund consh·uction work p resently
required by the consent d ecree. By statute, "no
conh·act or expenditures of any kind shall ever
be made in anticipation of an y su rplus of either
construction or m aintenance fund."7 Savings
from p rivatization must be "in the bank" before
they can be used to fund construction conh·acts.
One of the problem s with ap plying a 20 to
40% ra te savings to New Orleans is tha t the
savings illustrated b y the financial advisor have
not been achieved in comparable situa tions.
Such savings have been reported where trea tment plants -not networks-domina ted the
privatized scope of work. H ere, the w as tewa ter
trea tment plants are alread y priva tized.

10

BGR Outlook on Orleans Parish

Self-contained treatment pla nts lend themselves to privatization. 111ey are clearly d efined,
readily inspected facilities w ith well-known
operating parame ters that a conh·actor can
direc tly control. They can be automated . 111e
scope of work is la rgely d eterminable. In
contras t, ne twork operations involve facilities
tha t are almost to tally underground and subject
to d eterioration a nd d am age from largely
unconh·ollable forces such as uns table soils,
heavy bus and lTuck h·affic, and adjacent
construction ac tivities.
The Verner Liipfert team h as recommended
packaging all sewer and wa ter function s
together in a "global" privatiza tion. As a result,
t11e S&WB has pos tponed rebidding private
operation of its sewerage h·eahn ent plants. Since
1992, a priva te conh·actor has been opera ting the
sewerage trea hnent plants, o riginally under a
five-year conh·act, now exten ded on a year-toyear basis. The S&WB staff es tima tes p roba ble
annual savings of $750,000 to $1 million on the
$7 million con tract if it were rebid.
The financial advisor's recommenda tion to
p roceed w ith p rivatization did no t address the
specific steps necessary to get there, no r did the
reports analyze the legal constraints (such as
state purchasing laws and civil service requirements) on priva tizing.
The tenor of the financial advisor's reports
prod uced so far has been mo re a promotion of
priva tization than a dispassionate analysis of
how it applies to the S&WB. This is a concern.
Key members of the financial advisor team
either participa te in joint ventures holding
priva tization contracts in o ther pa rts of the
country, or have cl ients who do so. While these
firms are na tionally recognized in their fields,
the fac t tha t they a re advising the S&WB on
privatization w hen they or their clients a re
potential bidders raises the possibility of

conflicts of interest that have not yet been
publicly addressed. Further, even though
Verner Liipfert is a law firm, it is unclear
whether Verner Liipfert is operating under a
lawyer-client relationship with the S&WB,
which would impose a particularly strong obligation to disclose and resolve potential conflicts.
On the basis of the first two reports, the
S&WB decided to have the financial advisor
develop a plan for a managed competition
procurement. Managed competition is a variant
of privatization in which private companies and
the existing S&WB staff would bid against each
other. While privately managed utilities have
some advantages, staff-managed systems also
have some, such as the advantage of not having
to pay taxes or produce a profit for shareholders. Public workers tend to win bids when
service is labor-intensive, and private contractors tend to win when the service is technological or capital-intensive.
The contract amendment to develop a
managed competition procurement plan directs
the financial advisor to "present options and
recommendations for a scope for the procurement, outline criteria for a RFP /RFQ and
proposed contract. .. determine a time line ...
outline the S&WB's responsibilities ... and
develop a cost budget for the process." The
report is due in mid-May.
As of this writing, managed competition
remains merely a concept. Neither the S&WB
nor its consultants have articulated how
managed competition will be implemented
within the existing legal framework governing
the S&WB. It is unclear how the employees can
organize to operate the systems, particularly in
view of constitutional and home rule charter
constraints that vest the Civil Service
Commission with the authority needed to
restructure the workforce. The Board has

considered (but not acted on) providing outside
assistance for the employees to develop their
managed competition bid.
The next report from the financial advisor
may address some of these issues, but the most
recent amendment to the consulting contract
does not require it to do so in any detail.

Impact of Civil Service
All but five of the S&WB's 1,375 employees
are classified civil servants. The constitutionally
independent: New Orleans Civil Service
Commission has considerable power over privatizing or restructuring the S&WB. The commission's regulations prohibit privatization without
the commission's prior approval.8 (The
Commission approved the privatization of the
S&WB's wastewater treatment.plants in 1992.)
Thus far, civil service has not been
addressed in the financial advisor's analyses;
and EMA has only begun to evaluate the role of
civil service in implementing efficiency
improvement recommendations. How civil
service reacts will affect how well the S&WB
staff can compete with private contractors
in a managed competition procurement.
BGR understands that the S&WB staff has
initiated discussions with the Civil Service
Commission's staff. It would be prudent for the
S&WB to continue the dialog and involve the
Civil Service Commission itself to reach a clear
understanding of what the commission will and
will not approve.

Job Retention
For the cities used as examples of privatization
savings, the financial advisor noted "a significant amount of the savings were the result of
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sizable employee reductions ... ." Some members
of the S&WB have indicated publicly that they
favor a "no layoff" provision in a privatization
contract, a common clause in the transfer of
public utilities to private, for-profit m anagement.

+

Number of contracts: For a given scope,
should privatization be implemented under
one or multiple conh·acts? Repairing underground pipes requires d ifferent expertise
than operating a water trea tment plant.
Equipment m aintenance demands yet
ano ther set of skills. A single "global" privatization contract may appear to be easier to
bid and manage from the S&WB' s perspective, but only a small number of firms
nationw ide are in the business of op erating
large utility system s. Fewer still have exp erience w ith both h·eatment and networks. If
d iscrete components of the S&WB w ere
privatized, it would open up the process to
more competitors, an d could avoid dependence on a single contracto r.

+

The procurement process: Privatization
contracts are typically negotia ted w ith
contractors selected through a preliminary
process to screen for qu alified bidders. The
low bidder d oes no t necessarily win. Unless
managed w ith the utmost integrity and
openness from its inception, the procurement p rocess w ill be rife with opportunities
for political influence and pa tronage. If a
bid der is considered to have the "inside
track," the perceived bias could discourage
potential competitors.

+

Up-front payments: In Atlanta, tl1e w inning
water system contractor paid tl1e city $10
million to get the contract. An up-front
paym ent has been discussed at som e of the
S&WB and City Council m eetings. An
immediate infusion of cash is attractive, but
an up-front paymen t would no t be free. The
S&WB customers would ultimately absorb
the cost over the term of the contract.

Approximately 57% of the S&WB budget is
devoted either directly or indirectly to personnel
costs. To tl1e ex tent that this is "off limits" in tl1e
privatization process, the potential for savings
tlu·ough privatization will be reduced .
Additionally, the city's own w orkforce may be
disrupted if S&WB employees are protected by
"bumping" less senior employees in other civil
service jobs w ith the city- a right afforded them
under civil service rules.
Planned ath·ition can ease the impact of
privatization on the existing workforce.
Attrition a t the S&WB historically occurs disproportionately am ong the low skill laborer positions, w hich does little to thin out the overpopulated supervisory ranks. However, the EMA
s tudy noted tl1at the higher skilled employees
are in the supervisory levels, and that redeploying these workers to field operations could
improve performance.

Open Issues
In approaching privatization, the S&WB must
decide on several major issues:

+ Scope: Will the contract be limited to the
networks, or will it include w ater and sewer
trea tment plants? Will drainage be
included? What about planning and engineering functions, or equipm ent maintenance? Will privatization include "back
office" functions such as billing and collection ?
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+ Unexpected repair and replacement cost:
Who would bear the cost of unforeseen
repairs and replacements? The extent of

future repairs and maintenance for the
S&WB's far-flung network is unpredictable.
After a contract is awarded, the contractor
would have many opportunities to d emand
change orders that can potentially erode the
savings that privatization offers.

•

•

•
•
•

Planning and implementing capital
improvements: Conflicts are likely to
develop between the Board and a private
management company over identifying and
paying for capital repairs as opposed to
classifying the work as maintenance. Would
the S&WB or the contractor be responsible
for the design, funding, and construction of
capital repairs, especially when required by
new environmental regulations?
Work induced by street repairs: Who would
pay for or perform sewer, water, and
drainage line repairs when streets are
opened by the city? At present, the S&WB
performs major line replacements concurrently with the city's street repair work,
which saves money in the long run. A
private company would not have the same
incentive to follow this practice.
Regulatory risk: Who would pay fines if
federal or state environmental standards
were violated? Who will pay if the fine is the
result of an accident or an unforeseen tightening of regula tions?
Inflation risk: What cost-of-living increases
(if any) will be allowed in water and sewer
rates or in management fees? Private
management contracts customarily include
inflation adjustment provisions.
Customer fees: Would the private contractor
or the Board set fees for non-recurring
services such as inspections, meter installations, and the like?

•

Force majeure events: What events, such as
a hurricane or major accidental damage to
facilities, would excuse non-compliance w ith
contract requirem ents? Who would provide
and pay for service in the interim?

Tort liability: Who would be responsible for
• compensation
judgements arising o ut of
unforeseen events such as sewer backups or
construction damage? Claims against the
S&WB are a major cost. (The largest claim
pending is an an $11 million award on
appeal to the Louisiana Supreme Court. The
provision for S&WB claims in the last three
years has ranged from 5 to 8 % of S&WB
revenues.)

•

Financial strength of the contractor: What
level of assets and equity would be required
of the contracting company? How liquid?
Will a parent company be "on the hook" if
the contracting company defaults on any
provision?

•

Default provisions: What consti tutes a
default, and what remedy would be available to the Board? Who would provide
service to customers while the contractor is
in default?

•

Penalties and incentives: What constitutes
superior service and what should the incentives be to encourage improvements? (IRS
requires at least 80% of the private
company's total annual compensation to be
based on a periodic fixed fee. This limits
flexibility for performance incentives.)

•

Management and audit: How would the
S&WB manage and audit the private
contractor? The long-term ability of the
S&WB to manage a private con tractor
will be critical to the success of any
privatization effort. The remaining postprivatization S&WB staff could easily be
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"outgunned" by a private contractor's larger,
more highly paid staff and professional
consultants.

Conclusion
The S&WB is beset with problems that have
developed over a long period of time. While the
difficulty of funding the consent decree is the
most inunediate, it is only one of a larger set of
problems that neither a rate increase nor privatization w ill solve. In fact, privatization may actually draw attention away from the underlying
problems, and could create a host of additional
issues.
The S&WB's own studies provide abundant
evidence that its practices are inefficient.
Substantial savings could be achieved (or more
work performed) without privatization by reorganizing and changing management practices,
at least in theory. In reality, the collective difficulty of S&WB management, the Board, and the
City Council to move decisively w ill make this
type of change laborious. It is unlikely for the
Board and its staff to achieve significant cost
savings internally unless legal, institutional, and
operational constraints are addressed.
Privatization cannot significantly reduce
costs without cutting jobs, either through attrition or layoffs. Any appearance of savings
without personnel cutbacks is likely to mask
hidden costs or contract loopholes that would
allow a private contractor to recoup profits
otherwise eroded by maintaining the existing
workforce.
Privatization of sewer and water functions
will not fund the local matching share of federal
money available for drainage improvements. In
fact, it could actually eat into the funds available
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for construction by forcing the drainage budget
to support a larger share of S&WB overhead
costs.
A private contractor will have an intrinsic
incentive to minimize its cost, even at the
expense of the long-term integrity of the city's
infrastructure. The S&WB - more precisely, its
ratepayers-will have to foot the bill for rehabilitation work if a private conh·actor allows the
system to deteriorate. A contractor will be
obliged to perform only what is in the contract,
but the S&WB must keep the systems running
under any and all conditions. The S&WB has
performed this function w ith demonstrable inefficiency; nonetheless, the city's s~wer, water,
and drainage systems have served New Orleans
continuously for a century. And for more than a
decade, these systems have operated without a
rate increase.
Whether privatization is a "good deal" for
ratepayers will depend entirely on how a future
contract is written and managed. Privatization
contracts typically exceed hundreds of pages.
Minor omissions or linguistic twists can open
the door to change orders and conh·act claims
that can wipe away promised savings.
In effect, privatization is the process of
granting a monopoly for a public health function. If substantially all of the S&WB operations
are privatized, there is a risk of becoming
dependent on a single contractor, and the S&WB
could be at a serious long-term disadvantage if
this risk is not addressed in the procurement
process.
Ultimately, privatization cannot rectify the
S&WB's deep-seated political, institutional, and
managerial problems. A host of unanswered
questions remain about how it would be implemented, and about whether long term savings
will be realized in practice. The contract may

cost less than current operations, but it d oes not
necessarily follow that there w ill be savings
w hen the cost of overseeing the conh·act and the
cost of performing the work that "falls through
the cracks" of the privatiza tion conh"act are
counted.
Privatization would still be subject to the
vagaries of the inter twined system of running
the S&WB tha t involves the managerial staff, the
Board itself, the City Council, a nd (on key
employmen t issu es) the Civil Service
Conunission . It is a system of institutionalized
inefficiencies dominated by diffuse and sluggish
d ecision-making. While the re are reasons to
embrace p rivatiza tion, there are also reasons fo r
the public to be wary of the conh·actor selection
process, the negotia ted conh·act itself, and how
the S&WB will manage it.

Endnotes
I. S&W B expenditures g rew m odestly throu g h 1997.
Since then, a hiring freeze resulted in the wo rkfo rce
d ro ppin g fro m a n a ll- time hig h of 1,650 in 1997 to a bout
1,375 a l prese nt, a lmos t exclus ive ly thro ug h at triti on. Th is
redu ctio n mod e ra ted ex pe nditure gro w th in l 998, but
expe nditures g rew in ·1999, prim a rily due to the cost of
serv ices a nd utilities, a nd the p rov is io n fo r cla ims .

2. The o pe ra ti ng bud ge t d oes no t includ e boo kkeeping
e ntries for dep recia tion tota ling 528 ..J millio n for a ll three
serv ices.
3. The requi re me n ts for d edica ting reve nu es on a
serv ice-by-service basis a re fou nd in LRS 33:4 12 1(A)(3) fo r
se wer; 33:4096(A)(3) a nd (B)(8) for wa le r; and 33:4121 ,
4 137, a nd 41 47 fo r drainage.
4. The free wa ter a nd sewe r manda tes a re in LRS
33:4096(A )(l ) and 33:4121 (A)(1).
5. Debt service coverage ra ti os a re add ressed in LRS
33:4 12 I (13)(2) and 412·1(D) for sewe r; a nd 33:4096(8)(2) and
.J096( D) fo r wate r.
6.

The preva iling wage p rov is ion is in LRS 33:.J085 6(2).

7. LRS 33:4089 p rohibits s pe nding in a nticipa tio n of a
s urp lu s.
8. Rul e 111.6.4. of the Civil Service Co mmiss ion regu lations address priva tizatio n .
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Privatization of Sewerage and Water Board Operations
Quick View
+ A 1998 federal consent decree requires the Sewerage and Water Board (S&WB) to spend about
$455 million over 13 years to repair New Orleans' aging sewerage system.

+

To fund the consent decree requirements, the S&WB and the City Council recently approved a
30% sewer fee increase. This will be sufficient for 2000 and most of 2001, but not beyond.

+

The S&WB is considering privatizing the sewer and water systems (but not drainage) to
reduce costs and free up funds to devote to capital improvements. The current plan is to
follow a managed competition process in which private companies and the existing S&WB
employees would bid against each other.

+

There is no good estimate of how much privatization would reduce S&WB costs. However,
even under optimistic projections based on the experience of other cities, increasing sewer fees
would still be necessary.

+

New EPA regulations will require costly improvements to water h·eatment p lants. To pay for
these improvements, the S&WB will probably have to exercise its existing authority to impose
a 12% water rate increase

+

Over $300 million of federal funds are available on a three-to-one basis to pay for major
drainage improvements. Current drainage revenue is adequate to match these funds in 2000,
but beyond that, additional revenues will be needed to take full advantage of federal funding.

