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* Thefederal Department 6f Homeland Segurity announced Monday
“ thatitis beginning a rule-making process that would aifow local
" governments and other public entitles that received Special Com-
[ munity Disaster Loafis after Hurricaries Katrina and Rita to seek

: forgiveness of those loaii obligations In whole or in part. Nearly
- $1hilion in the loans \ere rhade in Louislana, though in some
L cases the total amount of the'loan has not been drawn down.

Hara are sormie of tha Targer loans In the New Orleans area:
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pressed for change

FEMA, from A-1

Local officials have long hoped
that they would not have to re-
pay all or most of these loans.
Monday’s announcement is evi-
dence that the bureaucratic
wheels are in motion to make a
change that will let them re-
move huge debts that have cast
a long shadow on their financial
audits and bond ratings.

“It's a tremendous first step
in getting those loans forgiven;
currently that debt sits on our
books,” said Reginald Zeno,
chief financial officer for the city
of New Orleans. :

“We've been waiting,” said
Gwen Bolotte, Zeno’s coun-
terpart for Jefferson Parish
government, which drew down
all $52 million of its first Com-
munity Disaster Loan, and
about $2.7 million of a second
$14 million loan. “It is progress,
one step in the right direction.”

In making the announcement
Monday, Department of Home-
land Security Secretary Janet
Napolitano described her deci-
sion to proceed with “rule-mak-
ing” to allow forgiveness of the
loans as a consequence of her
trip to the Gulf Coast this
month, and as part of a series of
initiatives to expedite the re-
gion’s recovery.

“Tremendous progress has
been made to help the Gulf
Coast region recover, but it is
abundantly clear that commu-
nities are struggling to meet the
challenges faced by the econ-
omy and the remaining chal-
lenges posed by Hurricanes
Rita and Katrina,” Napolitano
said.

Napolitano's action means the
proposed changes in the regula-
tions will be posted in the Fed-
eral Register. After receiving
comments from interested par-
ties for 60 days, the department
then will write final rules about
how local entities can apply to
have their loans forgiven in
whole or in part.

FEMA has been under the
gun from Congress, especially
the Louisiana congressional del-
egation, for two years to change
its regulations to allow the loans
to be written off, and members
of the state delegation greeted
Napolitano’s announcement as
both welecome and belated. They
called it an encouraging sign
that FEMA has changed speeds
with the arrival of the Obama
administration.

“Better late than never,” said
Rep. Charlie Melancon, D-Na-
poleonville. “This says to me
that this administration is quite
serious about recovery and this
is another example of getting
stuff done that’s been two years
in the making.”

In 2007, Sen. Mary Landrieu,
D-La.,, added language to a sup-
plemental appropriations bill to
require FEMA to allow the
Community Disaster Loans to
be forgiven as they had been in
the past. On the House side,
Rep. James Clyburn, the South
Carolina Democrat who is now

» majority whip and leads the
Hurricane Katrina-Rita Task

mmm Force, authored complementaty
At

language. The law change was
enacted in May 2007, but
FEMA is only now moving to
carry out the mandate.

“The regulations issued by
FEMA today bring us cne step
closer to achieving a fair policy
for our hurricane-impacted com-
munities,” Landrieu said. “The
federal government enacted a
double standard when it prohib-
ited Katrina- and Rita-affected
areas along the Gulf Coast from
being eligible for Community
Disaster Loan forgiveness.
FEMA failed to correct this
mistake under the previous ad-
ministration for nearly two
years. I commend Secretary
Napolitano and the new admin-
istration for addressing special
CDL forgiveness right out of
the gate.”

Landrieu's office noted that it
was Sen. David Vitter, R-La.,
along with then-Senate Majority
Leader Bill Frist, R-Tenn., who
after Katrina in 2005, authored
the legislation making money
available for new loans, but also,
at the behest of the Bush ad-
ministration, included language
precluding forgiveness of those
loans.

The Stafford Act previously
required forgiveness of the
loans when independent audits
determined that, after a three-
year grace period, the affected
communities or agencies were
still not sufficiently financially
recovered to repay them.

According to Vitter’s office,
the top priority after the storm
was to make the loan money
available and the stipulation
that it could not be forgiven
was, practically speaking, the
price of passage. Since then, Vit-
ter has joined with his Louisiana
colleagues in seeking to rewrite
the regulations to allow forgive-
ness.

Vitter and U.S. Reps. Anh

“Joseph” Cao, R-New Orleans,

and Steve Scalise, R- Jefferson,
wrote President Barack Obama
last month complaining that de-
spite congressional support,
“FEMA has yet to establish
those regulations despite their
continued assurance to thé Lou-
isiana delegation that the regu-
lations are being drafted.”

On learning that FEMA is
moving to create the new regu-
lations, Vitter said, “It has taken
nearly two years since we
passed loan forgiveness into law,
but FEMAs announcement is a
long-awaited and welcomed first
step toward forgiving these
community disaster loans.
These loans were crucial for our
cities and municipalities to begin
regrouping and jump-starting
basic services for residents
shortly after Hurricanes Rita
and Katrina.”

Zeno, the city’s chief financial
officer, said New Orleans will
end up using all $240 million in
loan money, including $25 mil-
lion in this year's budget and
the last $10 million of the loan
for next year’s budget.

Jonathan Tilove can be reached at
Itilove@timesplcayune.com or
202.383.7627.

cluded in the 175-page audit,
Department of Transportation
and Development Secretary
William Ankner agreed with all
17 of the audit’s recommenda-
tions.

Ankner, who took office in
January 2008 at the tail end of
the period covered by the andit,
said the department has already
taken steps to fulfill many of the
recommendations. :

He said the most serious
problem — poor tracking of
bridge contracts — will be re-
solved when the Crescent City
Connection’s financial records
are uploaded into the state's
new LaGOV computer system.

Ankner, who could not be
reached for comment Monday,
also wrote that the department
is seeking to cancel a bridge in-
surance policy, with a $4 million
annual premium, to help offset a
projected $10 million shortfall
this year.

The policy provides $100 mil-
lion in coverage that transporta-
tion officials deem unnecessary
because the federal government
would likely pick up most of the
tab if the bridge were severely
damaged in a storm.

Toll revenue

Connick began scrutinizing
the bridge's finances last year

. to find out why surplus toll rev-

enue was not being used for
road improvements as specified
by a state law renewing the tolls
in 1998.

Just one of 11 projects has
been completed, as costs to run
the bridge and three Mississippi
River ferry routes have spiraled
out of control.

Connick said the $36 million
in the reserve fund should be
set aside for West Bank road
projects. He said he plans to in-
troduce a bill this week to re-
place the bridge's largely pow-
erless 13-member board with a
new panel that would oversee
the bridge’s finances and opera-
tions.

The existing board has four
vacancies and has failed to hold
nearly half of its required quar-
terly meetings in the past dec-
ade, the audit said. The board
made audio recordings of its
meetings but did not keep writ-
ten minutes until January, in vi-
olation of the state's public
meetings law, the audit found.

Board members have said
their meetings became sporadic
because their sole responsibility
— prioritizing the road projects
to be paid for by surplus toll
revenue — was completed
years ago.

One of the few bright spots in
the audit is that 94 percent of
scheduled ferry trips were com-
pleted last year, éxceeding the
91 percent goal.

But the aging fleet of ferries
is a major drag on the bridge’s
budget. The ferries consume
more than $8 million of the §27
million annual operating budget
while generating just $250,000
in passenger fees.

That amounts to a loss of at
least $21,000 a day for the fer-
ries, which are heavily subsi-
dized by bridge tolls, with one
of every three toll dollars going
to keep the boats afloat.

The tolls expire in 2012, and
Connick has said he will oppose
renewing them unless West
Bank commuters start getting
more bang for their buck.

Missing contracts
Much of the audit deals with
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basie provisions and safeguards,
including 12 contracts that did
not specify the cost and 16 with-
out due dates for providing

* services, the audit said.

Connick said the missing con-
tracts cast doubt on the conclu-
sions of an earlier forensic audit
commissioned by the transpor-
tation department that found no
evidence of fraud.

“They can't even find all of
the contracts they wrote," he
said. “Who can tell us if money
is missing or not missing?"

Having long butted heads
with the bridge’s top two ad-
ministrators who resigned last
year, Connick said he's hopeful
about Ankner's increased
involvement in'the bridge's day-
to-day operations.

“Without a doubt, he's been
trying to change things,” he
said. “But so far, we've just
scratched the surface of the
problem.”

The audit can be viewed at
the legislative auditor's Web
site wwawlla.Ja.gov.

Paul Rioux can be reached at
prioux@timespicayune.com or
§04.826.3785.

Taxpayers could take hit from board’s gamble

CITIZENS, from 4.1

But participants in a compet-
ing suit in Jefferson Parish,
Geraldine R. Oubre et al v. Lou-
isiana Citizens Fair Plan, say
that the Orleans court did not
have the jurisdiction to settle
the claims in their case, in which
more money is at stake. They
paint the Orleans deal as a
sneaky attempt by Citizens to
do an end-run around their case.

Hammering out a proposal

To prevent Citizens from be-
coming mired in a lengthy tug-
of-war between the competing
cases, attorneys for the state-
sponsored insurer filed requests
in February asking the courts to
stay proceedings so that Citi-
zens could enter into mediation
with both groups.

Under the direction of a me-
diator, attorneys for Citizens
and the Jefferson plaintiffs
reached a deal on March 4 to
settle the suit for $50 million.
The insurer would pay for the
settlement partly with $17 mil-

lion it had set aside for the Or-

leans suit and no longer needed,
and partly through a payment
plan that would run through De-
cember 2010. If another hurri-
cane hit, the timetable could be
extended by three to six
months. Attorneys' fees and liti-
gation costs would be financed
out of the settlement.

Citizens' attorneys John Un-
sworth Jr. and John Cullotta
signed the deal and recom-
mended that the insurer’s board
of directors accept it.

Balking at the deal

| But the Citizens board failed

Y

to act on the $50 million set-
tlement at a series of three
meetings in March, and the deal
expired March 18 after several
extensions. With no clear pros-
pect for settlement in sight,
Judge Henry Sullivan of Jeffer-
son Parish awarded the Qubre
class members $92.8 million last
week in the first installment of
the case.

Citizens has vowed to appeal,
but if Sullivan’s judgment
stands, the insurer would pay
nearly double the cost of the
proposed settlement. Sullivan’s
Jjudgment also is likely to grow,
because his initial ruling applied
only to the first 18,573 claims.
The court must decide whether
another 44,000 claimants de-
serve to collect statutory penal-
ties of $5,000 apiece from Citi-
zens, which could cost the state-
sponsored insurer an additional
$220 million.

Al of this could come back to
haunt the people of the state. If
Citizens does not have the cash
to cover its expenses, it has the
power to levy special assess-
ments on all owners of insured
property in the state. After Ka-
trina, the state shifted that obli-
gation onto all taxpayers by let-
ting property owners take a tax
credit for the special assess-

, ment.

Donelon said that no one on
the board — which includes law-
makers and a designee of State
Treasurer John Kennedy —
had any appetite for the deal,
despite the recommendation
from their attorneys that they
takeit.

In Donelon’s view, Citizens
did not pass up a $50 million

deal only to get stuck with a

$92.8 million judgment in court.
He said the insurer believed it
had dispensed with the matter
entirely in the original $35 mil-
lion settlement in Orleans Par-
ish, of which only $18 million
was ultimately needed. As he
figures it, accepting the Jeffer-

son settlement would have in- *

flated Citizens total obligation
to $69 million.

“No one was arguing its ap-
proval in executive session,” Do-
nelon said. “I am still convinced
that it's in the best interests of
the people of Louisiana to enter
into the $35 million settlement.”

If Citizens were to pay the
global $69 million settlement
and then get hit with a hurri-
cane this year, Donelon said the
insurer would have to levy the
special assessment. That is a
risk he said he does not want to
take.

‘At a loss for words’

Fred Herman, an attorney
representing the plaintiffs in
Jefferson Parish, maintains that
the settlement Citizens bro-
kered with the competing attor-
neys in Orleans Parish does not
apply to his clients. He was in-
credulous that Citizens is em-
barking on such a gamble
against the advice of its own at-
torneys.

“He's the insurance commis-
sioner,” Herman said. “l amata
loss for words to believe that
someone would rather gamble

n hurricane season and the
court system upholding a much
higher judgment than to fix the
exposure and deal with it in a
rational way. I don't understand
that.”

The situation could be dis-

*

cussed at a joint meeting of the
Senate and House insurance
committees on Wednesday. The
litigation subcommittee of the
Citizens board will consider the
situation April 9.

cessese
Rebecca Mowbray can be reached at
rmowbray@timespicayune.com or
504.826.3417.
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