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Why GAO Did This Study

In 2006, Hurdeanes Katring, Hitn,
and Wilma devastated the Gulf
Coast, destroying wide swaths of
numerons private bosnesses, [n
response, Congress granted the
states a wide range of disaster
relief, inchwding billions of dollars
of grants and tax incentives to
revitalize the Gulf Const,
Specifically, the Gulf Opporiunity
(GO0 Fone Act of 2005 (Pob. L. No.
106135 prowided tax incentives bo
individnals and businesses in
ceriain presldentlally declarad
disaster areas. Congress mandated
that GAD review how state and
local governments allocated and

act and subsequent loglslaton.

This report (1) identifies tax
incentives in the GO Zone Act of
2005 and =ubsequent: legislation for
which state and local govermments
have allocation s oversight
respomsibiliies, (2) describes the
procedures sfate grvemments use
in allocatdng the tax ncentdves,
Including how they plan to mondtor
compliance with federal lavs, and
(3) describes how tax incentives
heve been allocated and for what
prposes, To address these
ohjectives, GAQ analyzed key
documentabion frem GO Zone
states and interviewed state
officinls, selocted local officials,
and representatives from private
and nonprofit entities.

What GAO Recommeands

GAC is ot making any
recommendadons. Technical
comments from officials in the five
atatea, IRS and Treasury were
incorporated as appropriate.

To view tha full preduct, inchading the scope
and methodoiogy, dink an GAD-08-813.
For mens information, contact Michas
Eragiek ot (207) E12-8110 o
brcatekm O gas.gow.

T
GULF OPPORTUNITY ZONE

States Are Allocating Federal TaX Incentlves to
Finance Low-Income Housing and a Wide Range of
Private Facilities

What GAO Found

States with G0 Zones are responsible for allocating and overseeing the use of
fowr tax incentives in the GO Zone Act of 2006, The table below identifies the
Prowisions and the amounts each state received, Alabama, Louisiana, and
Mississippi received allocation authomnty for all four provisions., Florida and
Texas each received 5.0 million in GO Zone low-income howsing tao credit
(LIHTC) authority, but did not receive allocations under the other incentives,

G0 Zome Act of 2005 Cumulative Allocation Aulhoe Bl
Dollars in millions
Incentive Alabama Loulglane  MIEgissippl Tolal
GO Toine tai-auemipt privabe getvity bonds™ 52,174 S7840 $4021 514835
LIHTGs" 45 170 106 23
B0 Zone tax credil bonds 50 00 160 50

GO Zone additional advance rhnding bonds 1,123 4 500 2250 T.BrS
Sowr=: BAD anolpsly of Jobn Cossmlties on Tasstion end Sul Ceeai siake dein.
"Theea proviaions am exlansione of existing federal tex incantivesa. Biates recaived G0 Ffone
allooation authority for these provisions in addition 1o their annual staie allecation.
“Fleida and Texms cach received 3.5 million in G0 Zene LIHTC authority for 2006,
“Diollars for private activity bonds and LIHTCs are munded %o the nearsst million.

With some proceas variations, the three eligible states with GO Zones
generally allocated bond authority on a first-come, first-served basts withoat
consistently tarpeting the allocations to assist recovery in the most damaged
areas. (dfielals in Lowdsiana and Mississippd acknowledged that the frsi-
coane, first-zerved approach led to allocating bond anthority to less-damaged
areas at the start of the prograrm. The five eligible state housing finance
agencies used existing processes to award (0O Zone LIHTCs, bat differed in
how they targeted these credits. For all three bond provisions, state officials
and bond issuers said the bormower's bond counsel is generally responsible for
ensuring that the bonds are compliant with applicable laws when issued.
State housing finance agencies plan to use exasting procedures to monitor
compliance once units are placed In service,

Az of mid-June 2008, eligible states had allocated 87 percent of the GO Zone
private activity bond authority, but bonds issued amount to shout 60 percent
of the total avwarded allocation authority, The bonds issued will be used to
finance a wide range of facllides, Including manufacturing facilites, utlities,
housing, retall facilities, and hotels. State housing finance anthorities have
awarded 95 percent of the GO Zone LIHTCa. Although few housing unies are
cwrrently in service, state housing finance ageney officials 2aid planned units
will be in 2ervice by the mandated deadline. GO Zone LIFTC-furnded units will
address about 17 and 45 percent of the rental housing units with major or
severe damage in the states of Louisiana and Mississippi, respectively. The
three eligible states with GO fones nsed the {ax credit bonds and additional
advance refundings to varying degrees to provide debt relief. State officials
said current economic conditions pose challenges for nsing both GO Zone
bond and LIHTC financing.

LUinlied Statez Government Accountabllity Office
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Government’s response to Hurricane Katrina: A public choice
analysis

RUSSELL S. SOBEL & FETER T. LEESON
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Abstract. We use public choice theory to explain the failure of FEMA and other governmental
agencies 1o carry out effective disaster relief in the wake of Hurricane Katrina. The areas in
which we focus are: (1) the tragedy of the anti-commaons resulting from layered bureancracy,
{2} a type-two error policy bias causing over cautiousness in decision making, {3) the political
manipulation of disaster declarations and relief aid 1o win votes, (4) the problem of acquiring
timely and accurate preference revelations, (5) glory secking by government officials, and (&)
the shortsightedness cffect causing a bias in governmental decision making.

Introduction: Flirting with Disaster

“As we are all aware, disasters are very political events,”! These words could
have easily come from a public choice scholar, but instead were spoken by
then-FEMA Director James Lee Witt when he testified before Congress about
the cause of persistent problems and corruption in government disaster man-
agement back in 1996. Each major 1.S. disaster brings yet another tale of
FEMA corruption and failure, and yet another Congressional investigation
into the problems in FEMA. The failures of FEMA, and of government disas-
ter relief more generally, which occurred in the wake of Hurricane Katrina in
2005 are nothing new: identical problems manifested themselves after virtu-
ally every previous major disaster. What was different this time, however, was
the visibility and severity of the failure, and of the human suffering it caused.
After most other disasters, the individuals who suffer as a result of these gov-
ernment policy errors are geographically diffuse and harder to identify, After
Katrina, however, thousands of them were packed into places like the Super-
dome, resulting in significantly larger media attention to these problems in
FEMA and government disaster management.

Government’s failed response to Hurricane Katrina is a classic case study
in the potential problems with government action identified by public choice
theory. The hallmark of the public choice approach — that individual actors
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