
 
   MILLER TABAK ASSET MANAGEMENT 
 

Impac t  o f  Hur r i cane  Sandy  on  U .S .  Mun ic ipa l i t i es  

November  2012  

Impact of Hurricane Sandy on U.S. Municipalities 
 
Hurricane Sandy will almost certainly turn out to be one of the costliest U.S. storms on 
record.  Given the scope and severity of the damage, it is difficult to estimate the costs 
from the fires, floods, wind and rain, but initial estimates of $30 billion to $50 billion may 
turn out to be too low.  By comparison, the most expensive U.S. storm so far, 2005's 
Hurricane Katrina, caused $46.6 billion in damages.  In the wake of Hurricane Sandy there 
have been unprecedented levels of damage to power, subways, commuter rail, and 
telecommunications.  Airports and roads also experienced water damage and service 
disruptions, but are returning to normal more quickly.   
 
MTAM is closely monitoring the impact of damage related to Hurricane Sandy along the 
East Coast, and its effects on general governments, utilities, educational and healthcare 
facilities, and transportation systems.  Coastal areas in New York and New Jersey were 
affected most heavily by the storm, although some locations more inland and in other 
East Coast states were also impacted.  Over the coming weeks and months, as more 
information on the level of damage and prospects for reimbursement and rebuilding 
become available, MTAM will continue to examine our internal ratings in affected areas 
and make adjustments if and when appropriate.  We will be focusing on the governments 
that were relatively less prepared, that had lower levels of liquidity, and less robust 
contingency plans.   
  
Most of the local governments hit by Hurricane Sandy have contingency reserves for 
weather events, and will also be eligible for aid from the Federal Emergency Management 
Agency.  For disaster areas, the federal government pays 75% or more of emergency 
costs, and up to 75% for hazard mitigation projects.  President Obama has authorized 
emergency funding for New Jersey, New York, Pennsylvania, Massachusetts, Rhode Island, 
Connecticut, Maryland, Delaware, West Virginia and the District of Columbia.  States 
sometimes help local governments bridge any gaps in cash flows if there are delays in 
federal reimbursements.  In the wake of Hurricane Irene, for example, Vermont 
accelerated local aid and allowed local banks to borrow from the state’s Municipal Bond 
Bank to fund short-term loans for municipalities for clean-up costs. 
 
But there can be serious risks to municipal credits.  Those risks include: upfront cleanup 
costs that exceed budgeted contingencies; a lag in aid from state or federal governments; 
and delays in insurance reimbursements.  Hospitals in hard-hit areas also may suffer from 
a significant decline of patients or the closures of outpatient clinics and doctors’ offices.  
In addition, there could be expenses for overtime staffing of emergency workers and the  
costs of cleanup.  Insurance may cover a majority of the costs associated with storm-
related damage, but is unlikely to cover all of what will likely be higher expenses for the 
period. 
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In the immediate aftermath of a number of past disasters, a consequent reduction in the 
credit strength of municipal debt seemed inevitable. However, any economic and 
financial impact of those events has proven manageable in the short term and not 
detrimental to long-term credit quality.  Ratings have rarely been adjusted based solely 
on the impact of disaster-related damage.  Property is often rebuilt or replaced, largely 
with funds that are reimbursed by other levels of government and private insurance.  The 
replacement property may be of higher value than the original. 
  
In the near term, MTAM will be most concerned about the magnitude of damage in a 
particular locality, and the extent to which management was prepared for a major storm 
event.  MTAM takes this level of preparedness into account in assigning internal ratings, 
but if damage is more acute than envisioned, we will assess the risk that sufficient funds 
may not be available for non-discretionary costs including debt service.  If we perceive 
heightened risk, a given rating will be re-evaluated.   
  
In the longer term, MTAM will become concerned if damage appears to be of a magnitude 
that fundamentally changes a municipal issuer's economic prospects.  The highest level of 
concern is likely to be in areas in which rebuilding is prolonged, incomplete, or costly to 
the locality, or in which population out-migration appears long-lasting.  This could reduce 
the community's tax base or impair its growth potential. 
  
MTAM believes that widespread downgrades of revenue bonds due to Hurricane Sandy-
related damage are unlikely largely for the reasons stated above.  However, particular 
risks to entities whose ongoing operations are critical to pledged revenue generation may 
make their bonds more susceptible to downgrade.  The most vulnerable kinds of debt 
include: sales and special tax revenue bonds, revenue bonds supported by operations of 
health care, educational, housing or other enterprise entities, and issuers of other 
revenue bonds.  Similar to issuers discussed above, our analysis will include the 
magnitude of damage and the municipality's preparedness for such an event.  Those with 
severe damage and weaker cash flows prior to the storm will be of greatest concern.  
 
Municipal utility issuers in the affected area are likely to experience operational 
disruption but generally maintain sufficient resources and liquidity to buffer the financial 
impact until more permanent funding arrangements are secured.  Additionally, the 
authority and capacity to increase rates as necessary to maintain adequate cash flow is 
viewed as a fundamental credit strength for these issuers. 
  
For higher education institutions that have experienced some facility damage, MTAM 
believes most have the ability to manage the increased costs associated with repairs.  If 
there are institutions that remain closed for an extended period of time due to more 
extensive damage, we will monitor on a case by case basis to determine whether there 
will be longer-term negative repercussions, including potential impact on future student 
demand. 
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In conclusion, local governments on the East Coast hit hardest by Hurricane Sandy could 
face downward pressure on their credit ratings if they have significant unbudgeted costs 
for cleanup that are not covered by insurance or various kinds of aid.  But such 
downgrades should be rare and only in extreme cases.  U.S. municipal issuers have an 
extremely strong track record of recovering from natural disasters [such as Hurricanes 
Katrina, Isaac, and Irene] without impairments to bondholders.  The immediate 
disruptions of these disasters tend to cause short-term liquidity problems, but subsequent 
spending from insurance, federal aid, state support, and private charitable donations is 
very stimulative for local and regional economies. 
 
 
 


