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Introduction

On November 13, 2013, the Committee on Small Business, chaired by Council Member Diana Reyna, will hold a hearing entitled “Oversight: Restoring New York City’s Small Businesses One Year After Hurricane Sandy.”  New York City’s small business community continues to face economic challenges one year after the hurricane commonly referred to as “Super Storm Sandy.” This hearing will explore the steps that the City and others have taken to help affected businesses, including the public and private resources available to said businesses. The hearing will review the City’s response to the storm as it relates to small businesses, and evaluate ways in which struggling businesses can be supported. Those invited to testify include representatives of the Department of Small Business Services (SBS), the Economic Development Corporation (EDC), the Department of Consumer Affairs (DCA), the New York State Department of Financial Services (DFS), the New York State Department of Labor (NYSDOL), the New York Business Development Corporation (NYBDC) and the United States Small Business Administration (SBA), along with advocates, and community service providers.  

Background
The success of the small business sector is vital to the overall health of the City’s economy and cannot be overstated.  Approximately 98 percent of all businesses in New York City are considered small businesses (about 200,000 businesses) and make up nearly 50 percent of the City’s private sector workforce.
  On October 29, 2012, Hurricane Sandy devastated many communities in New York City and the surrounding areas. Reports indicate that New York City sustained $19 billion in public and private losses.
  In addition to causing loss of life, halting public transportation, forcing school closures and damaging infrastructure, Hurricane Sandy impacted many small businesses in flood zone areas, damaging some and completely destroying others.  Many of these small businesses are now in desperate need of repair and rebuilding.
 
Many of these businesses were the fabric of their respective communities, providing goods and services to neighborhoods, including other businesses, creating employment for City residents and generating tax revenue for the City of New York.  However, small business owners are facing difficult challenges one year after Hurricane Sandy. These challenges include a lack of access to capital and technical assistance, as well as managing the complex regulations and processes of government, utility companies and insurance firms.

Government Assistance For Small Businesses Impacted By Hurricane Sandy

There are several programs available to small businesses impacted by Hurricane Sandy.  These programs are offered by local, state and federal government and through partnerships with entities such as the NYBDC, the Partnership for New York City (“the Partnership”) and other private enterprises.
Emergency Loan Fund

As a collaborative response, the City of New York, Goldman Sachs, and the New York Bankers Association provided $10 million in emergency loans to help New York City businesses damaged by Hurricane Sandy.
 This program was administered by SBS and the NYBDC.  The emergency loan program  was created for independently owned and operated businesses paying taxes in New York City and for non-profit organizations that are located in New York City, have fewer than 100 employees, filed 2011 business tax returns and experienced direct damage through flooding or power outages as a result of Hurricane Sandy.
 As of August 12, 2013, when the last of these loans was rewarded, 797 loans for $18.29 million had been approved and all were ultimately funded. In total, 1,551 loan applications were received. Of these applications, 797 (51.4%) were approved, 601 (38.7%) were declined, 132 (8.5%) were withdrawn or deemed ineligible for not meeting basic application requirements and 21 (1.4%) were cancelled. Additionally, 514 small businesses were awarded matching grants totaling $4.94 million from funds made available by the Mayor’s Fund to Advance the City of New York and the Partnership.

Small Business Assistance Grants 

On January 23, 2013, Mayor Bloomberg announced that through contributions from Barclays, Citi, and UBS, $1 million in grants would be made available for small businesses that sustained physical damage during Hurricane Sandy.
 The Small Business Assistance Grant Program is offered by the New York Business Assistance Corporation (NYBAC).  It provides grants of up to $5,000 to impacted businesses for physical repairs or to replace equipment.  These grants will be awarded based on eligibility and need, and may be used by recipients for structural repairs, equipment repairs and the purchase of replacement equipment needed for business recovery. To be eligible, businesses must be located in evacuation zones A or B, have annual gross revenues under $10 million, employed fewer than 100 full-time employees at all business locations during the 12 months immediately preceding October 28, 2012, and be located in the same commercial corridor or within the same geographic vicinity they occupied prior to the storm.
 The grants can only be used to repair physical damage or replaced damaged equipment.

Hurricane Emergency Sales Tax Exemption Program 
The New York City Industrial Development Agency provided emergency assistance to small businesses through the Hurricane Emergency Sales Tax Exemption Program (HESTEP).
 This program provided sales tax exemptions of up to $100,000 for each affected company on purchases of building, construction and renovation materials, machinery and equipment and other items of personal property and related services needed to rebuild after the storm.
 Eligible businesses should obtain a HESTEP sales tax exemption letter prior to making eligible capital expenditures. 
 This program was capped at 250 slots and the application process ended on April 1, 2013.

SBS - Community Development Block Grant (CDBG) - Business Recovery

On February 6, 2013, Mayor Bloomberg announced that the City would direct the use of a portion of the $1.8 billion Community Development Block Grant funds allocated to New York City by the federal government to rebuild homes, strengthen infrastructure and for business recovery.
 A total of $293 million of the funds will be dedicated to business recovery.
 The Mayor’s Community Development Block Grant – Disaster Recovery Action Plan (the “Action Plan”) was approved by the federal Department of Housing and Urban Development (HUD) on May 7, 2013, after a two-week comment period.

Business Resiliency Investments
Under this initiative, $90 million will be allocated to provide grants to impacted businesses for physical improvements. 
 The program will fund between 50-75% (up to $2 million each) of business projects aimed at improving resiliency. In order to participate, businesses must meet the SBA definition of a small business.

Business Loans and Grants
Under this initiative, $72 million will be allocated to provide loans and grants to at least 750 businesses. 
 This program will provide expedited low-interest loans of up to $150,000 on similar terms to the City’s existing emergency loan program and provide expedited grants of up to $60,000 to affected businesses.
 These funds will be leveraged against SBA loans, insurance pay outs and other emergency funding businesses have received. The program is currently administered by the NYBDC, but a Community Development Financial Institution (CDFI) may be chosen to run the program as well. 
 At the May 17, 2013 Fiscal Year 2014 Executive Budget Meeting, SBS Assistant Commissioner of Financial Services and Capital Access Colleen Galvin noted that SBS was hoping to make the $60,000 in matching grants available to businesses which had not received a loan from the CDBG funding, but had from another source, such as SBA or a CDFI.

Neighborhood Game Changer Investment Competition
Under this initiative, EDC would identify and reward proposals that would spur economic growth and accelerate recovery in five targeted neighborhoods hit hardest by the storm: the Eastern and Southern shores of Staten Island, Lower Manhattan, Southern Brooklyn, the Brooklyn-Queens waterfront and South Queens. The initiative would offer $90 million in total, and individual projects would be eligible to receive up to $20 million each. The request for proposal process, administered by EDC, runs from March 2013 to December 2013.

Infrastructure and Building Resiliency Technologies Competition
Under this initiative, $41 million will be allocated through a competitive process which would give grants to the most innovative and cost-effective ideas for demonstration projects featuring resiliency products and technologies that can be replicated citywide.
 Proposals would be directed to one of two tracks: a Critical Infrastructure Resiliency Competition, aimed at improving the resiliency of the City’s power and fuel supply, telecommunications, and other vital utilities; and a Building Resiliency Technology Competition aimed at developing technologies to make buildings more resilient.
 The program would be administered by EDC and the Mayor’s Office of Long-Term Planning and Stability, in conjunction with a third, yet-to-be-determined partner with sufficient technical resiliency expertise. The Action Plan states that competition winners will be identified by the end of 2013.

SBS – Insurance Assistance

The Action Plan estimates that between $1.9 billion and $2.4 billion of commercial losses incurred during the storm were uninsured.
 Many affected businesses lacked flood insurance policies. Even businesses with flood insurance incurred significant wind or mold and mildew damage that is not covered by most flood policies.
 As such, SBS partnered with DFS to offer assistance to businesses with insurance issues such as denial of coverage.

SBA - Disaster Loan Program

In 1974, Congress passed the Robert T. Stafford Disaster Relief and Emergency Assistance Act (the Act) that allows special measures, designed to assist the efforts of the affected States in expediting the rendering of aid, assistance, and emergency services, and the reconstruction and rehabilitation of devastated areas, are necessary.
 

Under the Act, the Federal government, through the United States Department of Homeland Security's Federal Emergency Management Agency’s (FEMA), reimburses states and municipalities for funding used for a major disaster.
 The Act establishes the requirements for how the federal government responds to presidentially declared disasters areas.
 A presidential disaster declaration puts into action long term federal recovery programs, including SBA’s Disaster Loan Program.
 This program is the primary federal program for funding long range recovery for private-sector recovery.
 The original presidential disaster declaration for areas affected by Hurricane Sandy has been amended five times to include additional geographic areas outside and to extend the deadline for filing the physical disaster loan application.
 One year after the initial Hurricane Sandy declaration, SBA had approved over $485 million in disaster loans to over 4,111 businesses affected by Hurricane Sandy nationwide.

SBA - Disaster Loan Program - Physical Disaster Loans 

SBA has issued physical disaster loans of up to $2 million to qualified businesses or private, nonprofit organizations in disaster areas nationwide.
 Physical Disaster Loan proceeds may be used for the repair or replacement of the real property, machinery equipment, fixtures, inventory and leasehold improvements.
  SBA loans cover uninsured and under-insured physical damage.
 The interest rate is determined by an applicant’s ability to obtain credit elsewhere (from non-federal sources).
  The interest rate on both these loans will not exceed 4 percent if a business owner does not have credit available elsewhere.
 Repayment can be up to 30 years, depending on the business’s ability to repay the loan.
 For businesses and nonprofit organizations with credit available elsewhere, the interest rate will not exceed 8 percent.
 SBA determines whether the applicant has credit available elsewhere.

SBA - Disaster Loan Program - Economic Injury Disaster Loans

Small businesses, small agricultural cooperatives, small businesses engaged in aquaculture, and most private, nonprofit organizations of all sizes suffering substantial economic injury may be eligible for an Economic Injury Disaster Loan (EIDL) of up to $2 million to meet necessary financial obligations – these are expenses the business would have paid if the disaster had not occurred.
 EIDLs provide the necessary working capital to help small businesses survive until normal operations resume after a disaster.  EIDL assistance is available only to small businesses determined by SBA as unable to obtain credit elsewhere.
 The interest rate on EIDLs cannot exceed 4 percent per year. The term of these loans cannot exceed 30 years.
 The term is determined by the business’s ability to repay the loan.

Sandy Response Issues
Numerous businesses, advocacy groups and community members raised concerns with the response to the destruction that Sandy wrought on small businesses throughout the City. These issues can be broken down into five major categories: a lack of community input into post-disaster planning; a lack of clarity concerning the number of small businesses affected by the storm and in need of assistance; a scarcity of resources available to small businesses which have trouble qualifying for disaster loans due to poor credit; a concern that relief money will be used to significantly change or “gentrify” affected neighborhoods; and concerns regarding insurance claims made by affected businesses.
Lack of Community Input
The Action Plan was designed to take public concerns into account, and as such was open to public comment from March 22 to April 4, 2013.
 However, some have noted that it was unclear to what degree affected businesses themselves had input in the creation of the Action Plan.
 In response to public comments to this effect, representatives of the Administration noted that ideas for the proposed funding were collected through a variety of outreach measures, and pointed specifically to the five Business Recovery Zone “captains” assigned to the hardest-hit areas.
 However, there is little evidence available regarding what sort of outreach was done to impacted businesses outside of the Recovery Zones.
Number and Nature of Small Businesses in Need of Assistance

There is no universally accepted estimate for the number of businesses affected by the Hurricane. According to data provided by the Mayor’s Office of Economic Development and SBS in January 2013, there were 13,290 businesses located in “business recovery zones.”
 However, the Action Plan states that 23,400 businesses were located in “inundation areas.”
 These numbers in turn account only for businesses that may conceivably have been physically damaged by the storm, excluding businesses located outside of flooded areas which lost power, were understaffed while the subway system was incapacitated, or were unable to receive inventory from suppliers which were themselves affected by the storm. Taking into account these many potential challenges businesses might have faced in the wake of Hurricane Sandy, the true number of affected businesses could well be far larger than previous estimates.
In addition, there have also been concerns about which kinds of businesses some of the initiatives outlined in the Action Plan are aimed at. The Alliance for a Just Rebuilding (AJR) noted that the two innovation competitions proposed in the Action Plan divert funding that could otherwise be directed to grant programs aimed at getting businesses reopened and hiring again. Grants might be more useful to smaller “Mom and Pop” establishments which may lack the resources or incentive to participate in innovation competitions.

Overreliance on Loans
Businesses have raised concerns that the resources available to business owners from City, State and Federal sources generally relied too heavily on loans for which many businesses could not qualify.
 As early as November 2, 2012, some business owners noted that programs like the City’s Emergency Loan Fund, and SBA’s Emergency Loan Program were unrealistic for business owners who were already financially overextended due to the storm without taking on the additional burden of a loan.
 In order to qualify for a City Emergency Loan, businesses needed an average credit score of 650 or greater. For SBA loans, businesses must possess a credit history “acceptable to the SBA.”
 Many businesses have struggled to meet the credit requirements for loans, as evidenced by the 37.8% of applicants to the City’s Emergency Loan Program which were denied.

Restoring Neighborhoods
Some stakeholders expressed concern that recovery funds might be used to significantly change or gentrify neighborhoods, and preferred instead that funding be directed at supporting and restoring low-wage firms and industries, thus laying the groundwork for recovery in the poorest neighborhoods. Particular concern in this regard was raised about the Action Plan’s two innovation competitions.
 In its formal response to public comments on the Action Plan, the Administration noted that under federal guidelines, 51% of the CDBG funding must be directed toward low and moderate income workers and areas.

Insurance Concerns
Small business owners have reported difficulties receiving insurance pay outs. These pay outs would potentially help to alleviate the damage caused by Hurricane Sandy. However, there have been indications that more oversight and technical assistance is needed to help small business owners navigate the insurance claim process.
  It has also been noted that most commercial insurance policies do not include flood damage.
 Similarly, many businesses forced to shut down for days due to physical damage or power outages were unable to recoup their losses without a business interruption policy or rider.
  In addition to restrictive policy terms, some businesses may need to prove revenue earned prior to Hurricane Sandy in order to prove loss of revenue due to Hurricane Sandy, which may be impossible for establishments where vital business records were destroyed.
  DFS is charged with overseeing the insurance industry in New York State.
  Through DFS, small business owners can request a review of commercial insurance claim denials.  However, several small business owners have reported that the turnaround time for completed investigations is lengthy.  Consequently, reliance on a reversed decision or action by DFS is not an option when considering whether to reopen or permanently close a business.
 On February 21, 2013, Governor Cuomo announced that DFS would be investigating insurance companies for unacceptable practices related to Hurricane Sandy.
 Shortly thereafter, Governor Cuomo announced a DFS-supervised mediation program for disputed claims by Hurricane Sandy-affected homeowners.
 A similar mediation program for small business owners has not been announced.
Outstanding Issues

Over a year after Hurricane Sandy hit New York City, small businesses continue to face many challenges in their efforts to recover. Chief among these is that, in some areas, many businesses have yet to reopen. In the Rockaways, 30% of businesses are still closed, according to the Queens Chamber of Commerce. Similarly, according to media estimates, 31% of businesses remain closed along Midland Avenue in Staten Island.
 There are multiple reasons for why some businesses remain shuttered, including failure to qualify for loans, insufficient insurance pay outs, or lack of awareness of the breadth of resources available to businesses and their owners.
Even amongst businesses which have reopened, there are widespread reports of business being down in the hardest-hit areas.  This may be due to diminished foot traffic along affected commercial strips, generally poor economic recovery in places where the storm had its most extreme effects, or an inability to regain old customers after moving the business to a new location or temporary closure necessitated by the storm.

Currently there is a second round of Sandy-related CDBG funding from HUD, which was announced on October 28, 2013. The allocation is for $1.34 billion, bringing the total amount of CDBG funding New York City has received to $3.12 billion. In order to access this funding, the City must submit to HUD a “substantial Action Plan Amendment”. 
 Given the community concerns raised regarding the first CDBG allocation the City received, as well as the ongoing struggles of many affected small businesses, it will be important to track and understand the changes and updates the Amendment makes to the initial Action Plan.
Conclusion

The small business community is a core element of New York City’s economy and is vital to the future economic health of the City. A year after the storm, the small business sector is still experiencing and recovering from the effects of Hurricane Sandy.  Today’s hearing will examine the challenges the City’s small business owners continue to face, the actions taken on the local, state and federal levels to ease these challenges, and the potential for future aid to affected businesses still struggling to rebuild in New York City.
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