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    Hurricane Sandy struck the coastline of New Jersey and New York on October 29, 2012, causing great damage to residential and commercial property as well as roads and other infrastructures. (Dixon, Clancy, Bender, Kofner, Manheim, & Zakaras, 2013)  Since the storm hit, much progress has been made to rebuild the two states. As part of the recovery process, many property owners turned to their insurance for help to restore their property. Insurance has been the best option for many property owners as it ensures that they can mitigate the adverse financial consequences of such disasters. The hurricane served as a reminder of the importance of catastrophe insurance.
    The insurance industry demonstrated their robust role in the wake of the disaster when they settled more than 90% of claims from the two states in less than six months. The two states alone filed for more than half of the 1.5 million claims for damage caused by Sandy hurricane to vehicles, homes and business enterprises. According to the Insurance Information Institute (III), the rest of the claims were from the other states including the District of Colombia. (Institute)
    However, the above figure does not account for claims for flood damage. The flood damage was insured under the National Flood Insurance Program (NFIP), which is an insurance of the federal government. According to Insurance Information Institute, the Sandy hurricane generated about 250,000 dollars claims from vehicle owners, about 1.1 million dollars claims from homeowners and more than 200,000 dollars claims from business owners. Even though the business claims then accounted for about 13% of the total claims, currently it accounts for 48% of the total amount paid in dollars. This is simply because a commercial property has a higher value than that of a residential one. In addition to that, the businesses are compensated for the lost profits during the catastrophe.
How the Insurance System Works
    The Insurance system works based on risk-based premiums. The greater the risk of suffering damage the more one pays for the premiums. Therefore, it is only logical for a property owner who has a building in an area prone to catastrophes to pay more for insurance than a property owner with a building in an area with less risk. It is very necessary for Insurance providers to charge property owners and homeowners on risk-based premiums because the providers want to remain financially solvent and have enough resources to pay them in the event of damage.
    Regulators are forced to control the licensing of insurance companies, examine financial health and reporting of insurers and review their market performance so that to strike a balance in the Insurance system. The primary regulators of insurance firms in the United States are the state governments. In New York State, the primary regulatory body is the Department of Financial Services. It controls the insurance market by reviewing and approving rates for property owners and homeowners policies. (Winter & Times, 2015)
    Insurance coverage for losses is provided through a set of package policies. Policies such as commercial property and standard homeowners’ policies cover a variety of risks or causes of damage such as fire, theft, and hailstorms. However, flooding insurance is excluded from the package and must be secured through a separate policy. This is because flooding is a catastrophic risk, which has a low probability of occurrence. As a result, most business owners and individuals choose not to secure insurance for such risks. They tend to underestimate the possibility of the catastrophes affecting them.
    In fact, even after purchasing the catastrophic coverage after being struck by a natural disaster, many of these same property owners if they had not made any claims later let their policies lapse. This is the same case for those who are even required by the law to have the coverage, for example, federally backed mortgages. On the other hand, lenders have been less vigilant in enforcing purchase of catastrophic risks like floods.
Insurance Coverage Issues that affected New York
    Many New York residents focused their attention on flood insurance after extensive flood damage from the storm. The private market had provided most of the large commercial properties with insurance, which included flood insurance. On the other hand, even though homeowners in the city were covered by homeowner insurance, the policies associated with the insurance did not cover for flood damage. Therefore, these homeowners and small business owners needed to have purchased flood coverage policies through the National Flood Insurance Program, which is run by FEMA (Federal Emergency Management Agency), so that they were covered for the flood damage.
    When the hurricane struck, most property owners in New York that were affected by it did not have sufficient flood insurance. Some did not have any flood insurance at all. There were several reasons for such a hiccup in the insurance of these properties. Take, for example, more than half of the owners of the commercial and residential buildings affected by the floods did not have their property inside of the FEMA’s 100-year floodplain. The owners were probably unaware of the risks they could face in future and they may not have been required to have flood insurance by the terms of their mortgages.
    Even those in the floodplain, the insurance did not cover for flood damage. There were only less than 50% of the residential properties that were in the Pre-Sandy 100-year floodplain and had flood insurance. This was either because the property owners and their mortgages lenders did not comply or enforce the terms of their mortgages or because the property owners did not have mortgages. Meanwhile, after Sandy, many who had been insured discovered that they were covered for some but not all losses. For example, damages in the basements were not covered for.
Gaps in Insurance Coverage
    After hurricane Sandy several gaps in the Insurance coverage especially flood insurance were revealed. These hiccups should have been given priority attention in efforts to increase the City’s resilience in the event of another catastrophe. The two main gaps in the NFIP coverage for residential structures were lack of coverage for living expenses and lack of basement coverage.     For commercial properties, there was lack of basement coverage, lack of business-interruption coverage and insufficient coverage for mixed-use buildings. Commercial properties under private insurance faced the problem of lack of business interruption and inconsistent coverage for area closures imposed by civil authorities. All these gaps reduce the attractiveness of both NFIP policies and private insurance policies.
Policy Options to Address Insurance Affordability 
As a result, of the Biggert-Waters Act, the insurance risk-based premiums in some areas are expected to increase notably.  However, this could be a problem to the low-income residents who may not be able to afford the purchase. The tension between setting insurance premiums that deal risks with affordability needs to be released. (Kousky & Kunreuther, 2014)
Two approaches could be used to address this issue. One approach would be to have a national voucher program that is consistent with Biggert-Waters authorization of a FEMA-National Academy of Sciences study of affordability. This would be a means-tested flood insurance voucher program for low-income homeowners in flood-prone areas. For example, a low-income homeowner could receive a voucher worth, for example, $350 voucher then he or she would be required to use it to secure flood insurance. If the total flood insurance were $1200, then the out-of-pocket expenses for the homeowner would be $850.
Another complementary tool that would be effective in reducing the expense of insurance is mitigation (premium reduction). For example, if a homeowner decides to invest in mitigation scheme that reduces annually expected damages then his or her premium should decrease by the same amount as the losses. The expected lower claim payments from foreseeable flood damage would result in a decrease in premium. For example, if the homeowner with a $1200 flood insurance invested in the mitigation scheme and received a $350 voucher, then has the reduction of $200 annually from mitigation scheme, the individual would have to buy a premium of $650.
Going forward, the private insurance market is expected to remain very competitive even despite the great losses from Sandy and other hurricanes that have struck recently. Reforms to the NFIP have been enacted after Sandy, however; property owners and homeowners who have been insured by private insurance companies have seen large and permanent increases in the premium rates.
Conclusion
Property owners and homeowners in all states in the US should take the time and carefully read their current insurance policies and discuss with their insurance brokers what is covered and where the gaps are. It is also necessary to determine if the limits of liability complement the current value of the dollar of the coast or replacement or repair of damage. Business owners should also consider adding a prolonged period of indemnity clause to the business-interruption coverage. This will ensure that the insurance supports the business until it returns to the point of pre-loss financial condition.
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