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REAUTHORIZATION OF THE NATIONAL
FLOOD INSURANCE PROGRAM

WEDNESDAY, SEPTEMBER 22, 2010

U.S. SENATE,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
Washington, DC.

The Committee met at 2:08 p.m., in room SD-538, Dirksen Sen-
ate Office Building, Hon. Christopher J. Dodd, Chairman of the
Committee, presiding.

OPENING STATEMENT OF CHAIRMAN CHRISTOPHER J. DODD

Chairman DopD. The Committee will come to order. Let me wel-
come all of our guests here in the—I was going to say we are al-
most awash in humanity here for this hearing. It is not quite a full
room.

Senator Shelby will be here shortly. I gather from my good friend
Jim Bunning that there has been a Republican Conference meet-
ing, and Roger, you pointed out the same, so I presume they will
be coming in, but we will get underway. I have got an opening
statement to make, and Senator Bunning does. I think Senator
Schumer, as well, wanted to make an opening statement when he
comes, and we will get to you very quickly. In fact, if they don’t
come in, we will just go to Jim and I and then we will go right to
you. I know you have got other issues. Senator Johnson, Tim, is
here with us. Tim, thanks for being with us.

Let me start, if I can, and first of all, I welcome, as I said, every-
one here this afternoon for the hearing on the reauthorization of
the National Flood Insurance Program, NFIP. I want to thank
Roger Wicker, our colleague from Mississippi. Roger has talked to
me on the floor on numerous occasions about this issue, how impor-
tant it is to his State. I promised him we would get a hearing on
all of this. There is a lot of interest in the subject matter from a
variety of different perspectives. I am very aware of the Mississippi
perspective and their interest in the subject matter. I am sure
Roger is going to talk about it and others are.

We actually passed a bill out of this Committee, I think last year,
pretty overwhelmingly, and then it passed on the floor pretty over-
whelmingly. The House didn’t, and now the House has acted on a
bill. I am not sure whether or not we are going to respond to that
or not. So we are kind of each getting it done at different times,
and unfortunately, not the same time, so this afternoon’s hearing
is an important one.

NFIP, the Flood Insurance Program, is a very important pro-
gram, providing a range of benefits, as we all know, to deal with
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the often overlooked but serious threat, floods, that cause more
damage and create more economic losses than any other type of
natural disaster. It may come as a surprise for those who are not
well versed in the subject matter, and while the topic may bring
Hurricane Katrina’s Gulf Coast devastation to mind, the truth is
that floods can happen anywhere, and they do.

Parts of my own small State of Connecticut were ravaged by
flooding this spring, and back in the 1950s, before a lot of flood con-
trol programs, the entire Naugatuck Valley, the central part of
Connecticut where a lot of the early days of the Industrial Revolu-
tion occurred, the Naugatuck River overflowed and swamped one
community after another all along that flood plain.

Flood insurance provides critical assistance to 5.5 million fami-
lies and businesses, insurance to help them recover from flood dam-
ages and mitigation assistance to help them avoid damages in the
future. It also provides a framework of responsible floodplain man-
agement, requiring safer, more environmentally sound development
that limits Americans’ flood risks. Together, these measures have
saved taxpayer money by limiting the amount of emergency dis-
aster assistance necessary in the wake of flood events.

Despite these many benefits, the program faces some serious
challenges that threaten its ability to carry out its mission. The
hearings before this Committee in previous Congresses revealed a
number of issues in need of reform. Perhaps foremost is NFIP’s fi-
nancial condition, which threatens the program’s long-term viabil-
ity. Due to increased borrowing to pay claims for catastrophic dis-
asters in 2005 and 2008, the Flood Insurance Program faces almost
$19 billion in debt to the Treasury, a sum that isn’t likely to ever
be repaid. Subsidized rates for nearly 25 percent of policy holders
do not reflect the actuarially sound rates sufficient to cover ex-
pected claims.

Another key issue is ensuring that citizens and the Federal Gov-
ernment understand their risks. Despite mandatory purchase re-
quirements for properties in flood hazard areas, only about half of
all property owners in those areas actually participate in the pro-
gram, increasing their potential exposure to devastating losses.

On top of this, until recently, FEMA had been using outdated
paper-based flood maps to assess risks. These and other concerns
caused the GAO to place the program on its High-Risk List in
2006.

In the last Congress, Senator Shelby and I worked together on
flood insurance reform legislation to put the National Flood Insur-
ance Program on a stronger footing for the future. That bipartisan,
fiscally responsible legislation would have provided comprehensive
Flood Insurance Program reforms to address these pressing issues
that I have raised and talked about this afternoon and would have
reauthorized the program for 5 years. It would have relieved the
Flood Insurance Program’s debt while requiring actuarially sound
premium rates.

We worked with Senator Jack Reed on the provisions to
strengthen FEMA’s mapping capabilities to inform citizens of their
risks and actuarially set premium pricing. I know that Senator
Reed was disappointed not to be here today, but is to be com-
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mended for his work on these provisions and improving the map-
ping provisions.

In recent years, we have heard a number of proposals to improve
insurance options and delivery for so-called “multiperil” events
such as those involving both wind and water, for example, and for
lowering the cost of insuring against catastrophic natural disasters.
Our legislation also called for the creation of a National Commis-
sion on Natural Catastrophic Risk Management and Insurance to
provide expert recommendations to the Congress on these very
complex topics.

In 2008, the Senate adopted this legislation by an overwhelming
92 to 6 vote on the floor of the Senate. Unfortunately, we did not
reach agreement with the House. Since that time, the program has
been operating under a series of shorter-term extensions. And
while our comprehensive reauthorization discussions continue, I
have been working with my colleagues to ensure that the program
remains in force.

Last night, the Senate approved a 1-year extension of the Flood
Insurance Program. A multiyear reform bill is preferable, obvi-
ously, to an extension, in my view. However, such an extension
will, in my view, provide necessary program and market stability
to homeowners, lenders, and insurers while the Congress further
considers the next steps for the reform of the Flood Insurance Pro-
gram.

The purpose of today’s hearing is to return to this discussion of
comprehensive flood insurance reform, something all of us agree is
absolutely essential. We are going to hear from our distinguished
colleagues, and we have been joined by Senator Durbin, who has
had a long interest in this subject matter, and I have talked with
him about mapping issues. I mentioned already, Chuck, that you
had some opening comments, and Senator Schumer and I had a
conversation the other evening about a similar set of issues in New
York. And I suspect we are going to hear from a growing number
of constituencies about the mapping issues that I only initially
heard from Dick Durbin, who raised the issue initially about Illi-
nois, but obviously a growing problem across the country.

Before I turn to our panelists, Senator Shelby isn’t here, but Jim,
why don’t I turn to you for a couple of opening comments you have,
and then I will go to Senator Schumer. I will then go to you. I don’t
know if you have any opening comments, Tim, but if not, then we
will go to our two colleagues who are here.

STATEMENT OF SENATOR JIM BUNNING

Senator BUNNING. Mr. Chairman, thank you for holding the
hearing.

One of my proudest accomplishments in the U.S. Senate was au-
thorizing the 2004 law that reauthorized the National Flood Insur-
ance Program. Senator Johnson was my Ranking Member at that
time, and Senator Sarbanes was very important in getting that bill
completed and through the U.S. Senate because he added some
very, very significant things that gave those people that had a
problem the right of appeal.

Chairman DoDD. Yes.
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Senator BUNNING. Now, it took us many years and many holds
of people to get it done, but we finally got the Vice President of the
United States and the head of FEMA held to get it done, and we
thank you for your help.

We worked very hard, as you did with Senator Shelby, in a bi-
partisan way, including incentives for communities and home-
owners to mitigate flood risk when properties have a history of se-
rious and repeated flood damage, and we provided long-term cer-
tainty for the program for property owners, communities, and lead-
ers. Thankfully, my bill ensured that the Flood Insurance Program
was in place before the Katrina disaster hit.

Unfortunately, the law I wrote expired in September of 2008, and
since then, as you said, Mr. Chairman, we have extended the pro-
gram only for short periods of time, and with the latest extension
of 1 year. But we need to get a permanent law in place, and that
is why we are here today to listen to the suggestions of our col-
leagues in the Senate, and I want to make sure that we do this be-
fore we get out, because I want something to say before I leave this
Congress at the end of the year, and I hope you do, too.

Chairman DobpD. I do, too.

Senator BUNNING. So I look forward to the input of Senator Dur-
bin and Senator Wicker and all of my colleagues on the Committee.
Thank you.

Chairman DoDD. Thank you very much.

Tim, do you have anything?

Senator JOHNSON. No, I will pass.

Chairman Dopp. OK. Chuck Schumer.

STATEMENT OF SENATOR CHARLES E. SCHUMER

Senator SCHUMER. Thank you, and first, I want to thank you,
Mr. Chairman, not only for holding this hearing, but for lending an
understanding ear to the problems, numerous, that we have in
New York. I want to thank Senator Shelby, Senator Bunning, and
my colleagues Senator Durbin and Senator Wicker for testifying.

Now, National Flood Insurance is an important program that has
impacted people all across the country. But as I have witnessed
firsthand in my home State of New York, it is not without its
flaws. As the Senate debates reforms to the program, it is impor-
tant we examine the facts on the ground in places like Nassau
County on Long Island and in Western and Central New York, as
well.

Requiring homeowners in Flood Hazard Zones to purchase flood
insurance is a necessary goal and one in which the Federal Govern-
ment certainly has a role to play. But flood insurance is expensive
for families, often very, very expensive. So we must do everything
we can to ensure that as FEMA modernizes its flood maps, it is ac-
curately assessing what areas are truly at risk of flooding.

Unfortunately, we are coming to find at home in New York that
the various technologies used by FEMA to draw the flood maps are
exhibiting real flaws and vulnerabilities to error, resulting in thou-
sands and thousands of New Yorkers being required to purchase
expensive new insurance even though they live in an area that
hasn’t seen a serious flood for over a century. Let me explain.
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Flawed aerial and GIS survey data in places like Long Island
have resulted in updated flood zones that have ensnared tens of
thousands of residents who never planned or expected to have to
pay for costly flood insurance. In the area of Valley Stream, for in-
stance, in Nassau County, some 5,000 homeowners were added to
a High Risk Flood Zone. Longtime residents of Valley Stream that
have been through hurricanes and tropical storms dating back to
the 1950s are shaking their heads in confusion and desperation,
asking why Valley Stream, since they have never reported a drop
of flooding.

Last week, I visited Valley Stream Village Hill to meet with local
officials and community residents. They presented me with an arti-
fact of the past, the Village Board meeting minutes after the dev-
astating 1932 hurricane known as the Long Island Express. While
the minutes highlighted some downed trees and wind damage,
there wasn’t a single report of flooding in areas now in the High
Risk Flood Zone.

It has also been reported that more than 50 percent of the Long
Island residents that have appealed FEMA’s flood map determina-
tion have won. In other words, they proved that the mapping tech-
nology was inaccurate, but it cost them an arm and a leg to even
have to appeal.

Alarmingly, even FEMA officials on the ground themselves have
admitted that the mapping technology is flawed. This is one of the
reasons I requested a GAO report in 2009 to assess the accuracy
of the technology that FEMA deploys in its mapping, and I look for-
ward to seeing GAQO’s results later this year.

I have personally witnessed the impact that these flawed flood
maps have on people’s lives. I have sat in the homes of New York-
ers in different parts of my State who are already struggling to
tread water in these challenging economic times and now have the
Government telling them they have to pay new insurance pre-
miums in excess of $2,000 a year.

Mr. Chairman, I truly believe that before we go any further with
the reauthorization of the Flood Insurance Program, we need to
apply the brakes and fix these problems. I agree with the testi-
mony of my friend and colleague, Senator Durbin, that we should
work to pass a moratorium on the mandatory purchase require-
ment for 5 years until technological and implementation issues can
be resolved. This will give affected homeowners ample notice and
a thorough explanation of the mapping process and how it impacts
their lives so they are not caught by surprise. I believe Congress
should still offer residents in high-risk areas flood insurance and
make them aware of potential risks, but we certainly should not
mandate it before the new technology and data are proven accu-
rate. This moratorium would give the Congress and FEMA more
time to work out kinks in the mapping process and technology and
ensure we implement the program in an accurate, effective, and re-
sponsive way.

In conclusion, Mr. Chairman, the House wisely, in my opinion,
passed such a moratorium. Their flood insurance bill championed
by my colleagues in the House, Representatives McCarthy and
Maffei, both from parts of New York that have had trouble with
flood zones, with the FEMA flood mapping, includes a 5-year delay
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followed by a 5-year phase-in of the flood insurance purchase re-
quirement. I encourage the Senate to include the House-passed
moratorium in the final flood insurance reauthorization bill, and
Chairman Dodd, as I mentioned to you on the phone, I would like
to work with you to see if we could pass such a moratorium in the
Senate, where I believe there is rising support for such a policy.
Thank you.

Chairman DoDD. Senator, thank you very, very much.

We have been joined by Senator Tester from Montana. Thank
you, Jon, for joining us. We are going to turn to our two colleagues
for any comments, unless you had a quick opening comment, Jon,
you wanted to make.

STATEMENT OF SENATOR JON TESTER

Senator TESTER. It will be ultra-quick. First of all, thanks to my
two friends in the Senate for being here.

I think the Flood Insurance Program really falls into two areas,
number one, affordability, and sustainability for the program. Both
need to work. That is all. Thanks.

Chairman DobDD. That is about a succinct a description of the
hearing there ever was. I appreciate that.

Dick, we are delighted to have you before the Committee. I will
have you testify and give us your comments, and then Roger, we
will hear from you. I thank you both for being here.

STATEMENT OF RICHARD J. DURBIN, SENATOR FROM THE
STATE OF ILLINOIS

Senator DURBIN. Thanks, Chairman Dodd and Members of the
Committee. I might say to Senator Tester, that was very un-Sen-
atorial of you.

[Laughter.]

Senator DURBIN. I think Senator Schumer, my colleague, has
really summarized the State of New York’s situation, comparable
to my State of Illinois. I am from downstate, from an area of great
rivers, Mississippi, Illinois, and others, born and raised in that
area, and I have seen my share of flooding in the past. What came
as kind of a surprise to us was in 2007, in came FEMA and in-
formed us that they were about to take a new assessment of the
levees and new floodplain mapping.

The first thing they did was said, we will do the Illinois side of
the river first. We will get to Missouri later—the same watershed.
Well, it created an economic dissonance, a disadvantage on the Illi-
nois side that we were going to have ours mapped first and the cost
imposed while those on the other side—well, we fixed that. Thank
you for helping us fix that, Chairman Dodd. That provision at least
applies to the entire watershed now. Wait until they have com-
pleted it until you move forward.

But the point that Senator Schumer made is one that is included
in the House Reauthorization Act, which I hope we will consider.
In this area, they took a look at all these levees by the Mississippi
River and they said, yes, we need to repair them and make them
better. So we will impose on our local residents a new sales tax and
generate in the three counties affected $10 million a year to start
repairing the levees. In 5 years, we will get it done. So it isn’t as
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if they are walking away from the challenge. They are accepting
the challenge and they are paying with local funds to do it. So we
are suggesting at least while they are doing this construction, do
not impose these new mandates on them. Give them this 5-year
window to take the money raised locally with whatever we can
bring in federally and do our best to upgrade the levees.

We estimate, as Senator Schumer said, this could cost $2,500 a
year. Imagine hitting a family in the midst of recession with that
kind of a bill, trying to hang on to their homes and now more than
$200 a month in a new flood insurance requirement.

The second part of the bill, which Senator Schumer also alluded
to, was in the second 5 years, let us phase it in. Now, I think that
is a reasonable way to go. We have got self-help going on locally.
We have got people committed to getting the job done and done
right. And we are trying to phase it in in a reasonable, affordable
way, I might way, Senator Tester, so that we ultimately have a
sustainable program. But we can’t drop this in a matter of months
or even a year or two on everyone and say, take it or leave it. I
think that is fundamentally unfair and unreasonable. Up to 30,000
new properties could be affected with this requirement for new
flood insurance.

Now, I say to people who ask me in this region, if you can afford
it, buy it. Buy it now. Protect yourself. Just as you have fire insur-
ance, if you can afford it, buy it. It is smart advice, and if I owned
a home in my area, I would do my best to buy it. Some people just
can’t. They can’t afford it. And so that is what we are up against.
We are trying to come up with a reasonable alternative that will
take care of it.

I would just conclude by saying that I think that, in summary,
your Committee’s version of flood insurance—as you craft your
Committee’s version of flood insurance legislation, include language
to achieve the following goals. Ensure FEMA updates flood maps
on a watershed basis. Delay the effective date for mandatory pur-
chase of flood insurance for areas that have been newly mapped in
a floodplain. Phase in flood insurance rates for newly mapped areas
over 5 years so we have got a window here where this is happening
in a gradual way. Require FEMA, State, and local governments to
undertake extraordinary outreach to homeowners so that they un-
derstand the real risk that could be involved here, the potential of
it. And offer discounted rates to newly mapped properties to in-
crease the number of homeowners who are into the habit and cus-
tom of buying flood insurance.

Thanks for the opportunity to address the Committee.

Chairman DobpD. Thank you very much, Senator. I appreciate
your efforts and your interest in the subject matter.

Senator Wicker, we welcome you to the Committee.

STATEMENT OF ROGER F. WICKER, SENATOR FROM THE
STATE OF MISSISSIPPI

Senator WICKER. Thank you very much. Mr. Chairman, could I
ask that my full statement be included in the record.

Chairman DoDD. That is true on all statements and documenta-
tion and so forth that you would like the Committee to have, we
will include in the record.
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Senator WICKER. Thank you very much. I was reminded the
other day by Al Goodman, the Mississippi State Floodplain Man-
ager, that major flood disasters have often led to changes in the
law. For example, Hurricane Agnes in 1972 resulted in the Flood
Disaster Protection Act of 1973. Flooding on the Mississippi River
in 1993 prompted the National Flood Insurance Reform Act of
1994. The Flood Insurance Reform Act of 2004 was influenced by
Hurricanes Andrew and Isabel.

Unfortunately, 5 years after Hurricane Katrina, that major event
has not prompted a reform in the law, and I would submit to this
Committee that in order to talk about hurricane insurance, we
have to talk about wind and water insurance. One of the best
things Congress could do for the vast coastal areas of this country,
not just my State of Mississippi but all of the Gulf Coast States,
including the States represented on this panel, is to resolve the nu-
ances associated with insuring against hurricanes, and that in-
volves insuring against flood and wind.

For all practical purposes, private insurance coverage for wind
damage is no longer available in the Gulf Coast area since Hurri-
cane Katrina. Before the storm, the wind peril was typically in-
sured by basic hazard insurance policies, with the exception of
those living right on the beach. Today, in most of Coastal Mis-
sissippi, individuals have to purchase wind coverage through the
State-run Wind Pool. State Wind Pools were originally designed to
be the insurer of last resort. However, in recent years, State Wind
Pools have unfortunately become the rule, not the exception.

Now, as you know, in 2008, I attempted to address this problem
by offering an amendment that would have added wind coverage to
the National Flood Insurance Program on a voluntary and actuari-
ally sound basis. This multiperil concept has passed the House of
Representatives but failed in the Senate.

I would simply point out to my colleagues, I still support the
multiperil debate, although I understand the arguments against it.
Let me emphasize that it would be voluntary and that the require-
ment would be that it be actuarially sound. If that resulted in the
wind portion of the premiums being too high, then so be it, but that
was what my amendment contained.

The major concern we have in Mississippi is that it takes two
kinds of insurance to cover a hurricane, flood insurance through
the NFIP and very expensive wind insurance through either the
Wind Pool, or if you can get it, private coverage. After Hurricane
Katrina, many property owners were forced to go to court to decide
who was responsible for the damage, wind or water, even if they
had all of the necessary insurance policies. Other property owners
had not purchased flood insurance because they relied on Federal
Zone Maps. When their property was damaged by storm, the wind
insurance adjustors denied claims, ruling that the damage had
been caused by water alone.

Now, I recently introduced the Coordination of Wind and Flood
Perils Act. This legislation, S. 3672, addresses some of the lessons
learned following the wind versus water dispute that occurred after
Katrina. Individuals who had all of the appropriate insurance,
wind and water policies, were in many instances caught in the mid-
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dle and forced to go to court to watch the insurers fight among
themselves before they could be indemnified for their loss.

The legislation I have introduced, S. 3672, would remove the
property owner from this debate and put the burden where it be-
longs, on the insurers. The insurance industry already coordinates
benefits for other types of losses. If there is a dispute under my leg-
islation, the damages would be split evenly between the insurers
so the property owner would be compensated in a timely manner.
Then the insurers would appear before an arbitration panel and
the panel’s decision would be binding.

Now, Mr. Chairman and Members of the Committee, there are
a few other lessons learned from Katrina and observations I would
like to make about NFIP.

Number one, after Hurricane Katrina, we learned that flood haz-
ard risk in many coastal areas of Mississippi and many parts of the
country was not accurately reflected by FEMA’s flood insurance
maps. As a result, property owners outside the flood zones had no
NFIP coverage. With only wind insurance coverage, these individ-
uals were not properly insured for a hurricane. Since property own-
ers rely heavily on this information, I hope Congress can work with
FEMA to ensure that these maps are accurately updated for all
residents.

Number two, FEMA and many banks do a poor job of enforcing
the flood insurance requirement. Now, we have had testimony
about this from Senator Schumer today, but under the Flood Dis-
aster Protection Act of 1973, the purchase of flood insurance is
mandatory in flood zones if the consumer is using a federally regu-
lated lender. However, there is a breakdown with the enforcement
of this requirement. According to CRS, at least eight Federal agen-
cies are responsible for enforcing this requirement.

Recently, the Wharton School of the University of Pennsylvania
surveyed insurance coverage among property owners impacted by
flood in Vermont. The study revealed that 45 percent of the victims
of the flood who were required to have insurance did not purchase
it. With regard to private insurance, lenders do a much better job
of enforcing insurance requirements. If a homeowner stops his pay-
ment, stops paying his premium, the bank will purchase insurance
for him and bill the homeowner. The Chair himself today has
pointed out that some 50 percent of the people who are required
to have flood insurance somehow do not have flood insurance, and
the Wharton study documents this, too. Regulators and lenders
routinely fail to enforce the mandate enacted in the Flood Disaster
Protection Act. I hope the Committee will further investigate this
issue and report its findings. Why are hazard insurance require-
ments enforced so well by lenders and the flood insurance require-
ment enforced so poorly?

Of course, rates should be actuarially sound and meaningful.
Premium reductions should be offered for mitigation improvements.
I hope this Committee will study the work done by the Wharton
School in this area. These scholars proposed linking NFIP policy to
the mortgage, which would create a long-term insurance policy tied
to the length of the mortgage and to the property itself. Having a
long-term policy tied to the property is one way to limit NFIP can-
cellations. This proposal would also give meaningful premium re-
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ductions for mitigation improvements. If a property owner knows
they can save money year after year by strengthening their homes
above the building code requirements, they will have a powerful in-
centive to do so.

One final proposal that I would commend to this Committee is
the Travelers Coastal Wind Zone Plan. This proposal would create
an independent Federal commission to establish standards for the
wind peril in coastal areas. The Travelers plan allowed insurance
companies to purchase reinsurance from the Federal Government
to cover losses resulting from extreme events. In addition, like the
Wharton plan, the Travelers plan calls for meaningful premium re-
%uctions for property owners who mitigate by improving their

omes.

I would simply summarize and say this, Mr. Chairman. There
are many things here that are long-term that are going to take
time. Two things ought to be fairly easy. There ought to be a way
to figure out how to enforce the mandate for property insurance,
and there ought to be a way to allow insurers to coordinate bene-
fits. Those are two simple things that could be done relatively
quickly, perhaps before the end of the year.

Earlier this year, the Sun Herald, a Mississippi Coast news-
paper, wrote in an editorial, “Better protection for all Americans
living within harm’s way of a hurricane would be Katrina’s great-
est legacy.” I agree. Five years after Katrina, Congress still has an
opportunity to make sure affordable wind and water coverage can
be provided to the millions of Americans in coastal areas of our
country.

Thank you, Mr. Chairman.

Chairman DopD. Thank you, Senator Wicker, very, very much.
And let me thank you, Senator Durbin, as well.

I do not know if any of my colleagues have any questions for our
two colleagues here. If not, we appreciate very much your testi-
mony.

Dick, I thank you because you were the first one to bring up the
whole mapping issue to me a couple years ago, I guess it was. And
there are more and more Members doing so. You heard Senator
Schumer talk about it in New York. But it is not just the two
States. And so I appreciate that very, very much, and it is obvi-
ously an issue.

I am going to turn to Senator Shelby to make some opening com-
ments.

Senator SHELBY. No, no. I do not want to interrupt that. I would
just like for my opening statement to be made part of the record.

Chairman DoDD. Absolutely.

Senator SHELBY. Then I will my turn.

Chairman DobpD. OK. Very good.

Thank you both very, very much.

Let me introduce our panelists quickly here, panel two, and then
we will ask them to make some brief opening comments, if they
would. In fact, I will introduce all of them, panel two and panel
three.

Our first witness in panel two is Ms. Orice Williams Brown. She
is Director of the Office of Financial Markets and Community In-
vestment at the U.S. Government Accountability Office. Ms. Brown
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has overseen the preparation of numerous reports on the financial
and operational health of the National Flood Insurance Program,
and we are very honored to have you, Ms. Brown, with us this
afternoon.

Our third panel will include Ms. Sally McConkey. I hope I pro-
nounced that correctly.

Ms. McCONKEY. Yes, Senator.

Chairman DopDD. I did. Thank you. Ms, McConkey is a senior
professional scientist at the Illinois Department of Natural Re-
sources State Water Survey. She is also the current Vice Chair of
the Association of State Floodplain Managers and will be testifying
on behalf of that organization this afternoon.

Next we will hear from Mr. Nicholas D’Ambrosia—I hope I pro-
nounced that correctly as well—who currently serves as the Vice
President of Recruiting and Training for the Long & Foster real es-
tate company, a very well known company. We all see Long & Fos-
ter signs everywhere. He is also the Vice Chair of the Maryland
Real Estate Commission. Mr. D’Ambrosia is testifying on behalf of
the National Association of Realtors.

And our final witness today will be Mr. Steve Ellis, who is Vice
President of Programs at Taxpayers for Common Sense, where he
oversees programs and serves as a media and legislative spokes-
person. Mr. Ellis also served as a Coast Guard officer for 6 years,
earning both the Coast Guard Commendation Medal and the Coast
Guard Achievement Medal. And I am presuming by that you spent
some time in New London, Connecticut. Is that correct?

Mr. ELLIS. Yes, Senator.

Chairman DoDD. So you are going to claim some local interest
I have in that. It is a great school, too. Anyway, we are delighted
you are here. You know something about the water, obviously.

I welcome all of our witnesses and, Ms. Brown, we will begin
with you. And let me just says on behalf of all of the witnesses,
whatever documentation or supporting evidence you would like to
have as part of this hearing record will be so included. And if you
could try and keep your remarks down to about 5 minutes, I would
appreciate it so we can get to some questions. Thank you.

STATEMENT OF ORICE WILLIAMS BROWN, DIRECTOR OF THE
OFFICE OF FINANCIAL MARKETS AND COMMUNITY INVEST-
MENT, GOVERNMENT ACCOUNTABILITY OFFICE

Ms. WiLLIAMS BROWN. Good afternoon. Chairman Dodd, Ranking
Member Shelby, and Members of the Committee, I appreciate the
opportunity to participate in today’s hearing on the National Flood
Insurance Program.

As you know, GAO placed NFIP on its high-risk list in March
2006, after the 2005 hurricane season exposed the potential mag-
nitude of longstanding structural issues on the financial solvency
of the program, and brought to the forefront a variety of oper-
ational and management challenges. FEMA continues to owe the
U.S. Treasury $18.8 billion from these losses and interest expenses,
azvhich it is unlikely to be able to repay under the program’s current

esign.

My statement today is based on GAO’s past and ongoing work
and focuses on NFIP’s financial condition, its operational and man-
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agement challenges, and possible actions that could be taken to ad-
dress them. While the structural issues were well known, the man-
agement challenges have become more evident in the past several
years. We have made recommendations addressing virtually every
aspect of the program. For example, we have recommended that
FEMA take action to improve NFIP’s management of data quality,
the rate-setting process, oversight of the insurers that sell flood in-
surance, the expense reimbursement process, its contractor over-
sight, and its claims processes.

While preliminary results of our ongoing review of FEMA’s man-
agement reveal that many of these problems are ongoing, FEMA
has for the first time begun to acknowledge that it faces a number
of challenges and has displayed a willingness to engage in a dialog
with GAO about them. While acknowledgment of a problem is an
important first step, we also expect to see FEMA take actions nec-
essary to meaningfully address these challenges.

We are currently completing a comprehensive review of NFIP
that builds on our past work and plan to issue a report early next
year. We hope this report will help provide a road map for identi-
fying root causes and addressing many of these outstanding issues.

However, we also recognize that many of the challenges facing
the program will require congressional action. Moreover, we under-
stand that this is no small issue, given the complexities of the pro-
gram and the often competing public policy goals, including having
rates that accurately reflect risk, encouraging participation, and
limiting cost to the taxpayer.

For example, while many premium rates for properties are sub-
sidized by law and rate increases are capped for a number of rea-
sons, including offsetting the cost of catastrophe relief, these deci-
sions involve tradeoffs that have to be balanced with the goals of
NFIP. Specifically, while mitigation is viewed as vital to limiting
the Government’s exposure, charging rates that do not reflect risk
may hamper mitigation efforts by encouraging property owners to
build in harm’s way and not adequately mitigate. Moreover, the
current NFIP structure increases the likelihood that the program
will have to borrow from Treasury when losses exceed premiums
collected, thereby exposing taxpayers to greater financial risk.

Part of this conversation must include a dialog about the appro-
priate role of Government in paying for losses from natural catas-
trophes, which in 90 percent of the cases include flooding. The
other part deals with who should pay for losses; that is, Congress
must decide how much of the cost associated with flooding the Gov-
ernment should pay versus property owners.

In closing, I would like to note that while the $18.8 billion that
NFIP owes Treasury may not seem large by today’s standards, it
is significant compared to NFIP’s annual premium revenue, which
is just over $3.2 billion. This debt may also continue to grow unless
Congress and FEMA take action to begin to address some of the
program’s operational and structural issues.

Finally, one option to maintain subsidies but improve the finan-
cial stability of NFIP would be to rate all policies at the full risk
rate and to appropriate the subsidized amount to the program.
This structural change would remove the financial burden on NFIP
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by making the subsidy explicit and make the actual flood risk more
transparent to the property owner.

Thank you. This concludes my oral comments, and I am prepared
to answer any questions.

Chairman DopDD. That was excellent testimony. I really appre-
ciate it. As you know, many of us up here have a great deal of re-
spect for the GAO. They do great, great work, and I do not know
if you ever get the kind of credit you deserve for the tremendous
focus—you get to do what a lot of us would probably like to do, and
that is, you get to focus on a subject matter and dedicate your pro-
fessional lives to really understanding it fully. And you obviously
do in this area, so we are very grateful to you for your work and
that of your staff and others that have worked with you to produce
not only your testimony today but your assessment and analysis.

You mentioned, obviously, a wide range of actuarial and manage-
rial problems at NFIP, and we have all heard about them. We
heard Senator Bunning going back to 2004 working on this issue,
and Senator Shelby and I did last year, and the House has. We
have just had a lot of interest. In every one of our States, as I
pointed out earlier, this is the one subject matter that all of us, re-
gardless of where you live, with the exception of—I am not even
sure I should say probably Nevada. Maybe even out there at cer-
tain times of the year, it may be actually subject to the same kind
of problems. But the problem is including an unfortunate but nec-
essary step to cancel the program’s debt, and that is one of the
issues.

I wonder if you could give us a sense of what the most important
steps might be to help to get the program on track toward financial
soundness and off the high-risk list. And, second, GAO has been re-
viewing the Flood Insurance Program for a few years. What
progress has FEMA made, in your view, if any, on implementing
the GAO recommendations in recent years, particularly regarding
their premium rate structure and ensuring that participating in-
surance companies are compensated at reasonable rates?

Ms. WiLLiAMs BROWN. I will start with your first question deal-
ing with getting off the high-risk list. FEMA has taken one of the
important steps to start that process and to start a dialog, and that
is, acknowledging that there are issues that need to be addressed
and beginning to take steps and having a conversation internally
as well as with the GAO about what they need to do.

There are a number of structural issues that we have high-
lighted, including oversight of the WYOs, contractor oversight, data
quality issues, as well as the rate-setting process. So I think from
FEMA'’s perspective they would need to address those issues. From
a legislative perspective, it would involve dealing with the struc-
tural issue that really continues to impact the financial soundness
of the program, and that has to do with subsidized rates.

Chairman DobDD. Well, you have sort of answered the second
question in a way. You heard Senator Durbin and Senator Schu-
mer and others—and I do not want to put words in their mouths,
but proposing a delay or a phased-in approach for setting insurance
rates for homeowners in the new high-risk flood zones. Clearly, this
is going to lessen the impact on these homeowners, and obviously
at a time like that, I think all of us are very sympathetic. I think
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Senator Durbin and Senator Schumer talked about a $2,500 tax or
fee the people would be paying, and obviously at a time when you
are trying to hold your families together financially, that 200 bucks
a month can be devastating. So we understand that.

But there are downsides to such an approach. What might be the
impact on the fund and the general taxpayer? Because everyone
else ends up subsidizing this to some degree, so we are all paying
for it, which is one of the things we have got to consider in all of
this. It is not just the person who is in the floodplain but all of us
because the subsidies are paid through tax dollars to support those
efforts. Further, are there any unintended consequences for home-
owners’ perception of risk with such an approach in your view?

Ms. WiLLIAMS BROWN. I would agree with all of the above. I
think we have pointed out in our past work that the challenge with
subsidized rates, it impacts not only the program but it does also
give homeowners that live in high-risk areas a false sense of secu-
rity. But there is a tradeoff that we have also acknowledged in our
work, and that is, by increasing rates you also risk fewer people
participating in the program, and that is something that has to be
balanced.

One of the things that FEMA has attempted to do as they are
remapping, they have a program, a grandfathering program, that
allows a homeowner who currently lives in an area and they pur-
chase flood insurance, if they are remapped into a higher-risk area,
they have the possibility of retaining that lower-risk rate. And ac-
cording to FEMA, their rationale for this is to balance the issue of
someone had been living in an area, they had been complying with
the standards for that particular zone, they are remapped and they
are faced suddenly with the potential for higher insurance rates
and allowing them to keep that lower rate.

So, you know, it creates a new set of subsidized properties, but
that is the tension that they are trying to balance.

Chairman DoDD. I am going to turn to Senator Shelby right
away, but I wonder if you might comment—and maybe you did and
I did not pick up on it in your testimony. Obviously, listening to
Senator Schumer as well talk about the case in New York on Long
Island where all of a sudden for the first time they are being
mapped as being in a floodplain area where there is no—and I am
relying on his testimony, no historical evidence they have ever had
any problems, at least not within the historical memory of the com-
munity, and all of a sudden being drawn into a map. And I appre-
ciate the fact that FEMA has done a much better job than was the
previous case in the mapping, and I appreciate very much the work
they are doing.

But I often get the impression that what—sort of get both sides
of this question, sort of hedging in that I get the feeling that FEMA
is kind of reaching maybe a little further—this is just a general ob-
servation on my part—to put areas more in a floodplain area to re-
duce the cost, increase the obligation of the homeowner in that
area to pick up the cost. The other side, of course, wants just the
opposite to happen in a sense. There seems to be a calling for some
neutral observers here to help draw these maps in some ways so
you can sort of at least have an opportunity to have some debate,
because it is not a perfect science in these maps.



15

Do you have any comment on that?

Ms. WiLLiAMS BROWN. The only comment that I can make is that
in 2004, GAO looked at the mapping process and found issues at
that time with the mapping process. FEMA did a midcourse adjust-
ment so they really focused on true remapping and not just updat-
ing and digitizing outdated maps.

We are currently in the process of looking at the status of the
map modernization effort, specifically looking at the quality of the
maps that are being used, and also looking at the community out-
reach effort.

One issue based on our previous work, the remapping process
really relies on a partnership between FEMA and the communities,
and the communities have a role in some ways in driving the qual-
ity of the information that is collected that goes into the remapped
areas. And one of the points that FEMA has made historically is
that communities that invest lots of money in maps and good tech-
nology—North Carolina is one example—they tend to produce high-
er-quality topography information, and that is a key piece of infor-
mation that goes into the mapping process.

So, you know, it is definitely a challenge, and as you say, it is
that tension of communities do not want to be mapped into higher
areas. And FEMA is looking for trying to make sure that they are
capturing maps that accurately reflect the——

Chairman DobDD. Well, it might be helpful—because I can just
see this—dJim Bunning and I will be leaving, but I can see this is
a growing issue.

Ms. WiLLIAMS BROWN. Absolutely.

Chairman DoDD. And you do not have to have a Ph.D. in polit-
ical science to know that if you end up with what I would call the
perfect storm of members coming here on behalf of their commu-
nities, just as Senator Schumer did on behalf of his and Senator
Durbin on behalf of his, any effort to try and deal with this is going
to collapse. And so we better understand this issue and get around
it or figure out a way to resolve it in ways that do not end up sort
of delaying what we must confront, and that is having a National
Flood Insurance Program.

I do not expect this to be—it is not your job.

Ms. WiLLIAMS BROWN. Absolutely.

Chairman DoDD. I am using your presence here to make that
point.

Senator Shelby.

Senator SHELBY. Thank you, Mr. Chairman.

I want to pick up on Senator Dodd’s area of questions dealing
with mapping. It seems to me that mapping is the key to an overall
sound actuarial program. Without proper mapping and updated
maps, where is the program going? Do you have a comment?

Ms. WiLLiAMS BROWN. I would agree mapping is key. It is critical
to the rate-setting process. They need accurate maps to appro-
priately determine risks to the program and set rates accordingly.
So mapping is key.

Senator SHELBY. But isn’t there evidence of what areas are sub-
ject to flooding? You know, historically, they have got maps on all
this. Maybe they are not up-to-date, but there is evidence of where
the tide comes in, you know, where it goes out, rivers, hurricane,
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whether it is on the east coast or it is on the gulf coast. There is
data there if you can put it all together, and it looks like with all
of the software that we have today, that that could be put together
if there is the political will to do it.

Ms. WiLLiaMS BROWN. I think, you know, the data is key, and
coming up with really good topographic information to go into the
mapping process is key. And the other challenge is the topography
is constantly changing. Areas are being developed, erosion is taking
place. So the mapping process really becomes a never-ending proc-
essaMaps are going to have to constantly be revisited and reevalu-
ated.

Senator SHELBY. Well, once you get the basic mapping process up
to speed—you know, we know things more than evolve. They
change fast. But it would be a lot easier to build on layers of what
you have. But we are not there yet, are we?

Ms. WILLIAMS BROWN. In terms of where they are with the map-
ping, I would say that the map modernization process is still very
much underway in terms of where FEMA is. I think the current
statistics that we have, FEMA tracks their progress generally by
the percent of population covered and also the miles of streams cov-
ered. In our report on rate setting that we issued in 2009, we
tracked the amount by effective maps that are in place, and I think
as of 2008, 4 percent were effective maps, and the 90-plus percent
really reflected maps that were in some stage of the process, but
not finalized.

Senator SHELBY. But on mapping, in the area of mapping, would
you say, again, that the key to having a meaningful, substantive,
actuarially sound Flood Insurance Program, we have got to have
mapping right?

Ms. WILLIAMS BROWN. Mapping definitely has to be part of it.
The mapping has to be right.

Senator SHELBY. Without the mapping data, the program will al-
ways be suspect, to say the least.

Ms. WiLLiAMS BROWN. It raises a question.

Senator SHELBY. That is right. It is my understanding that the
National Flood Insurance Program’s goal of fiscal solvency—Sen-
ator Dodd alluded to that—is defined as charging premiums that
will generate enough revenue to cover a historical average loss
year. How does the NFIP, the National Flood Insurance Program,
rate-setting policy compare to that of private sector insurers? In
other words, ma’am, how does the private sector definition of the
term “actuarially sound” compare with the NFIP’s, the National
Flood Insurance Program’s construct of generating enough pre-
miums to cover “a historical average loss year”? Is there a dis-
connect here?

Ms. WiLLIAMS BROWN. There is definitely a difference between
the Flood Insurance Program and how private insurers operate.
One has to do with the issue of NFIP operating on a cash-flow
basis. That means that their goal is to bring in enough premiums
to cover losses on a year-to-year basis, and they do not do any re-
serving. Private insurers——

Senator SHELBY. No reserve for the future?

Ms. WiLLiAMS BROWN. No. And private insurers do not operate
that way. Reserving is a key based on risk in the future. The Na-
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tional Flood Insurance Program also holds onto all of the risk that
it is exposed to; that is, they do not reinsure. Private insurers com-
monly hold onto some portion of the risk that they are exposed to,
but they reinsure the majority of the risks that they face.

And the other big difference is that the National Flood Insurance
Program basically takes all comers to their program. So regardless
of the risk level, if you want to purchase flood insurance and your
community is participating in the Flood Insurance Program, you
can get a flood insurance policy. Private insurance companies do
not do that. They factor in risk, your loss history, and they use that
information to determine whether or not they will underwrite a
policy for you.

Senator SHELBY. Ms. Brown, Ms. Williams Brown, GAO, which
you represent, highlighted in its ongoing work examining FEMA’s
management of the National Flood Insurance Program, FEMA does
not have an effective system to manage flood insurance policy and
claims data although investing roughly 7 years and $40 million on
a new system whose development has been halted.

Why were the investments made in these critical operational sys-
tems subsequently halted? Was it because they were not doing the
job, they were flawed at the outset or what? That is a lot of money
and a lot of years.

Ms. WiLLIAMS BROWN. Yes. The particular project in question
was called NextGen, and this particular system was to replace
their existing data management system. And they basically were
unable to shut down the old system and rely on the new system.
There were questions of quality, and there were questions of
whether or not it actually was performing as intended.

Senator SHELBY. Ms. Brown, I know the Chairman has been gen-
erous with my time here, but to sum it up, would it be fair to say,
one, this program is broken, it is not actuarially sound? It is not
going to be actuarially sound unless we do massive reforms start-
ing vgith mapping and getting into something that is actuarially
sound.

Ms. WiLLiaAMS BROWN. Based on the work that we have ongoing,
we believe that, yes, the program needs to face some structural
overhaul. In terms of the operations of the program, there are sig-
nificant improvements that need to be made, and we do acknowl-
edge that FEMA, you know, in the 5 years that I have been work-
ing on it, I am for the first time seeing an acknowledgment that
there are significant improvements that need to be made in the op-
eration and management of the program.

Senator SHELBY. One last comment, if you would, Mr. Chairman.
Some of my colleagues want to add wind damage to all of this.
Have you seen some actuarial studies on what that could possibly
cost the taxpayer?

Ms. WiLLiaMs BROWN. We looked at the implications of adding
wind to this program, and we found that there would be—that
FEMA would face significant challenges given the current condition
of the Flood Program.

Senator SHELBY. An astronomical problem.

Ms. WiLLIAMS BROWN. Potentially.

Senator SHELBY. Sure. Thank you, Mr. Chairman.

Chairman DopD. Thank you very much.
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Senator Tester.

Senator TESTER. Thank you, Mr. Chairman and Ranking Mem-
1]E)ler Shelby. I am going to kind of follow on some of the same lines

ere.

The GAO has been really focused on the integrity of the National
Flood Insurance Program. An integral component, as Senator Shel-
by has pointed out, is the accuracy and validity of the maps. In
Montana, because the Army Corps has said they are not going to
certify anymore, we have got some experience that FEMA and our
Army Corps are not always on the same page, specifically as it re-
sults to the areas behind the levees. Have you examined ways for
FEMA and the Army Corps to be able to work together better?

Ms. WiLLIAMS BROWN. On this specific issue, no.

We have looked at other mitigation programs and have rec-
ommended that there be better interagency coordination. GAO has
been mandated to do a study looking at an interagency task force
that was supposed to be set up earlier this year. That includes
FEMA, the Army Corps and USGS, to specifically deal with com-
munities’ challenges involving levees, and we are supposed to then
go in and look at how that process is functioning and report on that
on a periodic basis.

Senator TESTER. OK. Would that oversight look into—what do I
want to say—the standards of which FEMA is requiring levees to
be versus the standards by which Army Corps is, and determining
if they are the same?

Ms. WiLLiaMs BROWN. We have not started that body of work,
but I would imagine yes.

Senator TESTER. OK. You talked a little bit in your previous an-
swer about communities. Have you been able to determine whether
FEMA has worked with communities to help mitigate the economic
impact of the new maps?

Let me give an example. A town by the name of Miles City,
southeastern Montana, was a third in a floodplain. The maps came
back, and now two-thirds of the town is in a floodplain. That is a
big hit, as other people have mentioned here this morning.

Have you been able to work with FEMA on ways to mitigate,
and, if you have, what recommendations have you given them?

Ms. WiLLiAMs BROWN. Well, the work that we currently have
going on, looking at the mapping, one specific objective deals with
outreach to the communities, but one program that FEMA cur-
rently put in place to try to deal with some of the economic impacts
of being remapped is the grandfathering program. And we have
looked at the grandfathering program, and the recommendation
that we have made did not deal with how FEMA dealt with the
communities, but it really had to do with how FEMA was man-
aging that program internally in that they were not able to track
how many communities were actually being grandfathered.

Senator TESTER. OK. I can give you lots of examples, and you
know all these things, being in the position you are, but for exam-
ple, if you are thrown into a floodplain your flood insurance rates
tend to go through the roof. Is it within your purview or do you
plan on making recommendations to FEMA in cases like that, how
they can deal with communities in a way that does not drive fami-
lies into bankruptcy?
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Ms. WiLLIAMS BROWN. The purposes of the grandfathering pro-
gram is that if you are in the zone that you are in, if you are re-
mapped into a higher risk zone, you are able to maintain that
lower premium.

Senator TESTER. For how long?

Ms. WiLLIAMS BROWN. It stays with the property.

Senator TESTER. Forever?

Ms. WiLLiAMS BROWN. So it does not end, as long as——

Senator TESTER. It depends? If the ownership transfers, then it
would transfer?

Ms. WILLIAMS BROWN. Yes.

Senator TESTER. OK. All right, thank you.

You had spoken in your opening statement about a report that
you are working on, on the accuracy of FEMA’s flood mapping ef-
forts.

Ms. WILLIAMS BROWN. Yes.

Senator TESTER. I think we are all interested in that. Is there
anything from that analysis you could share with us today?

Ms. WiLLIAMS BROWN. I cannot. It should be issued the end of
the year.

Senator TESTER. OK. Last, we talked a little bit about the pri-
vate sector with Senator Shelby, and I was curious. Is the risk so
great that the private sector will not touch this, or is there insur-
aﬁlc% available in the private sector that is affordable, outside of
this?

Ms. WiLLiaAMS BROWN. Generally, the Flood Insurance Program
is really it when it comes to flood insurance. There is some cov-
erage available for properties that are valued above the $250,000
limit, and they want excess flood insurance coverage. We did find
some cases that there is that type of coverage available.

Senator TESTER. And so you are talking about a basic policy that
would be covered by NFIP and an additional policy that would be
covered by the private sector.

Ms. WiLLIAMS BROWN. Correct.

Senator TESTER. OK. Thank you very much.

Thank you, Mr. Chairman.

Chairman DobDD. Thank you, Senator.

Senator Bunning.

Senator BUNNING. Thank you, Mr. Chairman.

Ms. Brown, in your testimony, you mentioned several ways in
which some property owners are subsidizing other property owners
in the Flood Insurance Program. Can you briefly list the different
ways in which homeowners in risky areas can avoid paying pre-
miums that truly reflect the actual risk that they have?

Ms. WiLLiaMS BROWN. One would be to be a pre-FIRM property,
meaning that the house was built

Senator BUNNING. Grandfathered.

Ms. WiLLIAMS BROWN. Grandfathered properties.

The other would be kind of the new generation of grandfathered
properties. Those are homeowners who are living in communities,
they have purchased a flood insurance property, their community
is remapped into a higher risk zone, and they are able to retain
that premium.

Senator BUNNING. For how long?
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Ms. WILLIAMS BROWN. It stays with the property. There is not
a limit currently.

Senator BUNNING. That is FEMA’s present recommendations?

Ms. WiLLiAMS BROWN. Well, that is FEMA’s current policy.

Senator BUNNING. Interpretation?

Ms. WiLLIAMS BROWN. Yes.

Senator BUNNING. All right. How would you grade the bill the
Senate passed in the last Congress and the bill that recently
passed the House in terms of improving the relationships between
the premium property owners pay and their actual risk?

Ms. WILLIAMS BROWN. Well, we note

Chairman DoDD. I am listening very carefully. Go ahead.

Senator BUNNING. Yes, I hope so.

[Laughter.]

Ms. WiLLiaMs BROWN. We note that both of them would address
the issue of some sort of phase-in for the pre-FIRM, or the origi-
nally grandfathered, properties.

We also have looked at the house version in terms of rec-
ommendations that we made and how it would address those. One
example has to do with properties that are subject to wind and
flood damage, and this would give FEMA access to the wind file as
well as the flood file, which is something that we had rec-
ommended.

Senator BUNNING. Are you telling me that GAO would rec-
ommend that wind——

Ms. WiLLiAMS BROWN. No.

Senator BUNNING. ——and water go together?

Ms. WiLLIAMS BROWN. No, no, no.

Senator BUNNING. Please do not tell us that.

Ms. WiLLiaMs BROWN. No, no. What we recommended, we looked
at the issue of wind versus water, post-Katrina, and we found that
for adjusters that do a flood adjustment they get no information
about whether or not the private insurance company paid anything
on a wind claim, and they had no information or access to the in-
formation on the possible wind portion.

Senator BUNNING. Ms. Brown, do you have any indication that
FEMA has taken seriously GAO’s recommendation to do more de-
tailed risk rating within an area, within a certain area, like Long
Island?

Ms. WiLLiAMS BROWN. We have made a number of recommenda-
tions, and as of our most recent kind of broad-based conversation
with FEMA we have roughly 30 recommendations that remain
open. All of our recommendations dealing with rate-setting con-
tinue to be open recommendations.

Senator BUNNING. Somebody already asked you the question
about actual flood maps, so I will proceed to the next one. Your tes-
timony discussed a growing trend of Write-Your-Own companies
who managed a flood policy for the Government keeping more and
more of the claim payments that are supposed to go to property
owners, despite the fact that the companies bear no risk of loss
themselves. In your opinion, has FEMA taken this issue seriously
or made any attempt to ensure that the payment it makes to those
companies bears a direct relationship to the costs that they are ac-
tually incurring?
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Ms. WiLLIAMS BROWN. The one area that there has been move-
ment on this issue has to do with the claims portion of what the
WYOs receive. So this would begin to address the Katrina phe-
nomenon, and that is because of——

Senator BUNNING. That was a $22 billion phenomenon.

Ms. WiLLIAMS BROWN. Yes. The high number of claims resulted
in the WYOs keeping a significant portion of the premiums that
they collected because it is based on an average of 3.3 percent of
the claims filed, so that portion. FEMA has changed the formula
somewhat to hopefully the WYOs do not end up with that huge
windfall if there is a catastrophic flood event.

But the other portion of the expense that the WYOs are reim-
bursed for is roughly 30 percent; that still remains in effect. So
they still have the 30 percent, and they get another portion on top
of that, as well as a possible bonus. And we have also made rec-
ommendations that they reevaluate their bonus program.

Senator BUNNING. FEMA needs to do a little recalculating.

Ms. WiLLiaAMS BROWN. Well, yes. And we have suggested that
they made decisions about how to reimburse the WYOs early on in
the history of the program, and they have not leveraged the years
of data that have occurred since then in terms of actual flood-re-
lated expenses for the WYOs, in determining how much the WYOs
need to be reimbursed based on their actual expenses.

Senator BUNNING. Last question, some of my colleagues up here
think that we should have a phased-in version over five, possibly,
Senator Durbin said, 10 years. Five, Senator Schumer, maybe five
plus five more. In fact, if we do that, if the Congress does it that
way, you are absolutely correct that this program will fall into an
abyss and never pay for itself, and the Government will be on the
hook for more than the 18 plus billion dollars it presently is.

Unless we can quantify the risk in the areas where the most
flooding takes place—that all has something to do with mapping—
we cannot get this program on a sound financial basis. Is that ac-
curate?

Ms. WiLLiAMS BROWN. I would say that addressing the subsidy
issue is critical to the future solvency of the program.

Senator BUNNING. Thank you.

Chairman DobDD. Thank you, Senator, very much.

Ms. Brown, I am going to ask you just to stay at the table. Sen-
ator Jack Reed, who is very involved in this issue, is making his
way over. So rather than excusing you, I will ask you to kind of
sit here while I invite our other two witnesses to come on up and
be at the table, and I have introduced them already.

Welcome to the Committee once again. It is Sally McConkey and
Nick D’Ambrosia and Stephen Ellis, so if you will join us and if you
will just maintain a seat up there some place. I thank all of you
for being with us.

I think I notice that all of you were sitting here during all of the
testimony, including from Senator Durbin and Senator Wicker, as
well as the testimony of Ms. Brown as well. So you have had the
opportunity to hear sort of the drift.

And let me also offer to you the same I did the others here. Full
testimony as well as documentation and other evidence will be in-
cluded as part of the record.
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I will begin in the order that I have introduced you, Ms.
McConkey, and so if you could try and limit it to about 5 minutes
apiece it would be helpful.

STATEMENT OF SALLY MCCONKEY, VICE CHAIR, ASSOCIATION
OF FLOODPLAIN MANAGERS

Ms. McCoNKEY. All right. Thank you. The Association of State
Floodplain Managers thanks you, Chairman Dodd and the Com-
mittee Members for their attention to the need to reauthorize and
reform the National Flood Insurance Program, and we really ap-
preciate your holding this hearing.

The Association of State Floodplain Managers and its 29 chap-
ters represent over 14,000 State and local officials, and other pro-
fessionals, who are engaged in all aspects of floodplain manage-
ment and hazard mitigation. So we have a real interest in looking
at the National Flood Insurance Program.

And I would also like to note that actually I am with the Illinois
State Water Survey at the University of Illinois, and the program
that I manage actually creates the maps for the State of Illinois.
We are under contract with FEMA, and we do the mapping for the
State of Illinois.

Today we have been requested to address why the NFIP needs
to be reauthorized, benefits of the program and what reforms to the
program are most important for Congress’s consideration.

As already noted, the Flood Insurance Program was created in
order to provide flood insurance when there was a gap, that it was
not being provided by private insurance company. But also it is
noted there are really three strong tenets to the program: It is the
identification of the flood-prone areas, it is doing mitigation in
those areas and it is providing that flood insurance, so that we can
make sure that people can get their lives back together quicker and
that we are not spending taxpayer dollars that would have been
destined for disaster relief.

But in that same spirit we need to keep in mind that as we re-
form or look at reforms to the National Flood Insurance Program,
that these are interdependent, and a change to one piece of the
program is going to have impacts on others, and we need to look
at it holistically.

In a larger, even larger context, the Nation needs to formulate
a coherent policy to address the Nation’s flood risk management
that considers policies across agencies and programs.

The Federal Emergency Management Agency is tasked with
identifying those flood-prone areas which are shown on the Flood
Insurance Rate Maps, and because of growing concerns about the
inaccuracy and currency of those maps, map modernization was
funded to update the maps and use better technology and new flood
data. So, not unexpectedly, the areas shown as prone to flooding
have changed.

And it should be noted really that the assessments done so far
have shown that while there are many properties newly shown in
the flood plain there is almost an equal number of properties no
longer shown in the flood plain, as the maps are improved and the
accuracy is better. However, we are seeing few challenges to the
maps when the floodplains shrink.
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Over the last decade, the failure of levees to perform as expected
and the resulting catastrophic flooding experienced by so many
have really brought into sharp focus the degraded condition of our
levees. And FEMA has had the unenviable position of being the
bearer of the message, the bad news, when they roll out the new
floodplain maps. A lot of times what is wrong with the maps is the
fact that people are upset and do not believe that their levees do
not provide protection anymore. They are not really challenging the
actual mapping based on those assumptions.

While the spotlight is on our national flood risk, it is an oppor-
tunity to really examine our entire flood risk management policy
and take real action to reduce that risk, and it needs a solid foun-
dation that has already been established based on data, based on
engineering and based on science. But the results of many of these
technical evaluations that have already been done show areas that
are going to flood, levees that will fail or be overtopped, and we
need to pay attention.

The insurance standard of a 1 percent chance event is not a safe-
ty standard, and many of the insurance claims actually are for
properties that are not in mapped flood hazard areas.

I will offer this one example to show you how this can play out.
In 1999, the city of Gulf Port, Illinois, not Mississippi, was success-
ful in getting their levee accredited and shown as providing protec-
tion from the 1 percent chance flood. In this Midwestern town of
about 750 people, nearly everyone dropped their flood insurance.

Then in 2008, when we had the Mississippi floods, their levee
failed and the town was inundated. It was more than a 100-year
flood actually. The town was inundated with over 10 feet of water.
Only 28 people had flood insurance, and the rest were wiped out.
It devastated the community and actually the county because of
the tax base that was lost. The financial consequences were huge.
They still have not quite recovered.

Yet, in the local news, people were featured and quotes were
given with the people saying, FEMA said we did not need flood in-
surance. That is what people perceived. It certainly was not the
message that FEMA gave them, but it was how they perceived and
interpreted the language of the floodplain maps because they were
not required to have flood insurance. Therefore, they thought they
would not flood.

Citizens deserve to know and understand their true flood risk,
and our national experience shows the true costs of flooding. We
have lost lives, businesses, communities disrupted and growing
costs to all taxpayers as has been noted, and we need to equitably
reduce those risks, not ignore them.

It is essential that the NFIP stay in place to continue providing
flood insurance, strengthen mitigation programs and identify those
flood hazard areas, and we really appreciate the Senate’s action
this week to reauthorize the program for a year. But we do need
to go further and creatively rethink the NFIP and look at our flood
loss reduction policies.

FEMA has already begun a careful assessment, looking at dec-
ades of research, holding listening sessions and self-examination,
and they will be providing recommendations to Congress on how to
rethink and redo the NFIP. ASFPM supports providing time for
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FEMA to prepare this assessment and careful consideration of
their recommendations.

We support development of more effective incentives for flood
loss reduction in communities, particularly those that are already
using higher standards.

We support clear communication, and we see the need for clear
communication of flood risk to individuals through improved out-
reach communication and support FEMA’s new risk map outreach
and mitigation efforts. Delivery of updated floodplain maps that in-
form citizenry of hazards should not be delayed.

We do need creative solutions to address the issues of affordable
insurance through appropriate mechanisms, such as the means-
tested vouchers for low income, at-risk citizens, community—based
flood insurance policies or levee district flood insurance policies.

ASFPM supports forgiveness of the debt to restore stability to
the program but urges Congress to consider either clearly stating
that the NFIP is not intended to cover catastrophic losses or ad-
justing the program so that it can handle them.

We believe the current problems confronting the program offer
real opportunity to adjust and improve our Nation’s efforts to pro-
tect our citizens and their property.

Thank you very much for this opportunity to testify, and I am
happy to take questions.

Chairman DopD. Thank you very much.

Mr. D’Ambrosia.

STATEMENT OF J. NICHOLAS D’AMBROSIA, VICE PRESIDENT
OF TRAINING AND RECRUITING, LONG & FOSTER

Mr. D’AMBROSIA. Chairman Dodd, good afternoon, Members of
the Committee. Thank you for inviting me to testify today regard-
ing the reauthorization of the National Flood Insurance Program.

My name is Nick D’Ambrosia. I have been a realtor since 1973.
I have held numerous positions throughout the realtor organiza-
tion. Most recently, I served on NAR’s task force to examine how
to improve access to affordable property insurance, including insur-
ance for flooding. I, today, testify on behalf of the more than 1.1
million members of NAR who are engaged in all aspects of the real
estate industry.

Since September of 2008, Congress has approved 8 short-term ex-
tensions of the NFIP. Twice, it has been allowed to expire for sev-
eral weeks at a time.

My message today is very simple. We need to reauthorize and
strengthen this program for the long term. Anything less will con-
tinue to undermine the fragile real estate market.

About a week from today, on September 30th, NFIP authority is
set to expire again for the 9th time in 2 years. We are pleased that
last night the Senate passed Senate Bill 3814 to extend the dead-
line by 1 year, and 1.1 million realtors thank the Senate and the
Members of this Committee and you, Mr. Chairman.

We would urge the House to quickly do the same, so that Con-
gress has time to complete work on the long-term reform bill. This
month-to-month approach has hindered recovering real estate mar-
kets and increased uncertainty for the more than five million tax-
payers who depend on the NFIP for basic flood protection.
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While we are beginning to see some signs of stabilization, the
housing market is in a very precarious position, with sales at 15-
year lows, excess inventories and numerous foreclosures. Commer-
cial property values have fallen 43 percent across the board since
2007. Our Nation cannot afford further negative shocks to these
markets.

The House has already passed its NFIP reform bill, H.R. 5114,
which makes some difficult reform choices but also reauthorizes the
program for a full 5 years.

As the Committee considers legislation, we would ask that you
consider the following views regarding NFIP reform:

NAR supports reforms to strengthen the NFIP’s solvency as part
of long-term reauthorization. Increasing participation would in-
crease funding for the NFIP, help property owners recover from
flood losses and decrease Federal assistance when uninsured prop-
erties flood and suffer loss. To this end, NAR strongly supports pro-
visions for outreach and education to consumers about the avail-
ability and importance of flood insurance. Offering additional cov-
erage for living expenses, business interruption and replacement
cost of contents would attract new participants.

Maximum coverage limits for residences, nonresidential prop-
erties and contents, which have not been adjusted for inflation
since 1994, should be updated to reflect today’s property values and
provide fuller coverage.

NAR strongly supports extending and fully funding the current
pilot program to mitigate properties which have repeatedly suffered
insured flood losses. However, we do continue to have concerns
about how to phase in rates for pre-FIRM properties without a
demonstrated history of loss.

I would like to thank you again for the opportunity to share the
realtor community views on the importance of the NFIP. NAR
stands ready to work with Members of this Committee, to develop
meaningful reforms to the NFIP that will help property owners and
renters prepare for and recover from future losses resulting from
floods.

Chairman DobDD. Thank you very much, Mr. D’Ambrosia.

Mr. D’AMBROSIA. Thank you, sir.

Chairman DoDD. I have just gotten a note by the way from Sen-
ator Reed’s staff. He will not be able to make it down. He is going
to submit some questions for you, Ms. Brown. I know he does want
to speak to you.

There is large group of constituents from Rhode Island who are
in town for the day, from the business community, and I know that
he and his colleague, Sheldon Whitehouse, are meeting with those
business people all day. I think he had hoped to get away for a few
minutes and just could not do so, but he wanted you to know he
is going to submit some questions for you. As I mentioned earlier,
Jack Reed has been very involved in this issue.

So I appreciate your sitting at the table, but you are excused if
you like. Thank you.

Mr. Ellis, welcome.



26

STATEMENT OF STEPHEN ELLIS, VICE PRESIDENT,
TAXPAYERS FOR COMMON SENSE

Mr. ELLIS. Thank you, Chairman Dodd.

Good afternoon. I am Steve Ellis, Vice President of Taxpayers for
Common Sense, a national nonpartisan budget watchdog. Thank
you for inviting me here today to testify on reauthorizing the Na-
tional Flood Insurance Program.

TCS is allied with SmarterSafer.org on NFIP reform. This coali-
tion represents a broad set of interests, from American Rivers to
Americans for Prosperity, from the National Association of Mutual
Insurance Companies to the National Flood Determination Associa-
tion. I would like to submit for the record SmarterSafer.org’s prin-
ciples for NFIP reform.

Will Rogers observed that if you find yourself in a hole, stop
digging. Well, NFIP is $18.8 billion in debt to the taxpayer and has
annual revenues of $3.1 billion. With that in mind, any reauthor-
ization of NFIP must make significant changes to put it on sounder
financial footing, not dig a deeper hole with loopholes, new insur-
ance lines or undercutting the program’s ability to charge actuari-
ally sound rates.

Before NFIP was created in 1968, the Presidential Task Force on
Federal Flood Control Policy wrote, “For the Federal Government
to subsidize low premium disaster insurance or provide insurance
in which premiums are not proportionate to risk would be to invite
economic waste of great magnitude.” Sounds about right.

To foster increased participation, the NFIP does not charge truly
actuarially sound rates. Fiscal solvency is defined as charging pre-
miums that will generate enough revenue to cover a historical av-
erage loss year. Catastrophic loss years are largely left out of the
equation, and shortfalls are met by borrowing from the U.S. Treas-
ury, a significant subsidy in and of itself.

Twenty percent of insured properties predate a community’s in-
volvement in the NFIP, or Flood Insurance Rate Map, and pay only
35 to 40 percent of their actual full-risk level premium. Repetitive
loss properties, as has been mentioned, represent only 1 percent of
the total number of policies, yet account for up to 30 percent of the
payouts under the program—Ilike a property owner in Houston,
Texas that has received 1.6 million in payouts for a house that is
worth $116,000. We need to help these people out, out of harm’s
Wa]:)y, and at the same time help the taxpayer who is picking up the
tab.

NFIP insurance rates are driven by maps of the Nation’s dy-
namic floodplains. Areas that were previously less likely to flood
could now be more likely. Levees that were adequate a decade ago
may provide far less protection due to poor maintenance or in-
creased flood elevations. The maps must be up to date, accurate
and based on the best available science. FEMA has been modern-
izing the maps, and in some cases homeowners are facing steep in-
creases in premiums as we have heard earlier today.

In response, several lawmakers have introduced legislation to ei-
ther roll back or delay mapping changes and commensurate rate
increases. The House included it in their NFIP reauthorization. Ab-
sent strong scientific evidence of specific inaccuracies, efforts to
delay and forestall map revisions must stop. Legislation does not
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alter geology. It may be popular to delay map modernization or
waive building standards, but what makes good politics generally
makes bad insurance policy.

Remember, regular homeowners insurance does not cover floods.
People deserve to know the costs and the risks of where they live,
and taxpayers deserve to have those who choose to live in harm’s
way to pick up part of the tab. A better way to ease any sticker
shock would be to provide for a relatively short phase-in of actu-
arial rates or other assistance.

Besides the mapping issue, there are other efforts that would
take a backhoe to NFIP’s deep financial hole. One is the addition
of wind insurance. It simply does not make sense to add a whole
new business line to the already challenged flood insurance pro-
gram.

Another related area is the effort to create a new national catas-
trophe reinsurance program for State-run reinsurers. Private rein-
surance, essentially insurance for insurance companies, is widely
available. However, some States want the Federal Government to
subsidize reinsurance rates as well.

The current NFIP model is clearly not sustainable. The subsidies
have to be phased out, and the program has to move toward actu-
arial rates. This would help eliminate the cross subsidies that have
a few homeowners picking up the tab for properties that have en-
joyed subsidized premiums for decades.

There must be a strong commitment to help communities and
homeowners to reduce their flood vulnerability, eliminate the prob-
lem of repetitive loss properties with elevation and relocation pro-
grams, increase the availability of accurate information about flood
risks and ensure adequate enforcement of program rules. Addition-
ally, NFIP should begin to identify pilot areas that the private sec-
tor can begin providing flood insurance.

Last Congress, the Senate adopted important reforms as well:
mandated insurance in residual risk areas—those in a natural
floodplain but protected by a levee, flood wall or dam, like those in
Gulf Port, Illinois, as was mentioned earlier—also charging rates
sufficient to create a reserve fund for a higher than predicted loss
years.

The shaky foundation on which the flood insurance program was
based has enormous cracks. Congress and the Administration can
either create even greater cracks by adding new business lines or
delaying a shift to actuarial rates and updated flood maps, or re-
make and strengthen that foundation by putting the program on
more solid financial footing.

Thank you very much.
hChairman Dobpp. Thank you very much, Mr. Ellis. I appreciate
that.

Just to pick up on the wind issue, I have listened to Senator
Wicker and others come to talk about it. I am sympathetic obvi-
ously to what they go through, but I do not think there is anything.

You see the difficulty we have, even having passed a bill last
year pretty overwhelmingly, and I think people saw the bill as
being a pretty good piece of legislation. In fact, we had some pretty
good amendments that were offered that challenged the very foun-
dation of the legislation. That is the obligation of those who choose
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to live in these areas picking up I think it was a dollar a day. I
think the average premium was about $360 a year, and there was
still awful resistance even to that idea. They were not exorbitant
costs, but it was considered enough to at least provide the coverage
for people in those areas and reducing the exposure to people who
live in other parts of the Country that are being asked to subsidize
people’s choices about where they live.

Let me ask you all a series of questions here if I can, and then
I will leave the record open for several days as well, so that addi-
tional questions may be offered by my colleagues. I think all of you,
as I said earlier, were here for hearing Senator Durbin’s and Sen-
ator Schumer’s remarks regarding the flood mapping, and again
you heard Senator Shelby and others raise the issue and conversa-
tion with Ms. Brown as well on the topic. She was asked about it.
And I know, as we have discussed, FEMA has been working on this
to try and get this right.

I was thinking as you were testifying. I mean today with all of
us having MapQuest and Google Earth. It’s frightening what you
can pull up on your BlackBerry, let alone some high powered com-
puter, to hone in on exactly what is occurring in almost anyone’s
backyard in the Country. So to me the technology of mapping, it
seems to be, ought to be fairly sophisticated today and fairly accu-
rate based on what you could overlay and lap and historical records
and the like.

Now last Congress, of course, we would have authorized more
funding for a technical advisory council to improve this even fur-
ther, the mapping. I wonder what your perspective is.

You sort of shared some, Ms. McConkey, on this already. I gather
you felt probably and somewhat disagreed with Senator Durbin
then, unless I misread what you said. I mean he came to me early
and talked about the mapping problems as he saw them in south-
ern Illinois. What is your take on that?

Ms. McCoNKEY. The change in three counties—St. Clair, Mon-
roe, and Madison County are the locations where there has been
most of the focus of attention because of the levee decertification.

Chairman DoDD. Right.

Ms. McCoNKEY. And the new study that was actually shown was
a study done by the Corps of Engineers. People really have not
challenged the discharges or the elevations that the Corps of Engi-
neers came up with. What they were challenging was they did not
believe their levees were not going to hold against the flood. The
challenge was the viability of the levees, not the quality of the en-
gineering work.

Chairman DopD. Unlike New York where they are challenging
the engineering and the level of the floodplain.

Ms. McCoONKEY. Correct. That was the point I was making.
There is a certain amount of debate about coastal analysis that is
still a little bit more open than riverine analysis, which is a little
bit better established.

Chairman DoDD. Well, what do you recommend here? Because,
again, I can see this is a growing problem as you get the kind of
political influence coming to bear on the decision making, we delay,
you know, 1-year extensions, 1-year extensions in a lot of this. I am
anticipating a lot more interest in this as you get these maps com-
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ing forward and communities reacting, picking up the phone and
calling their Congressman and their Senators and coming before—
either calling me or others and saying you have got to get a mora-
torium, we cannot afford to do this. Obviously, they have a pretty
good case today given the economies of scale.

I would ask all of you to comment on this. I understand your
point, Mr. Ellis. I agree with you on this. But I wonder if you have
any practical suggestions on how we might deal with this?

Ms. McCoONKEY. One thing that I think that is really important
to point out was the fact—the cause of the analysis, looking at
those levees down in the Metro East area, we became aware of a
real flood risk and a public safety issue. And I think the biggest
question we have before us is how we can deal with the public safe-
ty issue. The affordability of the flood insurance is a separate issue.

The fact that the maps were going to be going effective got every-
one’s attention, and I think that a gradual phase-in—not a 5-year
moratorium but a gradual phase-in of the flood insurance would
keep that in the public eye, keep the focus and the pressure on
dealing with the real problem, which is the degradation of the lev-
ees, and allow people to adjust and make decisions over time. It is
important to get that bill in front of them, but it should be phased
in.

Chairman DobDD. I should have asked you, by the way, he makes
the case about how you should be basing these maps on water-
sheds. Do you agree with that?

Ms. McCoNKEY. The analysis needs to be done based on water-
sheds, and it was done on a watershed basis. It was just the timing
of actually coming out with the digital—with the effective flood in-
surance rate maps, and that was more the timing of the maps of
the consequence in terms of the equitability issue on when Illinois
had to start buying flood insurance versus Mississippi—Missouri.

Chairman DODD. Let me ask either one of you, do either one of
you want to comment on these questions I have just raised? Yes,
Mr. Ellis.

Mr. ELLIS. Sure. Mr. Chairman, I think that also—I think that
is exactly it. It was more about the fact that the cost of owning a
home east of the Mississippi River was going to be higher relative
to the cost of owning a home west of the Mississippi River, and
that was some of Senator Durbin’s concern and why he wanted to
look at it rather than from a scientific point of view, just sort of
relative economics. Because, clearly, the flood protection, you know,
the issues there are different. I mean, St. Louis has a flood wall.
There are levees in East St. Louis.

But then also I think the other point that I wanted to raise about
Senator Schumer’s comments about, well, there had never been
flooding here before, well, geology changes. I mean, we are spend-
ing millions of dollars every year pumping sand onto Long Island’s
beaches to try to forestall erosion. So, clearly, the land changes and
so there are areas that did not use to flood that are going to flood
now just because of development and other issues. So the idea that
it never happened or it did not happen when the Long Island Ex-
press came through 70 years ago does not really get to the issue
of the maps. And I think absolutely there is going to be a lot of
controversy, I think you are absolutely correct, Mr. Chairman, and
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that it is going to only build as the maps come out. But I think
that the idea that we would basically wait 10 years before people
would actually be paying the full freight of where they live is doing
a disservice to those people, one, because there is an economic issue
of where they can think about what they can do and mitigate and
other things, and it really brings to bear some of the underlying
issues of where people choose to live; but also it is doing a dis-
service to all of us because we are being stuck with that tab when
it seems likely that there are going to be several floods in these
areas, wherever they are in the country in that 10-year period that
they are not actually paying their way.

Chairman Dopp. Mr. D’Ambrosia.

Mr. D’AMBROSIA. But the reality—I would just like to address
what was just said, if I may. The reality of the taxpayers being
stuck, the taxpayers pay one way or the other. If there is no Flood
Insurance Program, then the taxpayers end up paying once the dis-
aster occurs. And then there is the taking care of the disaster. So
it is a hard bullet to dodge. You either address it up front and try
to get as many people into the program to create the funding nec-
essary to do it, or you are going to pay in the end, anyway.

Chairman DoDD. I was thinking as Mr. Ellis was talking, I recall
being—having spent a little time in Iowa a couple years ago, the
Missouri River in Kansas and Iowa, and how the Missouri River
changed course. And there was the debate over—in fact, I think it
went to the Supreme Court—as to whether or not the boundary be-
tween those two States would change because the river changed
not long ago.

Mr. EvLLIS. Right.

Chairman DoDD. But you are absolutely right about that. These
things change all the time. And if Al Gore is right at all, in Kansas
you could be living on the shoreline.

Let me go back to the issue of the levees and the flood control
infrastructure issues, and I wonder if you might elaborate—again,
Ms. McConkey, let me ask you this as well. Can you elaborate on
the scope of this problem beyond your Illinois perspective, obvi-
ously, and some examples of where this need has been effectively
addressed or examples of where such infrastructure is falling apart
that you are aware of besides the one you talked about?

Ms. McCoNKEY. Well, actually, there is—it is a national issue.
We are seeing a lot of the levees, particularly in California, that
have been identified as not meeting standards. There are a number
of levees in Illinois. There are hundreds of cases. And I am a little
bit stumbling right now to give you a specific one like the Gulfport
one, but I would point out that there has been through the
Water Act of 2007, the National Committee on Levee Safety was
convened, and they are—one of the top things they did was to say
that we need to have an inventory of the levees that are in the Na-
tion and also an inspection of those levees. And that is ongoing
right now through the Corps of Engineers.

The problem is extensive. We could find—there is data on the
number of provisional letters of accreditation that FEMA issued
whereby when the maps were being done, if the levee owners
signed that they believed that the levees would provide protection
from the 1-percent flood, they thought that they would build to pro-
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vide the proper documentation, FEMA would grant them provi-
sional accreditation. Many of the new maps rolled out with that
provisional accreditation, and FEMA will have numbers on the—
they had 2 years to provide the data, and there are hundreds of
levee owners that are not—those letters are coming due. It is time
for them to show the data, and they are not able to do it, and lev-
ees are being de-accredited because the information is not there.

Chairman DoDD. But your association—do you have an inde-
pendent source of information on this, or are you just relying on
others?

Ms. McCONKEY. On the problem——

Chairman DoDD. Yes, just an idea of a cross-section of the coun-
try. You mentioned California specifically, but do you have other
information about other States? Or do you have to go to the Corps
of Engineers for that kind of information?

Ms. McCoNKEY. We do not have any independent information.
We would be relying on what the Corps has, and looking—actually,
I serve on the Review Committee for the National Levee Safety
Committee, so that is really my source of information. But one
thing that is important, back to my testimony, is that we do need
to look at these issues of coordination between the agencies with
the Corps and with the Federal Emergency Management Agency
and the USGS so that we have coordinated policies that move us
toward a safer environment and mitigate our flood risk.

Chairman Dobpp. Thank you.

Mr. D’Ambrosia, you mentioned in your testimony education and
outreach obviously is an important step for FEMA and the commu-
nities to take to make sure their residents are aware of the flood
risks. Do you have any idea what FEMA is currently doing to sup-
port this effort and what it could do to make it better? And who
in your view, an insurance agent, a real estate agent, mortgage
broker, Government official, who is the best person to convey that
kind of information?

Mr. D’AMBROSIA. Well, what you see currently from FEMA is a
series of commercials telling people about flood insurance and the
opportunity that the properties have to flood. As far as getting enti-
ties from the housing industry involved, the National Association
of Realtors itself is willing to go ahead and talk and participate in
those actions.

As was said earlier today, 50 percent of the people who are in
floodplains do not have flood insurance for a variety of reasons, ei-
ther they——

Chairman DobpD. How realistic would it be, with all due respect,
to have a real estate agent be reminding a home buyer of some ad-
ditional costs they are going to have to take? That is not the kind
of thing you want to raise with a buyer unless it is mandatory
where you have certain requirements under law that you have got
to meet. But assuming this is not being followed to the letter with
as much as 50 percent of the people who are not complying, how—
and I say this respectfully. But how likely, if you are trying to
make a sale and get something done here, you say in the middle
of that, “By the way, I forgot to tell you. You are going to owe an-
other 200 bucks or 300 bucks a year for this stuff.”



32

Mr. D’AMBROSIA. Well, Senator, as you mentioned earlier, I sit
on the Maryland Real Estate Commission, so we make rules all the
time that real estate agents have to go out and follow and give dis-
closures and tell people they have to spend extra money.

You know, part of it comes down to protecting the public, and the
reality is that without the flood insurance, you know, as was men-
tioned earlier by Senator Tester, you know, there are only a couple
private companies out there—Chubb, Lloyd’s of London, I think
there are two more—that will go ahead and even address flood in-
surance with people. And usually they are addressing it with high-
cost homes and more wealthy people. You know, for the person in
the middle class who lives in a community such as Chesapeake
Beach, Maryland, where the homes are smaller and they are old
and have been there for a while, there is nowhere for those people
to turn when they want to go ahead.

So if it comes down to that—since there is a paying, anyway, ei-
ther by all or by people who are buying in the floodplain, there is
no—things have to be paid for, and if it has to be put forth to peo-
ple you need this program, it is going to cost you $200, it is always
better to spread it out over the group of the people rather than to
concentrate it on a few. Otherwise, you end up in a situation

Chairman DopD. What do you do in Maryland? What do you tell
people? What does Maryland require?

Mr. D’AMBROSIA. Well, in Maryland, it depends on the area
which you are in. Ocean City, of course, and down through the
coastal regions. Maryland has more coast than any other part of
the country. So you have a lot of people that are affected by it. It
is presented to people. It is not required to be presented, but it is
presented by those sales people in those various areas.

Chairman DoDD. As a regular matter?

Mr. D’AMBROSIA. As a regular matter, because usually the mort-
gage companies that are giving the loans in those areas require it.

Chairman DobDD. Yes. Mr. Ellis, you mentioned that the Flood
Insurance Program was established with the goal of promoting the
wise use of floodplains, and obviously you are right in that. And
you and others have noted that communities continue to develop in
risky areas. I wonder if you have any more recent examples of de-
velopment that occurred after the inception of a program that may
have been unwise to build? I can think of some, but do you have
some that come to mind in your work?

Mr. ELLIS. Well, you know, actually, not to pick on Louisiana,
but the whole area of New Orleans East developed after the cre-
ation of the program, and actually you can look at it, it kind of
shows some of the problems with our whole flood protection, flood
insurance infrastructure where essentially the Army Corps of Engi-
neers built flood protection out in that area, which then induced
development behind the levee, which is an area that got completely
destroyed by Hurricane Katrina. That was all in the 1970s, so after
the development of—after the Flood Insurance Program was insti-
tuted, and it also sort of shows that some of the problems that we
have is that right now, you know, essentially for years we have
dumbed down our Nation’s flood protection to the 100-year or the
1-percent flood, because essentially communities knew that if you
had a levee that gave you 100-year protection, then you did not
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have to buy flood insurance. And so that was always the target,
was to get something along those lines, when in reality we recog-
nize that it is far less protection than what communities need, and
that was why one of the things that I complimented you on on your
bill from last Congress was this idea that you—mandatory in resid-
ual risk areas, the areas like Gulfport, Illinois, purchase flood in-
surance, and it would be less expensive than if you were actually
in that floodplain. But you are in the floodplain, you just happen
to have manmade protection. And I think that you can look along
the Nation’s coastlines, and you can see all the development that
has occurred there. That is all the floodplain. I mean, I do not
think you are going to change that. People like to be near the
water. It is sort of a human instinct. And so it really is then mak-
ing sure that people know what their true cost is, not just from an
economic point of view for the taxpayer, but from a human life
point of view, people knowing that they are moving into harm’s
way and some of the issues surrounding that.

Chairman DobDD. Well, I agree, and I am glad you pointed out
what we did last year in the bill. You understand the political dif-
ficulty when all of a sudden the Federal Government starts telling
local communities how to develop land, let alone State and local.
I mean, you see those problems. But clearly we need to. There is
no question about it. It is a great disservice to people, and obvi-
ously this runs directly, Mr. D’Ambrosia, in the face of builders, re-
altors, and others, that the last thing they want is big Government.
Today we all know what is going on politically in the country. But
to talk about having—because we all end up paying. Asking some
taxpayer in Nevada or Idaho—I am using those States somewhere
in the Midwest—to pick up the cost of people who make choices to
live elsewhere or communities or States that allow property to get
developed in areas where clearly they are at risk—I mean, these
are hard calls, but I do not need to tell you the political mine field
you enter when you start advocating suggestions like that. We need
leadership out of the real estate community and others to help step
up on these matters, or it is just going to get out of control.

Mr. D’AMBROSIA. Senator, if I may, and I totally agree with what
you just said. The flood insurance does not really spawn the devel-
opment. The development is going to happen in one way or an-
other. As Mr. Ellis pointed out, people like living by the water. But
also at one point in time there was a necessity for people living by
the water—Baltimore, Boston, where because of shipping and ev-
erything else, fishing in Maryland—you mentioned Maryland, the
fishing industry in Maryland.

What happens, those properties are already there, they are al-
ready developed. They are already in place, and there has to be an
avenue for those people to be able to transfer those properties
when the need arises.

Mr. ErLis. Mr. Chairman, I would just point out that there is an
existing program, just to challenge Mr. D’Ambrosia on one little bit
of this, and that is, the Coastal Barrier Resources Act was created
in 1982 and then expanded in 1980, and essentially it was some-
thing where they would deny flood insurance to undeveloped coast-
al barrier islands, and they worked with the States to identify
these. And the Fish and Wildlife Service has done a study and has
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looked at property that is right outside the CBRA unit, the Coastal
Barrier Resources Act unit, and they went inside. And really the
key subsidy that drives this sort of—that drives the development,
because you can still build in these areas. You just cannot get any
Federal subsidies for building or flood insurance, the Flood Insur-
ance Program. And the Fish and Wildlife Service has documented
that that is one of the key things in these coastal areas that fuel
development. And it is really amazing. You can look at some of the
aerial photos of these barrier islands, and you can basically tell ex-
actly where the line is. The really popular areas still will build.
People will privately insure. But in many cases it is actually—you
can see that flood insurance is one of the key drivers or enablers
of development.

Chairman DobDD. I recall, by the way, you mentioned East New
Orleans, flying in a helicopter just a few days after Katrina, and
that whole area, it was just stunning. All you could say to yourself
was, “How did that ever get developed?”

Mr. EvLLiS. And, Mr. Chairman, actually in the 1970s when the
Corps first proposed this, because it was all supposed to be in re-
sponse to Hurricane Betsy, their flood protection, then Congress-
man Livingston was a freshman, and he was on the Committee
there, and he basically challenged the Corps, saying, “Well, why
are you building levees where people are not in New Orleans
East”—because they were not there yet—“instead of building high-
er and stronger levees where people are, in New Orleans.” It was
really because that was the way that the Corps did their analysis,
and the economic benefit of developing that basically virgin area
was a much greater benefit to overcome the cost of the project than
to actually put higher and better levees in New Orleans.

Chairman DoDD. Interesting. Well, listen, I thank you. You have
been very informative, very helpful, and enlightening as well. I
would love to tell you I know what is going to happen here. I get
uneasy about extended moratoriums and not really addressing
what we need to address. It is kind of a classic response of Con-
gress these days, kicking the can down the road. But the problems
do not go away. They only get worse. We have a pretty good idea
what needs to be done.

The mapping issue is one that has been raised here, and that is
going to be around. We have got to address that to some degree.
And I think having phase-ins, even the grandfathering provisions
we heard from Ms. Brown will help, I think, to ease some of the
political pressures against this. But I am not sure we can get the
kind of 92-6 vote again in the Senate, even with that same bill and
the same make-up of the place. We might have difficulty getting
there. But I wish we could get beyond the 1-year extensions. Again,
I am moving on and leaving, and others will have to pick up this
issue. But I would like to see if it were not possible—and the
Hﬁus:)e—passed bill, would you vote for the House-passed bill, Mr.
Ellis?

Mr. ELLIS. No, sir, I would not.

hChairman DobpD. So you do not think we ought to try and do
that.

Mr. ELuis. No. I think that the House bill—it has the 5-year—
I mean, it has essentially what was proposed here, which is 5 years
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waiting on the maps implementation and 5-year phase-in of the
cost. And that is just way too long.

Chairman DoDD. And I agree with you, but as a practical matter,
my concern is that that 5 years, we might look back a year from
now and say, “You know something? Offer me the 5-year and I will
take it now,” because I am fearful what I am going to get is a 10-
year proposal and so forth, as more of the mapping issues come up,
and others, and we might regret not having grabbed what we could
grab, and then work it over these next 3 or 4 years. That is where
the tipping points are politically. I do not like them necessarily, but
in the world that I have to function in here—and this happens to
me all the time—I have to find out where the tipping points are
tgolitically before I can get something done. I am not crazy about
ive.

Mr. ELLIS. Right.

Chairman DoDD. But if it is the only thing I can get versus 1-
year extensions, inevitably:

Mr. ELLiS. Well, I think that—I mean, the Senate has always
been sort of the bulwark on this issue, and, you know, certainly I
think that the one thing that the House did better this time was
that they did not include wind.

Chairman DobDD. They dropped wind.

Mr. ELLIS. And so that is the one improvement. But I think that
working with the Senate, actually having more of their imprint on
the final product will turn out a much better product than what
the House got, and hopefully the 1-year extension will continue to
provide a little bit of pressure—not be ridiculous. I agree the
month-to-month extensions are ridiculous and do not help anybody
at all. But the 1-year hopefully gives the new Congress enough
time to sort of build and to come up with something.

Chairman DoDD. There is an old Gaelic expression, “From your
mouth to God’s ears.”

Mr. D’AMBROSIA. Senator, if I may, you know, one of the things
that I mentioned—and Mr. Ellis is correct—when you have those
lapses and then it takes time to go ahead and get things approved
and ramped up, everybody reacts differently. Consumers react dif-
ferently. They lose confidence. They drop out of the market. They
lose their loan lock. Lenders react differently. You have some lend-
ers who say, “Oh, we know Congress is going to reapprove this.”
And other lenders say, “No, no, we are not going to settlement until
it is in place.”

So it goes ahead, and it causes literally thousands of settlements
to either be postpone or canceled. And we all know how fragile the
market is, and I am sorry I am myopic in my focus on housing.

Chairman DoDD. No, no. It is your job.

Mr. D’AMBROSIA. Housing does drive a lot of what goes on.

Chairman DoDD. So you would be—where do you come down? If
I just made you a Senator and you got a vote

Mr. D’AMBROSIA. We would be in favor of——

Chairman DoDD. You would vote it just to get something going.

How about you, Ms. McConkey?

Ms. McCoNKEY. We would not be in favor of the 5-year exten-
sion. We would like to see what FEMA is going to come up with
in the next year on their recommendations for a real rethink of the
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NFIP. There are a lot of issues that have come up since those two
bills were considered by the Houses, and I think FEMA would be
the best one to make some good recommendations.

Chairman DobpD. Well, you have got some good Members here.
As I mentioned, Jack Reed has a strong interest in this subject
matter. You heard Senator Tester here. These Members will be
back. Senator Shelby has a strong interest in the legislation as
well, and Tim Johnson, so I am optimistic that the next Congress
and this Committee can pick this up and move forward with it.

I cannot thank you enough, all three of you. Sorry we did not
have more colleagues here, but in the afternoon there are all sorts
of things going on up here in the last days before the election
starts, so we do not have as much participation. But this is a sub-
ject matter in which there is a tremendous amount of collegial in-
terest, I can tell you, in the Flood Insurance Program.

So I thank all three of you. We will leave the record open for a
few days.

Mr. ELLIS. Thank you very much.

Ms. McCoONKEY. Thank you very much.

Mr. D’AMBROSIA. Thank you.

Chairman DoDpD. The Committee will stand adjourned.

[Whereupon, at 4 p.m., the hearing was adjourned.]

[Prepared statements, responses to written questions, and addi-
tional material supplied for the record follow:]
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PREPARED STATEMENT OF CHAIRMAN CHRISTOPHER J. DODD

I welcome everyone here today for a hearing on the “Reauthorization of the Na-
tional Flood Insurance Program,” or NFIP.

The NFIP is an important program providing a range of benefits to deal with an
often overlooked, but serious, threat. Floods cause more damage and create more
economic losses than any other type of natural disaster. While the topic may bring
Hurricane Katrina’s Gulf Coast devastation to mind, the truth is that floods can
happen anywhere. Parts of my home State of Connecticut were ravaged by flooding
this spring.

Flood insurance provides critical assistance to 5.5 million families and busi-
nesses—insurance to help them recover from flood damages and mitigation assist-
ance to help them avoid damages in the future. It also provides a framework of re-
sponsible flood plain management, requiring safer, more environmentally sound de-
velopment that limits Americans’ flood risks. Together, these measures save tax-
payer money by limiting the amount of emergency disaster assistance necessary in
the wake of flood events.

Despite these many benefits, the program faces serious challenges that threaten
its ability to carry out its mission.

Hearings before this Committee in previous Congresses revealed a number of
issues in need of reform. Perhaps foremost is NFIP’s financial condition, which
threatens the program’s long-term viability. Due to increased borrowing to pay
claims for catastrophic disasters in 2005 and 2008, the NFIP faces almost $19 bil-
lion in debt to the Treasury, a sum it is unlikely to ever repay. Subsidized rates
for nearly 25 percent of policy holders do not reflect the actuarially sound rates suf-
ficient to cover expected claims.

Another key issue is ensuring that citizens and the Federal Government under-
stand their risks. Despite mandatory-purchase requirements for properties in flood
hazard areas, only about half of all property owners in those areas actually partici-
pate in the program, increasing their potential exposure to devastating losses. On
top of this, until recently, FEMA had been using outdated, paper-based flood maps
to assess risk.

These and other concerns caused GAO to place the program on its High-Risk List
in 2006.

In the last Congress, Senator Shelby and I worked together on flood insurance
reform legislation to put the NFIP on a stronger footing for the future.

That bipartisan, fiscally responsible legislation would have provided comprehen-
sive NFIP reform to address these pressing issues, and would have reauthorized the
program for 5 years. It would have relieved NFIP’s debt while requiring actuarially
sound premium rates. We worked with Senator Jack Reed on provisions to strength-
en FEMA’s mapping capabilities to inform citizens of their risk and accurately set
premium pricing.

In recent years we have heard a number of proposals to improve insurance op-
tions and delivery for so-called “multiperil” events—such as those involving both
wind and water, for example, and for lowering the cost of insuring against cata-
strophic natural disasters. Our legislation also called for the creation of a National
Commission on Natural Catastrophe Risk Management and Insurance to provide ex-
pert recommendations to the Congress on these complex topics.

In 2008, the Senate adopted this bipartisan legislation by an overwhelming 92—
6 vote. Unfortunately, we did not reach agreement with the House. Since that time,
the program has been operating under a series of shorter-term extensions.

While our comprehensive reauthorization discussions continue, I have been work-
ing with my colleagues to ensure that the program remains in force. Last night, the
Senate approved a 1l-year extension of the NFIP. A multiyear reform bill is pref-
erable to an extension. However, such an extension will, in my view, provide nec-
essary program and market stability to homeowners, lenders, and insurers while
Congress considers the next steps for the reform of the NFIP.

The purpose of today’s hearing is to return to our discussion of comprehensive
flood insurance reform. We will hear from distinguished colleagues and experts
about the status of the NFIP and their prescriptions for reform.

Before I introduce the panelists, I will turn to Senator Shelby to see if he would
like to make any opening remarks.
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PREPARED STATEMENT OF SENATOR RICHARD C. SHELBY

Thank you Chairman Dodd.

The National Flood Insurance Program remains in serious trouble and is in des-
perate need of reform. Every aspect of the program must undergo significant revi-
sions. This concern is clearly not partisan, nor is it novel.

Since early 2006 the GAO has targeted this program as “high risk” because of
both the massive debt problems plaguing the program and the imbedded structural
deficiencies.

During the 109th Congress, this Committee held multiple hearings on ways to im-
prove the Flood Insurance Program. Ultimately, with Chairman Dodd’s leadership,
this Committee voted unanimously on a piece of legislation that addressed many of
the program’s core deficiencies.

For example, the bill immediately eliminated subsidies on vacation homes, busi-
nesses, and severe repetitive loss properties, and established a process for the elimi-
nation of all subsidies in the future.

The bill addressed insufficiencies in the current maps by setting forth stringent
standards that the program must use to complete the map modernization process.

The bill provided both State and Federal bank regulators with more tools to en-
sure that homes in a floodplain had the necessary coverage.

Finally, the legislation created a mandatory reserve fund to provide additional
funding to help pay future claims without further need to seek contributions from
the U.S. taxpayer.

The legislation passed by the Senate during the last Congress is a good starting
point. There are, however, several other reforms that this Committee must consider.

First, the GAO is about to complete a number of studies on specific aspects of the
program, including a thorough examination of the relationship between the program
and the Write Your Own (WYO) insurance companies.

We need to have a full understanding of the costs and benefits provided by the
Write Your Own program. If there is fat in this program, we need to trim it.

In addition, we need to know more about who is using the flood program to ensure
that its resources are targeted. The Congressional Budget Office (CBO) has deter-
mined that 12 percent of the homes receiving subsidies under the program are
worth more than $1 million. We need to ensure that the program requires wealthy
participants to pay their full freight.

There also has been much attention focused on the mapping for this program.

The map modernization process has been ongoing within the program for several
years. These maps are important for two reasons.

First, they serve as a warning for developers and homeowners about the risk of
developing or living in a floodplain.

Second, they ensure that individuals paying into the flood insurance program are
paying fair prices for coverage.

Several groups have stated that the program has not given communities the abil-
ity to have input in the map making process.

While I believe that it is important that communities have a voice in this process,
I am concerned that many who wish to contribute only are attempting to slow down
the process of modernizing the flood maps.

Government transparency is crucial, but this process needs to take place rapidly.
Many of these maps are several decades old and do not accurately outline the costs
and risks of living within the floodplain.

Finally, the term “actuarially sound” must be defined in a manner which ensures
that the premiums cover the costs.

Once this definition is codified in statute, there will be no question that we intend
this program must be financially self-sustaining.

Yesterday, I agreed to allow the program to be extended once again. While there
needs to be a degree of certainty for policy holders, we are not serving the American
taxpayer well by continually extending a fundamentally flawed program.

The National Flood Insurance Program is broken. The sooner we get around to
fixing it, the better it will be for everyone.

Thank you Mr. Chairman.
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PREPARED STATEMENT OF SENATOR TIM JOHNSON

Mr. Chairman, thank you for holding this important hearing regarding the reau-
thorization of the National Flood Insurance Program (NFIP).

The goal of the NFIP has always been to enable at-risk property owners in par-
ticipating communities to purchase insurance as protection against potentially cata-
strophic flood losses. If such Federal insurance were not available, citizens would
be exposed to unacceptable risk, and Congress would face ever-escalating requests
for Federal grants to rebuild uninsured flood-zone properties. Though the NFIP does
involve costs for the Government and for individuals in flood zones, the program is
a cheaper alternative to letting flood-zone properties remain uninsured.

But this program has faced many challenges in recent years, including an expan-
sion in the size of the program, a debt to the Treasury, repetitive lost costs, and
the reality that the policies may not be priced at their actuarial price. After Hurri-
cane Katrina, this Committee began bipartisan work on legislation to reform and
reauthorize the NFIP. While the Senate has passed legislation the past two Con-
gresses, differences between with the House and Senate legislation have gone unre-
solved. Authorization for the NFIP has had to be extended on a short-term basis
as Congress works to resolve differences over the longer-term reform.

These short term extensions have led to several temporary terminations of the
program. These temporary terminations are disruptive, frustrating, and confusing
to the many people who rely on flood insurance; they also cause uncertainty for
those Americans trying to buy new homes. They also demonstrate how vital it is
for Congress to approve a long-term extension and eventual reform of the NFIP,
which would give certainty to those seeking to purchase flood insurance for their
homes. I am pleased that last night, the Senate approved an extension for 1 year.

In addition, I have supported reauthorization and modernization of the NFIP
many times and continue to be hopeful that long-term reform can be agreed upon
within the Senate and successfully reconciled with the House of Representatives.
Now that we have approved a longer-term extension of the NFIP, we can work on
modernization proposals. While the legislative days are numbered this year, making
modernization proposals unlikely, I hope my colleagues and I can begin work on a
modernization proposal that we can take up as soon as possible.

PREPARED STATEMENT OF SENATOR JIM BUNNING

Mr. Chairman, thank you for holding this hearing.

One of my proudest accomplishments in the U.S. Senate was authoring the 2004
law that reauthorized the National Flood Insurance Program.

At the time, I chaired this Committee’s Economic Policy Subcommittee. We
worked in a bipartisan way to improve the program, including incentives for com-
munities and homeowners to mitigate flooding risk when properties have a history
of serious and repeated flood damage. And we provided long-term certainty for the
program for property owners, communities, and lenders.

Thankfully, my bill ensured that the flood insurance program was in place before
the Katrina disaster hit. Unfortunately, the law I wrote expired in September of
2008, and since then, Congress has extended the program for only short periods of
time.

The program has lapsed twice this year, mainly because Congress could not man-
age deadlines and short-term extensions were held hostage in bills that were con-
troversial.

Last night, the Senate passed yet another extension of the flood insurance pro-
gram, this time through September 30, 2011. If Congress does not complete action
on it, the program will lapse again next week.

We simply cannot keep kicking the can down the road. It is not fair to property
owners or to taxpayers.

There are several issues with flood insurance that are crying for reform. Many
people covered by the program are not paying premiums that bear any relationship
to their actual risk of flood damage, and other property owners and taxpayers are
subsidizing them. Flood maps need to be updated. The program also owes $18.8 bil-
lion to the Treasury, with interest, which is not sustainable.

The Senate passed a bipartisan reauthorization of the program in the last Con-
gress that would make several improvements, but it died from inaction.

Reform and long-term renewal of the program is long overdue. I hope this hearing
moves us closer to a more stable and rational flood insurance program.

Thank you, Mr. Chairman.
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Chairman Dodd, Senator Shelby, and Members of the Banking Committee, thank
you for this opportunity to testify on the importance of the National Flood Insurance
Program.

I would like to limit my testimony to one important issue—FEMA’s flood mapping
program. This program is well underway in Illinois and has affected thousands of
homeowners and businesses in my State.

Metro East

As you know, FEMA is currently updating outdated floodplain maps across the
country.

The Metro East St. Louis area was one of the first areas in the country to undergo
this floodplain map modernization process. The greater Metro East area is home to
150,000 people and dozens of historic communities, including East St. Louis, where
I was born and raised.

In early 2007, FEMA informed the Illinois levee districts in Metro East that their
levees were not strong enough to be certified against a 100-year flood event. This
lack of accreditation by FEMA means that tens of thousands of homeowners will
soon find themselves living in a floodplain. This floodplain designation will also re-
quire these property owners to purchase flood insurance.

FEMA originally decided to update flood maps on the Illinois side of the river
only. The Missouri side of the river was not scheduled to undergo the new mapping
process until well after the Illinois side was completed.

Mapping on a Watershed Basis

With your help, language was included in the Fiscal Year 2009 Continuing Appro-
priations bill that aligned the mapping process for both sides of the Mississippi
river.

As the Committee develops its bill to reauthorize reform the flood insurance pro-
gram, I would encourage you to consider directing FEMA to undertake its mapping
process on a watershed basis. Floodwaters do not stop at county or State lines and
FEMA should recognize this by mapping watershed by watershed.

Mandatory Flood Insurance

Floodplain designations by FEMA will require homeowners to purchase flood in-
surance. In Metro East Illinois, up to 30,000 new properties will be affected by this
requirement. These individuals have lived in the same location for many years out-
side of a floodplain.

Current law will require most of these homeowners to purchase flood insurance
immediately after the new flood maps become effective. This could lead to an addi-
tional $2,500 per year on each mortgage. This sudden spike in costs is especially
problematic for many of my constituents in Illinois who have struggled to make
ends meet in this economy.

Phasing in the New Expense

The House-passed flood insurance reauthorization bill includes a provision that
would delay the mandatory flood insurance purchase requirement for 5 years in
areas like Metro East, where new flood maps are being implemented.

This delay would be followed by a 5-year period where insurance rates would be
phased in incrementally. This additional time would be especially helpful for places
like Metro East St. Louis, where the local community has developed an aggressive
plan to upgrade the levees to ensure protection against a 100 year flood event.

The three counties affected in Illinois have imposed a sales tax that will generate
$10 million per year to be used on levee upgrades and improvements. The levee re-
building project is expected to take 5 years and ultimately deliver protection to the
businesses and homes behind the levees.

I encourage you to include the House-passed provision in your version of a Flood
Insurance Reauthorization bill. This provision will give communities time to fully
understand the new flood risk shown by these modern flood maps while giving tem-
porary relief to homeowners and businesses.

Outreach and Education Are Critical

I would encourage you to delay this mandatory requirement only in special cir-
cumstances. Temporarily lifting the flood insurance requirement should only be of-
fered to communities that have done extraordinary outreach to provide flood risk
information to residents in these newly mapped floodplains.

Homeowners need to understand they are at risk. Levees do not provide 100 per-
cent protection, and having federally backed flood insurance can help you rebuild
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your home and protect your mortgage if a disaster strikes. Even though flood insur-
ance may not be required, it is important homeowners living in floodplains protect
themselves with insurance.

Unfortunately, even though flood insurance is required for everyone with a feder-
ally backed mortgage, compliance rates are very low in the Midwest. Recent re-
search has shown only 20 percent of properties in a 100-year flood plain in the Mid-
west carry national flood insurance policies.

Something needs to be done encourage these homeowners to protect themselves.
Extensive outreach combined with offering flood insurance at preferred risk rates
or lower may incentivize more people to carry flood insurance than even mandating
the purchase itself.

Senator Wicker has suggested offering long-term flood insurance policies to in-
crease compliance rates. This is an idea advocated for by many academics and I en-
courage you to give that proposal consideration too.

Conclusion

In summary, as you craft your Committee’s version of flood insurance legislation,
I encourage you to include language to achieve the following goals:

e Ensure FEMA updates flood maps on a watershed basis;

e Delay the effective date for the mandatory purchase of flood insurance for areas
that have been newly mapped into a floodplain;

e Phase-in flood insurance rates for newly mapped areas over 5 years.

e Require FEMA, State, and local governments to undertake extraordinary out-
reach to homeowners to make sure they understand their risk and the con-
sequences of not carrying flood insurance; and

o Offer deeply discounted rates to newly mapped properties to increase the num-
ber of homeowners carrying flood insurance.

_ Thank you for the opportunity to address this Committee about this important
issue.

PREPARED STATEMENT OF SENATOR ROGER F. WICKER

Thank you, Chairman Dodd and Ranking Member Shelby. I appreciate your hold-
ing this hearing, and I am grateful for the Committee giving me the opportunity
to appear today as a witness on the reauthorization of the National Flood Insurance
Program.

In this year alone, the National Flood Insurance Program (NFIP) has lapsed three
times, creating uncertainty and unnecessary problems for property owners who rely
on the NFIP for flood insurance. These lapses drive up the costs of administering
the program and delay purchases for properties that require flood insurance prior
to closing. I am glad that the Senate voted last night by unanimous consent to ex-
tend the NFIP through September of next year. However, in talking with Mississip-
pians, it is clear that the NFIP needs to be reauthorized on a long-term basis and
in a way that addresses some of the unique challenges that residents along coastal
areas face.

Although it has been 5 years since Hurricane Katrina made landfall, we are still
rebuilding on the Mississippi Gulf Coast. The storm may have passed but remnants
of Katrina remain. One of the greatest examples of Katrina’s lingering effects—and
one of the biggest impediments to our rebuilding efforts—is the lack of affordable
insurance. Not only is access to affordable insurance a challenge in Mississippi, but
it is also a problem from Texas, down to the tip of Florida, and on up through the
New England coastal States. The affordability and availability of wind insurance is
crucial in any State where there is coastal exposure.

Last month, there were many speeches commemorating the anniversary of Hurri-
cane Katrina and the incredible progress that many States have made since the de-
structive storm hit. The numerous ribbon cutting ceremonies of new businesses,
homes, and developments demonstrated the remarkable work of the Gulf Coast com-
munities in our efforts to rebuild. As we celebrated this progress and the resilience
of Mississippians, we also recognized that there is more work that needs to be done
to better prepare us for another Katrina. One of the best things that Congress could
do for the Gulf Coast region—not just in my State of Mississippi, but in all of the
Gulf Coast States—is to resolve the nuances associated with insuring against hurri-
canes.

For all practical purposes, private insurance coverage for wind damage is no
longer available in the Gulf Coast area since the aftermath of Hurricane Katrina.
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Before the storm, the wind peril was typically insured by basic hazard insurance
policies with the exception of those living on the beach itself. Today, in most of
coastal Mississippi, individuals have to purchase wind coverage through the State-
run windpool. State windpools were originally designed to be the insurer of last re-
sort. However, in recent years, State windpools have unfortunately become the rule,
not the exception.

In 2008, I attempted to address this problem by offering an amendment that
would have added wind coverage to the National Flood Insurance Program on a vol-
untary basis. This multiperil insurance concept passed the House of Representatives
last Congress but failed in the Senate. I understand the arguments on both sides
of the multiperil debate, but I believe using such an approach would address the
basic flaw in the current insurance system. And that flaw is this: it takes two kinds
of insurance to cover a hurricane—flood insurance through the NFIP and very ex-
pensive wind insurance through either the windpool or private coverage.

After Hurricane Katrina, many property owners were forced to go to court to de-
cide who was responsible for the damage, even if they had all the necessary insur-
ance policies. Other property owners had not purchased flood insurance because
they relied on the Federal flood zone maps. When their property was damaged by
the storm, the wind insurance adjusters denied claims, ruling that the damage had
been caused by water alone.

I recently introduced the Coordination of Wind and Flood Perils Act. This legisla-
tion, S. 3672, addresses some of the lessons learned following the wind versus water
dispute that occurred after Hurricane Katrina. Individuals who had all the appro-
priate insurance—wind and water policies—were, in many instances, caught in the
middle and forced to go to court to watch the insurers fight amongst themselves be-
fore they could be indemnified for their loss. The legislation I introduced would re-
move the property owner from this debate and put the burden where it belongs—
on the insurers. The insurance industry already does this for many other types of
losses. If there is a dispute, the damages would be split evenly between the insurers
so the property owner would be compensated in a timely manner. Then, the insurers
would appear before an arbitration panel, and the panel’s decision would be binding.

There are a few other lessons learned after Katrina and observations I would
make about the National Flood Insurance Program:

1. After Hurricane Katrina, we learned that flood hazard risk in many coastal
areas of Mississippi, and other parts of the country, was not accurately re-
flected by FEMA’s flood insurance maps. As a result, property owners outside
of the flood zones had no NFIP coverage. With only wind insurance coverage,
these individuals were not properly insured for a hurricane. Since property
owners rely heavily upon this information, I hope the Congress can continue
1&0 work with FEMA to ensure these maps are accurately updated for all resi-

ents.

2. FEMA and many banks do a poor job of enforcing the flood insurance require-
ment. Under the Flood Disaster Protection Act of 1973, the purchase of flood
insurance is mandatory in flood zones if the consumer is using a federally regu-
lated lender. However, there is a breakdown with the enforcement of this re-
quirement. According to the Congressional Research Service, at least eight
Federal agencies or Government Sponsored Enterprises are responsible for en-
forcing this requirement. Recently, the Wharton School of the University of
Pennsylvania surveyed insurance coverage among property owners impacted by
a flood in Vermont. The study revealed that 45 percent of the victims of the
flood who were required to have flood insurance did not purchase it. With re-
gard to private insurance, lenders do a much better job of enforcing insurance
requirements. If a homeowner stops paying his premium, the bank will pur-
chase homeowners’ insurance for him. However, as clearly documented by the
Wharton study, regulators and lenders routinely fail to enforce the mandate
enacted in the Flood Disaster Protection Act. I hope the Committee will further
investigate this issue and report its findings.

3. Rates should be actuarially sound and meaningful premium reductions should
be offered for mitigation improvements. I encourage this Committee to study
the work done by the Wharton School in this area. These scholars propose link-
ing the NFIP policy to the mortgage, which would create a long-term insurance
policy tied to the length of the mortgage and to the property itself. Having a
long-term policy tied to the property is one way to limit NFIP cancellations.
This proposal also would give meaningful premium reductions for mitigation
improvements. When property owners know they can save money year after
year by strengthening their homes above building code requirements, they will
have a powerful incentive to do so.
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Another proposal I would encourage this Committee to consider is the Travelers
Coastal Wind Zone Plan. This proposal would create an independent Federal com-
mission to establish standards for the wind peril in coastal areas. The Travelers’
plan allows insurance companies to purchase reinsurance from the Federal Govern-
ment to cover losses resulting from extreme events. In addition, like the Wharton
plan, the Travelers’ plan calls for meaningful premium reductions for mitigation im-
provements.

Al Goodman, the Mississippi State Floodplain Manager, wrote to me this week
and reminded me that major flood disasters have often led to changes in the law.
For example, Hurricane Agnes in 1972 resulted in the Flood Disaster Protection Act
of 1973; flooding on the Mississippi River in 1993 prompted the National Flood In-
surance Reform Act of 1994; and the Flood Insurance Reform Act of 2004 was influ-
enced by Hurricanes Andrew and Isabel.

Earlier this year, the Sun Herald, a Mississippi Gulf Coast newspaper, wrote in
an editorial: “ . . . better protection for all Americans living within harm’s way of
a hurricane would be Katrina’s greatest legacy.” I agree. Five years after Katrina,
Congress still has an opportunity to make sure affordable wind and water coverage
can be provided to the millions of Americans in coastal areas of our country.

Thank you.
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Chairman Dodd, Ranking Member Shelby, and Members of the Committee:

| appreciate the opportunity to participate in today's hearing on the National
Flood Insurance Program (NFIP) and the challenges that the Federal Emergency
Management Agency (FEMA) faces in administering it. As you know, NFIP isa
key component of the federal government’s efforts to minimize the damage and
financial impact of floods and is the only source of insurance against flood
damage for most residents in flood-prone areas. GAO placed NFIP on its high-
risk list in March 2006, not only because of the program s potential to incur
billions of dollars in losses and the many financial challenges it faces, but also
because of operational and management challenges within FEMA, many of

which we have identified in previous reports to Congress,

As of August 2010, NFIP owed approximately $18.8 billion to the Department of
the Treasury ( Treasury), primarily as a result of loans the program received to
pay claims from the 2003 hurricane season. NFIP borrowed additional funds
from Treasury to make interest payments on this debt and is unlikely ever to be
able to repay the entire amount. These revenue shortfalls reflect both the
devastating effects of catastrophic hurricanes and structural weaknesses in the
way the program is funded. Our previous reports identified many of these
weaknesses, including subsidized premium rates, rate-setting methods that do not

reflect the actual risk of losses due to flooding, and claims arising from a small,

Page | GAO-10-1063T
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but growing number of repetitive loss properties. We have also previously
identified management issues, particularly with respect to FEMA’s oversight of
write-your-own (WYO) insurers. We are currently conducting a comprehensive
review of NFIP management and other ongoing challenges that FEMA faces in

administering the program as well as a review of the NFIP mapping program.

My testimony today will revisit and update the challenges we identified in
previous reports, specifically (1) NFIP’s financial challenges, (2) FEMA’s
operational and management challenges relating to NFIP, and (3) actions needed
to address these challenges. My statement is based largely on completed work on
the oversight of the WYO program, the financial impact of subsidized premium
rates, and the rate-setting process for flood insurance premiums. We performed
our work in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe that the evidence we
obtained provides a reasonable basis for our findings and conclusions based on

our audit objectives.

"Repetitive loss properties are properties that have had two or more paid NFIP claims in a 10-year
period.
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Summary

Congress and FEMA intended that the NFIP’s operating expenses and flood
insurance claims would be paid with premiums collected by the program rather
than with tax dollars. But the program is, by design, not actuarially sound, for
several reasons, First, NFIP does not operale like private insurance companies.
For example, FEMA is not structured to build a capital surplus, is likely unable to
purchase reinsurance to cover high or catastrophic losses, cannot accept or reject
applicants to help manage risk, and is subject to statutory limits on rate increases,
Second, many property owners pay premium rates that do not reflect the full,
long-term risk of flooding. Almost 23 percent of property owners pay subsidized
premium rates, and even “full-risk” premium rates may not reflect the actual risk
of flooding. Further, NFIP allows some property owners to continue to pay rates
that do not reflect reassessments of their properties” flood risk (“grandfathered
rates”). Finally, NFIP must continue to insure repetitive loss properties, which
represent only | percent of flood insurance policies but account for 25 to 30
percent of claims, FEMA has taken some encouraging steps toward improving its
financial position, including making nearly $600 million in payments to the U.S.
Treasury since March 2009 without increasing its borrowing. In addition,
according to FEMA data, as of June 2010 it has also increased its amount of
collected premiums by approximately 24 percent since December 2006 and the
NFIP policy base by more than 24 percent since 2004, when FEMA began its

FloodSmart program.”

*FloodSmart is an integrated mass marketing campaign FEMA launched in 2004 o educate the
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Several operational and management issues may limit FEMA's progress in
addressing NFIP's financial challenges and achieving the program’s goals. For
example, WYO insurers play a key role in NFIP operations and payments to
them represent from one-third to two-thirds of premiums received. But in
previous reports we found that, among other internal control weaknesses, FEMA
did not systematically consider actual flood insurance expense information when
determining payments to WY insurers, had not aligned its WYO bonus
structure with NFIP's goals, and had not implemented many of its planned
financial controls for the WYO program.” Further, contractors other than WYO
insurers are responsible for performing key NFIP functions, such as collecting
NFIP data and marketing the program. However, we have also found problems
with oversight of these contractors. Specifically, FEMA did not consistently
follow its procedures for monitoring contractors, did not always coordinate
contract monitoring responsibilities among various agency departments on some
of the contracts we reviewed, lacked contract monitoring records, and did not
have a system in place that would allow various departments to share information
relating to contractor deficiencies. Further, preliminary results of our ongoing
work reveal that FEMA continues to lack an effective system to manage flood

insurance policy and claims data, despite having invested roughly 7 vears and

public about the risks of flooding and 10 encourage the purchase of flood msurance.

o0 GAD, Flood Insurance: Opportunities Exist to Inprove Oversight of the YO Program,
GAD-09-455 (Washingten, D.C.: Aug. 21, 2009).
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$40 million in a new system whose development has been halted because it did

not meet user needs and was not ready to replace the legacy system,

Addressing the financial and operational challenges facing NFIP would require
actions from both Congress and FEMA. We recognize that any such actions
would involve significant trade-offs and that some financial challenges would be
difficult to remedy. For instance, possible reform options to make premium rates
more reflective of lang-term flood risks include eliminating, reducing, or
targeting premium subsidies based on need. But taking any of these steps would
raise rates and potentially reduce participation in NFIP. FEMA and Congress
could also address the impact of repetitive loss properties by expanding
mitigation efforts to target those properties that are at highest risk.* However,
doing so would include actions such as elevation, relocation, and demalition that
would be costly to taxpayers and could take years. Congress could also amend
laws regarding coverage for homeowners who refuse to mitigate, and streamline
the various mitigation grant programs within FEMA. In our past work, we also
identified a number of management challenges that FEMA would have 1o
address, including improvements to oversight of WYO insurers and its payments
to them, updating the NFIP rate-setting process, fully applying intemal controls,

and strengthening oversight of contractors, among others.

4Miliga!'mn involves taking steps 1o reduce a property”s flood risk—for example, elevating a house
above a certain flood level,
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Background

The National Flood Insurance Act of 1968 established NFIP as an alternative to
providing direct assistance after floods.” NFIP, which provides government-
guaranteed flood insurance o homeowners and businesses, was intended to
reduce the federal government’s escalating costs for repairing flood damage after
disasters. FEMA, which is within the Department of Homeland Security (DHS),
is responsible for the oversight and management of NFIP. Since NFIP's
inception, Congress has enacted several pieces of legislation to strengthen the
program. The Flood Disaster Protection Act of 1973 made flood insurance
mandatory for owners of properties in vulnerable areas who had morigages from
federally regulated lenders and provided additional incentives for communities to
join the program.” The National Flood Insurance Reform Act of 1994
strengthened the mandatory purchase requirements for owners of properties
located in special flood hazard areas (SFHA) with mortgages from federally
regulated lenders.” Finally, the Bunning-Bereuter-Blumenauer Flood Insurance

Reform Act of 2004 authorized grant programs to mitigate properties that

*Pub, 1. No. 90-448, Title X111, 82 Stat. 476 (1968}
Ppub, L. No. 93-234, §$102, 87 Star. 975,978 (1973),
Tpub. L. No. 103-325, 108 Stat. 2255 (1994),
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experienced repetitive flooding losses. Owners of these repetitive loss properties

who do not mitigate face higher premiums.”

To participate in NFIP, communities agree to enforce regulations for land use
and new construction in high-risk flood zones and to adopt and enforce state and
community floodplain management regulations to reduce future flood damage.
Currently, more than 20,000 communities participate in NFIP. NFIP has mapped
flood risks across the couniry, assigning flood zone designations based on risk
levels, and these designations are a factor in determining premium rates. NFIP
offers two types of flood insurance premiums: subsidized and full-risk. The
National Flood Insurance Act of 1968 authorizes NFIP to offer subsidized
premiums to owners of certain properties. These subsidized premium rates,
which represent about 35 to 40 percent of the cost of covering the full risk of
flood damage to the properties, account for about 22 percent of all NFIP policies
as of September 2010. To help reduce or eliminate the long-term risk of flood
damage to buildings and other structures insured by NFIP, FEMA has used a
variety of mitigation efforts such as elevation, relocation, and demolition.
Despite these efforts, the inventories of repetitive loss properties and policies
with subsidized premium rates have continued to grow. In response to the
magnitude and severity of the losses from the 2005 hurricanes, Congress

increased NFIP's borrowing authority from the Treasury to $20.775 billion. As

Fpub. L. No. 108264, §§ 102, 104, 118 Stat. 712, 714, 722 (2004)
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of August 2010, FEMA owed Treasury $18.8 billion, and the program as

currently designed will likely not generate sufficient revenues to repay this debt.

NFIP’s Financial
Challenges Have
Increased the Federal
Government’s and U.S.
Taxpayers’ Financial
Exposure from Flood

Losses

By design, NFIP is not an actuarially sound program, in part because it does not
operate like many private insurance companies. As a govemment program, its
primary public policy goal is to provide flood insurance in flood-prone areas to
property owners who otherwise would not be able to obtain it. Yet NFIP is also
expected to cover its claims losses and operating expenses with the premiums it
collects, much like a private insurer. In years when flooding has not been
catastrophic, NFIP has generally managed to meet these competing goals, In years
of catastrophic flooding, however, and especially during the 2003 hurricane season,

it has not.

NFIP's operations differ from those of most private insurers in a number of ways.
First, it operates on a cash-flow basis and has the authority to borrow from
Treasury. As of August 2010, NFIP owed approximately $18.8 billion to
Treasury, primarily as a result of loans that the program received to pay claims
from the 2005 hurricane season. NFIP will likely not be able to meet its interest
payments in most vears, and the debt may continue to grow as the program may
need to borrow to meet the interest payments in some years and potential future
flood losses. Also unlike private insurance companies, NFIP assumes all the risk

for the policies it sells. Private insurers typically retain only part of the risk that
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they accept from policyholders, ceding a portion of the risk to reinsurers
(insurance for insurers), This mechanism is particularly important in the case of
insurance for catastrophic events, because the availability of reinsurance allows
an insurer to limit the possibility that it will experience losses beyond its ability
to pay. NFIP's lack of reinsurance, combined with the lack of structure to build a
capital surplus, transfers much of the financial risk of flooding to Treasury and

ultimately the taxpayer.

NFIP is also required to accept virtually all applications for insurance, unlike
private insurers, which may reject applicants for a variety of reasons. For
example, FEMA cannot deny insurance on the basis of frequent losses. As a
result, NFIP is less able to offset the effects of adverse selection—that is, the
phenomenon that those who are most likely to purchase insurance are also the
most likely to experience losses, Adverse selection may lead to a concentration
of palicyholders in the riskiest areas. This problem is further compounded by the
fact that those at greatest risk are required to purchase insurance from NFIP if
they have a mortgage from a federally regulated lender. Finally, by law, FEMA is
prevented from raising rates on each flood zone by more than 10 percent each
year. While most states regulate premium prices for private insurance companies
on other lines of insurance, they generally do not set limits on premium rate
increases, instead focusing on whether the resulting premium rates are justified

by the projected losses and expenses.
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54

NFIP’s Premium Rates Do
Not Reflect the Full Risk of

Flooding

As we have seen, NFIP does not charge rates that reflect the full risk of flooding.
NFIP could be placed on a sounder fiscal footing by addressing several elements
of its premium structure. For example, as we have pointed out in previous
reports, NFIP provides subsidized and grandfathered rates that do not reflect the
full risk of potential flood losses to some property owners, operates in part with
unreliable and incomplete data on flood risks that make it difficult to set accurate
rates, and has not been able to overcome the challenge of repetitive loss
properties.” Subsidized rates, which are required by law, are perhaps the best-
known example of premium rates that do not reflect the actual risk of flooding.
These rates, which were authorized from when the program began, were intended
to help property owners during the transition to full-risk rates. But today, nearly
one out of four NFIP policies continues to be based on a subsidized rate, These
rates allow policyholders with structures that were built before floodplain
management regulations were established in their communities to pay premiums
that represent about 35 to 40 percent of the actual risk premium. Moreover,
FEMA estimates that properties covered by policies with subsidized rates
experience as much as five times more flood damage than compliant new

structures that are charged full-risk rates. As we have pointed out, the number of

"See GAO, Flood Insurance: FEMA's Rate-Setting Process Warrants Amention, GAO-09-12
(Washington, D.C.: Oct. 31, 2008); and Flood fnsurance; Optians for Addressing the Financial
Impact of Subsidized Premiym Rates on the Natianal Flood Insurance Program, GAD-09-20
(Washington, D.C.: Nov. 14, 2008).
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policies receiving subsidized rates has grown steadily in recent years and without
changes to the program will likely continue to grow, increasing the potential for

future NFIP operating deficits.

Further, potentially outdated and inaccurate data about flood probabilities and
damage claims, as well as outdated flood maps, raise questions about whether
full-risk premiums fully reflect the actual risk of flooding. First, some of the data
used to estimate the probability of flooding have not been updated since the
1980s. Similarly, the claims data used as inputs o the model may be inaccurate
because of incomplete claims records and missing data. Further, some of the
maps FEMA uses to set premium rates remain out of date despite recent
modernization efforts, For instance, as FEMA continues these modernization
efforts, it does not account for ongoing and planned development making some
maps outdated shortly after their completion. Moreover, FEMA does not map for
long-term erosion, further increasing the likelihood that data used to set rates are
inaccurate. FEMA also sets flood insurance rates on a nationwide basis, failing to
account for many topographic factors that are relevant to flood risk for individual
properties. Some patterns in historical claims and premium data suggest that
NFIP"s rates may not accurately reflect individual differences in properties’ flood
risk. Not accurately reflecting the actual risk of flooding increases the risk that
full-risk premiums may not be sufficient to cover future losses and add to

concerns about NFIP's financial stability.
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As mentioned earlier, we are currently reviewing FEMA's flood mapping
program. Specifically, we are trying to determine the extent to which FEMA
ensures that flood maps accurately reflect flood risk and the methods FEMA uses
to promote community acceptance of flood maps. We plan to issue this report in

December 2010."

Further contributing to NFIP's financial challenges, FEMA made a policy
decision to allow certain properties remapped into riskier flood zones to keep
their previous lower rates. Like subsidized rates, these “grandfathered” rates do
not reflect the actual risk of flooding to the properties and do not generate
sufficient premiums to cover expected losses. FEMA officials told us that the
decision to grandfather rates was based on considerations of equity, ease of
administration, and goals of promoting floodplain management. However,
FEMA does not collect data on grandfathered properties or measure their
financial impact on the program. As a result, it does not know how many such
properties exist, their exact location, or the volume of losses they generate.
FEMA officials stated that beginning in October 2010 they would indicate on all
new palicies whether or not they were grandfathered, However, they would still
be unable to identify grandfathered properties among existing policies. As FEMA

continues its efforts to modemize flood maps across the country, it has continued

"*This work is being done at the request of the Chairman of the Subcommitiee on Economic Policy,
Senator Sherrod Brown, and Senators Charles E. Schumer and Jeff Bingaman,
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to face resistance from communitics and homeowners when remapping

properties into higher-risk flood zones with higher rates. As a result, FEMA has
often grandfathered in previous premium rates that are lower than the remapped
rates. However, homeowners who are remapped into high-risk areas and do not

currently have flood insurance may be required to purchase it at the full risk rate.

In reauthorizing NFIP in 2004, Congress noted that repetitive loss properties—
those that have had two or more flood insurance claims payments of $1,000 or
more over 10 years—constituted a significant drain on NFIP resources. These
properties account for about | percent of all policies but are estimated to account
for up to 30 percent of all NFIP losses, Not all repetitive loss properties are part
of the subsidized property inventory, but a high proportion receive subsidized
rates, further contributing to NFIP's financial risks. While Congress has made
efforts to target these properties, the number of repetitive loss properties has
continued to grow, making them an ongoing challenge to NFIP's financial

stability.
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Despite Its Financial
Challenges, NFIP Has
Experienced Some Positive

Developments

According to FEMA, expanded marketing efforts through its FloodSmart
campaign have contributed to an increase in NFIP policies, This program was
designed to educate and inform partners, stakeholders, property owners, and
renters about insuring their homes and businesses against flood damage. Since
the start of the FloodSmart campaign in 2004, NFIP has seen policy growth of
more than 24 percent, and as of June 2010, had 5.6 million policies in force.
Moreover, according to FEMA, despite the economic downturn, both policy sales
and retention have grown, In addition, NFIP's collected premiums have risen 24
percent from December 2006 to June 2010. This increase, combined with a
relatively low loss experience in recent years, has enabled FEMA to make nearly
$600 million in payments to Treasury with no additional borowing since March
2009. FEMA has also adjusted its expense reimbursement formula. While these
are all encouraging developments, FEMA is still unlikely to ever pay off its

current $18.8 billion debt,
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FEMA’s Operational
and Management [ssues
May Further Limit
Progress in Achieving
NFIP

Goals

We have identified a number of operational issues that affect NFIP, including
weaknesses in FEMA's oversight of WYO insurers, and shortcomings in its
oversight of other contractors, as well as new issues from ongoing work. For
example, we found that FEMA does not systematically consider actual flood
insurance expense information when determining the amount it pays WYO
insurers for selling and servicing flood insurance policies and adjusting claims.
Instead, FEMA has used proxies, such as average industry operating expenses for
property insurance, to determine the rates at which it pays these insurers, even
though their actual flood insurance expense information has been available since
1997. Because FEMA does not systematically consider these data when setting
ils payment rates, it cannot effectively estimate how much insurers are spending
to carry out their contractual obligations to FEMA. Further, FEMA does not
compare the WYO insurers’ actual expenses to the payments they receive each
year and thus cannot determine whether the payments are reasonable in terms of
expenses and profits. When GAO compared payments FEMA made to six WYO
insurers to their actual expenses for calendar years 2003 through 2007, we found
that the payments exceeded actual expenses by $327.1 million, or 16.5 percent of
total payments made. By considering actual expense information, FEMA could
provide greater iransparency and accountability over payments to the WYO

insurers and potentially save taxpayers’ funds,

FEMA also has not aligned its bonus structure for WYO insurers with NFIP

goals such as increasing penetration in low-risk flood zones and among
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homeowners in all zones that do not have morigages from federally regulated
lenders, FEMA uses a broad-based distribution formula that primarily rewards
companies that are new to NFIP, and can relatively easily increase their
percentage of net policies from a small base. We also found that most WYO
insurers generally offered flood insurance when it was requested but did not
strategically market the product as a primary insurance line. FEMA has set only
ane explicit marketing goal—to increase policy growth by 5 percent each vear—
and daes not review the WYO insurers” marketing plans, It therefore lacks the
information needed to assess the effectiveness of either the WYO insurers”
efforts to increase participation or the bonus program itself, For example, FEMA
does not know the extent to which sales increases may reflect external factors
such as flood events or its own FloodSmart marketing campaign rather than any
effort on the part of the insurers. Having intermediate targeted goals could also
help expand program participation, and linking such goals directly to the bonus

structure could help ensure that NFIP and WY goals are in line with each other.

Finally, FEMA has explicit financial control requirements and procedures for the
WYO program but has not implemented all aspects of its Financial Control Plan.
FEMA's Financial Control Plan provides guidance for WYO insurers to help
ensure compliance with the statutory requirements for NFIP. It contains several
checks and balances to help ensure that taxpayers’ funds are spent appropriately,
Faor an earlier report, we reviewed 10 WYO insurers and found that while FEMA

performed most of the required biennial audits and underwriting and claims
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reviews required under the plan, it rarely or never implemented most of the
required audits for cause, reviews of state insurance department audits, or
marketing, litigation, and customer service operational reviews.' In addition,
FEMA did not systematically track the outcomes of the various audits,
inspections, and reviews that it performed. We also found that multiple units had
responsibility for helping ensure that WY O insurers complied with each
component of the Financial Control Plan; that FEMA did not maintain a single,
comprehensive monitoring system that would allow it to ensure compliance with
all components of the plan; and that there was no centralized access to all of the
documentation produced. Because FEMA does not implement all aspects of the
Financial Control Plan, it cannot ensure that WYOs are fully complying with

program requirements.

In another review, we found that weak internal controls impaired FEMAs ability
to maintain effective transaction-level accountability with WYO insurers from
fiscal years 2005 through 2007, a period that included the financial activity related
to the 2005 Gulf Coast hurricanes.”” NFIP had limited assurance that its financial
data for fiscal vears 2003 to 2007 were accurate. This impaired data reliability
resulted from weaknesses at all three levels of the NFIP transaction accountability

and financial reporting process. At the WYO level, WYO insurer claims loss files

Msee GAO-09-435,

1See GAD, Financial Management: Inprovements Needed in National Flood lnsurance
Program's Financial Comtrols and Cversight, GAO-10-66 (Washington, D.C.2 Dec, 22, 2009).
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did not include the documents necessary to support the claims, and some
companies filed reports late, undermining the reliability of the data they did report.
Second, contractor-level internal control activities were ineffective in verifying the
accuracy of the data that WYO insurers submitted, such as names and addresses.
Lastly, at the agency level, financial reporting process controls were not based on
transaction-level data. Instead FEMA relied primarily on summary data compiled

using emor-prone manual data entry.

FEMA’s Oversight of Non-
WYO Contractor Activities

Is Also Lacking

Also in a previous report, we pointed out that FEMA lacked records of
monitoring activities for other contractors, inconsistently followed its procedures
for manitoring these contractors, and did not coordinate contract monitoring
responsibilities for the two major contracts we reviewed.” At FEMA, a
Contracting Officer’s Technical Representative (COTR) and staff (referred to as
“monitors”) are responsible for, respectively, ensuring compliance with contract
terms and regularly monitoring and reporting on the extent to which NFIP
contractors meet standards in performance areas specified in the contracts.
Internal control standards for the federal government state that records should be
properly managed and maintained. But FEMA lacked records for the majority of

the monitoring reports we requested and did not consistently follow the

YSee GAD, National Flood Insurance Program; Financial Challenges Underscore Need for
Inproved Oversight of Mitigation Programs and Key Cantracts, GAO-08-437 (Washington, D.C.:
Jun, 16, 2008).
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monitoring procedures for preparing, reviewing, and maintaining monitoring

Teports.

Further, FEMA offices did not coordinate information and actions relating to
contractors’ deficiencies and payments, and in some cases key officials were
unaware of decisions on contractors’ performance. In particular, our review of
monitoring reports for one contract revealed a lack of coordination between the
COTR and the contracting officer. As a result, FEMA could not ensure that the
contractor had adhered to the contract's requirements and lacked information
critical to effective oversight of key NFIP data collection, reporting, and
insurance functions, Given NFIP's reliance on contractors, it is important that
FEMA have in place adequate controls that are consistently applied to all
contracts. Consistent with our findings in prior work, the DHS inspector general
has also identified weaknesses in FEMA's internal controls and financial

reporting related to the NFIP."

Our ongoing work reviewing FEMA's management of NFIP identifies a number
of steps that FEMA has taken that are designed to improve the agency’s

oversight of contractors, These efforts include the implementation of an

5ee Department of Homeland Security, Office of the Inspector General, Independent Auditor's
Report on DHS' FY 2009 Financiul Stavements and Internal Controf aver Financial Reporting,
DHS-OIG-10-11 (Washington, D.C.: Nov. 13, 2009).
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acquisition review board and the creation of a handbook for COTRs. While these

are positives steps, not enough time has passed to evaluate their effectiveness.

FEMA Continues to Lack an
Effective System to Manage
Flood Insurance Policy and

Claims Data

To manage the flood policy and claims information that it obtains from insurance
companies, NFIP's Bureau and Statistical Agent (BSA) relies on a flood
insurance management system from the 1980s that is difficult and costly to
sustain and that does not adequately support NFIP's mission needs. This system
consists of over 70 interfaced applications that utilize monthly tape and batch
submissions of policy and claims data from insurance companies. The system
also provides limited access to NFIP data. Further, identifying and correcting
errors in submission requires between 30 days and 6 months and the general

claims processing cycle itself s 2 to 3 months.

To address the limitations of this system, NFIP launched a program in 2002 to
acquire and implement a modernization and business improvement system,
known as NextGen. As envisioned, NextGen was to accelerate updates to
information obtained from insurance companies, identify errors before flood
insurance policies went into effect, and enable FEMA to expedite business
transactions and responses to NFIP claims when policyholders required urgent
support. As such, the system would support the needs of a wide range of NFIP
stakeholders, including FEMA headquarters and regional staff, WY insurers,

vendors, state hazard mitigation officers, and NFIP state coordinators,
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As part of our ongoing review of FEMA’s management of NFIP, we found that
despite having invested roughly $40 million over 7 years, FEMA has yet to
implement NextGen. Initial versions of NextGen were first deploved for
operational use in May 2008, However, shortly thereafter system users reported
major problems with the system, including significant data and processing errors.
As a result, use of NextGen was halted, and the agency returned to relying
exclusively on its mainframe-based legacy system while NextGen underwent
additional testing. In late 2009, after this testing showed that the system did not
meet user needs and was not ready to replace the legacy system, further
development and deployment of NextGen was stopped, and FEMA’s Chief
Information Officer began an evaluation to determine what, if anything,
associated with the system could be salvaged. This evaluation is currently under
way, and a date for completing it has yet to be established. DHS and the Office of

Management and Budget recently designated this effort as high-risk.

Our ongoing review of FEMA's management of NFIP includes identifying
lessons learned about how NextGen was defined, developed, tested, and
deployed, including weaknesses in requirements development and management,
test management, risk management, executive oversight, and program office
staffing that have collectively contributed to NextGen’s failure, In completing its
evaluation and deciding how to proceed in meeting its policy and claims
processing needs, FEMA could benefit by correcting these weaknesses. In the

)

interim, the agency continues to rely on ils d legacy system, and thus does
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not have the kind of robust analytical support and information needed to help
address the reasons that NFIP remains on GAO's high-risk list of federal

programs.

Addressing NFIP’s
Challenges Would
Require Actions from

FEMA and Congress

To address the challenges NFIP faces, FEMA would have to address its own
operational and management challenges. Further, legislative reform would be
needed to address structural issues. However, as you know, addressing many of
these issues involves public policy trade-offs that would have to be made by
Congress. In July 2010 the House of Representatives passed the Flood Insurance
Reform Priorities Act, which if enacted would make a number of changes to
NFIP." Moreover, part of this process requires determining whether NFIP is or
should be structured as an insurance program and how much liability the
government can and is willing to accept. For example, if Congress wants to
structure NFIP as an insurance company and limit borrowing from Treasury in
future high- or catastrophic loss vears, NFIP would have to build a capital surplus
fund. Cur prior work has shown that building such a fund would require charging
premium rates that, in some cases, could be more than double or triple current
rates and would take a number of years without catastrophic losses to implement.
Additionally, while private insurers generally use reinsurance to hedge their risk

of catastrophic losses, it is unclear whether the private reinsurance market would

ISH.R. 5114, Flood Insurance Reform Priorities Act of 2010, 111th Cong., 2nd Sess.
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be willing to offer coverage to NFIP. In the absence of reinsurance and a surplus
fund, Treasury will effectively continue to act as the reinsurer for NFIP and be

the financial backstop for the program.

Premium Rates Could Be

Made More Reflective of

Flood Risk

Making premium rates more reflective of flood risk would require actions by
FEMA and Congress. Because subsidized premium rates are required by law,
addressing their associated costs would require congressional action. As
previously reported, two potential options would be to eliminate or reduce the
use of subsidies over time, or target them based on need. However, these options
involve trade-offs. For example, eliminating or reducing the subsidies would help
ensure that premium rates more accurately reflect the actual risk of loss and
could encourage mitigation efforts. But the resulting higher premiums could lead
some homeowners to discontinue or not purchase coverage, thus reducing
participation in NFIP and potentially increasing the costs to taxpayers of
providing disaster assistance in the event of a catastrophe. Targeting subsidies
based on need is an approach used by other federal programs and could help
ensure that those needing the subsidy would have access to it and retain their
coverage. Unlike other agencies that provide—and are allocated funds for—
traditional subsidies, NFIP does not receive an appropriation to pay for shortfalls
in collected premiums caused by its subsidized rates. However, one option to

maintain the subsidies but improve NFIP's financial stability would be to rate all
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policies at the full-risk rate and to appropriate subsidies for qualified
policyholders. In this way, the cost of such subsidies would be more transparent,
and policyholders would be better informed of their flood risk. Depending on
how such a program was implemented, NFIP might be able to charge more
participants rates that more accurately reflect their risk of flooding. However,
raising premium rates for some participants could also decrease program
participation, and low-income property owners and renters could be discouraged
from participating in NFIP if they were required to prove that they met the
requirements for a subsidy. FEMA might also face challenges in implementing

this option in the midst of other ongoing operational and management challenges.

NFIP's rate-setting process for full-risk premiums may not ensure that those
premium rates reflect the actual risk of flooding and therefore may increase
NFIP's financial risk. Moreover, FEMA’s rate-setting process for subsidized
properties depends, in part, on the accuracy of the full-risk rates, raising concems
about how subsidized rates are caleulated as well. To address these concerns, we
have identified actions that FEMA could take. For example, we recommended
that FEMA take steps to help ensure that its rate-setting methods and the data it
uses to set rates result in full-risk premium rates that accurately reflect the risk of
losses from flooding, In particular, we pointed out that these steps should include
verifying the accuracy of flood probabilities, damage estimates, and flood maps,

and reevaluating the practice of aggregating risks across zones.
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Similarly, because NFIP allows grandfathered rates for those remapped into
high-risk flood zones, it would also be in the position to address some of the
challenges associated with this practice. FEMA could end grandfathered rates,
but it decided to allow grandfathering after consulting with Congress, its
oversight committees, and other stakeholders and considering issues of equity,
faimess, and the goal of promoting floodplain management. We recommended
that the agency take steps both to ensure that information was collected on the
location, number, and losses associated with existing and newly created
grandfathered properties in NFIP and to analyze the financial impact of these
properties on the flood insurance program. With such information, FEMA and
Congress will be better informed on the extent to which these rates contribute to

NFIP's financial challenges.

Another statutory requirement that could be revisited is the 10-percent cap on
rate increases, As with all the potential reform options, determining whether such
action is warranted would necessitate weighing the law's benefits—including

1t [T

limiting financial b iptop s—against the benefits that increasing

or removing such limits would provide to NFIP, Treasury, and ultimately the
taxpayer. However, as long as caps on rate increases remain, FEMA will

continue to face financial challenges.

1see GAO-09-12.
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Solutions for addressing the impact of repetitive loss properties would also
require action by both FEMA and Congress. For example, we have reported that
one option for Congress would be to substantially expand mitigation efforts and
target these efforts toward the highest-risk properties.'” Mitigation criteria could
be made more stringent — for example, by requiring all insured properties that
have filed two or more flood claims (even for small amounts) to mitigate,
denying insurance to property owners who refuse or do not respond to a
mitigation offer, or some combination of these approaches. While these actions
would help reduce losses from flood damage and could ultimately limit costs to
taxpayers by decreasing the number of subsidized properties, they would require
increased funding for FEMA's mitigation programs, to elevate, relocate, or
demolish the properties, would be costly to taxpayers, and could take years to

complete. Congress could also consider changes to address loopholes in

mitigation and repurchase requirements that allow policyh 1o avoid
mitigating by simply not responding to FEMA’s requests that they do so, FEMA
could be required to either drop coverage for such properties or use eminent

domain to seize them if owners fail to respond to FEMA’s mitigation requests.

see GAO-09-20,
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Moreover, Congress could streamline the various mitigation grant programs to

make them more efficient and effective.”®

FEMA Could Take Further
Actions to Help Address
Operational and Management

Challenges

Ower the last several years we have made many recommendations for actions that
FEMA could take to improve its management of NFIP, FEMA has implemented
some recommendations, including among other things, iniroducing a statistically
valid method for sampling flood insurance claims for review, establishing a
regulatory appeals process for policyholders, and ensuring that WYO insurance
agents meet minimum education and training reguirements."” FEMA has also
taken steps to make analyzing the overall results of claims adjustments easier
after future flood events. The efforts will help in determining the number and
type of claims adjustment errors made and deciding whether new, cost-efficient
methods for adjusting claims that were introduced after Hurricane Katrina are

feasible to use after other flood events.™ However, as mentioned previously,

"PEEMA has five different mitigation grant programs, each with different types of requirements,
purposes, and appropriations: Flood Mitigation Assistance (FMA), Repetitive Flood Claims (RFC),
Severe Repetitive Loss Pilot Program (SRL}, Hazard Mitigation Grant Program (HMGP), and Pre-
Disaster Mitigation (FDM).

See GAD, Federal Emergency Management Agency: Improvements Needed to Enfunce
Ohversight and Management of the Netional Flood Insurance Program, GAO-06-119 {Washington,
D.C.2 Oct. 18, 2005).

M5ee GAO, Nattonal Flood Insurance Program: New Processes Aided Hurricane Katrina Claims

Hemedling, but FEMA's Oversight Shauld Be Inproved, GAO-07-169 Washingion, D.C.: Dec, 15,
2006).
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many of our other previous recommendations have not yet been implemented.

For example, we have recommended that FEMA:

Address challenges to oversight of the WYO program, specifically the lack of
transparency of and accountability for the payments FEMA makes to WYO
insurers, by determining in advance the amounts built into the payment rates for
estimated expenses and profit, annually analyzing the amounts of actual expenses
and profit in relation to the estimated amounts used in setting payment rates, and
by immediately reassessing the practice of paying WYO insurers an additional |

percent of written premiums for operating expenses.

Take steps to better oversee WYO insurers and ensure that they are in
compliance with statutory requirements for NFIP and that taxpayers’ funds are
spent appropriately by consistently following the Financial Control Plan and
ensuring that each component is implemented; ensuring that any revised
Financial Control Plan covers oversight of all functions of participating WYO
insurers, including customer service and litigation expenses; systematically
tracking insurance companies” compliance with and performance under each
component of the Financial Control Plan; and ensuring centralized access to all
audits, reviews, and data analyses performed for each WYO insurer under the

Financial Control Plan,

Improve NFIP's transaction-level accountability and assure that financial

reporting is accurate and that insurance company operations conform to program
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requirements by augmenting NFIP policies to require contractors to develop
procedures for analyzing financial reports in relation to the transaction-level
information that WYO insurers submit for statistical purposes; revising required
internal control activities for contractars to provide for verifying and validating
the reliability of WY O-reported financial information based on a review of a
sample of the underlying transactions or events; and obtaining verification that

these objectives have been met through independent audits of the WYO insurers.

Address contract and management oversight issues that we have identified in
previous reports, including determining the feasibility of integrating and
streamlining numerous existing NFIP financial reporting processes to reduce the
risk of errors inherent in the manual recording of accounting transactions into
multiple systems; establishing and implementing procedures that require the
review of available information, such as the results of biennial audits, operational
reviews, and claim reinspections to determine whether the targeted audits for
cause should be used; establishing and implementing procedures to schedule and
conduct all required operational reviews within the prescribed 3-year period; and
establishing and implementing procedures to select statistically representative
samples of all claims as a basis for conducting reinspections of claims by general

adjusters,

Address challenges to oversight of contractor activities, including implementing

processes to ensure that monitoring reports are submitted on time and
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systematically reviewed and maintained by the COTR and the Program
Management Office; ensuring that staff clearly monitor each performance
standard the contractor is required to meet in the specified time frames and
clearly link monitoring reports and performance areas; implementing written
guidance for all NFIP-related contracts on how to consistently handle the failure
of a contractor to meet performance standards; establishing written policies and
procedures governing coordination among FEMA officials and offices when
addressing contractor deficiencies; and ensuring that financial disincentives are

appropriately and consistently applied.

Building on our prior work and these recommendations, we are in the process of
conducting a comprehensive review of FEMA's overall management of NFIP
that could help FEMA develop a roadmap for identifying and addressing many of
the root causes of its operational and management challenges. This review
focuses on a wide range of internal management issues including acquisition,
contractor oversight, information technology (NextGen), internal controls, human
capital, budget and resources, document management, and financial management.
While our work is ongoing, we have observed some positive developments in the
agency’s willingness to begin to acknowledge its management issues and the
need to address them. FEMA has also taken steps to improve our access to key
NFIP staff and information by providing us with an on-site office at one of
FEMA's locations, facilitating our ability to access and review documents. In

addition, in April 2010 FEMA staff initiated a meeting with GAO to discuss all
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outstanding recommendations related to NFIP and the actions they planned to
take to address them. We are in the process of obtaining and evaluating

documentation related to these actions.

Recent Proposals Could
Provide Some Benefits but

Also Raise Concerns

As part of our past work, we have also evaluated other proposals related to NFIP.

Each of those proposals has potential benefits as well as challenges.

In a previous report, we discussed some of the challenges associated with
implementing a combined federal flood and wind insurance program.*' While
such a program could provide coverage for wind damage to those unable to
obtain it in the private market and simplify the claims process for some property
owners, it could also pose several challenges. For example, FEMA would need to
determine wind hazard prevention standards; adapt existing programs to
accommodate wind coverage, create a new rate-setting process, raise awareness
of the program, enforce new building codes, and put staff and procedures in
place. FEMA would also need to determine how to pay claims in years with
catastrophic losses, develop a plan to respond to potential limited participation
and adverse selection, and address other trade-offs, including the potential for
delays in reimbursing participants, litigation, lapses in coverage, underinsured

policyholders, and larger-than-expected losses.

*See GAQ, Natural Catastraphe Mnsurance: Analysis of a Proposed Combined Federal Flood and
Wind Insurance Program, GAO-08-504 (Washington, D.C.: Apr. 23, 2008).
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As we have previously reported, private business interruption coverage for flood
damage is expensive and is generally purchased only by large companies.”
Adding business interruption insurance to NFIP could help small businesses
obtain coverage that they could not obtain in the private market, but NFIP
currently lacks resources and expertise in this area. Adding business interruption
insurance could increase NFIP's existing debt and potentially amplify its ongoing
management and financial challenges. Insurers told us that underwriting this type

of coverage, properly pricing the risk, and adjusting claims was complex.

Finally, we have reported that creating a catastrophic loss fund to pay larger-
than-average annual losses would be challenging for several reasons.” For
example, NFIP's debt to Treasury would likely prevent NFIP from ever being
able to contribute to such a fund. Further, such a fund might not eliminate NFIP's
need 1o borrow for larger-than-expected losses that occurred before the fund was
fully financed. Building a fund could also require significant premium rate

increases, potentially reducing participation in NFIP,

Closing Comments

FEMA faces a number of ongoing challenges in managing and administering

NFIP that, if not addressed, will continue to work against improving the

e GAOQ, Information on Proposed Changes o the National Flood Insuraice Progran,
GAO-09-420R (Washington, D.C.: Feb. 27, 2009).

Psee GAO-09-420R.
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program’s long-term financial condition. As vou know, improving NFIPs
financial condition involves a set of highly complex, interrelated issues that are
likely to involve many trade-offs and have no easy solutions, particularly when
the solutions to problems involve balancing the goals of charging rates that
reflect the full risk of flooding and encouraging broad participation in the
program. In addition, addressing NFIP's current challenges will require the

cooperation and participation of many stakeholders.

As we noted when placing NFIP on the high-risk list in 2006, comprehensive
reform will likely be needed to address the financial challenges facing the
program. In addressing these financial challenges, FEMA will also need to
address a number of operational and management challenges before NFIP can be
eligible for removal from the high-risk list. Our previous work has identified
many of the necessary actions that FEMA should take, and preliminary
observations from our ongoing work have revealed additional operational and
management issues. By addressing both the financial challenges as well as the
aperational and management issues, NFIP will be in a much stronger position to

achieve its goals and ultimately to reduce its burden on the taxpayer.

Chairman Dodd and Ranking Member Shelby, this concludes my prepared
statement. | would be pleased to respond to any of the questions you or other

members of the Committee may have at this time.
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tuarially sound. NFIP cannot do some of the things that private insurers do to
manage their risks. For example, NFIP is not structured to build a capital surplus, is
likely unable to purck to cover ¢ phic losses, cannot reject high-
nisk applicants, and is subject to statutory limits on rate increases. In addition, its
premium rates do not reflect actual flood risk. For example, nearly one in four
property owners pay subsidized rates, “full-risk” rates may not reflect the full risk of
flooding, and NFIP allows “grandfathered” rates that allow some property owners to
continue paying rates that do not reflect reassessments of their properties’ flood nisk.
Further, NFIP cannot deny insurance on the basis of frequent losses and thus
provides policies for repetitive loss properties, which represent only 1 percent of
policies but account for 25 to 30 percent of claims. NFIP's financial condition has
improved slightly due to an increase in the number of policyholders and moderate
flood losses, and since March 2009, FEMA, has taken some encouraging steps toward
improving its financial position, including making $600 million in payments to
Treasury without increasing its borrowings. However, it is unlikely to pay off its full
$18.8 billion debt, especially if it faces catastrophic loss years.

Operational and management 1ssues may also limit efforts o address NFIF's
financial challenges and meet program goals, Payments to write-your-own (WY0)
nsurers, which are key to NFIP operations, represent one-third to two-thirds of the
premiums collected. But FEMA does not systematically consider actual flood
insurance expense information when calculating these payments and has not aligned
its WYO bonus structure with NFIP goals or implemented all of its financial controls
fior the WYO program. GAO also found that FEMA did not consistently follow its
procedures for monitoring non-W YO contractors or coordinate contract monitoring

ponsibilities among dey on some contracts. Some contract monitoring
records were missing, and no system was in place that would allow departments to
share information on contractor deficiencies. In ongoing GAO work examining
FEMA's management of NFIP, some similar issues are emerging. For example,
FEMA does not have an effective system to manage flood insurance policy and
claims data, although investing roughly 7 years and $40 million on a new system
whose development has been halted, However, FEMA has begun to acknowledge its
management challenges and develop a plan of action.

ing the fi facing NFIP would likely require actions by both
FEMA and Congress that involve trade-offs, and the challenges could be difficult to
remedy. For example, reducing subsidies could increase collected premiums but
reduce program participation. At the same time, FEMA must address its operational
and management issues. GAO has recommended a number of actions that FEMA
could take to improve NFIP operations, and ongoing work will likely identify
additional issues
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PREPARED STATEMENT OF SALLY MCCONKEY
VICE CHAIR, ASSOCIATION OF STATE FLOODPLAIN MANAGERS

SEPTEMBER 22, 2010

The Association of State Floodplain Managers (ASFPM) thanks this Committee,
Chairman Dodd and Ranking Member Shelby, for your attention to the need to re-
authorize and reform the National Flood Insurance Program (NFIP). We very much
appreciate your holding this hearing and appreciate the opportunity to share our
thoughts on the current status of the NFIP, challenges the program confronts and
opportunities to improve our Nation’s efforts to reduce flood-related losses. Unfortu-
nately, the extensive work that went into the Flood Insurance Reform Act, passed
in different forms in the 110th Congress by both the House and Senate did not re-
sult in new public law. Many of the elements of that legislation are still highly rel-
evant and in need of resurrection. Beyond that, some other issues have emerged
that point to the need for further reform ideas.

Who We Are

The Association of State Floodplain Managers, Inc. (ASFPM) and its 29 Chapters
represent over 14,000 State and local officials and other professionals who are en-
gaged in all aspects of floodplain management and hazard mitigation, including
management, mapping, engineering, planning, community development, hydrology,
forecasting, emergency response, water resources, and insurance for flood risk. All
ASFPM members are concerned with working to reduce our Nation’s flood-related
losses. Our State and local officials are the Federal Government’s partners in imple-
menting flood mitigation programs and working to achieve effectiveness in meeting
our shared objectives. Many of our State members are designated by their governors
to coordinate and implement the National Flood Insurance Program, and many oth-
ers are involved in the administration and implementation of FEMA’s mitigation
programs. For more information on the Association, our Web site is: http://
www.floods.org.

Need To Reauthorize and Reform the National Flood Insurance Program

A reauthorization of 2-3 years is important for the stability of the NFIP and the
associated predictability is important for lenders, the housing industry, home buy-
ers, policy holders and the Write Your Own (WYO) insurance companies which write
flood insurance policies in partnership with FEMA. Numerous recent periods of hia-
tus in the NFIP’s authorization have caused confusion, bureaucratic paperwork
challenges, legal worries, frustration (which has resulted in one major insurance
company pulling out of the WYO program) and delayed real estate settlements in
a difficult period for the housing industry. Reauthorizations of several weeks or
months do not provide stability, confidence and predictability.

While a longer period of authorization is clearly needed, many important reform
ideas will need further evaluation and consideration by the Committee. In the 2
years since the Senate passed its version of H.R. 3121 in the 110th Congress, a
number of additional issues have emerged. These, largely involving the status of lev-
ees and other infrastructure, the issuance of updated flood insurance risk maps and
the affordability of flood insurance, lead to reform considerations that go beyond the
reforms of the earlier legislation and may require reconsideration of some of its pro-
visions.

ASFPM believes that a 2-3 year reauthorization would provide the needed reli-
ability while allowing time for FEMA to complete its “Re-Thinking the NFIP”
project, including presentation of legislative options and recommendations to the
Congress, and for the Committee to consider and act on those recommendations.

A Comprehensive Review of National Flood Insurance Program Accom-
plishments and Shortfalls Is Needed for Long Term Reform

ASFPM applauds the constructive examination of the National Flood Insurance
Program (NFIP) launched by FEMA Administrator Craig Fugate. Administrator
Fugate has recognized both the value of the NFIP and the need for a new phase
of program growth and adaptation to changing circumstances. During a Listening
Session on the future of the NFIP last November, Mr. Fugate challenged over one
hundred invited participants to think creatively about the overall value of the NFIP,
what it was intended to achieve, what is has and has not accomplished, and needed
changes, both small and large.! One example to encourage thinking big was wheth-
er or not the private sector could now handle and provide flood insurance. Mr.
Fugate has subsequently charged a FEMA working group with assembling the rec-

1 ASFPM comments at the NFIP listening session appended to this testimony.
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ommendations, analyzing their merits and feasibility, and then developing sub-
stantive recommendations for moving the NFIP forward. The working group will
evaluate not only the suggestions from the recent and additional Listening Sessions,
but also the recommendations of a multiyear NFIP Evaluation led by the American
Institutes for Research, the results of several Government Accountability Office
Studies, Congressional Research Service studies, and other reports. FEMA expects
to have a number of substantive additional reform proposals ready for Congressional
consideration within the next 2 years, when we urge your timely consideration.

The NFIP Challenges for Growth and Adaptation

The hurricane seasons of 2004 and 2005 involved catastrophic losses well exceed-
ing the average historical loss year, putting the program in debt to the Treasury.
The debt now stands at $19.6 billion. Due to two mild loss seasons and a favorable
refinancing of the debt, the NFIP has been able to repay $589 million and the inter-
est. However, full repayment of the debt is not a reasonable expectation because
mild loss seasons cannot be expected to continue, the Nation’s flood risk is increas-
ing due to development and more intense storms, the interest on the debt will go
up, and the annual program income is about $3.2 billion.

The poor condition of much of the Nation’s infrastructure, including levees, dams
and other flood control structures, as well as stormwater facilities, has become more
evident. More accurate flood maps now reflect the unreliable flood protection of lev-
ees and the effects of development by showing some areas as now in the 100-year
flood hazard area (and, conversely, by showing many areas as no longer in the 100-
year flood hazard areas). It is important to note that approximately as many prop-
erties are newly shown as out of a Special Flood Hazard Area (SFHA) as are newly
shown as in the SHFA. The requirement to purchase flood insurance in areas newly
shown to be at risk of flooding is highlighting concern about affordability of flood
insurance. By the same token, if the new maps do not become effective, those prop-
erty owners now shown out of the SFHA will still be required to purchase flood in-
surance.

Reflections and Questions

The Association of State Floodplain Managers concludes that the NFIP has been
successful in meeting a number of its original objectives, but less so in reducing
flood losses in the Nation. The NFIP has, for example, required those living at risk
to obtain flood insurance, sparing taxpayers from paying many millions of dollars
in disaster relief, and enabling many citizens to more fully restore their lives to nor-
malcy after a disaster. Additionally, the NFIP has prevented some unwise develop-
ment and promoted some hazard mitigation through local adoption of floodplain
management ordinances. On the other hand, too many Americans continue to build
in at-risk locations, including residual risk areas behind flood control structures and
high risk coastal areas, and collective flood losses for the Nation continue to in-
crease in real dollars. In the first decade of this century, yearly flood losses have
increased from $6 billion to $15 billion.

We recommend that Congress consider clarifying the intended objectives of the
NFIP so that the program can be evaluated accordingly. For example, should the
NFIP be expected to accommodate catastrophic losses rather than the average his-
torical loss year? If so, are there realistic, affordable program adaptations that can
achieve that objective? If not, would it be best to clarify that the program is not
expected to cover truly catastrophic losses?

Other questions warrant examination. What adjustments are needed for the pro-
gram to be a more positive factor in reducing flood losses in the Nation? What ad-
justments are needed to act on better risk identification through improved maps?
If the NFIP is to be a significant tool in an integrated flood risk management ap-
proach, how should it be altered to better support this objective? ASFPM has en-
dorsed the following concepts:

e Integrate the NFIP with other Federal flood risk programs, including the dis-
aster relief program, Army Corps of Engineers, Environmental Protection Agen-
cy (EPA), and Natural Resources Conservation Service (NRCS).

o Identify cross-program policy conflicts and inappropriate incentives that in-
crease risk.

e Build State floodplain management program capability and capacity to work
with the 21,000 participating local jurisdictions.

e Delegate the floodplain management and mapping elements of the program to
qualified States, similar to programs managed by the EPA and Department of
Transportation.
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o Identify incentives and disincentives for State and local governments to make
the program more effective, since local decisions determine how much develop-
ment will be placed at risk of flooding.

e Evaluate the NFIP-funded mitigation grant programs to determine whether
they are effectively addressing the most high-risk structures.

Other questions that need to be addressed include:

e Should the flood maps better display the flood risk so that communities and
citizens understand that the flood risk does not stop at the line on a map—and
that considerable risk exists beyond the “100-year” floodplain? (The average
home is occupied for more than 100 years, virtually assuring that every home
in the 100 year flood hazard area will flood in its lifetime.)

e Should insurance be required in residual risk areas behind levees and below
dams?

e Should insurance be required in a broader area, such as the 200-year or 500-
year floodplain?

e Should critical infrastructure like hospitals, fire and police stations and water
supply and treatment plants be regulated based on a larger flood, but one the
Nation experiences somewhere every year, such as the 500-year floodplain?

e Should flood insurance policies be long-term (20 years or more) and tied not to
the owner but to the property, regardless of property transfers?

e Should some noninsurance means be identified, like flood insurance vouchers,
to assist lower income property owners and renters with the cost of flood insur-
ance?

Broad Recommendations

Flood insurance should gradually move toward being actuarially sound to reflect
actual risk and enable market-based financial decisions about how much risk-re-
lated cost to assume. We recognize that there are affordability problems for some
citizens currently living in at-risk areas; this is more prevalent in older riverine
areas than in recently developed coastal areas or some newly developed areas be-
hind levees. The de-accreditation of levees and more accurate flood maps have high-
lighted the affordability issue. We do not support efforts to delay issuance of flood
maps, withholding accurate information about flood risk from citizens living and
working in hazardous areas. We suggest that this issue presents challenges, but
ones tliat can lead to constructive new growth and adaptation for the NFIP if done
correctly.

To actually reduce flood-related loss of life and property in the Nation, we must
move toward a true flood risk management framework with the Nation’s policies
and programs. A comprehensive flood risk management program recognizes that:

e Managing flood risk is a shared responsibility between individual, private sec-
tor, community, State, and Federal Government;

e Flood risk is not isolated to the 100-year flood hazard area but is rather a con-
tinuum of risk that crosses lines on a map;

e Development and other activity outside the 100-year floodplain but in the wa-
tershed impacts flood levels—if we only manage activity in that 100-year flood-
plain, we miss opportunities to save lives and reduce flood damages and im-
pacts;

e All structural protection measures will fail or be overtopped at some point by
some flood event;

e Managing flood risk requires a mix of measures from avoidance to retreat from
high risk areas to consideration of structural measures. Selection of only one
structural measure, such as a levee, leads to severe losses in catastrophic
events. Levee failure, high storm surge and 500-year events have shown the
need for a mix of approaches including elevation, insurance, and structures;

e Flood levels will increase in the future because development increases runoff;
and storms are intensifying;

e Flood risk will increase as the natural resources and functions of floodplains are
altered by development since this destroys the natural system that reduces the
negative impacts of flooding;

e Flood risk management includes concepts such as identification of flood risk,
community planning to steer development away from areas of risk, basing flood
insurance on actual risk, vigorous promotion and support of hazard mitigation



88

actions, and enabling citizens to better recover from disasters by being insured
to reduce their financial risk.

The U.S. Army Corps of Engineers has adopted the comprehensive flood risk man-
agement approach in many of its programs at the national level, but for this ap-
proach to be successful for the Nation, FEMA must also actively promote the con-
cept and integrate its programs for the NFIP, mitigation and disaster relief inter-
nally, and integrate them with programs of the Corps and other agencies that im-
pact flood risk.

Consider a number of interesting ideas to address the affordability problem. The
long-term goal should be to eliminate premium subsidies: an insurance program
with subsidies is not an insurance program. We understand the need to assist low
income people with insurance premiums for some specified length of time, or better
yet, to assist them with mitigating their property—upon demonstrated need. A pro-
gram of flood insurance vouchers to assist with purchase of flood insurance issued
through a means-tested program could be administered by the Department of Hous-
ing and Urban Development. An analysis might show it would be less costly for the
taxpayer to pay for flood insurance vouchers for low income property owners for a
limited time rather than have the taxpayer continue to pay disaster costs from the
Disaster Relief Fund every time that a community floods. This would also support
more rapid postdisaster restoration and community economic stability because ev-
eryone would have flood insurance, which can also be applied toward mitigation of
their property after a disaster. If short term relief is provided using the NFIP—
through delayed mandatory purchase of insurance, extension of time when policies
can carry Preferred Risk rates, or phase-in of actuarial rates; it must be recognized
that none of these are appropriate long term solutions—somebody in the Nation will
pick up those costs, mostly the Federal taxpayers. In conjunction with such short
term relief, FEMA should provide general information about actuarial rates so peo-
ple see what their true risk is, and at the same time, provide substantial informa-
tion about mitigation actions and how much each action will reduce actuarial pre-
miums in the future. Group flood insurance could be developed by FEMA for
mapped flood hazard areas and areas mapped as protected by a levee, allowing a
group policy to be purchased by the levee district or other local taxing entity for all
residents of the area, thereby keeping costs down. Remember, the more policies
there are the lower the premiums everyone pays.

The Nation must carefully balance the issue of who benefits and who pays for de-
velopment at risk. There are about 130 million housing units in the U.S. Of that
about 10 or 11 million are in flood hazard areas. Of those in flood hazard areas,
roughly half carry flood insurance. This means 90 percent of the population does not
live in identified Standard Flood Hazard Areas, but continues to pay a large amount
each year for disaster relief for flooding, rebuilding damaged infrastructure in flood
areas, and may have to cover the $19 billion debt of the NFIP. Yet those same tax-
payers obtain few, if any, of the benefits of that development. This points out the
need to tie program outcomes of the NFIP to these other programs like disaster re-
lief programs and programs of HUD, DOT, USDA and others.

Perspectives on the National Flood Insurance Program

FEMA reports that the NFIP has been self-supporting for 20 years. From 1986—
2005, prior to Hurricane Katrina, income from policy holders covered claims and all
operating expenses, including salaries and expenses of the Federal employees who
administer the NFIP and floodplain management programs. From time to time the
NFIP exercised its authority to borrow from the U.S. Treasury when claims exceed-
ed short-term income. Importantly, the program was praised for its ability to repay
debts ahead of schedule and with interest. This would seem to be the way Congress
intended the program to function. The original framers did not require the NFIP
to set rates for truly catastrophic flooding associated with extreme events like Hur-
ricane Katrina, or to have reserves to cover the fiscal impact such events would
have on the program. A significant, often unrecognized, and difficult to measure
benefit of the NFIP is the number of decisions people have made to build on higher
ground and the damage that doesn’t occur because buildings have been built to re-
sist flood damage. Perhaps the original framers considered it reasonable that tax-
payers contribute to payment of claims after extreme events that exceed the NFIP’s
capacity to pay as part of the bargain for long-term overall improvement in the way
we manage flood losses—perhaps Congress could clarify this.

The NFIP has multiple goals, and providing flood insurance in order to minimize
direct Government subsidy of flood damage is one of the goals. The consequence of
having fewer people insured against known risks would likely be greater reliance
on taxpayer funded disaster assistance and casualty loss tax deductions. Striking
the balance between a fiscally sound NFIP while having premiums that are afford-
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able—but that do not reward or encourage development in high flood risk areas—
is the challenge now facing Congress and the Nation.

The National Flood Insurance Program is now 42 years old. It was created in
1968 by the Congress following several major studies in the 1950s and 60s, after
which studies concluded that the private sector did not offer insurance coverage for
flood because only those who had actually flooded would buy policies, contrary to
a normal insurance model which assumes a broad spreading of risk to cover losses.
The lack of information showing which properties were likely to flood added to the
private sector dilemma, which is less of a challenge now that FEMA produces flood
maps for 21,000 communities. The concepts embodied in the NFIP were designed
with the idea it would save the taxpayers’ money in disaster relief by requiring
those living in at-risk locations to pay something to cover their own risk, and to en-
able them to more fully recover from flood damage than they could with only dis-
aster relief. The assumption was that this would reduce flood losses over time by
requiring local regulation of development in flood hazard areas as communities vol-
untarily agreed to participate in the program in order to make flood insurance avail-
able to community residents and businesses.

The NFIP has gone through various stages of growth and adaptation involving
more, then less, then again more involvement with private insurance companies and
agents. After its first 5 years, Congress added mandatory purchase of flood insur-
ance in identified flood hazard areas. By 1979, the program moved from the Depart-
ment of Housing and Urban Development (HUD) to the newly established Federal
Emergency Management Agency (FEMA). Initially some 70 percent of insured prop-
erties had discounted policies because they were “grandfathered” since they were
built before the flood hazard area was identified. Now about 23 percent of insured
properties have these discounted rates. Many newly developed properties have been
built either in safer locations outside the 100-year floodplain or built to NFIP stand-
ards (elevated to the 100-year flood level) to mitigate possible flood losses.

During the 1980s, the goal of making the program self-supporting for the average
historical loss year was achieved, but the premiums did not provide sufficient in-
come to develop and maintain accurate flood maps for 21,000 communities. There
were no Congressional appropriations for the program from 1986 until 2003, when
it was agreed the Nation needed a major map modernization effort requiring appro-
priated funds. Most of the Nation’s flood maps were found to be 10 to 20 years old,
not reflective of massive watershed and floodplain development, and therefore not
accurately representative of actual flood hazards.

A major report following the Midwest floods of 1993 found that only 10-15 percent
of damaged properties had flood insurance. This led to another set of improvements
in the National Flood Insurance Reform Act of 1994, including stricter compliance
requirements for lenders and new means of encouraging and supporting mitigation
through the Increased Cost of Compliance insurance coverage, establishment of the
Flood Mitigation Assistance program and authorization of the Community Rating
System to make lower premiums available in communities taking significant steps
beyond national minimum approaches to mitigate risk. The Flood Insurance Reform
Act of 2004 Act made a number of improvements to insurance agent training and
consumer provisions, and enhanced and developed programs to address the problem
of repetitive flood losses.

Brief Observations on the Previous Senate-Passed Bill

There are a number of provisions in the flood insurance reform bill passed by the
Senate in May, 2008 that ASFPM finds helpful and would hope to see included in
a future reform measure. As noted elsewhere in this testimony, we would rec-
ommend that a few provisions of that bill receive further evaluation and perhaps,
adjustment. Those would include the provision for a 5 year reauthorization, the pro-
vision for inclusion of catastrophic loss years in the calculation of average loss years
and the provision for a catastrophe reserve We would prefer to see a 2-3 year reau-
thorization and we recommend that the Committee give further consideration to
whether or not the NFIP should provide coverage of catastrophic losses.

We appreciate the following provisions in the earlier legislation: (not an all-inclu-
sive list)

o forgiveness of the current debt to the Treasury
e increase in cap on annual premium increases to 15 percent

e phase out of subsidies (discounts) for nonresidential and nonprimary residence
pre-FIRM structures and also for severe repetitive loss properties where flood
losses have exceeded property value
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e substantial section authorizing ongoing mapping program to include additional
risk information and mapping of areas behind levees, below dams and in the
500 year floodplain

e provision for an Office of the Flood Insurance Advocate, but only if a national
office, thus restricting the establishment of offices in FEMA Regional offices and
temporary local offices to situations following a flood event

e increased penalties for lender noncompliance
e escrow of flood insurance payments

o notification of flood insurance availability outside of SFHAs during real estate
transactions (the Committee may also wish to consider a requirement that land-
lords notify tenants of availability of contents insurance)

Flood Mitigation Assistance Program [Section 1366 of the National Flood Insurance
Act of 1968 (42 U.S.C. 4104c)]

e Add “demolition and rebuilding” as an eligible activity; this not only achieves
consistency with the NFIP-funded Severe Repetitive Loss grant program, but
gives another option that makes sense in certain situations (areas other than
high-risk storm surge and floodway areas). Specifically, for some communities,
acquisition by fee simple acquisition of land and relocation of the residents may
not be the best solution, but rather mitigation measures that help improve liv-
ability and community integrity may be. Elevation-in-place is a feasible meas-
ure for many buildings; however, for many older buildings and certain types of
buildings, it is more feasible or cost-effective to demolish and rebuild a new
building, as long as sustainability and resilience are assured along with full
compliance with floodplain requirements and building codes which address fire
resistance, energy efficiency, and where appropriate, resistance to other hazards
such as hail, high winds, and seismic forces.

e Eliminate the limitation on aggregate amount of insurance by striking sub-
section (f).

o Specify that the funds for this program (Section 1367) shall be available until
expended (currently FEMA imposes a 2-year limitation) and that the funds
shall be made available without offsetting collections through premium rates for
flood insurance.

Severe Repetitive Loss Grant Program [Section 1361A (42 U.S.C. 4102A)]

e Correct an oversight and modify the definition of “severe repetitive loss prop-
erty” to include nonresidential properties that have received the same number
and value of claims. Nonresidential properties make up a disproportionately
large share of all repetitive loss properties and we must be able to pursue miti-
gation of these high-loss properties in order to more effectively stem the drain
on the Fund that 1s associated with properties that receive multiple claims.

e Delete 1361 A(g)(3)(A) and (B) so that the purchase price offered would be de-
termined only by the either the fair market value immediately before the most
recent flood event or the current fair market value. It is complicated, confusing,
and expensive to have to determine the potential purchase price four ways (and
the purpose of the grant is not to enrich those who unwisely paid more than
a property’s market value at the time of purchase or who borrowed more than
the property is worth).

Grants for Direct Funding of Mitigation Activities for Individual Repetitive Claims
Properties [Section 1323 of the National Flood Insurance Reform Act of 1968]

Current NFIP-supported mitigation grant programs provide cost share funds to
communities—and thus successful projects depend on community participation.
ASFPM has long supported community-based mitigation; however, we recognize
that some repetitive loss properties are in communities that may not have the re-
sources to participate. In order to achieve the goal of reducing the repetitive loss
drain on the National Flood Insurance Fund, we urge the Committee to:

e Clarify that FEMA has the authority to work directly with certain property
owners under this specific program, which was authorized at $10 million each
year. There are many nonresidential properties that have received millions in
flood insurance claims. Allowing FEMA to selectively encourage very high-loss
property owners to consider mitigation will actually implement paragraph (b)
which calls for prioritizing the worst-case properties to result in the greatest
savings to the Fund,
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e Specify that at least two claims shall have been paid in order for a property
to be eligible;

e Specify that the funds shall be made available until expended (see, Section
1310(a)).

The following also comes from our recommendations on S2284

Create a New Section To Establish Priorities for NFIP-Funded Mitigation Grant
Programs. Direct FEMA to develop a mechanism to recognize that mitigation of re-
petitive loss properties (of which Severe Repetitive Loss properties are a subset),
and that mitigation by acquisition, are priorities. The former helps reduce the drain
represented by properties that receive repetitive claims; the latter is the only miti-
gation activity that permanently avoids future damage, while also providing benefits
that are difficult if not impossible to quantify. There are examples where FEMA has
denied funding for homes that have a computed benefit to cost ratio of 0.99. We ap-
preciate that FEMA has been criticized in the past for its policy of approving
buyouts for homes when the B:C is “close” to 1.0. The required new section would
fulfill Congressional intent and make implementation easier and more consistent.
It should also be clarified that mitigation projects that include repetitive loss prop-
erties and SRLs are, by definition, in the best interests of the NFIP and therefore
FEMA should develop a mechanism to recognize this. Report language can suggest
that FEMA use multipliers applied to the computed benefit-to-cost ratios as proxies.

Create a new section as follows:

Sec. 1366A. (a) PRIORITIES FOR MITIGATION ASSISTANCE.—In the adminis-
tration of the mitigation assistance in Sec. 1323, Sec. 1361A, and Sec. 1366, and not-
withstanding the provisions of those sections, the Director shall consider the fol-
}_:‘)wigg to be priorities and in the best interests of the National Flood Insurance

und:

1. mitigation activities that include repetitive loss structures, as defined in Sec.
1370(a); and

2. mitigation activities that include severe repetitive loss structures, as defined
in Sec. 1361A; and

3. mitigation activities that include substantially damaged properties, as defined
in Sec. 1370(a); and

4. mitigation activities that include acquisition of properties with structures;

5. mitigation activities that include other such properties as the Director deter-
mines are in the best interests of the National Flood Insurance Fund.

Sec. 1366A. (b) RECOGNIZING PRIORITIES.—The Director shall develop a
mechanism to recognize explicitly that mitigation activities identified in paragraph
(a) are priorities.

Implementation of the Increased Cost of Compliance Coverage as Amended in
2004. ASFPM urges the Committee to request a report from FEMA on implementa-
tion of the changes to Section 1304(b) that were enacted in the Reform Act of 2004.
This coverage (called ICC) has been part of all policies on buildings in mapped spe-
cial flood hazard areas since about 1997. Total income associated with premiums for
ICC greatly exceeds the payments made to qualifying policy holders.

The Association of State Floodplain Managers appreciates the opportunity to
share our views, recommendations and concerns with you. We hope these observa-
tions, based on our collective experience in working to reduce flood risk in the Na-
tion and in serving as FEMA’s partners in implementing the National Flood Insur-
ance Program, will be helpful as you work to improve the NFIP. We look forward
to answering any questions you may have and assisting the Committee in any way
that you find helpful.
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Managers, Inc.

NFIP Listening Session-ASFPM comments
Nov 5-6, 2009

ASFPM Presentation by Larry Larson, ASFPM Executive Director
Now is the time to back up and look at the “big picture of the NFIP

Various developments have come together to make this a perfect time to open up the
thought process about the challenges for National Flood Insurance Program (NFIP) and
options to address those challenges. The program is deeply in debt due to catastrophic
storms it was not designed to handle; a major effort to modernize and update the nation's
very outdated flood hazard maps to be more accurate and appropriately reflect the hazards
associated with structures such as levees is changing the delineation of the "regulatory
floodplain” and associated areas for mandatory purchase of flood insurance; the need to
purchase flood insurance in newly mapped communities is resulting in "push back” against
more accurate hazard identification; the public safety communication about risk and
hazard mitigation has become lost; and increased enforcement by the Army Corps of
Engineers that appropriately results in de-accrediting levees that do not meet the
structural, hydrologic, or 0&M requirements to assure 100 year flood protection is
highlighting the connections between the Corps, FEMA and the NFIP on flood risk
management issues.

A new Administration with new thoughts and perspectives is ready to enter the discussion
about the NFIP and to advance a more integrated flood risk management strategy where
the NFIP is one of the elements therein. ASFPM recognizes not all the ideas we mention
here may or after evaluation should be implemented, but all of them should be considered
and evaluated to re-tool the NFIP into a more effective program for the nation that will
effectively reduce flood losses and the loss of natural resources and functions of our
floodplains.

The NFIP has had some major accomplishments in the past 40 years
»  Over 20,000 communities with land use mgt and/or building codes (adds resilience)
» Many of nation’s floodplains mapped (and much more needed)
*  Almost 50% of those are risk of flooding pay at least some of that cost
o The NFIP was mostly self supporting for nearly 20 years

ASFPM testimony on NFIP reform 2010 17
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Questions and issues we hope to see addressed
By either FEMA with rules and guidance or by Congress through legislation

What was the NFIP intended to accomplish? Are the goals still valid?

What do Congress and the Administration want it to accomplish?

Does the basis of the NFIP need to change or not?

What's the assessment of what it has accomplished?

Why have flood losses increased, not decreased, despite 40 years of the NFIP?

If it has not succeeded, is it because of program design, inadequate development standards
orimplementation approaches?

What are recent developments or recognitions that could impact the future of the NFIP?
o Debt to Treasury
* Lack of clarity over whether or not NFIP should cover catastrophic flood losses

(the NFIP should not cover wind)

More severe, intense rainfall events and storms

Sea level rise

Increase in population density near water

Map updates and levee de-accreditations

Where are the gaps and problems?

» Continued Affordability of flood insurance

+ Maps provide unintended message of little/no risk beyond 100 year floodplain

+ Lack of recognition of residual risk areas behind levees and below dams—those
areas must be mapped, regulated and require flood insurance

¢ Inadequate development standards—e.g. need freeboard, zero rise floodways, no
habitable uses in floodway, "no build zones in coastal highest hazard areas

» Maps of flood hazard areas must be based on future development, not yesterday's

+ The CRS standards are too low, make most of them NFIP base standards and create
some really effective CRS standards that are effective and incentivize local /state
actions

What role has subsidies or discounts played in supporting unwise development?
Are rate subsidies and grandfathering contributing to NFIP insolvency?
 Should the rationale for subsidies be re-examined?
o Ifpremiums are subsidized, it is no longer a true insurance program
» Should subsidies exist? If for low income folks, what program should pay them?
o Any low income subsidies should be taxpayer funded and done by HUD
+ Rating practices be re-examined for more accurate picture of risk
+ How can the NFIP move all policies to actuarial based pricing and avoid policy loss?

If the NFIP is to be a significant tool in the integrated flood risk management perspective,
how should it be altered to better support this objective?
o Integrate the NFIP with other federal flood risk programs, including the disaster
relief program, Corps of Engineers, EPA and NRCS programs
» FEMA needs to identify cross program policy conflicts that increase risk

ASFPM testimony on NFIP reform 2040 18
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The NFIP must build State FPM capability and capacity or it will not succeed

The NFIP program should be delegated to states, similar to EPA and DOT programs
What incentives and disincentives would make it more effective?

Are the NFIP mitigation grant programs effectively addressing the high risk
structures?

- & 8

How can the NFIP better deliver the risk message and protect the general taxpayer?

* More areas of mandatory coverage--e.g. residual risk areas on rivers and coasts
More defined set of rates and maps to clarify variation of risk beyond SFHAs
Modification of 100 year standard for critical facilities & areas of dense population
Change name and attributes of map so its viewed as risk map, not an insurance map
Add zones within SFHA so those more at risk pay higher rates than lesser risk
structure
* Do not add wind coverage to the flood insurance program

What are some “new ideas” for refreshing and re-invigorating the program?
 Group policies for areas behind levees to be purchased by levee districts
Flood insurance vouchers for lower income households to be administered by HUD
Long-term flood insurance to be attached to property, not owner (see Kunreuther)
Consider requiring flood insurance as a part of all homeowners policies
Tie Disaster dollars to NFIP compliance, with a sliding scale to reflect how well the
community and state are managing their flood risk
+ Consider a major change where FEMA would no longer be in charge of flood
insurance-—-turn flood insurance over entirely to the private sector. (this will need
to be done carefully so as not to lose the floodplain mgt in communities and states)

ASFPM testimony on NFIP reform 2040 19
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PREPARED STATEMENT OF J. NICHOLAS D’ AMBROSIA
VICE PRESIDENT OF TRAINING AND RECRUITING, LONG & FOSTER

SEPTEMBER 22, 2010

Introduction

Chairman Dodd, Senator Shelby, and Members of the Committee, on behalf of
more than 1.1 million REALTORS® who are engaged in all aspects of the residential
and commercial real estate sectors, thank you for inviting me to testify today re-
%ﬁl};‘c}?g reauthorization and reform of the National Flood Insurance Program

).

My name is Nick D’Ambrosia. A REALTOR® since 1973 and licensed in Maryland,
Virginia, and the District of Columbia, I am currently Vice President of Training
and Recruiting for Long & Foster Companies. Long & Foster is the largest inde-
pendently owned real estate company in the United States operating with 13,000
sales associates, 2,500 employees and 190 offices across seven States and Wash-
ington, DC. I am also Vice Chair of the Maryland Real Estate Commission, where
I have served as chair and industry member since 2005. For many years, I have
been active within the National Association of REALTORS® (NAR), holding signifi-
cant positions at the national and State levels, including President of the Maryland
Association of REALTORS®, as well as the Prince George’s County Association of
REALTORS®. I also served as a member of NAR’s Enlarged Leadership Team, Exec-
utive Committee, and Board of Directors, as well as numerous NAR standing Com-
mittees, task forces and presidential advisory groups. Most recently, I was a mem-
ber of NAR’s Property Insurance Task Force that was charged with examining how
access to affordable property insurance for the plethora of natural disasters, includ-
ing flooding, might be achieved.

Since September of 2008, Congress has approved eight short-term extensions of
authority for the NFIP. On two occasions, Congress has allowed authority for the
program to expire for several weeks at a time. Each time NAR estimates that tens
of thousands of real estate transactions were delayed if not cancelled. In addition,
the many shutdowns and short-term extensions have exacerbated uncertainty in
what are already troubled residential and commercial real estate markets. Earlier
this year, the House of Representatives passed H.R. 5114, the Flood Insurance Re-
form Priorities Act, to reauthorize the NFIP for a full 5 years. While this bill makes
some difficult changes to the program, we would encourage the Senate to take up
this legislation so that the program may be reauthorized long-term and continue
writing flood insurance without further market disruption. We also note several ef-
forts underway for a straight year-long NFIP extension, including one to September
30, 2011, in S. 3607 (Department of Homeland Security Appropriations, FY2011)
which has been approved by the full Senate Committee. In any event, we would
urge the Senate not to let the NFIP lapse again which would only further under-
mine the already fragile confidence in recovering real estate markets. At a min-
imum, the Senate should pass the year-long extension, as part of must-pass legisla-
tion or as a free standing bill.

The Importance of the NFIP

In 1968, the Congress established the NFIP because of the lack of available flood
insurance in the private market and the rising cost of taxpayer-funded disaster re-
lief to flood victims, which, up until that time, had been the only way to pay for
rebuilding after a flood. Still today, virtually no market exists for flood insurance.
According to the General Accountability Office (GAO), only four large companies
provide “almost all the private flood insurance” and only then for owners with “high
net worth” and properties valued at “at least $1 million. 1 Most American taxpaying
families and small business owners would be priced out of what market exists for
flood insurance were it not for the existence of the NFIP. Without this critical pro-
gram, most Americans would not have access to a vital protection against loss of
life and property due to the very real risk of flooding.

The most common natural disaster in the United States, each year floods are re-
sponsible for 140 deaths according to NOAA and on average $6 billion in losses by
the U.S. Army Corps of Engineers’ estimate. The GAO put it best:

[Blecause flooding is so widespread, it presents risks to a large segment of
the population. For example, we found that between 1980 and 2005, ap-
proximately 97 percent of the U.S. population lived in a county that experi-
enced at least one declared flood disaster; about 93 percent lived in counties

1GAO, “Information on Proposed Changes to the NFIP”, Report to Representative Barney
Frank, Chairman of the House Committee on Financial Services, pp. 18-19.
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that had experienced two or more flood disaster declarations; and 45 per-
cent lived in counties that experienced six or more flood disaster declara-
tions. 2

Contrary to critic’s assertions, the NFIP does not represent a cross subsidy from
the interior of the U.S. to coastal States. While it is true that more than half the
U.S. population lives within 50 miles of the coast and has access to the NFIP in
participating communities (as does everyone else in a participating community), ev-
eryone benefits from a national flood insurance program. We have appended to this
testimony a map developed by the GAO presenting the number of flood disaster dec-
larations by county between 1980 and 2005. Areas of the country that have yet to
experience flooding at a magnitude to warrant a disaster declaration are shown in
white. As you will note, there is very little white space on the map. Maintaining
access to affordable flood insurance is, therefore, of critical national interest to the
whole of the United States, not just its coastal residents.

By providing flood insurance, the NFIP effectively reduces the amount of Federal
postdisaster assistance, paid by all taxpayers including those in the interior. For ex-
ample, of the $88 billion obligated to Gulf Coast States after the 2005 hurricane sea-
son, $26 billion went directly to under-insured property owners according to the
GAOQ.3 That is $26 billion in taxpayer-financed rebuilding assistance which would
not have been necessary had more properties been insured, because then, insur-
ance—and not taxpayer-paid assistance—would have paid for rebuilding those prop-
erties. Fortunately, there was an NFIP that was authorized at the time to insure
approximately half the properties in the floodplains which were in the path of those
2005 mega-storms.4 But for the NFIP, the taxpayer-assisted number ($26 billion)
would have been significantly higher.

Also, the NFIP reduces flood damage by requiring communities to adopt and en-
force strict floodplain management and mitigation regulations as a condition for
their residents to be able to buy NFIP coverage. Nearly 20,000 communities have
adopted these rules, averting $16 billion in losses since 2000 alone according to the
U.S. Department of Homeland Security. Buildings constructed to NFIP standards
experience 80 percent less damage than those not built to standards. As one pro-
gram evaluation finds, the NFIP “has clearly induced savings on flood costs” and
that “flood insurance has shifted the loss from taxpayers to those who pay the insur-
ance premium.”® In fact, the NFIP saves taxpayers money as well as property.

Some have asserted that the NFIP encourages development of “environmentally
sensitive areas.” Not so. Government-backed insurance is not the deciding factor to
locate in the floodplain. According to NAR research, neighborhood quality or access
to parks or beaches is far more likely to drive the decision. Historically, this country
was built in floodplains along rivers and coastlines. Long before the NFIP was even
contemplated, New York, New Orleans, Boston, Miami, St. Louis, Pittsburg, Cleve-
land, Houston, and Washington, DC, were already well established in what today
FEMA designates as the floodplain. Since then, there have been program reforms
which prevent development of the most sensitive coastal areas. Under the Coastal
Barrier Resources Act of 1982, all of these areas are off limits to the NFIP, though
interestingly, not to privately financed development or insurance. A report released
in October 2006 that found “[t]he common belief that the NFIP has stimulated de-
velopment that increased flood losses is not supported by our findings.”® Whether
national flood insurance is available or not, there will continue to be floodplain de-
velopment; the difference is that the NFIP saves taxpayers money as well as prop-
erty.

Others have claimed that the NFIP writes policies in wealthy resort communities,
but for every policy holder in Hilton Head Island, SC, or Naples, FL, there is one
in a home on the Red River in North Dakota or a rental property along the Missouri
River in Iowa. The Congressional Budget Office (CBO) has found no evidence to sug-
gest that the NFIP would cover larger or more luxurious structures, whether inland
or in a coastal area.” Another study on the NFIP found that those in the middle-
income brackets were less likely to live in floodplain areas than either of those in
the highest or lowest income brackets. That study noted that “low income house-

2GAO, “Natural Hazard Mitigation: Various Mitigation Efforts Exist, but Federal Efforts Do
Not Provide a Comprehensive Strategic Framework”, (August 2007), pp. 11-12.

3GAO, “Natural Disasters: Public Policy Options for Changing the Federal Role in Natural
Catastrophe Insurance”, (November 2007), Figure 3.

4 Pacific Institute for Research, “Costs and Consequences of Flooding and the Impact of the
National Flood Insurance Program”, (October 2006), p. 28 (hereafter, “PIR Study”), p. 36.

5PIR Study.

61bid., p. 41.

7CBO, “Value of Properties in the National Flood Insurance Program,” (June 2007), p. 7.
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holds [defined as $10,000-$30,000 per year] live in hazardous areas in order to find
affordable housing or because they work in water recreation areas and find the least
expensive housing nearby.” ® If someone is able to afford a multimillion dollar beach-
front property or resort development, they are going to look to insurance companies
willing to write coverage above the $350,000 coverage limits imposed by the NFIP
(i.e., $250,000/structure and $100,000 for contents). It is the lower and middle class
families, retirees on fixed incomes and locally owned small-business owners who
have been priced out of the private market for flood insurance, for which this Fed-
eral program is designed.

NAR Urges Long-term NFIP Reauthorization

Since September 2008, Congress has adopted eight short-term extensions of statu-
tory authority for the NFIP—all within a few days of the deadline. (This includes
the current extension to September 30, 2010.) Twice, authority has been allowed to
expire. Each time, NAR estimates that tens of thousands of real estate transactions
were either delayed or cancelled. Without flood insurance, federally backed mort-
gages may not be secured in residential or commercial real estate transactions in
nearly 20,000 communities across the United States. Because the NFIP did not have
authority to issue any policies, property owners lost confidence that they would be
able to renew their existing policy when the time came. While we can quantify the
cost of delaying real estate closings, the shock to consumer confidence due to the
many stop-gap extensions is immeasurable. This month-to-month approach has hin-
dered a recovering real estate market and only exacerbated the uncertainty for more
than five-and-a-half million taxpayers who depend on the NFIP as their main source
of protection against floods.

On September 30, 2010, about a week from today, again NFIP authority is set
to expire. This will be the ninth time in 2 years that the Congress will have to re-
extend this important program. Recently, the House of Representatives passed H.R.
5114, the Flood Insurance Reform Priorities Act to reauthorize the NFIP for a full
5 years. While this bill makes some difficult changes to the program, we would en-
courage the Senate to take up this legislation so that the program may be reauthor-
ized long-term and continue writing flood insurance without further market disrup-
tion. We also note several efforts underway for a straight year-long NFIP extension,
including one to September 30, 2011, in S. 3607 (Department of Homeland Security
Appropriations, FY2011) which has been approved by the full Senate Committee. In
any event, we would urge the Senate not to let the NFIP lapse again which would
only further undermine the already fragile confidence in recovering real estate mar-
kets. At a minimum, the Senate should pass the year-long extension, as part of
must-pass legislation or as a free standing bill.

Reforms of the NFIP

For over four decades, the NFIP has been largely self-supporting, collecting suffi-
cient premiums to cover claims and expenses. In the few years when this was not
the case, the program was able to pay back the debt with interest according to the
Congressional Research Service.® But then in 2005, Katrina, Wilma, and Rita
struck and shattered all records including the highest number of Category 5 hurri-
canes in a season, and the NFIP now owes approximately $19 billion to the U.S.
Treasury (including the nearly $3 billion for Ike and Midwest floods of 2008). 2005
was an anomaly. According to the Federal Emergency Management Agency (FEMA),
which manages the NFIP, this debt is greater than the sum of all previous losses
since NFIP’s inception in 1968. Accordingly, NAR supports reforms to strengthen
the program’s long-term fiscal viability.

At the same time, the housing market continues to be weak as the country recov-
ers from the longest recession since World War II. In the months immediately fol-
lowing the expiration of the homebuyer tax credit, home sales plunged to 15-year
lows. Below is NAR’s chart of existing home sales. In addition to overall economic
weakness, including high unemployment, the housing market is plagued by excess
inventory of distressed properties including foreclosures. While affordability remains
strong and prices are beginning to show signs of stabilization, the housing market
is in a precarious position and cannot afford any further negative shocks.

8 PIR Study, p. 43.
9 Congressional Research Service, “National Flood Insurance Program: Background, Chal-
lenges, and Financial Status”, (July 2009).
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The commercial real estate market is also struggling amid the greatest liquidity
crisis since the Great Depression. Due to the economic downturn, commercial prop-
erty values have fallen 43 percent across the board from their peak in 2007. Often
it is the owner of America’s small businesses—the very engine of job creation and
innovation and the backbone of his or her local community—which has suffered
most. Compounded with nearly $1.4 trillion in commercial real estate loans coming
due over the next several years, and a very limited capacity to refinance, the sales
and leasing of commercial properties have been dismal, hindering our Nation’s eco-
nomic recovery. Failing to reauthorize the NFIP long-term not only exacerbates the
market uncertainties but also could leave many commercial property owners, many
of whom are struggling to stay afloat due to high vacancy rates, without access to
affordable flood insurance. The lack of flood insurance for property owners, in many
cases, would hold up the sale of commercial properties, further contributing to the
economic crisis.

Against this backdrop, NAR would encourage Congress to strike a balance be-
tween the following NFIP reforms and real estate affordability, especially for lower-
income homeowners and renters who often live in the Nation’s lower-lying commu-
nities:

Coverage Limits. Additional coverage would attract new NFIP participants. In-
creasing participation would lead to increased funds for the NFIP, help property
owners recover from flood losses and decrease future Federal assistance when
under-insured properties flood and suffer loss. Adding options for living expenses,
basement improvements, business interruption and the replacement cost of contents
would help increase protection for home- and small-business owners. Increasing the
maximum coverage limits for residential properties, nonresidential properties, and
contents coverage would more accurately reflect increases in property and contents
values and provide fuller coverage to policy holders. These limits have not been ad-
justed despite inflation since 1994.

Education and Outreach. Educating consumers could also increase participation.
Many consumers may not be aware that flood insurance is available to them or be-
lieve that a standard homeowner’s policy would cover flood damage, which is not
true. Only 50 percent of homeowners in the federally designated floodplain purchase
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flood insurance. 1© NAR would support provisions for outreach, education and infor-
mation to consumers about the availability and importance of flood insurance.

Severe Repetitive Loss Properties. NAR strongly supports extending and fully fund-
ing the pilot program to mitigate properties which have repeatedly suffered insured
flood losses. While less than 1 percent of NFIP-backed properties fall into this cat-
egory, severe repetitive loss properties represent a disproportionate share of payouts
from—and pose a significant financial burden to—the NFIP. Yet the owners, despite
repeated losses, have declined a reasonable offer of mitigation funding from FEMA.
Moreover, research conducted by the Multihazard Mitigation Council of the National
Institute of Building Sciences has found that each dollar spent on mitigation saves
society an average of four dollars. 11

Pre-FIRM properties. While NAR strongly supports phasing-in higher rates, pro-
portionate to risk, for properties with a repeated or demonstrated history of loss,
there is not an equally compelling policy basis to phase-in the rate for all properties
built prior to the existence of the flood rate maps (pre-FIRM). In the mid-1970s,
Congress grandfathered these properties in under a rate less than the actuarial (full
risk) one, because they were built before the flood risk to the community was known
and could not have retrofitted to NFIP standards immediately or cost effectively.
Changing the rules in the middle of the game for these property owners would have
been perceived as unfair and even punitive.

Unlike the repeated/demonstrated-loss properties, many pre-FIRM properties
have never filed a claim. Their flood risk has never changed. Yet these owners, who
have been paying into the NFIP for years, could be expected to immediately pay sig-
nificantly more under previous legislative proposals. FEMA estimates that if the av-
erage pre-FIRM policy were to pay the full actuarial premium, that premium would
be increased to about two and a half times the current level; some properties could
see the premium increase more than four-fold. There is a limit to the amount that
the insurance, or any other expense, may increase before owners are either forced
to sell their properties, or go without insurance. This would have a particularly se-
verely impact on the cost of home ownership and rents especially in older commu-
nities as well as those that rely on tourism. This could lead to additional rounds
of delinquencies, foreclosures and reduced property tax bases in these communities.

Rate Structure. Over the years, Congress has considered a range of proposals to
strengthen the NFIP’s long-term solvency, including increasing the statutory limit
on the annual rate increase, setting minimum deductibles for claims and phasing
in actuarial rates on the less than 20 percent that are pre-FIRM properties. While
we continue to have significant concerns about the affordability of these reforms, we
would urge the Committee to:

1. Continue to include comprehensive coverage for all residential and commercial
properties, including multifamily housing, nonprimary residential and commer-
cial properties;

2. Spread out any rate increases evenly over the entire base over time so that
everyone has ample opportunity to adjust to the increases and no one has to
shoulder the entire increase in a single year. For example, HR. 5114 (as
passed by the House) would gradually phase-in the rate over at least a 5-year-
period that would not begin until 3 years after the date of enactment, rather
than immediately. In order to preserve the Federal flood insurance program
into the future, the real estate sector recognizes the need for everyone to shoul-
der their fair share, even if it means paying a little more;

3. Separate out multifamily rental properties of 4 or more units from the nonresi-
dential properties and exclude them from the phase-in, due to affordability con-
cerns. For the renter, the apartment or house in which he or she is living is
the primary residence, but could be considered either a commercial property
or a nonprimary residence because it is non-owner-occupied. Thus, if the dis-
counted rate were eliminated, tenants would face rent increases that would
have a dramatic effect on housing affordability, especially in the case of low
and fixed-income individuals and families;

4. Not adopt “back-door” or arbitrary rate increases for all NFIP properties, by
requiring FEMA to recalculate “average loss year” to include catastrophic loss
years “in accordance with actuarial principles.” By law, rates are already set
based on actuarial principles (see, 42 USC 4015(b)(2)) so reiterating this does
not justify the new provision. However, including outlier years in the calcula-

10PIR Study, p. 36.

11 Multihazard Mitigation Council, “Natural Hazard Mitigation Saves: An Independent Study
to Assess the Future Savings from Mitigation Activities, Volume 1—Findings, Conclusions and
Recommendations”, National Institute of Building Sciences, Washington, DC. (2005), p. 5.
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tion of average loss, as this amendment would, will arbitrarily inflate the
amount a rate would have to cover and therefore the rate itself; and

5. Study the impact of any rate phase-in on pre-FIRM properties so that the Con-
gress would have a basis to evaluate and adjust the phase-in as necessary. A
similar study was included in the House passed bill.

Reserve Fund. We support the concept of establishing a reserve fund to cover the
higher than average loss years. However, a previous proposal would have required
FEMA to build up the fund by annually putting in hundreds of millions of dollars
until an amount numbering in the billions was reached. As a result, the Agency
would have had to raise rates somewhere in order to meet this annual quota, how-
ever it could not have looked to property owners who were already experiencing rate
increases near the annual limitation. Instead it would have had to look those who
were voluntarily participating in the program which could undercut future partici-
pation. We encourage Congress to ensure that all participants are treated fairly and
equitably as the reserve fund is created.

Flood Mapping. Another issue that has been the subject of discussion in recent
years is requiring the purchase of flood insurance in the 500-year floodplain. Prop-
erties in the 500-year floodplain face a less-than-1-percent annual chance of flood-
ing. This idea poses its own set of challenges and concerns from NAR’s perspective,
and many are similar to concerns faced by the NFIP in administering the current
program. FEMA has been trying to update the 100-year flood maps, but the process
itself of digitizing and modernizing is byzantine and slow. Other concerns include
accurate mapping of the 500-year floodplain, an accurate assessment of the number
of properties that will be impacted, notification of property owners that they now
must purchase flood insurance, additional administrative burdens placed on FEMA
to administer a much larger program, and keeping homes affordable while avoiding
new and costly insurance requirements. Before imposing this requirement on prop-
erty owners already hard hit by the recession, NAR would recommend a study to
assess the costs and impacts of such a new requirement on homeowners and local
economies.

Conclusion

In summary, the NFIP fills a void in the private market for critical insurance pro-
tections against flood losses which benefit the Nation as a whole. While the House
has passed a bill that makes some difficult reforms to the program, it is preferable
to the current month-to-month stop-gap extension approach which has only under-
mined confidence and exacerbated uncertainty in recovering real estate markets. We
would encourage the Senate to take up this legislation so that the program may be
reauthorized long-term and continue writing flood insurance without further market
disruption. We also note several efforts underway for a straight year-long NFIP ex-
tension, including one to September 30, 2011, in S. 3607 (Department of Homeland
Security Appropriations, FY2011) which has been approved by the full Senate Com-
mittee. In any event, we would urge the Senate not to let the NFIP lapse again
which would only further undermine the already fragile confidence in recovering
real estate markets. At a minimum, the Senate should pass the year-long extension,
as part of must-pass legislation or as a free standing bill.

Thank you again for the opportunity to share the REALTOR® community’s views
on the importance of the NFIP. NAR stands ready to work with Members of the
Committee to develop meaningful reforms to the NFIP that will help protect prop-
erty owners and renters and help them prepare for and recover from future losses
resulting from floods.
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PREPARED STATEMENT OF STEPHEN ELLIS
VICE PRESIDENT, TAXPAYERS FOR COMMON SENSE

SEPTEMBER 22, 2010

Good afternoon, Chairman Dodd, Ranking Member Shelby, Members of the Com-
mittee. I am Steve Ellis, Vice President of Taxpayers for Common Sense, a national
nonpartisan budget watchdog. Thank you for inviting me here today to testify on
reauthorizing the National Flood Insurance Program (NFIP).

Taxpayers for Common Sense has advocated for reform of the National Flood In-
surance Program since our inception 15 years ago. This time is easily divided into
two sections. The first 10 years our concerns about the program’s subsidies and un-
derlying risk to taxpayers were met with skepticism from many quarters. But after
the devastating hurricane season of 2005 and with the nearly $20 billion the pro-
gram is in debt to the treasury, all have recognized NFIP is fundamentally flawed
and must be reformed. The question is how.

TCS is allied with SmarterSafer.org, a coalition in favor of environmentally re-
sponsible, fiscally sound approaches to natural catastrophe policy that promote pub-
lic safety. The groups involved represent a broad set of interests, from American
Rivers to Americans for Prosperity. From the National Association of Mutual Insur-
ance Companies to the National Flood Determination Association.! The depth and
breadth of the coalition of consumer, taxpayer, environmental and insurance indus-
try groups underscores the importance of reforming NFIP. I would like to submit
for the record SmarterSafer.org’s principles for reform of the National Flood Insur-
ance Program.

Stop Digging

Will Rogers’ observation that “if you find yourself in a hole, stop digging” has be-
come a cliche, but it’s hard to come up with one more applicable to the flood insur-
ance program.

The National Flood Insurance Program is $18.8 billion in debt to the taxpayer 2
and only has annual revenues of $3.1 billion.3 Even if you exclude interest pay-
ments, 1t would take more than 6 straight years with no claims to pay the debt
back. Obviously, this isn’t going to happen. With that in mind, any reauthorization
of the National Flood Insurance Program must make significant changes to put it
on sounder financial footing, not dig a deeper financial hole with loopholes, new in-
surance lines, or undercutting the program’s ability to charge actuarially sound
rates.

Taxpayers are staring into a budgetary abyss with predicted average deficits of
$1 trillion a year over the next 10 years;4 we cannot afford to bail out the flood
insurance program again and again. People need to be informed of their flood risk
and take steps to financially protect their own investments.

Unintended Consequences

After years of ad hoc disaster aid being meted out by Congress, the National
Flood Insurance Program was established in 1968 to create “a reasonable method
of sharing the risk of flood losses through a program of flood insurance which can
complement and encourage preventative and protective measures.”® The program
was to make up for a lack of available flood insurance. But even at that time Con-
gress was warned that it was playing with fire. The Presidential Task Force on Fed-
eral Flood Control Policy wrote in 1966:

A flood insurance program is a tool that should be used expertly or not at
all. Correctly applied it could promote wise use of flood plains. Incorrectly
applied, it could exacerbate the whole problem of flood losses. For the Fed-
eral Government to subsidize low premium disaster insurance or provide

1Full list is available at www.smartersafer.org

2Statement of Orice Williams Brown, Director Financial Markets and Community Invest-
ment, Government Accountability Office before the Subcommittee on Housing and Community
Opportunity, Committee on Financial Services, House of Representatives. April 21, 2010. p. 1.
Available at http:/ / financialservices.house.gov | media /file /hearings/111/brown 4.21.10.pdf

3 Congressional Budget Office. “The National Flood Insurance Program: Factors Affecting Ac-
tuarial Soundness”, November 2009. p. 1. Available at http://www.cbo.gov/ftpdocs/106xx/
doc10620/11-04-FloodInsurance.pdf

4 Congressional Budget Office. “Preliminary Analysis of the President’s Budget Request for
FY2011”, March 5, 2010. Available at http://www.cbo.gov/ftpdocs/112xx/doc11231/
frontmatter.shtml.

5P.L. 90-448.
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insurance in which premiums are not proportionate to risk would be to in-
vite economic waste of great magnitude. ¢

Well, we know which way that story unfolded. Although subsidies were largely
envisioned to be limited and short-term, they weren’t. And while the program has
encouraged standards and construction that help reduce flood risks for participating
communities, the availability of cheap Federal flood insurance over the last several
decades made it financially attractive to develop in high risk areas. Along with
other factors, NFIP helped fuel the coastal development boom that increased the
program’s risk exposure and losses.

To foster increased participation, the NFIP does not charge truly actuarially
sound rates, or increase rates based on previous loss experience. The program’s goal
of fiscal solvency is defined as charging premiums that will generate enough rev-
enue to cover a historical average loss year.? That means catastrophic loss years
are largely left out of the equation. The program covers any fiscal shortfalls by bor-
rowing from the U.S. Treasury, which is a significant subsidy in itself.

NFIP’s fiscal solvency is further challenged because properties that predate a
community’s involvement in the NFIP or the applicable flood insurance rate map
(whichever is later) enjoy significantly subsidized rates, paying only 35-40 percent
of their actual full-risk level premium.8 While the initial thought may be that be-
cause of their vulnerability these properties wouldn’t be long for this world, a recent
analysis by USA Today found 1.2 million buildings receive these discounts.® FEMA
puts the percentage of properties in the NFIP receiving subsidized rates as more
than 20 percent. 10

Furthermore, properties experiencing repetitive losses make up a disproportionate
amount of the program costs. A repetitive loss property is one that has had two or
more claims of $1,000 over 10 years. These properties represent only 1 percent of
the total number of policies, yet account for up to 30 percent of the cost of claims. 11
Properties like one in Wilkinson, MS, that has flooded 34 times since 1978 and re-
ceived payments worth nearly 10 times the home’s $70,000 value. Or another prop-
erty owner in Houston, TX, that has received $1.6 million worth of claims for a
house worth $116,000.12 We need to help these people out—out of harm’s way—and
at the same time help the taxpayer who is picking up the tab.

Maps Lead the Way

The NFIP is driven by maps. They determine the veritable alphabet soup of what
flood zone your structure is in: A, V, X, or variants within each category. There’s
a map for that. Your property could be in the 100-year floodplain or the 500-year
floodplain; high-risk storm surge zone or special flood hazard areas. Your property
could predate the flood insurance rate map (FIRM) or otherwise be eligible for sig-
nificantly subsidized premiums. The maps are key to the program’s success or fail-
ure. They must be up to date, accurate and based on the best available science. This
is why FEMA’s map modernization program is so critical to the long term fiscal via-
bility of the program.

The Nation’s floodplains are dynamic. Not just from natural forces, but also the
impacts of development and topographical changes. Areas that were previously less
likely to flood could now be more likely. Levees that were adequate to provide 100-
year protection a decade ago may provide far less due to poor maintenance or in-
creased flood elevations due to increased runoff or new development.

Since 2003, FEMA has been working to update thousands of flood maps. In addi-
tion, levees are being reviewed and in some cases decertified for not meeting the
required level of protection. According to FEMA, the Nation’s special flood hazard
areas (SFHA) have grown in size by 7 percent. While this revealed more land and

6U.S. Task Force on Federal Flood Control Policy. “A Unified National Program for Managing
Flood Losses”, August 1966. p. 17. http://www.loc.gov/law/find/hearings/floods /floods89-
465.pdf

7Thomas L. Hayes and D. Andrew Neal. “Actuarial Rate Review”, Federal Emergency Man-
agement Agency. October 1, 2010. p. 5.

8 Congressional Budget Office. Supra Note 3 at 6.

9Frank, Thomas. “Huge Losses Put Federal Flood Insurance Program in the Red”, USA
Today. August 26, 2010. Available at Attp:/ /www.usatoday.com [ news /nation /2010-08-25-flood-
insurance__N.htm

10 Hayes and Neal. Supra Note 6 at 22.

11Brown. Supra Note 2 at 8.

12 Frank. Supra Note 8.
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housing is vulnerable to flooding, other areas are less vulnerable. In fact, the num-
ber of housing units in SFHAs has seen a net decrease of 1 percent. 13

Not surprisingly, the map modernization effort has been met with some con-
troversy. In some cases, homeowners are facing steep increases in premiums after
many years of paying the same rate. While the uproar is understandable, it doesn’t
change the underlying geology or the risk. In some cases property owners that didn’t
have to purchase flood insurance under existing law now find themselves required
to do so. But just because it isn’t popular doesn’t mean it’s not the right thing to
do. What isn’t the right thing to do is ignoring the realities on the ground—Ilit-
erally—and not requiring flood insurance in these instances. Because it means when
the inevitable floodwaters appear, the homeowner will not be covered by their reg-
ular insurance and the taxpayer will be asked to open up their wallet to bail them
out. In fact in some cases it makes sense to purchase flood insurance even if you
are not required to do so.

It may be politically expedient and popular to delay map modernization or waive
building standards. But what may make good politics generally makes bad insur-
ance policy—and by extension with Federal flood insurance—bad public policy. Peo-
ple deserve to know the cost and risks of where they live. And taxpayers deserve
to have those who choose to live in harm’s way pick up part of the tab.

I'm not here to say that FEMA and their maps are infallible. However, absent
strong scientific evidence of specific inaccuracies, efforts to delay and forestall map
revisions must stop. Legislation doesn’t alter geology. But that hasn’t prevented var-
ious lawmakers from introducing legislation to either roll back or delay mapping
changes and commensurate rate increases. The House-passed flood insurance reau-
thorization bill from this summer would delay mandatory insurance for special flood
hazard zones and mandate a 5-year phase-in of rates. A better way to ease any
sticker shock would be to provide for relatively short phase-ins of actuarial rates or
other assistance.

Don’t Make Matters Worse

Besides the mapping issue there are other efforts that would take a backhoe to
NFIP’s deep financial hole. One is the addition of wind insurance, which was wise-
ly—and soundly—rebuffed by the Senate in 2007. It simply doesn’t make sense to
add a whole new business line to the already challenged flood insurance program.
FEMA has no experience in pricing wind insurance, and the flood side has proven
challenging enough. Besides, there are existing private wind insurance providers.
Part of the whole rationale behind the creation of the NFIP was a lack of private
flood insurance providers. I recognize that in the aftermath of Katrina there were
concerns that in some cases insurance companies categorized wind claims as flood
claims to avoid payouts. That should be investigated and corrected through appro-
priate mechanisms. But to use those instances to justify a Federal wind insurance
program is the tail wagging the dog.

Another related area is the effort to create a new national catastrophe reinsur-
ance program for State-run reinsurers. Again, this would represent a significant
Federal expansion into the insurance markets with little justification. Reinsur-
ance—essentially insurance for insurance companies—is widely available and used
to hedge an insurance company’s risk. However, some States do not want to pay for
the actual risks, but want the Federal Government to subsidize reinsurance rates
as well. The legislation to create this program asserts that the program would
charge actuarially sound rates.1* This makes little sense. If this program’s rates
were truly actuarially sound, they would exceed the private market’s rates because
the program would be forced to sell reinsurance to a very narrow pool of high risk
States, whereas the private market could distribute the risk worldwide. But, re-
member, the Federal flood insurance rates are supposed to be actuarially sound as
well. And we already know what happened there.

Reform the Program

Enough about what shouldn’t be done, we all know there are big problems, so
what should be done to reform the National Flood Insurance Program.

The current model is clearly not sustainable. The subsidies have to be phased out
and the program has to move toward actuarial rates. This can be done with a max-
imum of 20 percent year rate increase for properties paying nonactuarial rates. This

13Testimony of Craig Fugate, Administrator, Federal Emergency Management Agency, De-
partment of Homeland Security before the Subcommittee on Housing and Community Oppor-
tunity, Committee on Financial Services, House of Representatives. April 21, 2010. p. 4. Avail-
able at htip:/ /www.house.gov | apps/list [ hearing | financialsves  dem/fugate 4-21-10.pdf
14H.R. 2555 “Homeowners Defense Act”, Section 303(g).
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isn’t just about putting the program on more solid fiscal footing and protecting tax-
payers. This is also about fundamental fairness within the flood insurance program
and eliminating the cross subsidies that has a few properties paying full freight and
piicking up the tab for properties that have enjoyed subsidized premiums for dec-
ades.

There must be a strong commitment to help communities and individuals to re-
duce their flood vulnerability, including stronger standards for floodplain manage-
ment and mitigation. Congress should end the problem of repetitive loss properties
with elevation and relocation programs, increase the availability of accurate infor-
mation about flood risks, and ensure adequate enforcement of program rules. In too
many cases it appears that communities or property owners have skirted existing
rules and rebuilt more than 50 percent of the property while retaining subsidized
rates.

More than 40 years have passed since the National Flood Insurance Program was
created. There have been significant advances in insurance pricing, evaluation of
risk, mapping and imagery. NFIP should work with the private sector to identify
areas that the private sector can begin providing flood insurance. This shouldn’t
leave NFIP holding the bag elsewhere and increasing levels of debt, but it is worth
examining.

Finally, last Congress this Committee produced commendable legislation to reau-
thorize the flood program. In addition to some of the proposals previously mentioned
this legislation mandated insurance in residual risk areas—those in the natural
floodplain but protected by a levee, floodwall, or a dam. Citizens of New Orleans
know all too well that even after a levee is built, the risk remains. The legislation
also created a reserve fund for higher than predicted loss years and directed NFIP
to charge rates to establish and maintain a balance equal to 1 percent total poten-
tial loss exposure in that fund. These are also important elements of NFIP reform.

Conclusion

The National Flood Insurance Program is in trouble and is at a crossroads. The
shaky foundation on which it was based has enormous cracks. Congress and the Ad-
ministration can either remake and strengthen that foundation by putting the pro-
gram on more solid financial footing or create even greater cracks by adding new
business lines or delaying a shift to actuarial rates and updated flood maps.
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RESPONSES TO WRITTEN QUESTIONS OF SENATOR REED
FROM ORICE WILLIAMS BROWN

Q.1. FEMA Map Modernization Efforts. FEMA has indicated that
by the end of this fiscal year it expects to have preliminary Flood
Insurance Rate Maps (FIRMs) issued for 92 percent of the Nation’s
population.

Can you describe the quality of the maps being produced by
FEMA? How can they be improved? How many of its “updated”
maps are based on new data or modeling; how many are simply
digital maps based on old data?

A.1. The precise accuracy of a map is difficult to determine, but as
we reported in December 2010, the quality of data used in devel-
oping a map is an important determinant of the map’s accuracy.
We reported in our December 2010 report that FEMA lacks a way
to systematically track, at a national level, the types of topographic
data or level of project detail used in each study, which limited
their ability to effectively and comprehensively describe the accu-
racy of flood maps.! Thus, FEMA lacks a basis to comprehensively
describe the quality of the maps being produced or to readily deter-
mine how many of its maps are based on new data or modeling and
how many are digital maps based on old data. However, to help en-
sure map accuracy, FEMA has implemented and tracks compliance
of individual mapping projects with three standards for ensuring
the quality of data used in developing flood maps: FEMA’s Guide-
lines and Specifications that define technical requirements, product
specifications for Flood Hazard Maps and related NFIP products,
and associated coordination and documentation activities; the
Floodplain Boundary Standard (FBS) designed to ensure the loca-
tions of the predicted horizontal (floodplain boundary) and vertical
(base flood elevation) lines drawn on flood maps are comparable to
the topographic data that has been selected for the study area; and
two of three elements of the New, Validated or Updated Engineer-
ing (NVUE) data standard that was established to provide a basis
for assessing the engineering analysis used to develop flood ele-
vations.

In our December 2010 report, we made five recommendations de-
signed to help FEMA address challenges in ensuring the accuracy
of flood maps and enhance FEMA’s independent verification and
validation (IV&V) audit process. Specifically, we recommended that
FEMA:

1. Establish separate measures and collect data needed to assess
compliance with the Floodplain Boundary Standard for de-
tailed and approximate flood studies, 2

2. Establish uniform guidance for the validation of existing engi-
neering data to help FEMA fully implement the NVUE stand-

1GAO, FEMA Flood Maps: Some Standards and Processes in Place to Promote Map Accuracy
and Outreach, but Opportunities Exist to Address Implementation Challenges, GAO-11-17
(Washington, DC, Dec. 2, 2010).

2 Detailed flood studies incorporate greater amounts of data or more precise data into a map
to provide greater granularity of information, for example, by determining base flood elevations
within a Special Flood Hazard Area, to reduce uncertainty. In contrast, approximate flood stud-
ies generally require less precision in flood hazard data. For example, they are used for areas
that are less subject to development and do not require the establishment of a regulatory base
flood elevation.
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ard and provide a basis for mapping partners to validate flood
hazard data.

3. Implement probability sampling during the IV&V audit proc-
ess to the extent that the benefits outweigh the costs, to en-
sure that the results are generalizable for decision making;

4. Transfer IV&V duties back to an independent entity to help
ensure impartiality; and

5. Adopt a systematic approach to IV&V data collection, so
FEMA can better track map quality issues, more easily ana-
lyze the data, and adopt a corrective action plan.

In commenting on the draft report, DHS stated that it concurred
with our recommendations to enhance its efforts to improve the ac-
curacy of maps and identified actions FEMA had taken or plans to
implement them. DHS similarly concurred with two of our three
recommendations to enhance its IV&V audit process and identified
actions FEMA had taken or plans to implement them. DHS did not
concur with our recommendation that the Administrator of the
Federal Emergency Management Agency should transfer IV&V du-
ties back to an independent entity to help ensure impartiality.
However, we continue to believe that the program management
contractor’s programmatic responsibilities and involvement prevent
it from having a clearly independent role in validating and
verifying the results of flood map production activities, because the
contractor has a vested interest in overall program performance.
Therefore, we believe that FEMA should transfer independent
verification and validation duties back to an independent entity to
help ensure impartiality.

Q.2. To what extent have funding limitations and program metrics
affected map quality?

A.2. Regarding the effect of funding limitations on map quality, we
reported in December 2010 that FEMA did not generally provide
funding for mapping partners to acquire new topographic data
prior to fiscal year 2010, in an effort to conserve resources and
share responsibilities, according to FEMA officials.2 In a study
commissioned by FEMA and issued in 2009, the National Acad-
emies of Sciences concluded that the quality of topographic data is
the most important factor in determining water surface elevations,
base flood elevations, and the extent of flooding and, thus, the ac-
curacy of flood maps for riverine areas, which account for approxi-
mately 95 percent of FEMA’s flood maps. FEMA officials agreed
that accurate data are essential and that even the best models can-
not produce an accurate flood map with inaccurate inputs, but they
said there is a point of diminishing returns where the cost of devel-
oping highly accurate topographic data outweighs its overall ben-
efit. Historically, studies at all risk levels could have used the U.S.
Geological Survey (USGS) National Elevation Dataset as the best
available data, if obtaining better quality data was unaffordable,

3Topographic accuracy is a function of detail and age. Detail is important because detailed
topography has significantly fewer errors than less detailed alternatives and better accounts for
hydraulic structures—structures that affect water flow—such as buildings, dykes, river banks,
and roads. Age is important because topography can change over time due to development and
ecological factors such as erosion. The topographic data used in mapping studies can have sig-
nificant variances in age and detail, and thus, accuracy.
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according to FEMA officials. Officials from the Association of State
Floodplain Managers agreed with this characterization of historical
mapping efforts and said that cost constraints limit local govern-
ments and mapping partners’ ability to collect extensive data, a sit-
uation that has resulted, in some cases, in poor map quality.
FEMA officials acknowledged that affordability issues have been
the main reason high risk areas may rely on USGS data for their
study. To address this issue, FEMA officials said they planned to
provide $80 million in funding in fiscal years 2010 through 2013
to acquire new topographic data.

Regarding the effect of program metrics on map quality, prior to
September 2010, FEMA lacked a metric for the quality of topo-
graphic data beyond the minimum standards in its Guidance and
Specifications and delineated floodplains using the “best available”
existing topographic data for the area being studied. In the absence
of data provided by the mapping stakeholder or newly developed
for a flood mapping project, a primary source for topographic data
was the National Elevation Dataset maintained by the USGS,
which is over 35 years old on average. FEMA’s historical standards
for new topographic data required data that is about 10 times more
accurate than USGS topographic data and required topographic
data acquired or reviewed within the last 7 years to account for
changes such as human development. In September 2010, FEMA
established new standards for the level of topographic detail re-
quired to ensure that the maps of those areas at the highest risk
from flooding have the most accurate topographic data, as sug-
gested by the National Research Council and FEMA’s Risk MAP
strategy. FEMA published Procedural Memorandum 61 to update
its Guidelines and Specifications requiring mapping partners to
align FEMA’s topographic data specifications to levels of risk for
flooding, as well as account for differing characteristics of elevation
that can affect the accuracy and precision of base flood elevations.
This procedural memorandum identifies the specifications of ele-
vation accuracy and precision needed based on FEMA’s previously
identified risk classes for all 3,146 counties in the United States.
As the National Academies of Sciences report stated, the level of
detail used in a study should correspond to the area’s risk. FEMA
officials stated that they will only be starting new studies in areas
where there are already existing updated and accurate topographic
data or in areas that have sufficient need and risk to necessitate
FEMA'’s funding the acquisition of such data.

In addition, we made several conclusions in our December 2010
report that led to the recommendations to enhance FEMA’s metrics
for assessing the quality of flood maps discussed above. Specifi-
cally, we concluded that establishing separate measures of compli-
ance for detailed and approximate studies could allow FEMA to
better use FBS compliance rates as a measure of map accuracy;
however, the data necessary to accomplish this are presently not
maintained by the agency. By retaining and analyzing metadata,
FEMA could report additional information on FBS compliance and,
thereby, have a potentially better measure of map accuracy. Fur-
ther, FEMA’s NVUE standard provides a basis for flood mapping
partners to assess the quality of new, validated, or updated engi-
neering data in revising maps; however, establishing uniform guid-
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ance for the validation of existing data could help FEMA ensure
mapping partners are consistently validating data. This step could
help FEMA both track and report the accuracy of maps at the na-
tional and regional levels and better assess mapping data needs.

Q.3. Can you discuss the level of coordination that exists among
FEMA and other relevant agencies, such as the Army Corps of En-
gineers, NOAA, USGS, and others, in the development of updated
maps?

A.3. While we have not assessed the level of coordination that ex-
ists among FEMA and other relevant agencies, such as the Army
Corps of Engineers, NOAA, USGS, and others, in the development
of updated maps, FEMA’s Risk Mapping, Assessment, and Plan-
ning (Risk MAP) Multi-Year Plan: Fiscal Years 2010-2014 dis-
cusses FEMA’s views regarding synergies with other Federal agen-
cies. According to the strategy, FEMA has engaged other Federal
agencies in productive partnerships that benefit each entity and
works to minimize duplication across the Federal Government:

o FEMA nparticipates actively in National Digital Orthophoto
Programs (NDOP) and National Digital Elevation Program
(NDEP). * These groups work to maximize coordination of Fed-
eral mapping, focusing on two key data themes of ground ele-
vation data and ortho-imagery (aerial photo base maps).

e FEMA has an agreement with USGS to fully transfer the man-
agement of base map imagery to the USGS to eliminate redun-
dancy and allow FEMA to focus on the production and man-
agement of the flood hazard and flood risk layers; FEMA has
a Memorandum of Understanding with the Census Bureau to
share its inventory of local GIS data; FEMA has a liaison rela-
tionship with National Geodetic Survey to exchange technical
expertise and align flood hazard mapping and Height Mod-
ernization. ®

e FEMA coordinates with (1) the National Weather Service to
share flood hazard mapping data with the National Weather
Service Inundation Mapping Program, (2) with the NOAA
Ocean Service on coastal mapping standards, coastal science
issues, and participation on the Interagency Working Group on
Ocean and Coastal Mapping, (3) with USACE and its Flood
Risk Management Program.

e FEMA has an agreement with the United States Fish and
Wildlife Service to help ensure that Coastal Barrier Resource
Systems that affect the availability of Federal flood insurance
and other Federal funds are accurately depicted on FIRMs.

4The National Digital Orthophoto Programs (NDOP) was chartered in 1993 as a consortium
of Federal agencies with the purpose of developing and maintaining national ortho-imagery cov-
erage in the public domain by establishing partnerships with Federal, State, local, tribal, and
private organizations. (see, www.ndop.gov). The National Digital Elevation Program (NDEP) was
established to promote the exchange of accurate digital land elevation data among Government,
private, and nonprofit sectors and the academic community and to establish standards and guid-
ance that will benefit all users. (see, www.ndep.gov/ NDEP)

5 Height Modernization is a program that uses the Global Positioning System and other new
technologies to increase the accuracy of elevation measurements that comprise the vertical por-
tion of the National Spatial Reference System. (see, http:/ /oceanservice.noaa.gov /topics /navops/
heightmodernization /)
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Q.4. Do you believe that provisions included in the 2008 Senate
flood insurance reauthorization bill will improve the quality of
maps and coordination with other agencies and technical experts?

A.4. Sections 18 and 19 of the 2008 Senate flood insurance reau-
thorization bill (S. 2284) should help FEMA improve the quality of
maps and coordination with other agencies and technical experts.

e Section 18 reestablishes the Technical Mapping Advisory
Council. The Council began its work in 1996 and has sub-
mitted recommendations to the Director of FEMA in each of its
Annual Reports. While we have not assessed the specific im-
pact of FEMA’s implementation of the prior Council’s rec-
ommendations in annual reports, the intent of the reestab-
lished Council as stated in the draft bill supports FEMA’s Risk
MAP strategy to continue collaboration with local, State, re-
gional, tribal, national, and other Federal partners.

e Section 19 calls for FEMA to establish an ongoing map update
program that will include assessment of the effects of erosion
and climate change. This provision should help prompt FEMA
to address our outstanding concerns regarding these issues.
Specifically, we identified concerns related to these issues in
assessing FEMA’s rate-setting process for the National Flood
Insurance Program and in assessing financial risks to Federal
and private insurers. In assessing FEMA’s rate-setting process
for the National Flood Insurance Program (NFIP) in October
2008, we reported that some experts have suggested that incor-
porating ongoing and planned development, erosion trends,
and climate change into flood risk modeling would more fully
capture longer-term flood risk exposure, but FEMA does not
take these variables into account. ¢

FEMA'’s policy is to map Special Flood Hazard Areas (SFHAs)
based on current development conditions. However, as
floodplains are developed and more ground surfaces are paved
or made impervious (nonabsorbent), the risks and expected ele-
vations of flooding increase. As the predicted elevation of the
base flood increases, SFHAs subsequently spread beyond
mapped boundaries. As a result, in rapidly developing water-
sheds or where characteristics change significantly due to flood
control projects or other natural events, some FIRMs may be-
come outdated shortly after their completion. In addition, some
properties could be constructed without proper protection from
the flood hazard they may face throughout their life span, and
others could be uninsured or subject to insurance rates that do
not accurately reflect flood risk.

FEMA’s current flood hazard mapping procedures for coastal
areas incorporate storm-induced coastal erosion but not long-
term erosion. While shorelines, dunes, and bluffs can retreat
during a single storm, long-term erosion at a shoreline is the
net result of a variety of factors such as sediment losses from
storms and inundation from sea level rise, averaged over sev-
eral decades. We recommended that the Secretary of the De-

6 GAO, Flood Insurance: FEMA’s Rate-Setting Process Warrants Attention, GAO-09-12 (Wash-
ington, DC: Oct. 31, 2008).
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partment of Homeland Security direct FEMA to take steps to
ensure that the data it uses accurately reflect the risk of losses
from flooding. These steps should include, for example,
verifying the accuracy of flood probabilities, damage estimates,
and flood maps; ensuring that the effects of long-term planned
and ongoing development, as well as climate change, are re-
flected in the flood probabilities used; and reevaluating the
practice of aggregating risks across zones. FEMA had not yet
taken action to address this recommendation.

In assessing the financial risks to Federal and private insurers
posed by climate change, we reported that one important implica-
tion of Federal insurers’ risk management approach is that they
each have little reason to develop information on their long-term
exposure to the potential risk of increased low-frequency, high-se-
verity weather events associated with climate change.? According
to NFIP officials, their risk management processes adapt to near-
term changes in weather as they affect existing data. As one NFIP
official explained, NFIP is designed to assess and insure against
current—not future—risks. Over time, agency officials stated, this
process has allowed their program to operate as intended. How-
ever, unlike the private sector, the program has not conducted an
analysis to assess the potential impacts of an increase in the fre-
quency or severity of weather related events on program operations
over the near- or long-term. Agency officials identified several chal-
lenges that could complicate their efforts to assess these impacts at
the program level. NFIP officials stated there was insufficient sci-
entific information on projected impacts at the regional and local
levels to accurately assess their impact on the flood program. We
recommended that the Secretary of Homeland Security direct the
Under Secretary of Homeland Security for Emergency Prepared-
ness to analyze the potential long-term implications of climate
change for the National Flood Insurance Program and report their
findings to the Congress. FEMA has yet to issue its report to Con-
gress.

Q.5. Updating a Flood Insurance Rate Map (FIRM) does not nec-
essarily increase the number of properties subject to National Flood
Insurance Program (NFIP) mandatory purchase requirements.
Homeowners in special flood hazard areas (SFHAs) may find their
properties excluded from those areas when an updated flood map
is adopted.

Can you compare the number of properties have been added to
special flood hazard areas (SFHAs) to the number that have been
removed during the last several years of “map modernization™?

A.5. Because FEMA does not assess the number of properties that
have been added to SFHAs or the number that have been removed
as a result of national flood mapping efforts, these data are not col-
lected or reported. FEMA’s mapping efforts are designed to estab-
lish the floodplain boundary that describes the SFHA, the area
where the NFIP’s floodplain management regulations must be en-
forced and where the mandatory purchase of flood insurance ap-

7GAO, Climate Change: Financial Risks to Federal and Private Insurers in Coming Decades
Are Potentially Significant, GAO-07-285 (Washington, DC: Mar. 16, 2007).
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plies; the agency does not determine whether individual properties
or buildings are within an SFHA.

Under current notification requirements, federally regulated
lenders, not FEMA, serve as the primary channel for notifying
property owners whose mortgaged properties are subject to flood
insurance requirements. When property owners seek new financ-
ing—through purchase or refinance—federally regulated mortgage
lenders are required to determine if the property is in the flood-
plain, and, if so, require the purchase of flood insurance. Lenders
are not required to monitor map changes or to notify property own-
ers with existing mortgages whose properties are identified in a
floodplain by remapping if they are not aware of the change in sta-
tus. 8 Nonetheless, if federally regulated lenders become aware of
flood map changes that affect properties for which they hold mort-
gages through FEMA notifications or flood zone determination com-
panies, then they must notify the property owner and require the
purchase of flood insurance.® The information that must be pro-
vided to property owners is limited to notifying property owners
that their structure is in a floodplain, providing a definition of a
flood plain, and requiring the purchase of flood insurance if they
live in a participating NFIP community.

Q.6. Can you comment on the public participation in the adoption
of new maps and how that process can be improved?

A.6. The ultimate success of FEMA’s flood mapping program de-
pends on the level of community investment and involvement in
the process. In our December 2010 report, we noted that FEMA re-
lies on local governments to provide it with notification of changing
flood hazard information and to work with FEMA to collect the in-
formation needed to reflect the updated flood hazards on the flood
maps. As noted in our report. the National Flood Insurance Act of
1968, as amended, and Federal regulations require that FEMA
communicate potential changes in flood risk to the public when it
decides to initiate a flood mapping study and when it is ready to
release preliminary maps. Specifically, FEMA is required to notify
local governments at the beginning of the mapping process, 10 and
it must publish the proposed base flood elevations in the Federal
Register for public comment and notify the local government of the
results of the study when FEMA is ready to release preliminary
maps. 11 When the final map is approved, FEMA publishes another
Federal Register notice.12 FEMA is required to maintain docu-

8In making loans, federally regulated lenders are required to ensure that property owners
purchase flood insurance if their mortgages are secured by a structure located in a floodplain.
Lenders are also required to check the flood hazard status of a property when triggered by stat-
utory tripwires, such as loan renewal or extension.

9Many lenders use flood zone determination companies to determine whether properties re-
quire flood insurance as a result of loan origination, loan assumption, or map changes. These
companies use FEMA flood maps and other data to ascertain if properties are situated in flood
zones.

10FEMA is required to contact community stakeholders, such as the State coordinating agen-
cy and other appropriate community officials, to discuss the intent and nature of the proposed
flood map study. 44 C.F.R. 866.5.

11FEMA is required to publish the proposed flood elevations in a prominent local newspaper
at least twice during the 10-day period following the notification of the community chief execu-
tive officer. Property owners have 90 days from the second newspaper publication to appeal the
proposed flood elevations. 44 C.F.R. §867.4, 67.5.

12Final flood elevations must be published in the Federal Register and copies sent to the com-
munity chief executive officer, all individual appellants, and the State-coordinating agency. 44
C.F.R. §67.11.
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mentation of selected elements of its public notification efforts. 13
Outside of these statutory and regulatory requirements, FEMA has
historically focused its outreach efforts on local government officials
and has relied on local officials to inform the community at large
(i.e., the public) of flood mapping efforts. 14 However, we identified
areas where FEMA could improve these outreach efforts. For exam-
ple, FEMA is not ensuring that its mapping partners are complying
with public notification documentation requirements. Further,
FEMA is not collecting and analyzing data on appeals and protests
that could be used to gauge public acceptance of flood maps.

To address challenges in improving community outreach, we rec-
ommended that the Administrator of the Federal Emergency Man-
agement Agency:

1. establish a mechanism to better ensure compliance with the
documentation requirements of public notification regulations;

2. collect and analyze data on appeals and protests, including
those on ineligible appeals, to the extent that the benefits out-
weigh the costs;

3. issue guidance to mapping stakeholders to standardize the
process for analyzing appeals and protests and submitting
this data to FEMA,;

4. establish performance goals and measures for promoting pub-
lic acceptance of flood maps; and

5. develop a reporting structure for regions to use to identify re-
sources needed to conduct flood mapping outreach activities,
and implement a risk-based approach to allocate outreach re-
sources; and leverage, as appropriate, existing FloodSmart
marketing resources and expertise to help increase public ac-
ceptance of flood maps.

In commenting on the draft report, DHS stated that it concurred
with our recommendations to enhance its outreach efforts and iden-
tified actions FEMA had taken or plans to implement them.

Q.7. What responsibilities do FEMA and localities have to inform
the public about map updates at the outset of the process? What
is the most important aspect of the flood maps for communities and
property owners?

A.7. Federal regulations require that FEMA communicate potential
changes in flood risk to the public when it decides to initiate a
flood mapping study. At the beginning of the mapping process,
FEMA is required to notify local governments.1®> When FEMA is
ready to release preliminary maps, the agency must publish the
proposed base flood elevations in the Federal Register for public
comment and notify the local government of the results of the

1344 C.F.R. §866.3, 67.3.

14Federal law provides that FEMA must encourage local officials to disseminate information
concerning a flood mapping study widely within the community, so that interested persons will
have an opportunity to bring all relevant facts and technical data concerning the local flood haz-
ard to the attention of the agency during the course of the study. 42 U.S.C. §4107.

15FEMA is required to contact community stakeholders, such as the State coordinating agen-
cy and other appropriate community officials, to discuss the intent and nature of the proposed
flood map study. 44 C.F.R. 866.5.
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study. 16 FEMA works with communities to develop new flood haz-
ard data or revise existing data during the flood study process. In
general, the study process includes the following activities:

e FEMA holds a scoping meeting with community officials to
identify where a new flood study is necessary and the type of
study and extent (number of stream miles) of the study.

o FEMA undertakes a flood study to identify the flood hazards
and to develop Base Flood Elevations (BFEs) (hereafter re-
ferred to as “flood elevations”) and floodways for the areas of
study identified during the scoping process. In addition, the
mapping process includes activities such as obtaining the base
map, incorporating Letters of Map Change, and developing the
flood hazard database.

The identification of flood hazards serves many important pur-
poses. Identifying flood hazards creates an awareness of the haz-
ard, especially for those who live and work in flood-prone areas.
Maps provide States and communities with the information needed
for land-use planning and to reduce flood risk to floodplain develop-
ment and implement other health and safety requirements through
codes and regulations. States and communities can also use the in-
formation for emergency management.

Each time FEMA provides a community with new or revised
flood hazard data, the community must either adopt new floodplain
management regulations or amend its existing regulations to ref-
erence the new flood map and flood study. In some cases, commu-
nities may have to adopt additional floodplain management re-
quirements if a new type of flood hazard data is provided, such as
a new flood zone.

Floodmaps are the tool FEMA uses to determine the flood risk
homeowners face. Prior to the establishment of NFIP, homeowners
had no mechanism to protect themselves from the devastation of
flooding and in many parts of the United States unchecked devel-
opment in the floodplain was exacerbating the flood risk. In addi-
tion to providing insurance to property owners, NFIP requires par-
ticipating communities to enact local floodplain management ordi-
nances that minimize floodplain development and encourage initia-
tives to reduce flood risk. FEMA’s Web site includes information
whose purpose is to help homeowners in locating and obtaining
copies of their perspective floodmaps, how to read them, and how
to request map changes that may be warranted.

Q.8. How are property owners informed after updated maps are
adopted? Do homeowners receive any specific information with re-
gard to their properties and how is that information otherwise
made available?

A.8. Federal regulations require that FEMA communicate potential
changes in flood risk to the public. When the final map is approved,

16 FEMA is required to publish the proposed flood elevations in a prominent local newspaper
at least twice during the 10-day period following the notification of the community chief execu-
tive officer. Property owners have 90 days from the second newspaper publication to appeal the
proposed flood elevations. 44 C.F.R. 8867.4, 67.5.
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FEMA publishes a Federal Register notice.1?” When the study is
completed, FEMA provides the community with a preliminary flood
map and flood study for review. In addition, FEMA may hold a
public meeting—often referred to as the “Final Meeting” to explain
andd obtain comments on the preliminary flood map and flood
study.

o FEMA provides a 90-day appeal period when new or revised
flood elevations are proposed. Before the appeal period is initi-
ated, FEMA will publish the proposed flood elevation deter-
minations in the Federal Register and notify the community’s
chief executive officer of the determination. FEMA will then
publish information about the flood elevation determinations at
least twice in a local newspaper. The appeal period provides
the community and owners or lessees of property in the com-
munity an opportunity to submit information on whether the
flood elevations are scientifically or technically incorrect.

o At the end of the 90-day appeal period, FEMA resolves all ap-
peals and finalizes the flood map and flood study.

e FEMA then issues a Letter of Final Determination (hereafter
referred to as the “final letter”), which establishes the final
flood elevations, and provides the new flood map and flood
study to the community. The final letter initiates the 6-month
adoption period. The community must adopt or amend its
ﬂoc()idplain management regulations during this 6-month pe-
riod.

e The flood map and flood study become effective at the end of
the 6-month period. The effective date is also the date when
flood insurance rates will be based on the new flood data for
new construction built after this date. The effective map will
be the one that will be used by federally insured or regulated
lenders to determine if flood insurance is required as a condi-
tion of a loan.

Q.9. What factors and data does FEMA consider from communities
and property owners in deciding whether to adjust maps?

A.9. According to FEMA, factors and data the agency may consider
from communities and all local, State, and Federal stakeholders in
deciding whether to adjust maps includes any available informa-
tion on Federal, State, or local flood studies, flood control projects,
bridges, culverts, or developments or flooding concerns, and any ef-
forts to gather topographic mapping or aerial photography, or infor-
mation on significant floods.

Q.10. What funding and technical assistance, if any, are provided
to States and communities to help them develop their own capacity
to assist in mapping updates?

A.10. FEMA has established two programs to provide funding and
technical assistance to States and communities to help them de-
velop their own capacity to assist in mapping efforts, the Cooper-
ating Technical Partners (CTP) Program and the Community As-
sistance Program.

17Final flood elevations must be published in the Federal Register and copies sent to the com-
munity chief executive officer, all individual appellants, and the State-coordinating agency. 44
C.F.R. §67.11.
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e The purpose of the CTP Program is to provide, through a coop-
erative agreement, funds to better ensure that CTP partners
can perform program management and technical mapping-re-
lated activities. Though there is not a financial matching re-
quirement under the CTP Program except as defined by appro-
priations language, the potential partner should demonstrate
its ability to leverage funding received from FEMA. CTP part-
ners that offer significant funding matches will be given pri-
ority in allocating funding. FEMA may provide technical as-
sistance, training, and/or data to a CTP partner to support
flood hazard data development activities. For example,
fundable program management activities include the develop-
ment of State and local business plans and/or updates, man-
aging technical mapping activities, conducting outreach, pro-
viding training to State and local officials, staffing, conducting
pilot projects (as defined by the FEMA regional office) and
mentoring. Additional fundable activities under the CTP pro-
gram are summarized in the table below.
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Table 1. Fundable Technical Mapping Activities under FEMA's Cooperating Technical Partners Initiative

This is a limited funding task where funding can only be provided for base map
Base Map AcQUSION | varaion sk ahe dsreonof e Regional Pt Offcer,
; Upto 10 percent of ihe total estimated funding may be provided to do an extensive
SComg U0 08) | 1t oop hatats o e evelopment o e NAS
Upto 10 percent of the total estimated funding may be provided to perfom
Oureach (10 108) 1 o s htdrety suporthe mapping et
Refinement or Creafion of | The CTP partner works with FEMA to perfomn analyses to refine zone A
Approximate Zone A boundaries shown on the FIRM or create new zone A areas fo be included on the
Boundaries FIRM. Emphasis is placed on automated analysis and production technigues.
HI ydroiog! 'Z:gdmw;gf; The CTP partner develops digital engineering data and floodplain mapping using
Napoing i) GIS-hased or traditional hydrologic and hydraulic modeling.
P I“'F’;fg?mm The CTP parer develop il engheering dta and foadplan magoingusg
Napoing GIS-hased or traditional coastal flood hazard analysis methods.
Redeineation of Detaled | The CTP partner redelineates the effective floodplain boundaries shown on the
Floodplain Boundaries Using | FIRM using more up-to-date topographic data. GIS technology is used, where
Updated Topographic Data | available.
DFIRM Preparation The CTP partner prepares a DFIRM that meets FEMA specifications.
Digital Topographic Daa | The CTP partner develops digtal topographic data for flood hazard identification
Development pUMOsEs.
Independent QA/QC Review | The CTP pariner performs the independent QAIQC review of speciic products and
acfivifies.
Post-prefiminary Processing | The CTP partner performs post-preiiminary processing of flood map studies.
LOMR Delegation The CTP partner assumes the responsibility of the evaluation of condiional and
final map revision requests for the pariner's jurisdiction.

Source: FEMA, Fiscal Year 2009 Cooperating Technical Partners (CTP) Program Guidance Version 1.0

(ctober 21, 2008.
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o FEMA established the Community Assistance Program to pro-
vide funding to States to provide technical assistance to com-
munities that participate in NFIP and to evaluate community
performance in implementing NFIP floodplain management ac-
tivities. Among other things, the program is intended to build
State and community floodplain management expertise and ca-
pability, and leverage State knowledge and expertise in work-
ing with their communities. FEMA Regional Offices and the
designated State agency negotiate an agreement that specifies
activities and products to be completed by a State in return for
funds. In addition, each State is required to develop a 5-Year
Floodplain Management Plan (5-Year Plan) describing the ac-
tivities to be completed using Community Assistance Program
funding and how the required performance metrics will be met.
Performance standards that address quality of service are to be
developed and measured. There is a 25 percent non-Federal
match for all States receiving Community Assistance Program
funds. The fundable CAP activities include:

Performance measurement/5-Year Plan Updates;

State model ordinance research and development;
Ordinance assistance;

Tracking and reporting floodplain management data;
Community assistance visits and community assistance
contacts;

Outreach, workshops, and other training;

General technical assistance;

Mapping assistance;

Coordination with other State programs and agencies; and
e Assistance to communities in responding to disasters.

Q.11. The House has adopted language in its NFIP reauthorization
bill that would establish a 5-year moratorium on the mandatory
purchase requirement for properties that are mapped into a special
flood hazard area.

Will this provision have any effect on properties that are re-

moved from a special flood hazard area as the result of the adop-
tion of an updated flood map? In other words, would the owners of
these properties be able to drop their flood insurance as the result
of the new map?
A.11. Section 6(a)(i)(1) of H.R. 5114 proposes a 5-year delay in the
effective date of the mandatory purchase requirement specifically
for properties in areas that were not previously designated as hav-
ing special flood hazards. As a result, it would not apply to changes
in premium rates for properties in areas that were previously des-
ignated as having special flood hazards but are no longer so des-
ignated.

Q.12. Is there any way to quantify the impact this provision would
have on the financial standing of the program?

A.12. The impact of a potential delay in the mandatory purchase
requirement for newly remapped properties depends on the pre-
miums that would be paid for coverage on those properties and the
losses they would experience once they enter the program.
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The nature of NFIP is such that it primarily insures properties

with the highest risk of loss, such as those in SFHAs that are sub-
ject to the mandatory purchase requirement. In addition, many of
the properties in SFHAs qualify for subsidized premium rates that
do not fully reflect the risk of loss from flood damage. The potential
impact of a delay in the mandatory purchase requirement would
depend on the mix of properties that ultimately ended up in the
program after the end of the 5-year period and the occurrence of
flood losses. If that future mix of properties paralleled that cur-
rently experienced by the program, where just under 25 percent of
properties receive subsidized rates, it is possible that adding more
properties could actually worsen the financial stability of the pro-
gram. That is, to the extent that floods do not occur in the added
areas, the property owners there would contribute premiums to
NFIP but not losses, and thus be a benefit to the program’s finan-
cial standing. On the other hand, if they do experience losses, it is
possible that, because of the properties receiving subsidized pre-
mium rates, NFIP could pay out more in damages than it collected
in premiums. Ultimately, the impact of adding more properties and
a potential delay in adding these properties would depend on the
mix of properties added to the program and occurrence of flood
losses in the areas added.
Q.13. Despite mandatory participation requirements, many home-
owners do not buy or maintain flood insurance. Can you describe
the reasons for this and do you have any suggestions on how to im-
prove participation in NFIP?

A.13. While federally regulated lenders are not to make or renew
loans on properties in participating communities that are in SFHAs
unless the property is covered by flood insurance, the extent to
which some homeowners might not purchase such insurance is not
known and is a subject of disagreement. As we testified in 2007,
viewpoints differ about whether lenders were complying with the
flood insurance purchase requirements, primarily because the offi-
cials we spoke with did not use the same types of data to reach
their conclusions. 18 For example, FEMA officials believed that
many lenders frequently were not complying with the require-
ments, an opinion that they based largely on estimates computed
from data on mortgages, flood zones, and insurance policies; limited
studies on compliance; and anecdotal evidence indicating that in-
surance was not always purchased when it was required. In con-
trast, Federal banking regulators, based on their loan reviews dur-
ing bank examinations, believed that noncompliance with manda-
tory purchase requirements was very low. As we reported in 2002,
in neither case did the studies or examinations offer a statistically
valid projection of the overall participation rate. ® However, a 2006
FEMA-commissioned study of compliance with the mandatory pur-
chase requirement estimated that compliance with purchase re-
quirements, under plausible assumptions, was 75 to 80 percent in
special flood hazard areas for single-family homes that had a high
probability of having a mortgage. The analysis conducted did not

18GAO. Federal Emergency Management Agency: Ongoing Challenges Facing the National
Flood Insurance Program, GAO-08-118T (Washington, DC: Oct. 2, 2007).

19 GAO, Flood Insurance: Extent of Noncompliance with Purchase Requirements Is Unknown,
GAO-02-396 (Washington, DC: Jun. 21, 2002).
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provide evidence that compliance declined as mortgages aged. At
the same time, the study showed that about half of single-family
homes in special flood hazard areas had flood insurance. 2°

With respect to why homeowners might not purchase or main-
tain required flood insurance, in a previous report we noted that
the general public lacks an awareness and understanding about
natural hazards and risk.2! That is, individuals often have a
misperception that natural hazard events will not occur in their
community and lack a full understanding of the likelihood of an
event occurring. As a result, homeowners might be motivated to
forego the purchase of flood insurance when possible. With respect
to why lending institutions might not enforce mandatory purchase
requirements, as noted above, disagreement exists over whether
and to what extent this is an issue.

In order to determine how best to increase mandatory participa-
tion beyond its current level, whatever it may be, knowing the ex-
tent to which compliance is lacking at loan origination, flood insur-
ance renewal, or both is critical. However, disagreement exists over
where compliance is lacking and challenges exist to obtaining that
information. In our 2002 report, we did analyses that suggested
(with some limitations) that noncompliance at loan origination was
not a major problem. FEMA, Federal banking regulators, and lend-
ers all agreed with this assessment. However, the 2006 Rand study
found no strong evidence that compliance with mandatory require-
ments declined over time.22 Fully assessing compliance would re-
quire property-specific data on mortgages, flood zone determina-
tions, and flood insurance policies, obtained both at loan origina-
tion and at various points during the life of the loan. However,
there are a number of challenges to obtaining and assessing this
data. These include establishing data reporting requirements for
lenders to provide relevant mortgage data, designating an organi-
zation to receive and compare these data, and determining the
costs and benefits of obtaining these data.

Q.14. Can you comment on how innovations such as group insur-
ance and community insurance can increase participation? Can
these measures help reduce costs? What obstacles prevent them
from being adopted?

A.14. FEMA’s Group Flood Insurance Policy is a 3-year policy with
limited coverage purchased on behalf of recipients of Federal dis-
aster assistance following a natural disaster, often low-income per-
sons or those on fixed incomes. For example, following hurricanes
Katrina and Rita, group flood insurance policies were purchased on
behalf of 36,285 Louisiana homeowners as part of the Federal as-
sistance provided to those homeowners. According to FEMA, the
purpose of these group policies is to allow property owners time to
recover from the disaster and to be in a better position to buy flood
insurance for themselves after the expiration of the 3-year policy

20 RAND Corporation, The National Flood Insurance Program’s Market Penetration Rate: Es-
timates and Policy Implications, 2006.

21GAO, Natural Hazard Mitigation: Various Mitigation Efforts Exist, but Federal Efforts Do
Not Provide a Comprehensive Strategic Framework, GAO-07-403 (Washington, DC: Aug. 27,
2007).

22RAND Corporation, The National Flood Insurance Program’s Market Penetration Rate: Es-
timates and Policy Implications, 2006.
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term. If property owners do not purchase their own flood coverage
at that time, they will forego future Federal disaster assistance.
While this is not an area that GAO has studied, understanding the
percentage of those covered under group policies that ultimately
purchased their own policies after the 3-year term expired would
be informative in understanding the program’s impact on participa-
tion.

Community flood insurance, as proposed by some industry advo-
cates, would allow communities participating in NFIP to purchase
one policy that would cover all structures within the community.
NFIP would determine the premium rate for the community, which
would then, in turn, determine how to allocate the cost of the total
premium among its residents. While this is not an issue where we
have done analyses, it raises questions that would need to be an-
swered, including whether a community policy would increase par-
ticipation, whether such a policy offers cost savings to NFIP or pol-
icy holders, and would any savings to NFIP outweigh the chal-
lenges involved in implementing such a policy.

Q.15. FEMA’s Community Rating System (CRS) provides localities
with an opportunity to reduce premiums for property owners if
they adopt measures beyond what is required under NFIP in order
to protect against flood damage. Can you comment on CRS as a
tool to reduce risk as well as insurance premiums? How can it be
improved to meet these goals?

A.15. In a 2007 natural hazard mitigation report, we noted that
community planning and mitigation activities, including those done
through CRS, can help reduce the risk of loss from natural haz-
ards, and should involve land use plans, building codes, and hazard
control structures.23 We also noted that while less than 5 percent
of communities participating in NFIP participated in the CRS pro-
gram, those participating communities represented around 67 per-
cent of policy holders. We did not analyze the extent to which the
CRS program reduced risk or insurance premiums, but we did note
that CRS, like other hazard mitigation activities, faced several
challenges. For example, mitigation efforts are often constrained by
conflicting local interests, cost concerns, and a lack of public aware-
ness of the risks of natural hazards and the importance of mitiga-
tion. Any efforts at improving the program’s ability to reduce risks
and premiums would thus need to address these challenges.

RESPONSES TO WRITTEN QUESTIONS OF SENATOR REED
FROM SALLY MCCONKEY

Q.1. FEMA has indicated that by the end of this fiscal year it ex-
pects to have preliminary Flood Insurance Rate Maps (FIRMs)
issued for 92 percent of the Nation’s population. a) Can you de-
scribe the quality of the maps being produced by FEMA? How can
they be improved? How many of its “updated” maps are based on
new data or modeling; how many are simply digital maps based on
old data? b) To what extent have funding limitations and program

23 GAO, Natural Hazard Mitigation: Various Mitigation Efforts Exist, but Federal Efforts Do
Not Provide a Comprehensive Strategic Framework, GAO-07-403 (Washington, DC: Aug. 22,
2007).
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metrics affected map quality? ¢) Can you discuss the level of coordi-
nation that exists among FEMA and other relevant agencies, such
as the Army Corps of Engineers, NOAA, USGS, and others, in the
development of updated maps? d) Do you believe that provisions in-
cluded in the 2008 Senate flood insurance reauthorization bill will
improve the quality of maps and coordination with other agencies
and technical experts?

A.1. FEMA expects to have issued Preliminary DFIRMs for 92 per-
cent of the population through the Map Modernization initiative
that is just being completed. The quality of the mapping will vary
depending on the funding available for the study, when the par-
ticular mapping project was initiated and the level of State and
community involvement in the process.

a) The single most important factor in the quality of the map is
the funding available for producing the map. If the map sim-
ply digitizes old data, or is done by approximate or limited de-
tail methods, or with old and inadequate topo maps, the qual-
ity of the map may well not be adequate. Because there was
limited funding, FEMA chose to digitize existing data for most
of the mapping under the map modernization program. Due
to program metrics which required that new maps be issued
for specified percentages of the population in specified periods
of time, the original phase of Map Modernization resulted
mostly in moving the mapping inventory from paper maps to
a digital platform. The funds allocated were not sufficient to
include new engineering analyses for all studies and still meet
program metrics. The conversion to the geospatial platform
was a significant increase in the quality of the mapping sim-
ply through better registration to accurate base maps and en-
hanced further where updated high resolution topography was
available. The quality of the maps will also vary depending on
when in the Map Mod they were produced. Over the course
of Map Mod (midcourse adjustment) quality assurance checks
were implemented which resulted in improving the quality of
the maps. The quality of the maps will vary depending on
what quality assurance controls were in place when the maps
were prepared. Many States were closely involved with deci-
sion making regarding the extent of new engineering data in-
corporated. Through the Coordinated Needs Mapping System
database development currently underway, FEMA will have
data on adequate engineering studies and those needing new
engineering that can be used to prioritize future studies dur-
ing Risk MAP. The maps can be improved by expanding State
and community participation in the process and by processes
to improve the accuracy at every step in the process. This may
result in slowing down the number of maps produced, but will
greatly improve community acceptance of the maps.

b) Funding for Map Mod was not sufficient to secure new engi-
neering study data for all counties in the Nation. FEMA and
the States had to weigh trading new study data for fewer
maps moved to digital formats. Because of funding limitations
there remain counties that still have only paper maps and
areas where the study data does not reflect existing condi-
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tions. When States did not actively participate in the planning
process for DFIRM mapping, the FEMA program metrics were
the drivers in prioritizing projects and the scope of work.

¢) The level of coordination between FEMA and the USACE has
been steadily improving. At the national level there have been
regular meetings such as the Intergovernmental Food Risk
Management Committee (IFRMC) which is an ongoing process
to involve State and local mapping and flood risk management
partners. The USACE Silver Jackets Program is one good
mechanism to gain the regional/State level coordination.

d) The 2008 Senate bill has a number of important mapping pro-
visions, e.g., authorizing continued funding for mapping that
will have an impact on improving flood hazard identification
and coordination among agencies. The 2008 Flood Insurance
Reform bill, as passed by the Senate, provides for significant
additional mapping tasks such as mapping the 500 year flood-
plain, areas affected by erosion and areas affected by sea level
rise. The measure also includes provision for inclusion of map-
ping data from other Federal agencies, such as the Army
Corps of Engineers’ inundation maps and the Fish and Wild-
life Services’ Coastal Barrier Resource Zone (COBRA) maps.

Q.2. Updating a Flood Insurance Rate Map (FIRM) does not nec-
essarily increase the number of properties subject to National Flood
Insurance Program (NFIP) mandatory purchase requirements.
Homeowners in special flood hazard areas (SFHAs) may find their
properties excluded from those areas when an updated flood map
is adopted.

Can you compare the number of properties have been added to
special flood hazard areas (SFHAs) to the number that have been
removed during the last several years of “map modernization™?

A.2. Updating the Flood Insurance Rate Maps does not necessarily
increase the number of properties shown in the floodplain. There
are two independent sources that indicate the number of properties
newly shown in a SFHA is very nearly the same number of prop-
erties removed from a SFHA, within about 1 percent. In May 2010,
FEMA used a large sample of completed digital flood maps and
compared the change of housing units which had a change in
SFHA (in or out) and found a positive 1 percent increase in housing
units now shown in a SFHA. The National Flood Determination
Association did a preliminary evaluation of changes in property de-
terminations for SFHA and that data indicated about as many
properties were newly identified in an SFHA as properties newly
shown no longer in an SFHA. It is important to keep in mind that
in part, Map Modernization was initiated because Flood Insurance
Rate Maps had inaccuracies due to a variety of reasons, so changes
in the SFHA would be expected.

Q.3. Can you comment on the public participation in the adoption
of new maps and how that process can be improved?

A.3. Public participation, including community leaders and staff, is
extremely important throughout the mapping process for many rea-
sons. FEMA’s Risk MAP plan for 2010-2014 emphasizes public en-
gagement starting even earlier in the study to improve the process.
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With full engagement this should reduce the number of commu-
nities and/or community leaders who have concerns with the tech-
nical data and the areas shown at risk of flooding on the Flood In-
surance Rate Maps. The motivation for denying that flood risk ex-
ists varies as do the tactics to delay showing the risk on the map.

Improved capacity for FEMA and the States to provide technical
assistance to communities could enhance their ability to effectively
engage in the process and to facilitate public participation.

Q.4. What responsibilities do FEMA and localities have to inform
the public about map updates at the outset of the process? What
is the most important aspect of the flood maps for communities and
property owners?

A.4. FEMA has certain prescribed responsibilities with respect to
public notification, which varies depending on the nature of the
mapping projects. Local governments that participate in the NFIP
also have responsibilities to notify their citizens who are at risk of
flooding, which is the role of accurate maps. Some communities and
States send postcards to their citizens who are shown in mapped
flood hazard areas. Communities and property owners often do not
fully appreciate their exposure to floods and thus object to maps
showing areas that are special flood hazard areas. Frequent, sus-
tained communication about flood risk and risk management is
needed, not just during the mapping process, but as part of an on-
going awareness.

Q.5. How are property owners informed after updated maps are
adopted? Do homeowners receive any specific information with re-
gard to their properties and how 1s that information otherwise
made available?

A.5. Property owners may be informed about updated mapping
through a number of channels. The minimum requirement is a
public notice in the local newspaper. More often property owners
are alerted to a change in the flood hazard status of their property
when a federally backed mortgage is in place and periodically re-
viewed. The most effective means of communication is when the
local entities reach out to the public with data about the flood haz-
ard identification. FEMA’s Risk MAP program will take advantage
of the digital platform of most floodplain maps by using geospatial
analyses to identify properties that have a changed flood hazard
status during mapping updates. This will allow focused outreach to
those property owners. The Risk MAP product is called “changes
since last map” and should be supported. However, preparing such
products will utilize mapping dollars and adequate funding to con-
tinue to produce new maps needs to be augmented with adequate
funding for outreach and communication.

Q.6. What factors and data does FEMA consider from communities
and property owners in deciding whether to adjust maps?

A.6. Communities and individuals can submit to FEMA their con-
cerns about inaccurate mapping. These are typically anecdotal, but
could include technical data. The Risk MAP plan incorporates ob-
jective information such as the validity of the engineering data
based on changes in watershed development or storm events, avail-
ability of topographic data, risk (often represented by population)
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and other data that communities provide in identification of
projects. Communities have the responsibility to notify FEMA
when there are changes in the watershed or more specifically
changes to the watercourse that effect the extent of flooding. Unfor-
tunately, many communities are lax in providing this information.
Continued, persistent outreach and education to communities is es-
sential. Communities and individuals may ignore requests for par-
ticipation and for data and only engage after the mapping is com-
plete and they become aware of changes. Other communities are
actively engaged in working with FEMA and the State to provide
data and input, thus resulting in accurate maps.

Q.7 What funding and technical assistance, if any, are provided to
States and communities to help them develop their own capacity to
assist in mapping updates?

A.7. Cooperating Technical Partnerships is the mechanism in
which qualified communities can participate in the mapping proc-
ess with FEMA. A few larger communities have that expertise, but
generally States or counties enter into the partnership with FEMA.
When FEMA has a mapping project, whoever is responsible for the
project development is required to engage and invite the commu-
nities to participate in the mapping process through a series of re-
quired notifications and meetings, which has some funding as part
of the study costs. Additional capacity at FEMA to provide map-
ping partners with specific funding and guidance to ensure commu-
nities can more fully participate in the process would be helpful.

Q.8. The House has adopted language in its NFIP reauthorization
bill that would establish a 5-year moratorium on the mandatory
purchase requirement for properties that are mapped into a special
flood hazard area. a) Will this provision have any effect on prop-
erties that are removed from a special flood hazard area as the re-
sult of the adoption of an updated flood map? In other words,
would the owners of these properties be able to drop their flood in-
surance as the result of the new map? b) Is there any way to quan-
tify the impact this provision would have on the financial standing
of the program?

A.8. a) Yes. Properties no longer shown as being in a Special Flood
Hazard Area (SFHA) would no longer be required to purchase flood
insurance. b) ASFPM assumes that FEMA would be able to provide
an estimate based on projected numbers newly out of a SFHA and
newly in a SFHA. FEMA is likely to make an effort to retain poli-
cies on properties newly mapped as out of a SFHA, but those poli-
cies would be available at a significantly reduced premium rate.

Q.9. The House’s proposed moratorium on the mandatory purchase
of flood insurance will not prevent the adoption of new maps. As
a result, the risks depicted on new maps will be known and dis-
closed. a) With updated maps in hand, how do you believe lenders
will react? Can and will lenders still require homeowners to pur-
chase flood insurance, notwithstanding the moratorium, in order to
limit their risk? b) If new maps are not adopted or disclosed to the
public, what are the consequences to public safety, property risk,
ete.?
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A.9. a) There may be some compliance questions since lenders are
expected to utilize the most recently issued flood insurance rate
maps. Response to this question is not within the ASFPM’s area of
expertise, so we hesitate to speculate. b) Not disclosing flood risk
information to the public means that the Government is with-
holding information that is critical to individual decisions about
safety and protection of life and property and to local community
decisions about management of flood risk and future development
and redevelopment.

Q.10. Despite mandatory participation requirements, many home-
owners do not buy or maintain flood insurance. Can you describe
the reasons for this and do you have any suggestions on how to im-
prove participation in NFIP?

A.10. The provision of mandatory insurance applies to only a sub-
set of property owners, those with federally backed mortgages.
Property owners who own their homes outright or do not have a
federally backed mortgage may not be aware that their property is
in the floodplain. However, perception of lack of risk by property
owners is likely the primary reason that flood insurance is not pur-
chased or purchased and dropped. Those who have not experienced
a flood do not comprehend or acknowledge the damage they could
face. Often, property owners believe the Federal Government will
cover their loss from flooding, but while disaster assistance pro-
vides some minor assistance, it does not provide good financial se-
curity that insurance would provide. Affordability is another reason
mentioned by some for not purchasing flood insurance or for drop-
ping insurance. For this reason ASFPM has suggested a voucher
program in HUD to provide means tested vouchers for flood insur-
ance for those who truly cannot afford it.

Q.11. Can you comment on how innovations such as group insur-
ance and community insurance can increase participation? Can
these measures help reduce costs? What obstacles prevent them
from being adopted?

A.11. Innovations such as group insurance and community insur-
ance show great promise for a number of reasons. Group insurance
for those protected by structures, such as levees, integrates the in-
surance as part of their flood risk reduction plan and ensures that
everyone, regardless of their mortgage type or lack of mortgage,
has insurance in these areas of residual risk. Individuals often
have little or no input on decisions that can increase their indi-
vidual or their communities’ exposure to flooding or increased risk.
Communities guide land use decisions and infrastructure support;
thus are the appropriate stewards to ensure adequate insurance
protection to reflect the risk associated with those decisions. They
can choose to make development decisions that reduce their risk
and lower premiums, or they can make bad development decisions,
which will impact all citizens in the community who will then pay
higher premiums. Group insurance for areas behind levees or com-
munity group policies could greatly incentivize community or levee
district officials to take actions to reduce risk, resulting in lower
premium costs. In these situations, the cost of coverage would pre-
sumably be built into local tax or fee structures.
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FEMA is engaged in a major study of ways to improve the NFIP
called “Re-thinking the NFIP,” with a report and recommendations
expected within the next year. Ideas such as these group policies
are among those under study.

Q.12. FEMA’s Community Rating System (CRS) provides localities
with an opportunity to reduce premiums for property owners if
they adopt measures beyond what is required under NFIP in order
to protect against flood damage. Can you comment on CRS as a
tool to reduce risk as well as insurance premiums? How can it be
improved to meet these goals?

A.12. CRS is indeed an important tool for communities to take ac-
tions to reduce flood risk or to educate their populations on flood
risk and mitigation options—resulting in reduced premiums. Com-
munities are rated according to their actions and activities in this
regard. One way to improve communities’ ability to participate in
the CRS program and improve their ratings would be to improve
support and funding for the Community Assistance Program (CAP).
Through the CAP program State NFIP Coordinators can work di-
rectly with communities in their jurisdictions to understand this
fairly complex program and to upgrade their CRS approaches.

RESPONSES TO WRITTEN QUESTIONS OF SENATOR REED
FROM J. NICHOLAS D’AMBROSIA

Q.1. The House’s proposed moratorium on the mandatory purchase
of flood insurance will not prevent the adoption of new maps. As
a result, the risks depicted on new maps will be known and dis-
closed.

With updated maps in hand, how do you believe lenders will

react? Can and will lenders still require homeowners to purchase
flood insurance, notwithstanding the moratorium, in order to limit
their risk?
A.1. The National Association of REALTORS® (NAR) supports pro-
visions which help property owners adjust to rate increases when
a property is newly mapped into the floodplain. While this would
effectively delay the Federal mandate, it would not prohibit the
lender from requiring flood insurance. Once the property is mapped
into the floodplain, lenders would still have a strong financial in-
terest to limit their risk.

Q.2. If new maps are not adopted or disclosed to the public, what
are the consequences to public safety, property risk, etc.?

A.2. It depends on the accuracy of the new flood maps. If the maps
were accurate, adopting and disclosing them could reduce risks to
property and public safety. However, there is also considerable evi-
dence to the contrary. For example, during the hearing, Senator
Schumer pointed to the example of Wheatfield, NY, where FEMA
recently removed hundreds of properties from the new maps after
the town challenged the findings. These are owners that were re-
quired to buy flood insurance when, in fact, the risk did not justify
the cost. NAR supports improving the accuracy of flood mapping
technology, to enhance public safety and reduce property risk.
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Q.3. Despite mandatory participation requirements, many home-
owners do not buy or maintain flood insurance. Can you describe
the reasons for this and do you have any suggestions on how to im-
prove participation in NFIP?

A.3. Flood insurance is required to obtain a federally related mort-
gage loan. The requirement does not apply to cash purchasers (up
to 28 percent of purchases according to a recent NAR survey) or
those financing with a private lender which is not federally regu-
lated nor sells to a GSE. NAR believes that an incentive-based ap-
proach would strengthen program participation. Adding types of
coverage to include living expenses and business interruption and
updating coverage limits (that have not been adjusted since 1994)
would make the NFIP more attractive to voluntary participants.
There could be more education and outreach to address common
myths which get in the way of participation.

Q.4. Can you comment on how innovations such as group insurance
and community insurance can increase participation? Can these
measures help reduce costs? What obstacles prevent them from
being adopted?

A.4. As Resources for the Future describes this concept,

One way to ensure that all homeowners will be covered
when a flood strikes is for the NFIP to insure communities
instead of individuals. As Leonard Shabman has discussed,
local governments or flood risk management districts could
purchase a policy from the NFIP that would cover all the
structures in the jurisdiction, for all flood risk and not just
1 percent, up to the NFIP coverage limit ($250,000 build-
ing coverage for residences and $500,000 building coverage
for businesses). The local entity would recover the cost by
assessing each property, perhaps as an incremental in-
crease to the property tax. The local jurisdiction could de-
cide how to allocate costs, whether based on FEMA rates
or otherwise. As a result, any cross-subsidization in prices
would become a local issue, not a Federal one. (Please see
Carolyn Kousky, “Reforming the National Flood Insurance
Program,” Issue Brief 10-01 [February 2010]).

Requiring every property owner in a community to purchase
flood insurance, even when the flood risk does not justify the cost,
is not the answer. While this may broaden the rate base and re-
duce the cost per property, objections to expensive flood insurance
which is not necessary, would present the most significant obstacle
to widespread community adoption.

Q.5. FEMA’s Community Rating System (CRS) provide localities
with an opportunity to the reduce premiums for property owners
if they adopt measures beyond what is required under NFIP in
order to protect again flood damage. Can you comment on CRS as
a tool to reduce risk as well as insurance premiums? How can it
be improved to meet these goals?

A.5. NAR supports voluntary, incentive-based approaches to miti-
gation such as CRS’s. However, only a fraction of NFIP commu-
nities participate and we have not received many comments from
REALTORS®, who could benefit from improving program participa-
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tion. Lack of education about CRS benefits and requirements have
been cited as contributing factors (www.ksda.gov/dwr /content/
314 /cid/1715). At least one expert has pointed to the link between
the CRS and the Building Code Effectiveness Rating Schedule as
a potential deterrent; for more, please see:
www.sgcenetwork.ning.com [ group [ hazardresilience [ forum [ topics /

flood-insurance-premium?commentld=3284163 percent3 AComment
percent3A4397&groupld=3284163 percent3AGroup percent3A4276.
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ADDITIONAL MATERIAL SUPPLIED FOR THE RECORD

STATEMENT SUBMITTED BY SENATOR MARK PRYOR

Chairman Dodd and Vice Chairman Shelby, thank you for holding today’s hearing
on the National Flood Insurance Program. I appreciate your attention to this impor-
tant topic.

For the past several years, I've been working to address FEMA’s flood map mod-
ernization process. In Arkansas, we have had repeated problems with the implemen-
tation of the Flood Map Modernization Program. The problems center around two
basic themes. The first is in regard to levee certifications. We have some commu-
nities that gained ownership and responsibility of their levees years ago—maybe 30
or 40 years ago. And these levees may or may not have been maintained properly.

We can play the blame game all we want, but the point is that now we are in

a situation where there are a good number of locally owned levees that need serious
repairs and modernizations in order to be certified. This takes money. These com-
munities lack the resources to certify and potentially repair the levees. There is very
little Federal money available to help communities bring their levees up to code
which can result in a community’s inability to have levees depicted on the flood
maps. And in some cases, they do not have adequate time to complete repairs and
upgrades before the flood maps are finalized.

The second theme is in regard to what happens after a levee is certified—either
by the U.S. Army Corps of Engineers or by another entity. There are ongoing issues
in Arkansas regarding the proper way to depict the level of protection provided by
a certified levee on the updated flood maps. This is a huge issue in my State be-
cause the classification of certified levees on FEMA’s updated maps affects both fair-
ness and economic development.

The Mississippi River, which is the eastern border of my State, has a vast levee
system that protects the communities along the river. This is a $32 billion invest-
ment of Federal, State, and local funds. I have concerns that this significant invest-
ment in flood protection is not being accurately depicted on FEMA’s flood maps. I
also have concerns that if a needed repair is identified during the certification proc-
ess, that there is not adequate time and money for the U.S. Army Corps of Engi-
neers to complete necessary upgrades or repairs before the maps are finalized.

We need some real solutions to the problems we’re facing. Many Senators have
been working on this issue for a long time with very little real, concrete progress
made on addressing our concerns about transparency, flexibility and communication.
I am frustrated, my constituents are frustrated and I am sure many of my col-
leagues are frustrated. I am frustrated because it seems like FEMA has dismissed
my concerns as trivial rather than working with Congress to find a real solution
to the problems facing my constituents.

Let me emphasize that I do support modernizing our maps. I think it’s a good
thing to do and something that we should do. I am not supportive of the way in
which the flood maps have been updated. There are several things I'd like to see
change in order to make this process run more smoothly.

First, I support a 5 year moratorium on mandatory flood insurance purchase for
communities that are newly mapped as “special flood hazard areas.” Representative
Waters included a provision to do this in her legislation, H.R. 5114. Second, I would
like to see a 5-year phase-in of flood insurance premiums for individuals purchasing
flood insurance for the first time. This provision is also included in H.R. 5114.

Third, I would like to see FEMA differentiate the Mississippi River and Tribu-
taries levee system from other levee systems on their maps. This levee system is
one the most, if not the most, advanced and successful flood control structures in
the world. This is a result of a $32 billion Federal, State, and local investment. That
investment should be shown on FEMA’s flood maps.

In closing, I'd like to again thank Senators Dodd and Shelby for holding today’s
hearing and for allowing me to provide a statement. I will continue to work to ad-
dress the problems that my constituents are facing with regard to the National
Flood Insurance Program and FEMA’s Map Modernization Program. I look forward
to working with the Banking Committee in doing so.
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LETTER SUBMITTED BY ADAM KOLTON, SENIOR DIRECTOR, CON-
GRESSIONAL AND FEDERAL AFFAIRS, NATIONAL WILDLIFE FED-
ERATION

American Rivers

Thriving By Noture

.N.'q‘TH:-rHIE
WILDLIFE
[FEDERATION

September 22, 2010

Honarable Christopher J. Dodd

Senate Banking, Housing, and Urban Affairs Committee
534 Dirksen Senate Office Building

Washington, D.C. 20510

Honorable Richard C. Shelby

Senate Banking, Housing, and Urban Affairs Committee
534 Dirksen Senate Office Building

Washington, D.C. 20510

Re: Reauthorization of the National Flood Insurance Program
Dear Chairman Dodd and Ranking Member Shelby:

On behalf of American Rivers, the National Wildlife Federation and our organizations
collective millions of members and supporters, we appreciate your attention to the need for
reauthorization and reform of the National Flood Insurance Program (NFIP). In support of that
goal, we offer the following comments.

Although the NFIP has for decades helped many people who have suffered flood losses, and has
helped to better inform people about flooding risks, the program faces major challenges and
shoricomings that must be addressed though comprehensive reform. Challenges include:
increasing intensity and frequency of precipitation events and resulting floods from changes in
watershed development, changing climates and increasing sea-levels: increases in population
density and development in and near sensitive wetlands, rivers, floodplain and upland areas; a
$19.6 billion debt to the Federal Treasury; outdated and inaccurate floodplain maps; a highly-
subsidized rate structure that encourages unwise building and rebuilding in floodplains; and
finally, maintaining and repairing flood control structures (to address the de-accreditation of
thousands of miles of levees throughout the nation),

The nation is in desperate need of a comprehensive approach to reducing flood risk — one that
increases resiliency and protects communities and the environment. Bold action is needed
because our past strategies are failing to adequately address these critical concemns. At present
we face a future in which population growth and movement into flood prone areas will cause
added pressure to build in even more hazardous and sensitive areas - areas which should remain
undeveloped and preserved to buffer communities from storm events and floods. The NFIP and
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arange of other Federal programs must be adjusted to alter such an unfortunate and misguided
outcome.

Natural systems like wetlands, floodplains, upland and coastal areas will naturally buffer
communities from the impacts of a changing climate by storing flood waters and reducing
impacts from storms. Rather than encouraging citizens to develop and rebuild in hazardous
areas, the Federal government should strategically invest in coordinated efforts to mitigate future
flood risk. To truly safeguard communities, reforms to the NFIP must provide financial and
regulatory incentives to work with nature, not against it,

Efforts to reform the NFIP must include the following:

¢ All rates should be moved to actuarial levels to reflect the true risk of flood hazards.
There must be a strategy to provide flood insurance coverage for low income
homeowners living in harm's way. Options based on need must be available to cover low
income homeowners and renters while also encouraging the mitigation of risk.

*  Flood hazard maps and risk identification should be substantially improved and expanded
to include potential inundation areas below dams and behind levees and other flood
control system structures in the event of failures, and to reflect a range of other flood
risks such as erosion areas, ice jams and other hazards.

¢ Flood maps should also be expanded to reflect reasonably foreseeable risks from climate
change and sea-level rise effects, and should identify more than simply the risk of a |-
percent annual chance flood level, but include a variety of flood potentials and risks
based on reasonably anticipated future conditions, including changes in land use and
watershed development and effects of urbanization,

*  Flooding risks must be much better communicated to the public.

*  Mandatory flood insurance purchase requirements should be expanded - not contracted -
to include areas with these additional risks.

¢ Improved and stronger land use regulations, building codes, and building elevation
requirements and freeboards should be required and implemented, including limitations
on floodplain filling and construction in places such as natural floodways, on barrier
islands and coastal surge zones, and in areas providing important natural and beneficial
ecological functions, fish and wildlife habitat and natural services (such as water quality,
groundwater recharge, and sediment and erosion control).

¢ Inter-agency hazard mitigation, protection, and restoration of key natural and beneficial
functions must be made the heart of the NFIP's risk reduction strategy — not a side
exercise.

We are greatly encouraged by the Federal Emergency Management Agency (FEMA) Director
Craig Fugate's and the Obama Administration’s “Rethinking the NFIP,” an 18-month review of
the NFIP that is intended to result in administrative and legislative recommendations to guide the
course of this program into the future. Given that this review is underway, we urge that the NFIP
be reauthorized for no longer than 2 - 3 years at this time. This would allow for FEMA's review
process to engage stakeholders and generate legislative and administrative recommendations and
options for reforming the NFIP, while also providing stability to the program during this interim
period.
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We appreciate your consideration of our concerns and recommendations regarding the
reauthorization and reform of the NFIP and we very much look forward to working with the
Committee as this important process continues.

AL

Andrew Fahlund
Senior Vice President for Conservation
American Rivers

Sincerely,

Al

Adam Kolton
Senior Director, Congressional and Federal Affairs
National Wildlife Federation



		Superintendent of Documents
	2011-06-22T06:26:40-0400
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




