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REAUTHORIZATION OF THE NATIONAL
FLOOD INSURANCE PROGRAM—PART 1

THURSDAY, JUNE 9, 2011

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

The Committee met at 10:04 a.m., in room SD-538, Dirksen Sen-
ate Office Building, Hon. Tim Johnson, Chairman of the Com-
mittee, presiding.

OPENING STATEMENT OF CHAIRMAN TIM JOHNSON

Chairman JOHNSON. I would like to call this hearing to order.
Today the Committee meets to examine the reauthorization of the
National Flood Insurance Program.

Currently, constituents from my home State of South Dakota are
dealing with some of the worst flooding that the State has ever
seen. When I was back in South Dakota last week, I spent some
time talking to homeowners and business owners in the commu-
nities that are anticipating some of the worst damage. While they
are working hard to minimize harm to people and property, they
are understandably concerned about short-term displacement and
long-term recovery. I will do my best to see that they, along with
our neighbors and fellow Americans who have had their lives
turned upside down by devastating storms, are promptly provided
with the disaster relief that they need.

I would also like to applaud Administrator Fugate and his staff
at FEMA on how they have responded to the flooding in my State
so far. I hope that the quick response that we saw during the re-
cent sudden storms continues when addressing the ongoing flood-
ing in South Dakota and around the country.

The NFIP was created to help communities limit damage and
speed recovery from flooding disasters. However, it now faces sev-
eral challenges to its long-term viability, including an $18 billion
debt to the U.S. Treasury.

Over the past year, we have also faced several lapses in the
NFIP. As many stakeholders have noted, lapses have detrimental
effects on both the insurance and housing markets. This program,
which provides over $1.2 trillion in coverage, needs certainty. It is
my hope to provide this through a long-term extension.

As the people of South Dakota and others have seen firsthand,
flooding is responsible for more damage and economic loss than any
other type of natural disaster. It affects people across the Nation
of both parties, which is why I believe that in 2008 the Senate was
able to come together across the aisle and pass a bipartisan reau-
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thorization bill by an overwhelming vote of 92—6. Unfortunately, in
2008, we were not able to come to an agreement with the House.
The recent flooding has made it clear that Congress must reauthor-
ize and reform the NFIP, which is set to expire this year on Sep-
tember 30.

As we move ahead, I hope we can once again come together and
pass a bipartisan bill that will build a sustainable future for the
program and American citizens.

I will now turn to Ranking Member Shelby, and then we will
open it up to all Committee Members who wish to give an opening
statement. Senator Shelby.

STATEMENT OF SENATOR RICHARD C. SHELBY

Senator SHELBY. Thank you, Mr. Chairman.

The National Flood Insurance Program was established in 1968
and was designed to reduce the burden on taxpayers stemming
from Federal disaster relief for floods. By providing flood insurance
for properties in high-risk areas, it was hoped then that insurance
premiums could be used to cover the cost of flood damage. Since
Hurricane Katrina, however, the program has struggled to remain
financially viable. In fact, since early 2006, the GAO has targeted
the Flood Insurance Program as “high risk because of its mounting
debt and the structural flaws.”

Today the program is nearly $18 billion in debt and has problems
even servicing that debt. Unfortunately, as the GAO has shown,
the program’s debt is only one of many difficulties facing the Flood
Insurance Program as it is constituted today. Every aspect of the
program I believe must undergo significant revision for it to sur-
vive and to continue on a sustainable path.

During the 109th Congress, this Committee approved unani-
mously and the Senate overwhelmingly passed legislation that,
while not perfect, addressed many of the core deficiencies of the
program. That legislation would be a good starting point for this
Committee as we move forward toward reauthorizing the National
Flood Insurance Program. But as we begin this process, I believe
several issues deserve a close examination by this Committee.

First, we should examine the relationship between the program
and write-your-own insurance companies. According to GAO, write-
your-own companies may be receiving excessively high reimburse-
ments and bonuses from the program. The GAO recommended that
the write-your-own program have more transparency and account-
ability. This is something we should pursue.

The Committee should also examine the types of properties the
Flood Insurance Program is covering to ensure that its resources
are spent effectively. For example, the Congressional Budget Office
has determined that 12 percent of the homes covered under the
program are worth more than $1 million. I believe we must ensure
that the program requires wealthy participants to pay the full cost
of their insurance.

The Committee should also examine the program’s map mod-
ernization effort that we have been working on. The map mod-
ernization process has been ongoing for several years, and it is cru-
cial for the long-term success of this program. Updated maps are
important for two reasons: first, they warn developers and home-
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owners about the risk of developing or living in a floodplain; sec-
ond, they ensure that participants are paying fair prices for flood
coverage.

Some communities have called into question the validity of the
maps, and others have argued that they have been excluded from
the mapping process. Community participation I believe is crucial,
but this process needs to take place rapidly to ensure that the risk
is accurately reflected and homeowners and communities are fully
informed.

Many of the existing maps are several decades old and do not ac-
curately reflect the cost and risk of living within a floodplain. I
think we should also see—I would like to see a simple definition
of the phrase “actuarially sound” in any bill to reform the program.
This simple act will clearly state our intent to make this program
self-sustaining.

Finally, I believe this Committee should consider ways to pri-
vatize portions of this program. We should transfer risk from the
program to the private sector to the maximum extent possible. If
we are able to accomplish these objectives, we may finally achieve
the original purpose of the Flood Insurance Program: to reduce the
escalating cost of flooding to taxpayers.

Thank you, Mr. Chairman.

Chairman JOHNSON. Senator Tester.

STATEMENT OF SENATOR JON TESTER

Senator TESTER. Yes, thank you, Mr. Chairman. Thank you for
holding this hearing on the reauthorization of the National Flood
Insurance Program. It is a very, very important program. We need
to get a long-term solution for this. Hopefully both sides of the aisle
can work together to make that happen because this is very, very
important.

I say that because the State of Montana is not exactly a flood
State; it is a headwater State. It is underwater right now, and—
I should back up. Good to have you here, Senator Wicker, and I ap-
preciate your work on this issue. But the fact of the matter is we
have seen record precipitation. We have record snowfalls still up in
the mountains. I had talked to Craig Fugate yesterday at a hear-
ing, and we will follow up on that conversation.

We have many, many challenges across this country when it
comes to disasters, and water is one of them apparently this year.

So, with that, I want to thank you for having this hearing, and
I look forward to the opportunity for questions and interchange be-
tween myself and Administrator Fugate. Thank you.

Chairman JOHNSON. I would now like to welcome Senator Roger
Wicker from Mississippi, our Banking Committee colleague, to the
Committee. Senator Wicker has switched seats temporarily to tes-
tify before the Committee.

Senator Wicker, welcome.

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

Senator WICKER. Well, thank you very much, Mr. Chairman and
Mr. Ranking Member and Senator Tester. I have a written state-
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ment, which I will not read in its entirety and ask that it be in-
cluded in the record at this point.

Chairman JOHNSON. Thank you.

Senator WICKER. I would also notice that the States of Montana
and South Dakota have sent a great deal of water down our way
this year, which we are experiencing right now. It only enforces the
fact that we are all in this together and that we do need a
multiyear reauthorization, and so I am here today to agree with
Members of the Committee in that respect and to speak for a few
moments about my proposal, which I am calling the COASTAL Act.

You were kind enough to allow me to testify last year before I
became a Member of this Committee to sort of talk about the
unique perspective we have and people in the State of Alabama
and Louisiana and the Gulf Coast have with regard to flood insur-
ance and the way it interplays with wind insurance. At that time
I spoke about three reforms that I advocated:

Number one, improving enforcement by FEMA and lenders with
respect to those required to purchase and maintain flood insurance.
I do not think we do a good job there.

Number two, charging rates that are actuarially sound, as the
Ranking Member just noted.

And, Number three, updating FEMA’s flood insurance maps so
that those in flood-prone areas are aware of the risk and obtain
proper insurance coverage.

Mr. Chairman, it has been 6 years since Hurricane Katrina dev-
astated the Gulf Coast. While we have made significant progress
in rebuilding our communities and businesses, for many Mississip-
pians recovery is still not complete. And one of the biggest impedi-
ments to our efforts is the lack of affordable property insurance.
The availability and affordability of wind insurance is crucial in
any State where there is a coastal exposure. For vast numbers of
property owners, private insurance coverage for wind damage has
not been available in the Gulf Coast since the aftermath of the
2005 hurricane season.

Hurricanes, as we all know, present a unique problem for coastal
property owners because damages can be caused by multiple perils,
including high winds and devastating storm surges. Currently
homeowners cannot purchase a single policy that covers all hurri-
cane-related damages. Wind losses are covered by private insurers
or State-run wind pools, while covering for flood damage is largely
backed by the Federal Government through NFIP.

As I have testified before, many property owners who suffered se-
vere property damage from Hurricane Katrina were forced to go to
court to determine which insurer was responsible for damage in
wind versus water disputes.

Now, I want to also quote from the Government Accountability
Office, which issued a report in 2007 which called for greater over-
sight of wind and flood damage determinations. In that report GAO
found that claims information collected by NFIP did not allow
FEMA to effectively oversee damage determinations and apportion-
ments after hurricane events. These are the words not of Senator
Roger Wicker but of the Government Accountability Office, and I
quote:
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“For a given property, FEMA’s ability to assess the accuracy of
payments for damage caused only by flooding is limited because
NFIP does not know what portion of the total damages was caused
by wind and what portion was caused by flooding.”

The report goes on to say, “Because both homeowners and NFIP
policies can be serviced with a single write-your-own private in-
surer, a conflict of interest exists during the adjustment process.”
The words, Mr. Chairman, of GAO.

Now, to help resolve these issues, I have recently introduced the
Consumer Option for an Alternative System to Allocate Losses Act,
the COASTAL Act. This legislation, S. 1091, which I invite each of
you to cosponsor, addresses several problems that arose in the
aftermath of Katrina. These problems include: Number one, dis-
putes and costly litigation between consumers and insurers over
the wind versus water claims; Number two, inherent conflicts of in-
terest, as GAO pointed out; and, Number three, the lack of over-
sight with respect to the adjustment process and claims paid by
NFIP.

I believe the COASTAL Act is a commonsense approach to ad-
dressing these problems. The legislation would use data currently
collected by NOAA and other participating entities to allocate prop-
erty damages following significant storms. Under the COASTAL
Act, a formula would be established that utilizes storm information
provided by NOAA and its partners, combined with structural in-
formation for each property, to allocate losses caused by high winds
and storm surges from hurricanes. This alternative loss allocation
system would be based on the timing, location, and magnitude of
wind speeds and the storm surge before, during, and after a major
storm impacts the coastline of the United States. Only properties
completely destroyed by a hurricane would qualify under this loss
allocation system. Slab cases, as they are commonly known, have
the greatest uncertainty because there is little or no evidence left
behind.

The COASTAL Act is by no means a silver bullet for all the prob-
lems associated with flood insurance and NFIP. However, it is a
fair and objective way to provide more certainty to the slab claims
process, which is a very costly piece of the greater Flood Insurance
Program. The advantage of my proposal is that it is based on ac-
tivities that NOAA already carries out. Extensive storm data re-
lated to wind and storm surges are currently collected throughout
each named storm that threatens the coastline. This is done pri-
marily now for the purpose of doing a better job of informing emer-
gency managers. I would emphasize that the COASTAL Act does
not create a new program. It, rather, uses information that we cur-
rently have for the purpose of better allocating the responsibility
for wind versus water.

I believe this proposal will provide more structure in the market-
place, which should increase the availability of insurance and com-
petition, thus driving down premiums over time.

I also believe this system will help us hold insurance companies
accountable for covered losses rather than forcing taxpayers to foot
more of the bill through the deeply indebted National Flood Insur-
ance Program.
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In conclusion, Mr. Chairman, I would say Congress has an oppor-
tunity to make wind and water coverage available and affordable
while putting the National Flood Insurance Program on a sustain-
able path forward. I will continue working with each of you, my col-
leagues on the Committee, to pass a multiyear reauthorization bill
that can be signed into law, and I urge all of my colleagues to join
us in this effort.

Thank you.

Chairman JOHNSON. Thank you, Senator, for your testimony.

Now I would like to invite Craig Fugate, Administrator of the
Federal Emergency Management Agency, to the table for his testi-
mony. Prior to his May 2009 confirmation as FEMA Administrator,
Mr. Fugate had a long career in emergency management at the
State and local level, including serving as a volunteer fireman.

Welcome, Administrator Fugate. You may proceed with your tes-
timony.

STATEMENT OF W. CRAIG FUGATE, ADMINISTRATOR,
FEDERAL EMERGENCY MANAGEMENT AGENCY

Mr. FUGATE. Thank you, Chairman Johnson, Ranking Member,
and Members of the Committee. I have submitted written testi-
mony. If it please the Chairman, we will submit that for the record.

Chairman JOHNSON. It will be received.

Mr. FUGATE. I will proceed with a brief statement then.

I think Senator Shelby summed up really the structural issues
we are faced with in the Flood Insurance Program, and I think one
of the things that I would like to emphasize here is, as the program
exists now, it is unlikely we can retire the $18 billion debt. I also
see the risk that that would actually substantially increase in ei-
ther a large-scale hurricane or a tsunami event. I think we do a
much better job with riverine flooding and making the determina-
tion of how to manage that risk. But in these larger-scale events,
there are structural issues within the Flood Insurance Program
that produce high vulnerabilities that are not addressed in the cur-
rent system.

So how do we address that risk? I think one of the issues that
we see and we agree with is this risk should be better shared with
the private sector versus strictly looking at a taxpayer-run system.
I believe there are policies that could be moved to the private sec-
tor, that there are incentives, or pilots we could use to determine
what would be the incentives. I also think there are going to be
those policies that are such high risk that the private sector will
never be able to manage that risk, and that will continue to be
something we would have to look at as what would be the Federal
share of managing or subsidizing that risk.

I also believe that the efforts to go forward in reauthorization
need to take a longer view of reauthorization for a greater period
of time than shorter-term reauthorizations. In our listening ses-
sions with both constituents as well as the industry, they have in-
formed us that it is very detrimental to have short-term reauthor-
izations, particularly in a real estate market that is trying to right
itself. When we have lapses in the ability to write insurance or un-
certainty in that, it makes it difficult for realtors and others to do
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closings as well as for write-your-own companies to be able to man-
age their portfolios and continue to offer those services.

So, again, I believe we need to look at in reauthorization how do
we incentivize the program to encourage the private sector to par-
ticipate, but also recognize there are going to be those higher-risk
policies that we will still need to look at how the Federal Govern-
ment does that.

We need to look at a longer reauthorization to provide stability
as we go forward with these improvements. Even if we do not have
all the answers today, I think that stability is the one thing we
heard loud and clear that we needed to address.

Then, finally, the last piece of this that I think we need to look
at is how do we deal with making this insurance more actuarially
based, based upon the risk, which I think encourages the private
sector to come into this market. And I am not opposed—I have
heard this term that, well, why would we let the industry
cherrypick the best policies and we keep the most toxic policies?
The answer is the best market out there for getting this out of all
Federal is to allow them to take those policies that they can man-
age the risk now. In many cases, those people do not buy flood in-
surance anyway because it is not mandated. Yet every time there
is a declared disaster with flooding, we end up having to provide
assistance.

So I am not opposed to the private sector writing the least risky
policies if that would increase the amount of protection people
have. But I also think—and this comes back to something we are
struggling with every time we do map revisions or updates and we
change the risk. When people find that their risk has increased and
they are now required to mandatorily purchase flood insurance be-
cause they are in a high-risk area, the price of that oftentimes be-
comes a detriment to people and a brand-new cost that they had
not anticipated in their mortgage or in their budgets.

So I think we also need to look at, as we change these designa-
tions, how do we do a graduated increase in these policies, how do
we move people to be more actuarially sound, but also recognize for
low-income areas, there may be a need to provide additional assist-
ance or give more time before we get to a full adjusted rate more
closely reflecting actuarial. And, again, these are some of the areas
that I think—I agree with this concept that we have got to get the
private sector more engaged in providing coverage in the flood in-
surance policy, and that could be either through direct provision,
through reinsurance, or other models. But I also believe we still
have a significant number of policyholders that it will still require
some sort of Federal support to make it affordable and continue to
provide that protection from these risks.

Again, I thank you, Mr. Chairman, for the opportunity to testify,
and I look forward to the questions.

Chairman JOHNSON. Mr. Fugate, some South Dakotans have
been told to evacuate for as long as 2 months. Can you tell me
what actions you are taking in South Dakota to assist our commu-
nities and residents in this disaster? Can you also tell me what re-
sources are available to South Dakotans while they are displaced
and during the recovery phase?
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Mr. FUGATE. Mr. Chairman, we are working with the Governor
and the team there as we are getting moire and more flooding,
looking at the assistance. There are two pieces of the assistance
that can be provided. Obviously those people that have flood insur-
ance would have that, but we also provide through other programs
in a declared disaster. If the President grants a disaster declara-
tion, that includes individual assistance. We do provide housing as-
sistance and those types of support to the survivors in the event
of a flood. So, again, we continue to work with South Dakota and
as we go through the request from the Governor.

Those areas that do have individual assistance, that assistance
is being provided for housing and other assistance based upon the
impacts to their homes.

Chairman JOHNSON. In your testimony you outline several far-
reaching NFIP reform policy alternatives that the NFIP working
group has been discussing. When do you plan to publish some of
these alternatives?

Mr. FUGATE. Again, we have looked at some very broad areas. In
doing this what we found was there was no consensus, there was
no single idea. But when we looked at both constituents and indus-
try, we found there were about four areas—there seemed to be cen-
ters of gravity of interest. As we have done that and looked at that,
we think some of those may not be the best way to go. I think we
are probably now looking at focusing on a system that utilizes the
Federal programs but with the greater participation of the private
sector and how we do that. So as we continue to work through this
summer, we are looking at later on coming up with a more consoli-
dated recommendation and coming forth with the consensus report.

Chairman JOHNSON. As you know, we are facing a September 30
deadline for reauthorization. In the past many in the Senate have
been reluctant to extend the program without reform. One of the
NFIP reform policy alternative options you mention is program op-
timization. In this area of program optimization, what are some of
the most important reforms Congress can make in the near term?

Mr. FUGATE. Well, I think one of the limiting factors in being ac-
tuarially sound is we are currently held to a 10-percent rate in-
crease, I believe, per year in moving people that can afford the in-
surance to being more actuarially based. Again, this comes back to,
as Senator Shelby pointed out, those that can afford the higher pre-
miums, we need to be able to move them to those, but we also have
to understand that low-income or people that have limited means,
that creates a double impact in that we may actually be forcing
them to make hard decisions about how they are going to pay for
flood insurance. But I think the ability to move toward where peo-
ple can afford the flood insurance to pay the actuarially sound rate
without any reductions or phase-in time frames would be the first
step, and then looking at how we take communities that because
of the economic structures we phase them in more gradually. But
as it is now, we are still having to move slowly through this, even
for those people that cannot afford a higher premium.

Chairman JOHNSON. In your testimony you mentioned that the
current in-or-out nature of the flood hazard areas sometimes gives
citizens the impression that they are inaccurate. Do you have rec-



9

ommendations for how rates can be set in a more granular fashion?
What resources would you need to achieve this?

Mr. FUGATE. Well, right now we deal with everything outside of
a 1-percent flood zone as a preferred rate, and if you are in the 1-
percent—which is another challenge is how do you explain the risk
where we actually require the purchase of flood insurance is a
chance of a 1 in 100-year flood, yet that does not mean that every
100 years you have a flood or it takes 100 years to have a flood.
You can have these back-to-back events. And I think the question
is where we see an increased risk but it is below a 1-percent or
that higher level, do we still do preferred risk? Preferred risk is ac-
tually, I think, in some cases probably below what the market
would actually insure at. So we actually—I think in some ways we
have created the structural imbalance where we are charging a
preferred rate because the risk is much lower, but we are probably
writing it below what the private sector would be comfortable writ-
ing it as, and so we create a disincentive to get the private sector
to look at that. In effect, and particularly in large-scale events such
as hurricanes or tsunamis, we are actually subsidizing a greater
risk there that when you look at river floods and other things sug-
gests that that risk is not as great.

Chairman JOHNSON. Senator Shelby.

Senator SHELBY. Thank you, Mr. Chairman.

The program’s goal, as I understand it, of fiscal solvency is de-
fined as charging premiums that will generate enough revenue to
cover a historical average loss year. How does the program’s rate
setting policy compare to that of private sector insurers? In other
words, would it meet the definition that I raised in my opening
statement of actuarially sound?

Mr. FUGATE. I think we do a much better job on the riverine
flooding. I do not think it is actuarially sound when you look at
widespread impact, such as the hurricanes and the tsunamis.

Senator SHELBY. But if we do not get—first, define what actuari-
ally sound means, and get to this, it seems to me that every time
there is a catastrophic event and you are hit with everything, that
it is leading the fund toward bankruptcy rather than actuarial
soundness. Is that fair?

Mr. FUGATE. That is fair, Senator Shelby, but it also asks an-
other question. It would be difficult to do that at a current rate
that would be actuarially sound unless we had another way of dis-
tributing that risk, and since we are only writing that one hazard,
Wi‘ilout private sector engagement, it is hard to distribute that
risk.

Senator SHELBY. And how do we change the distribution of the
risk? Do we do that by mapping and by identifying and broadening
the amount of money coming in? How do we do that?

Mr. FUGATE. One part would be to better reflect those areas and
their risk and then have greater participation in the Flood Insur-
ance Program based upon that risk. But I think the other challenge
would be this is one risk. It means that every time you have sig-
nificant floods, you are not able to balance that against other risks
or other markets, and that is where the private sector, particularly
in reinsurance markets, would give us more flexibility to share this
risk against other risk so it is a more distributed versus all con-
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centrated, that year to year, we probably do pretty good until we
get a big hurricane or big tsunami, and then we are upside down
again with large amounts of taxpayer dollars going to pay out the
claims.

Senator SHELBY. Where are we in our mapping program, rough-
ly, as to where we were, say, four or 5 years ago?

Mr. FUGATE. Senator Shelby, I would like to give you that in
writing——

Senator SHELBY. Could you do that for the record?

Mr. FUGATE. Yes, sir, for the record. We have made significant
improvements. However, as we have gone through this, we have
learned some valuable lessons, one of which is to provide an unbi-
ased science technology type review before we have disputes over
our process. And so that is building a little bit more time in, but
we continue to move forward——

Senator SHELBY. What is the impediment there, or the challenge
there?

Mr. FUGATE. As we go through, because the funds that are avail-
able to do this, and as we hire the contractors to do the map up-
grades and updates, we find ourselves from time to time dealing
with technical issues and dispute resolution of using data that we
have versus the local data or State data. Previously, we never had
an impartial way to do the dispute resolution, so we have set up
a technical advisory modeled after other dispute resolution proc-
esses using a scientific advisory panel to review our data and the
local or State data and give us a better resolution that helps move
that along.

Senator SHELBY. It is my understanding that FEMA has created
a new category of what you call grandfathered categories for homes
that have been mapped into riskier areas. These grandfathered
properties enjoy, as I understand it, taxpayer subsidized flood in-
surance rates. Discuss how the newly grandfathered category
works. Is it a permanent category? And do these grandfathered
properties undermine your efforts at FEMA to place the flood pro-
gram on a more actuarially sound basis?

Mr. FUGATE. Senator Shelby, I will speak in general and then I
want to respond in writing to the specific details.

Senator SHELBY. Sure.

Mr. FUGATE. This refers to, as we know that we are having map
designation changes, where prior to the updated maps, people did
not either have a mandatory purchase requirement or had pre-
ferred risk, and as you go into the higher risk, those payments, or
the amount that they would be required to pay has produced eco-
nomic hardships.

What we do is we work with the local communities. If people will
purchase insurance going into that, before the maps become final,
they maintain a preferred status and they are graduated into the
full status.

But again, it is an economic hardship, particularly these are not
in many cases affluent communities. Oftentimes, what we find is
these are existing communities, working communities, and it is a
sudden and oftentimes very dramatic increase in their insurance
premiums for flood insurance.
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Senator SHELBY. Write Your Own Program. The GAO has uncov-
ered several problems with the participation of Write Your Own in-
surers in the program. The GAO found, according to the report,
that FEMA paid reimbursement rates that were greater than the
actual flood-related expenses incurred by insurers and that the
Write Your Own bonus structure is often excessive. Do you agree
with the GAO’s finding? If not, where do you differ?

Mr. FUGATE. We continue to look at that, but it is a question of
incentivizing the private sector to write those policies, and so these
are rates we negotiate with the Write Your Own policies. Again, we
continue to look at the cost effectiveness of that, but it comes back
to if the industry is not willing to do that at a rate that we can
pay them, then we do not—we end up doing it ourselves.

Senator SHELBY. Could you comment briefly on the risk that ex-
ists for communities—you have seen a lot of this lately—that are
located behind levees, flood walls, and dams, and whether there
should be a mandatory purchase requirement for people living in
these residual risk areas, or are they real risk areas, not residual.

Mr. FUGATE. Well, this is an area, again, of quite a bit of con-
troversy. It is a zone we call Zone X. They are not required to pur-
chase insurance because the protection of those structures reduces
their risk below 1 percent. However, if you do have a failure, it is
oftentimes catastrophic and many of those homeowners do not have
flood insurance.

Senator SHELBY. What happens when they—the Corps, recently
we have seen, breached the levee or the dam. What happens there,
and there is no flood insurance?

Mr. FUGATE. In that particular case, Senator, that is a designed
system. Residents in that floodway were notified and are notified
annually they are in a floodway and that floodway may be acti-
vated——

Senator SHELBY. OK.

Mr. FUGATE. ——and they are required to purchase flood insur-
ance.

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

Chairman JOHNSON. Senator Tester.

Senator TESTER. Yes. Thank you, Mr. Chairman, and I appre-
ciate, Administrator Fugate, your recommendations on the Flood
Insurance Program, and I particularly appreciate the short-term
versus long-term argument. It has played havoc with the housing
industry, a portion of our economy that we need to help promote.
And so this flood insurance from a long-term basis is critically im-
portant.

I want to talk a little bit about a couple other issues first,
though. On June 1, our Governor asked the President to declare a
disaster for the State of Montana. Can you give me any insight on
how close we are getting to this declaration from your level?

Mr. FUGATE. It is moving through the system, as we got the in-
formation and it is moving in the system, sir. It is at our level to
be worked on, so it is not in the region anymore. We have it.

Senator TESTER. OK. And so you know I am going to ask a fol-
low-up. Can you give me any sort of idea when we can anticipate
this declaration?
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Mr. FUGATE. Again, we will be—we want to make sure we have
the best possible data to make a recommendation for the President
and we will then await his decision.

Senator TESTER. OK. That did not answer my question. Can you
give me any sort of idea on when that date might be? Is it going
to be in a week? Two weeks?

Mr. FUGATE. It is moving through now, sir. I would say weeks,
not months. I would be almost ready to say days, not weeks, but
we want to make sure we have all the information to make the rec-
ommendation.

Senator TESTER. Good enough. Disaster Relief Fund, very quick-
ly. This is kind of a follow-up on what I talked about yesterday
when you were in front of the subcommittee yesterday. Are you
confident that the Disaster Relief Fund will not be depleted in this
fiscal year?

Mr. FUGATE. Based upon what we have right now, I think we
will make it to the end of the fiscal year, but we have some costs
that have come in on the most recent flooding and the recent torna-
does that we are having to evaluate and we hope to have some an-
swers to that in the week, particularly with the debris missions in
Mississippi and Joplin, Mississippi [sic/, we are adding those in
and taking a look at those costs.

Senator TESTER. OK. We will need to stay in touch on that as
it is moving forward.

Levee certification, it is a difficult problem. We have been in
meetings together on this issue. And it is across the country, al-
most every river drainage. The Army Corps, they annually and pe-
riodically inspect levees that it constructed. However, the stand-
ards for the certification studies are incompatible with FEMA.
FEMA and the Army Corps are not—and I am not being critical,
but it is a fact—not on the same page when it comes to these cer-
tification standards. Has there been any discussion with the Army
Corps about convening together to develop a common set of stand-
ards that would allow that the data collected by the Army Corps
would satisfy your certification requirements in FEMA?

Mr. FUGATE. Senator Tester, we are working with the Corps. 1
think the answer to that in the short term is, yes, we are working
toward that, but I think there is another piece of this. When we
do our maps, we only looked at previously accredited levees, and
if it was not accredited, we would map it with nothing, which did
not reflect any protection or accurately do the risk.

We are currently working on and are submitting for review an
ability to actually map the existing structure as is, so that where
we have structures that may not be accredited but are there, we
will no longer take the position that we are going to zero them out
and map without the structures. That process will be going out to
the internal review, and then we think in about another 30 to 45
days will go external, and we are moving toward using what is
there versus a standard that says, unless you have an accredited
levee, we will only look at that structure. We will now, after this
process, look at structures that are there and then map what that
risk looks like.

Senator TESTER. OK. So are we talking the same thing with ac-
creditation and certification?
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Mr. FUGATE. Yes, sir. Again

Senator TESTER. That is good enough. So what about the levees
that had been previously certified? And by the way, I appreciate
that answer and I appreciate the work. What about the levees that
had been certified before? What is the situation with those, because
in my particular situation, some of them fall under your first an-
swer. Some of them will fall under the answer that they are cer-
tified by the Army Corps and now that certification either does not
work or the Army Corps says that we cannot certify anymore for
whatever reasons, no money or liability, whatever it might be. So
can you tell me, what about the levees that have been certified pre-
viously by the Army Corps?

Mr. FUGATE. The previous certification is—one part is are they
currently certified, and as the Corps looked at what happened to
failures, and we continue to see failures in levees this year, as they
revise those standards, that is what an accredited levee becomes.

What we recognize is many levees do not meet that. It may be
because they do not have on their free board or other design issues,
but they offer protection. As we move toward factoring that in, I
think it becomes less of an issue that we are not looking at levees
unless they are accredited. We are looking at what is there.

But we will respond back in writing, sir, on where we are at on
that with the Corps.

Senator TESTER. OK. That would be good. You know the issue.
I know you know the issue intimately. What we have done through
map modernization and whatever, through the Army Corps and
FEMA not having the same standards, or whatever it might be, as
we put communities in the situation where—and I have said this
before to you, but it has been a while ago—where the folks that are
going to do the certification, the errors and omissions here are so
huge that the cost runs so high that it puts communities in rural
America that are not exactly affluent in real problems with flood
insurance. And so I look forward to working with you on this to try
to get this done, because it impacts almost every community on
every drainage, I think in this country, but I do know in Montana.

With that, thank you for being here.

Chairman JOHNSON. Senator Vitter.

Senator VITTER. Thank you, Mr. Chairman.

Thank you, Administrator, for your work, particularly and in-
cluding the recent Mississippi River flooding which impacted many
States, including Louisiana, although we were certainly not the
most impacted.

I agree with virtually all of your comments. I want to underscore
something you said, something Senator Tester emphasized, which
is the need for a full-blown longer-term reauthorization. This reau-
thorization or extension in tiny increments has really not served
our communities and the economy well at all, and I know you know
that, and you reflected that in your testimony.

For instance, according to the testimony of Terry Sullivan, who
is Chair of the Committee on Flood Insurance with the Realtors,
the last lapse we had of the program in June of last year led di-
rectly to the cancellation or delay of 47,000 home sales closings at
a time when, as Senator Tester said, we need every closing in sight
in terms of trying to revive this economy and the real estate sector
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in particular, and for no good reason, we shut down permanently
or temporarily 47,000 closings. So my first goal is a full-blown long-
term reauthorization. I know that is shared on the Committee, and
I certainly hope we get there.

Let me go to some particular issues of how we do that reauthor-
ization. One is the current coverage limits. As you know, those
have not been changed at all since 1994. That means the coverage
limit, the amount, is a fraction, in real terms, of what it was in
1994. Do you think it is appropriate that we would look at that and
adjust that in the context of moving the whole program to a much
more actuarially sound footing?

Mr. FUGATE. Senator, I would actually—I had some conversa-
tions with some folks that have coastal property, as well, where
their homes maybe in 1994 were $200,000 but now they are being
appraised or their replacement cost would be a quarter-of-a-million
or higher, and so we recognize that the Flood Insurance Program,
particularly where we have had these homes that have appreciated
so much, the insurance is not really covering replacement value. It
may cover an existing mortgage, but it certainly is not covering
what they have.

But coming back to what Senator Shelby said earlier, is it best
that we do that through the Flood Insurance Program, or do we
look at the Flood Insurance Program as a base level coverage and
then look at how we bring the private sector in to provide a higher
level of coverage? I would argue that if I have a home valued that
much, I may be able to afford more than a working class fishing
family that does not have that expensive of property.

So I guess the question is, as we look at those higher levels of
coverage, do we do that at a full actuarial value with the Federal
backing, or is this an area that the market may be interested in
participating and that we do the base level coverage and they do
a higher level.

But I agree. We have property out there that we do not cover the
replacement cost with the Flood Insurance Program because of its
caps, but in many cases, the way to go forward, I think, may be
one of those opportunities to look at how we engage the private sec-
tor.

Senator VITTER. I am certainly completely open to that path for-
ward as long as there is a path forward. I mean, right now, that
opportunity for additional coverage is either not widespread or cer-
tainly not widely understood and taken advantage of, but I do not
think it largely exists.

I want to go back to one of Senator Tester’s comments, which is
levee recertification. To me, at least in Louisiana, the biggest issue
is something you did not particularly focus on, which is the fact
that the Corps has basically walked away from their historic role
in recertifying levees which they design and they built, and after
Katrina, they basically said, we are walking away from that. It is
all on the locals.

As a practical matter, it has just proved unworkable. We are
talking about jurisdictions and entities which in 99 percent of the
cases do not have either the expertise or the resources to handle
that. And again, I am talking about levees that the Corps designed
and the Corps built and the Corps checks on and the Corps is the
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logical lead agency, at least, in that ongoing recertification. Can
you comment on that and how we can make progress on solving
that issue?

Mr. FUGATE. Well, Senator Vitter, what we have done, I think,
moves us beyond only looking at a levee that the Corps has accred-
ited or the local jurisdiction accredits to those standards. We are
working toward looking at the levees as built and using those to
determine risk versus only looking at the accredited levees. So that
is step one

Senator VITTER. And let me just interrupt. Thank you for that
policy change. That is enormously important. As you indicated, be-
fore you all made that major policy change, if it was not up to the
100-year standard, it did not exist on FEMA maps, did not provide
any protection, which was not reality. So thank you for that
change. But, as you know, my question still remains.

Mr. FUGATE. Again, we continue to work with the Corps on that.
I know this is primarily where the ownership of the levee have
transferred from the Federal Government to State or local jurisdic-
tions and how do they maintain that accreditation, and that is
something, again, we continue to work with our partners in the
Corps, but I know it is a financial difficulty for local jurisdictions
to have those levees, to maintain those standards. In many cases,
it is the cost of having engineers come out and review the levees.
Again, that is why we are hoping that as we go forward with look-
ing at those levees that may not be accredited but are providing
significant protection, how do we map that versus only accredited
levees would be mapped.

Senator VITTER. Well, I just encourage you to stay involved in
that, because the post-Katrina system is not working, and in my
opinion, it is just the Corps trying to CYA, quite frankly, so the
next time something bad happens, as it did in Katrina, they can
point to somebody else rather than themselves, and we need a
workable system. Thank you.

Chairman JOHNSON. Senator Merkley.

Senator MERKLEY. Thank you, Mr. Chair, and thank you for your
testimony, Administrator.

I want to echo what my colleague, Senator Vitter, has just said,
that it is the sense of the many Oregon communities that the Corps
has walked away from its historic role in certifying levees and left
them in an almost impossible situation in which they cannot afford
the private certification, but without the certification, their busi-
ness districts and their housing districts are decimated. They are
between a rock and a hard place, and I just want to make sure that
those concerns of communities being decimated by this change of
policy is getting to your ears.

I am not sure if you have been out to visit these communities
and understand how this affects everything—homeowners who
were not in a floodplain but are now in a floodplain and their mort-
gage company demands that they now get flood insurance, and
they may be 10 years into their policy, businesses that cannot lo-
cate in the business district because they cannot afford the policies,
the community hit hard by the recession, unable to fund the pri-
vate certification process. That is assuming that all they have to
do is get the certification, but the expectation is, well, the world
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has changed and now you are going to have to do X, Y, and Z to
change your levee, which is a huge additional cost on top of the cer-
tification itself.

I just want to make sure that this incredibly important issue for
economic development and the success of our communities is mak-
ing it to your ears and that you are out talking to the communities
that are affected and understanding it firsthand.

Mr. FUGATE. Senator, yes. In fact, our Region X Administrator
actually was the former State Director and knows many of these
issues. I personally dealt with Lake Okeechobee when the systems
around that were not certified and we had to deal with the flood
insurance premiums for rural agricultural communities. That is
why I think our plan to move forward is to look at the existing
structures and map those structures. If you are familiar with—un-
less they were accredited, we would not look at the existing struc-
tures in determining that risk, and we are moving——

Senator MERKLEY. Let me interrupt you there, because I was one
of the Senators that advocated fiercely for that change. I do praise
you for responding to our pleas on behalf of our communities. But
let me give you an example of a community in my State, the com-
munity of Warrenton. Warrenton was in a situation of having to
adopt the new flood zone before your change of policy, and so—and
they had to do that because people could not afford flood insurance
without adopting the new flood zone policies, or the new flood de-
terminations, but they are now in the situation of—that plan did
not take into account existing structures because it happened be-
fore you changed the policy. I praise you for changing the policy.

But how about for these communities that did not benefit from
what is really a more accurate appraisal of flood risk? Can it be
possible to go back and rework with those communities that were
unfortunately hit a little before the change in policy?

Mr. FUGATE. Absolutely, Senator. As we go through our process
of doing the internal review and now, I think in about 30 to 45
days, we are going to put this out to the external stakeholders for
comment as we go forward with a rule, once we are able to imple-
ment the rule, we will go back and work with communities to up-
date their maps based upon the new process. So it is not—it will
not go as fast as I think many communities want, but it will go
back and look at those communities where they did not have a cer-
tified levee and give us the opportunity to remap based upon the
existing structures.

Senator MERKLEY. So I think that is great news and thank you.
Do you anticipate, for example, for a community like Warrenton,
just using it as an example, is that a year out or a couple years
out, and is there a price tag associated with it?

Mr. FUGATE. Senator, could I respond back in writing on what—
we are still going through the methodology to get that through the
peer review and then go to the external stakeholders. I think when
we have that, that will be about a 50-day process, and as we get
the comments back, we will have to adjudicate and see. My staff
feels like we have got the 80 percent solution, but we want to make
sure we did not get unintended consequences or miss things.

But I would like to respond back in writing, that once we have
the rule, what our time line would look like to come back and
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remap and what those costs would look like as far as resource
availability.

Senator MERKLEY. I would appreciate that, and I understand it
is a complicated process and they are trying to address it in a thor-
ough manner and that would be very helpful.

In terms of the role of certification, the Corps has continued to
play a role when there is a Federal structure involved, and I can
assure you that we have been working with our communities to try
to make sure we know about every Federal structure that could
possibly trigger this policy. But is the current policy the one from
here into the future, or just as Senator Vitter noted, kind of the
walking away from the role of certification, is there a chance to
walk back into that role and embrace it in a more wholehearted
fashion?

Mr. FUGATE. Again, I will defer to the Corps of Engineers, but
we do work very closely with them over the certification process,
those that are still federally managed. I think this, again, is going
to be a resource issue, in that how do we pay for or maintain the
levees that are not Federal and understand that that is a tremen-
dous burden and a cost for many local communities.

Senator MERKLEY. Thank you.

Chairman JOHNSON. Senator Johanns.

Senator JOHNSON. Thank you, Mr. Chairman. Thanks for being
here.

I have just a couple of, really, quite specific questions that I
would like to run by you. As you know, the State where I am from,
the State of Nebraska, is bordered on the East side by the Missouri
and we are now in this ramp-up where a historic amount of water
is headed into the State, beyond anything the levees have ever had
to endure, in fact, about twice as much water.

There appears to be three events involved that cause this issue.
Event number one was rain in Montana, a historic amount of rain.
Event number two, of course, is snow melt. Event number three is
the release that necessarily has to occur by the Corps of Engineers
to avoid dam failure.

As I understand the role relative to flood insurance policy, is you
have to have it in place 30 days prior to the event. So how do you
judge in this case when that 30 days starts to run?

Mr. FucaTE. That has been a very challenging question, is, does
the flood event start when we start seeing actual damages or is it
because we know the event is coming. I will ask, Senator, to re-
spond in writing, because there are some very specific things that
we had to go through to determine when does a flood occur by the
legal definition and when is that incident period.

The challenge is that is when we stop writing policies. The re-
ality is, even if people purchase the policies, if they flood inside the
30-day period, they are not going to be covered. This really gets
back to when would we stop writing policies because there is a
flood event or we are in a flood situation. But I would ask that we
respond back in writing with specific details of how we go through
that, because it does involve measuring certain things and going
out and sending out adjusters to look at what is going on.
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Senator JOHNSON. OK. If you could do that, I would really appre-
ciate it, because we have many people, probably not just in Ne-
braska but all along the river system, that have this problem.

The second question probably is no less challenging. In a situa-
tion where you have the Corps come in and they certify a levee,
and as a result of that, people are in the floodplain, they are out
of the floodplain, people find themselves out of the floodplain and
they do not need flood insurance for their mortgage, they are not
worried about the flooding situation, and all of a sudden caught in
this historic situation again, what happens to those people? What
if they were to—are they treated any differently? Can they buy
flood insurance? What is the situation for them?

Mr. FUGATE. Up until the point where a flood is occurring and
we are still providing flood insurance, they can purchase flood in-
surance. If the flooding occurs outside of their purchase window,
the first 30 days, they would have flood insurance protection. But
this gets back to a very common issue we face, and that is even
though you are not in the 1 percent or greater risk, it does not
mean you will not flood.

And the reality is, if you leverage all the individual assistance
programs that FEMA provides to a homeowner in an even where
there is a flood, the Governors request the disaster declaration, and
the President has granted individual assistance, it is a little less
than $30,000.

So what happens to people is they end up losing everything.
They cannot cover their mortgage. They cannot replace their home.
And it generally, for many people in the middle class, is their most
significant personal holding, and they are totally unprotected with-
out flood insurance.

And again, this gets back to the root issue of as people who do
not have flood insurance, whether it is required or not as part of
their mortgage, are flooded, even when we provide Federal assist-
ance, we do not make people whole, and it is, again, a program
that was designed to prevent those kind of losses, but because peo-
ple are oftentimes misinformed about their risk that they are not
required to purchase it, therefore, they do not flood or do not need
it, they find out, unfortunately, and we see this time and time
again, where it is not only the impact of the flood, it is the financial
impacts that many time are very difficult to recover.

Senator JOHANNS. I will just wrap up with this, Mr. Chairman.
This is a tragic situation because the average person just simply
would not go out and buy a flood insurance policy if no one is ad-
vising them that it is necessary. If they are not in a 100-year flood-
plain and the banker is not requiring it on the mortgage, et cetera,
the average person would look at the cost of it and say, “Why
would I?” And then you have the historic event, and they are just
flat out of luck.

I guess what I would say to you, if you could get back with me
on the issue I have raised, I would appreciate it, because this water
is headed our way now, and next week I think we reach that max-
imum level of discharge by the Corps. And then I think it holds
there into August, maybe all through August. I am going to guess
I am going to have to get to know you a lot better in the months
ahead, and probably a lot of other Senators will, too.



19

Thank you, Mr. Chairman.

Chairman JOHNSON. Senator Schumer.

Senator SCHUMER. Thank you, Mr. Chairman.

First, thank you, Administrator Fugate. And before I get into the
substance of my remarks, I want to thank you for being always re-
sponsive. We have had, you know, unfortunately, a number of dis-
asters in my State during your tenure, and you have always been
there and your folks have always been there, and I appreciate the
hard work they do.

As you know, we have a huge issue on Long Island. It is one of
the most important issues that Long Island faces. And what has
happened is that people whose homes have never been flooded, who
are as much as 5 miles inland, are being told that they need flood
insurance, and it costs them up to $3,000. And these are middle-
class people. This is not a farm community or a community by a
river. These are suburban blocks. And they are befuddled. It is
what makes people hate Washington, because they say, “I am being
mandated to pay $3,000 when I have never had a flood and I am
not near any crick, any stream, any water.”

And so we looked into this, and it is tens of thousands of people.
This is not a few idle homes. And we looked into this, and what
we found was FEMA used information gathered by the Army Corps
in Suffolk County, where there has not been as much of a prob-
lem—small—to draft Nassau County’s flood maps. And they raised
the level as to how high the house had to be above sea level. And,
you know, when you do that in a relatively flat place, Long Is-
land—I mean, I cannot imagine a storm that would flood things 5
miles inland from Long Island Sound or the Atlantic Ocean. If it
is, we have got a lot more trouble than this.

But they used the wrong map to save money. That was what was
told to us privately. Instead of doing a remapping in Nassau Coun-
ty, population 1.4 million, so I am sure it is—you know, it is not
a small, little area. And Nassau has unique geography. It has dif-
ferent coastal and tidal characteristics than Suffolk County. It
should have been subject to a separate study.

When people hear this, imagine, you are a homeowner, you are
making $60,000, $70,000 a year, which is probably the average in-
come in New York. That is not high, as you know, because our ex-
penses are higher and our homes are higher. And you are told that
you have to pay $3,000 because you might be flooded, and no ifs,
ands, or buts, you can imagine people’s reaction.

So what I am asking is two things: first, that—the best science
was clearly not used in Nassau County, to take a county 30 miles
away and say we are using that—will you support starting the re-
mapping process over so we can get an accurate look at Nassau
County? It is just not fair to use Suffolk County’s data. No one re-
vealed that to us. We found that out ourselves, but the Army Corps
has confirmed it.

Mr. FUGATE. Senator Schumer, we will work on the Corps. We
have new updates for other parts of that basin, and we are re-
sponding back in writing to your request, and we are going to out-
line how we are going to address the issue as we go in and do more
of the studies that are going to include other areas as well as the



20

area that you have mentioned. So we are working on that. We will
have a response back

Senator SCHUMER. You mean other areas in Nassau or other
areas in general?

Mr. FUGATE. Other areas in general in that basin, and we are
going to take advantage of that to actually focus on the areas you
have identified.

Senator SCHUMER. The whole area by Valley Stream, the 40,000
houses.

Mr. FUGATE. Yes.

Senator SCHUMER. And will I be happy with this letter?

[Laughter.]

Mr. FUGATE. Unable to say, sir, but it will be responsive, and we
will continue to work with you.

Senator SCHUMER. OK, because I am not going to be happy un-
less we really deal with this problem. OK? All right.

Second, while we are waiting to deal with the problem—and I am
glad you said something is going to be done—FEMA rightly decided
to extend eligibility for the PRP, the preferred risk policy, so that
the people do not get the jump for 2 years. Could you please ad-
dress if we can extent that beyond the 2 years until we get a fair
adjudication of what is happening in Nassau County? Because it
may not be solved within 2 years, extending the PRP, which, as I
understand it, is totally in FEMA’s discretion.

Mr. FUGATE. Again, we have that request. We are working with
our chief counsel to respond to that to determine if we can do that.

Senator SCHUMER. Well, what would be the reason you could
not?

Mr. FUGATE. I would have to defer back to our chief counsel to
make sure that as we go forward we are giving an accurate answer.

Senator SCHUMER. OK. Well, look, I feel very strongly about this,
and, you know, I am prepared to do whatever it takes around here
to get fair treatment for these 40,000 people, because they have not
been treated fairly by FEMA. I do not blame you, but to save a mil-
lion bucks and use a different place and graft it onto Nassau Coun-
ty and then tell so many people that they have to pay so much
more in a place that has never had a flood in the history—you
know, since our known history, 5 miles inland, with no streams, no
cricks, no rivers, no bays, we have got to do something about this.

Mr. FUGATE. I understand, Senator.

Senator SCHUMER. Thank you.

Chairman JOHNSON. Senator Kirk.

Senator KIRK. Thank you, Mr. Chairman.

I will be much easier on you. You did a hell of a job in Illinois,
and we had quite an inundation, and I just checked with my team
in southern Illinois. High marks. Very high marks.

I also want to thank you for working with me and Jerry Costello
on this policy of not recognizing any levee at all. Your letter was
detailed. You are working on it. I very much appreciate the come-
back.

I want to talk more generally about the program. My under-
standing is you are about $18 billion in the hole right now?

Mr. FUGATE. Yes, sir.
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Senator KIRK. And we have this policy—the program has been
rolling since 1973. We have this policy of repetitive loss, which is
now a third of all your losses. Any way we can just not reauthorize
this, kind of like three strikes and you are out, rather than having
the Federal taxpayer getting taken to the cleaners over and over
again?

Mr. FUGATE. Again, I defer to this body. It is, again, on the one
hand, yes, we do have repetitive loss properties. We have to ask the
question: How long do we continue to subsidize that risk? But then
we have the situation where we get the request from the same
body to provide that assistance?

Senator KIRK. I notice in this hearing everybody is sort of asking
you for money, but you have lost quite a bit of money. And if you
were a private sector entity you would not have the constraints
that you have now which require you to lose money.

Mr. FUGATE. One of the options—and, again, oftentimes a pre-
ferred course is to buy out those properties so they do not flood in
the future. And this is done in partnership with State and local
governments. Where we have done buyouts successfully, some of
this recent flooding we have had has been less severe because
homes that previously flooded had been bought out. But it again
points out: What is the appropriate level to subsidize risk? And
how long should that risk be subsidized before we say it is no
longer going to be managed that way?

Senator KIRK. And I worry that Government always makes the
wrong decision because Congress pressures it to lose money as op-
posed to a private entity, which, you know, clearly would not write
the policy after the third loss.

What about sunsetting prefirm? Certainly with the House bill, at
least we are making the decision on vacation homes, et cetera.
What about sunsetting the whole thing so we can finally have the
map determine the risk?

Mr. FUGATE. I would look at it as for those that could afford it,
it would be a shock and somewhat painful, but it would not result
in them defaulting or losing their homes. I think there are real
issues with lower-income and fixed-income people that a sudden in-
crease in premiums, as much as several thousand dollars that they
had not budgeted for, would be extremely detrimental.

So I would look at how do we do this for those that can afford
it, and should we look at some way to continue to support those
that this would create a hardship that could actually result in
them losing their home or their ability to stay in their community?

Senator KIRK. We just had news across the wire about an hour
ago that Treasury has now said that our debt is now going to ex-
ceed our national income this year rather than 3 years from now.
So the question is: Since we have been underwriting these guys
since 1973, perhaps it might be the time to stop.

Mr. FUGATE. This is the body that can make that determination,
sir.

Senator KIRK. You are with me. And then how about sunsetting
the grandfathering? The Senate made this decision in its legisla-
tion.

Mr. FUGATE. Again, the program will go as it is directed. This
was a request that was put in to minimize the impacts as the new
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maps came out and provide that grandfathering. Certainly this is
something this body can do. I would caution, however, the unin-
tended consequences of which could result in impacts to those that
cannot afford this, and it may be causing adverse risk that we did
not anticipate.

Senator KIRK. The problem is we are subsidizing people building
anlcll investing in floodplains and then getting wiped out periodi-
cally.

Mr. FUGATE. I would suggest that those that want to build new
structures in high-risk areas, it would be better if they were as-
suming the full risk and not the taxpayers. But I am concerned
about the existing communities that are there already and what
that could do to local economies if we price people out of their
homes because of the insurance cost.

Senator KIRK. I think there would be a growing concern, Mr.
Chairman, on this Committee that the program be allowed to re-
cover its own costs.

I think that Congress is actually the problem, not you. The direc-
tion I am hearing you want to take is that we would be far more
sound in the running of this program if we allow you to make these
decisions, and for a program that is a significant drag on the Treas-
ury, it seems like operating it in that way, as we just heard the
news this morning that our debt has exceeded our national income,
might be the way to go.

Mr. FUGATE. Well, another thing, Senator, is you start moving to
more actuarially based, as how do we encourage the private sector
to take on some of this risk. I think we are going to still have the
highest risk properties as some form of Federal program. But as we
move to looking at how to engage the private sector, I think we can
distribute and manage that risk better in a private sector market
than just looking solely at one that we are trying to administer
within the Federal Government.

Senator KIRK. I just would hope that maybe we could give you
one overarching authority saying notwithstanding any other of the
directions we have given you, you have overarching authority to
waive the requirements of Congress so that the program can be run
without cost to the taxpayer. Thank you.

Thank you, Mr. Chairman.

Chairman JOHNSON. Senator Menendez.

Senator MENENDEZ. Thank you, Mr. Chairman.

Mr. Fugate, what happens if this program ceases to exist, we let
it lapse? Tell me what happens in the real estate market.

Mr. FUGATE. What would happen is you would have both the
Federal Government and any hope of getting the private sector
back into underwriting mortgages walk away from all properties at
flood risk. This is what happened in the 1960s when the private
sector determined that they would no longer cover flood as a risk.
It put the financial institutions of this country and, more impor-
tantly, the taxpayer at an uncovered risk that is in—I would not
even fathom to guess what the trillions of dollars of exposure looks
like on flood. But what happens there is this is a hazard that cur-
rently the Federal Government is the primary provider of that cov-
erage. Without that, those people that live in the highest-risk areas
may not be able to receive financing for their homes, and I think
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you would end up in a situation where the exposure would be so
great that the original intent of this program to protect the mort-
gages would come back and it would, I think, eviscerate the hous-
ing market even more than we have seen.

Senator MENENDEZ. Which would be an enormous body blow to
this economy that is already struggling to recover. So with that as
a premise, it seems to me like we need to act, so then the question
is what do we do.

Let me ask you, you know, in March, in my home State of New
Jersey, the Governor filed a request for a Federal disaster declara-
tion. FEMA denied it on the basis that minimum uninsured losses
impacting individuals and families took place. But isn’t that, in es-
sence, a perverse incentive—or disincentive? I mean, the reality is,
it seems to me, that at a time when we are trying to encourage
communities and individuals that it is in their best interest to par-
ticipate in the program, does it make sense to penalize commu-
nities that have been proactive and successful in getting their resi-
dents to purchase insurance?

Mr. FUGATE. Being the FEMA Administrator where we admin-
ister the individual assistance programs that would have come to
bear for the uninsured, but also running the insurance company,
I feel that way many days. But I also recognize that our FEMA
programs will not make people whole. Even if they had gotten a
declaration, the most we are going to provide to a homeowner, if
they qualify for everything, which is very unlikely, would not even
begin to cover their mortgage or replace their homes. Most re-
cently, last year in the Tennessee floods where all the damage was
flood related, the average amount that we provided to a family was
less than $7,000. So going the individual assistance route in lieu
of flood insurance has not worked, and although——

Senator MENENDEZ. I agree with you on that. But the question
is: Here are communities that, for the most part, have accelerated
their participation in the Flood Insurance Program, yet they get
punished for those who do not have the flood insurance, and cer-
tainly that would certainly be helpful to them to have assistance
to be able to meet the challenge in their families. And yet, you
know, so those communities that do not participate to the level
that many in New Jersey do, they get the benefit. The communities
that do participate get a negative. It seems to me to be a perverse
incentive, you know, or disincentive.

Mr. FUGATE. Senator, this is the one hazard that that situation
exists. The——

Senator MENENDEZ. Let us talk about another hazard. With bil-
lions of dollars spent each year on disaster assistance, much of
which is going to people in communities who are uninsured, do you
believe that it would be cost efficient to provide vouchers to help
low-income families afford flood insurance, especially those who are
now faced with all new flood maps and, you know, encountered in
this set of circumstances?

Mr. FUGATE. That is one option, Senator, we have looked at, as
we try to move to more actuarially based and continue to increase
participation for low-incomes in a voucher system. The question
would be: Is that going to be sustainable? Because if we do it for
the first year, what about the out-years? I think if it is something
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where either we do vouchers or we do some sort of adjustment
based upon the income to continue some level of participation and
protection, those are desired outcomes. And, again, it would have
to be something to sustain.

What we do right now in our FEMA programs is if you do have
flooding and you do get individual assistance, we require you to
purchase flood insurance for the first year, and then you have to
maintain it for future years. We will oftentimes go back to a com-
munity 3 or 4 years later where there is a flood and they have dis-
continued their coverage because they either did not want to or
could not afford to continue to pay for flood insurance.

Senator MENENDEZ. It seems to me that we need to do something
to help those individuals now caught in this set of circumstances
and yet do not have the wherewithal, certainly at the start where
they are facing premium shock.

Last, I was a mayor at one time, and, you know, the nature of
a mayor’s resources is their ratable base, for the most part. In our
effort to eliminate severe repetitive loss properties, shouldn’t we be
considering a way of incentivizing in those communities that face—
this is about a third of all of the flood insurance plan claims are
made about 1 percent of these types of properties. Shouldn’t we be
looking at how we maybe work to offset some of that ratable loss
in a way that still would be an enormous savings to the program
but would incentivize mayors to say, OK, let me take this property
off the ratable base?

Mr. FUGATE. It would be another way of encouraging that. Our
current buyout programs, one of the limiting factors that I hear
from my peers at the State and local level is a cost share, and par-
ticularly in trying to buy out properties to get those properties out
of those rating systems, is, you know, how much money we have,
how many properties can we buy out, and how do we factor that
into those ratings.

Senator MENENDEZ. But the buyout—my last point, Mr. Chair-
man. The buyout program is about how much money will it cost to
buy the property, but there will be many municipalities that will
look and say, well, I am going to lose all those ratables and, there-
fore, going to be resistant. When a third of all of your claims end
up being 1 percent of those repetitive losses, it seems to me that
it makes economic sense to figure out how you incentivize elimi-
nating as much as possible of that 1 percent of repetitive loss prop-
erties. So we look forward to working with you on this.

Chairman JOHNSON. Senator Moran.

Senator MORAN. Thank you, Mr. Chairman.

Administrator, thank you. Two days in a row of your testimony.
It has become even more exciting as the day goes on. I appreciate
the conversation that I have heard. I would like to ask you to in-
clude me in the letter that you apparently are going to send to Sen-
ator Johanns in regard to in-progress flooding. That is an issue for
us along the northeaster border of Kansas. The Missouri River cre-
ates our border.

Also, I wanted to see if you had any sense that there is any need
to address what I see as perhaps a bias against rural disasters in
regard to a disaster declaration and FEMA’s assistance. We have
a number of instances in which because of its rural lower property



25

values, smaller population, the tornado or the flood is just as dam-
aging to the folks who are affected by that, but we do not reach
the threshold necessary for a Presidential declaration. Just recently
one of our counties, Clay County, had 100 percent of their roads
damaged by a flood, but the value will not meet that. Redding,
Kansas, tornado, very low property values, a small community, al-
most totally devastated, but, again, will not meet the threshold. We
are not looking for expanding the cost to FEMA, but I want to
make certain that—or to the taxpayers. I do want to make certain
that we do not have a formula that unnecessarily excludes folks
who happen to reside in rural America. Any thoughts about that?

Mr. FUGATE. Yes, sir. Coming from Florida, which many people
think is only big cities or South Florida, I come from a rural part
of the State with small rural communities. However, the Stafford
Act and the request from a Governor is judged against a State and
the population. And so it does put a disadvantage to smaller com-
munities, the theory being the State does have the resources in
many cases, if it is a small impact, to support those communities.
So it does look at the impact to the State. It looks on a per capita
State basis. And then we look at the per capita impacts within
those communities. And we have taken into account and do look at
the severity of impact of what it looks to a local community, par-
ticularly in determining at a Governor’s request what counties to
include in the initial declaration. But it does look at the State and
the State resources versus just looking at the community that was
impacted.

Senator MORAN. Let me make sure I understand what you told
me. When you say you look at the community and the damage per
capita, is there a way to override that State—in our case it is $1.31
per capita—and receive that designation?

Mr. FUGATE. There are times when the severity or the intensity
of an impact would not reach a State per capita, but it would war-
rant a decision to support a declaration. Again, this is why FEMA
does the write-ups and works with the State, but ultimately this
is the President’s determination. But there have been times where
we have had such an intensity of impact in a community that you
did not meet your State thresholds, but the impacts locally were so
catastrophic to warrant that assistance.

Senator MORAN. It is my experience that in at least many of
those small rural communities they have the least amount of prep-
aration, expertise, responsibility as compared to a larger commu-
nity that has more professional ongoing planning and response to
that kind of disaster. I would welcome the chance to explore that
issue myself further, and with your help. I would welcome your
help.

In the idea of saving some money, one of the things that made
some sense to me, you talk about in your testimony the importance
of the affordability of coverage, and I am interested in knowing
what it would take in order for premiums to be escrowed, similar
to property taxes or homeowners insurance. Could that help better
manage the issue of affordability? And do you have the authority
to escrow payments?

Mr. FUGATE. Senator, I am going to respond in writing to that
because there is another piece of that that we are exploring and we
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have been asked to look at. But how to build this into—just like
your other insurances, your property taxes, into your payment,
rather than this be a separate bill that comes up and is due all at
once.

We have also looked at and have been asked to look at quarterly
payments. I think we are—I am principally in favor of looking at
making this fit the other insurance models and fitting the escrow
model, but also allowing people to do quarterly payments so long
as people understand they just do not buy a quarter when they
think they are going to flood. They buy a year’s worth of insurance.
They are going to make payments against that and they are not
just buying a quarter’s worth.

So we are looking at how to do that. I will ask to respond back
in writing. But, again, if you can build this into the recurring costs
of mortgages and treat this more like we do other types of insur-
ance where people may want to buy this as a separate policy. Right
now it is a lump sum, so we are looking at how to provide this as
a similar process that is used for other types of policies.

Senator MORAN. If you concluded that this was an appropriate
opportunity, do you have the authority to allow escrow or quarterly
payments?

Mr. FUGATE. We are working on that, and we will respond back
in writing what we can and cannot do.

Senator MORAN. Thank you, Administrator.

Thank you, Mr. Chairman.

Chairman JOHNSON. Senator Reed.

Senator REED. Thank you very much, Mr. Chairman, and thank
you, Director. I want to thank you, first of all, for your assistance
last year for the floods in Rhode Island. I was repeatedly stopped
by my constituents who went out of their way to commend FEMA
for their efforts and for not just doing the job but going above and
beyond, so thank you for that. I think that ethic begins at the top,
so thank you very much. Well done.

A lot has been discussed about mapping. Your risk map program
is designed to ensure that by 2014 the goal of 80 percent of the Na-
tion’s flood hazard data or new updated data are deemed valid. My
sources indicate we are at about 55 percent at the end of 2012, so
how do we in 2 years go from 55 to 80 percent, particularly with
constrained budgets?

Mr. FUGATE. Senator, we are not.

Senator REED. OK.

Mr. FUGATE. To be honest. In looking at where we are having to
make targeted reductions in our budget, we have looked at reduc-
ing funding for map modernization. But we are not stopping map
modernization. But it will take longer to complete the work.

Senator REED. And how does that play out now when—for exam-
ple, my colleague Senator Schumer was talking about issues in his
part of the country. We have areas which are not in flood zones,
and then some that should be, et cetera. How does that play out
on the ground like today as flooded rage through the country? I
would think that the maps would be sort of the first place you
would want to—the first priority, because then you can decide who
must have insurance, who should not have insurance, and right
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now that is all based upon in many cases a lot of 35-year-old data
from the U.S. Geological Survey.

Mr. FUGATE. Again, Senator, it is not an easy choice, nor is it a
preferable choice. I think that the best data we have—and, again,
part of this has been oftentimes challenges to the data we have
produced, having to go back and validate that, and oftentimes a re-
study at the request because data—the outcomes were not what
people thought it should be. And so that increases the cost. But I
do agree. The best way to start is always to know what your risks
are and to have accurate maps, not only for the purposes of insur-
ance but, more importantly, for zoning and development so we can
make better and wiser choices that we build in places that have
the least amount of risk and we mitigate against a risk where we
know the hazards.

Senator REED. Has there been any discussion or thought about
trying to develop a joint enterprise to do this with the private sec-
tor, with State governments, with county government who I would
think also have a vested interest in starting with good data, not
writing policies on data they know is wrong?

Mr. FUGATE. We do that, and speaking from my experiences in
two cases where I know this was done successfully, one was in
North Carolina in the aftermath of Hurricane Floyd where they ac-
tually were able to utilize mitigation dollars from FEMA in the
aftermath of a disaster to produce very high resolution flood maps.
My experience is in Florida where we were mapping coastal com-
munities to get higher resolution maps for storm surge, and then
applying that for future map development. But I think you point
out a key issue. Much of what we are doing is establishing what
are the digital elevation maps. There is a significant economic ad-
vantage as we build, whether it is flood insurance, whether it is
highway, whether it is water management districts at State or
local programs, to be able to integrate all this digital elevation data
into a national atlas, not o you does it provide us the tools for flood
insurance, it is a significant economic tool to have the best avail-
able data for people planning and looking at future growth, con-
struction, all the way through to agriculture.

So I am firmly committed that as we do this mapping, the base-
line data, as much as we can either leverage what other people
have done or we can fill in gaps, so we are working more with the
interagency of the Federal programs to make sure that we are
identifying where we are doing mapping, other people are doing
similar work, and making sure we can maximize our investment.

Senator REED. Again, a final point on this, and I agree, these are
very difficult judgments that you are making. You have been given
this responsibility, and you are providing a general good, a social
good that lots of other people depend upon, and if they could be en-
couraged—and, in fact, could see the wisdom that they could—it
would make sense for them to participate to help us, and not just
localities and States but private entities. And with technology
today, the ability to map things from the sky and to do it quite ac-
curately and to—you know, I think that might be an approach that
would take some of the burden off of you, which you have had to
historically. But, once again, let me conclude by thanking you for
the great effort last year in Rhode Island.
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Mr. FUGATE. Thank you, Senator.

Chairman JOHNSON. I would like to thank our witnesses for
being here today to contribute to our NFIP reauthorization discus-
sion. The NFIP has an important mission: to aid in disaster mitiga-
tion and recovery. Today’s discussion will assist us as we chart a
sustainable future for the program. This hearing is adjourned.

[Whereupon, at 11:36 a.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 TIM JOHNSON

Today, the Committee meets to examine the reauthorization of the National Flood
Insurance Program. Currently, constituents from my home State of South Dakota
are dealing with some of the worst flooding that the State has ever seen. When I
was back in South Dakota last week, I spent some time talking to homeowners and
business owners in the communities that are anticipating some of the worst dam-
age. While they are working hard to minimize harm to people and property, they
are understandably concerned about short-term displacement and long-term recov-
ery. I will do my best to see that they, along with our neighbors and fellow Ameri-
cans who have had their lives turned upside down by devastating storms, are
promptly provided with the disaster relief that they need.

I would like to also applaud Administrator Fugate and his staff at FEMA for how
they have responded to the flooding in my State so far. I hope that the quick re-
sponse that we saw during the recent southern storms continues when addressing
the ongoing flooding in South Dakota and around the country.

The NFIP was created to help communities limit damage and speed recovery from
flooding disasters. However, it now faces several challenges to its long-term viabil-
ity, including an $18 billion debt to the U.S. Treasury.

Over the past year, we have also faced several lapses in the NFIP. As many
stakeholders have noted, lapses have detrimental effects on both the insurance and
housing markets. This program, which provides over $1.2 trillion in coverage, needs
certainty. It is my hope to provide this through a long-term extension.

As the people of South Dakota and others have seen firsthand, flooding is respon-
sible for more damage and economic loss than any other type of natural disaster.
It affects people across the Nation, of both parties, which is why I believe that in
2008 the Senate was able to come together across the aisle and pass a bipartisan
reauthorization bill by an overwhelming vote of 92—6. Unfortunately, in 2008 we
were not able to come to an agreement with the House.

The recent flooding has made it clear that Congress must reauthorize and reform
the NFIP which is set to expire this year on September 30th. As we move ahead,
I hope that we can once again come together and pass a bipartisan bill that will
build a sustainable future for the program and American citizens.

PREPARED STATEMENT OF SENATOR RICHARD C. SHELBY

Thank you, Mr. Chairman.

The National Flood Insurance Program was established in 1968 and was designed
to reduce the burden on taxpayers stemming from Federal disaster relief for floods.
By providing flood insurance for properties in high risks areas, it was hoped that
insurance premiums could be used to cover the costs of flood damage.

Since Hurricane Katrina, however, the Program has struggled to remain finan-
cially viable. In fact, since early 2006, the GAO has targeted the Flood Insurance
Program as “high risk” because of its mounting debt and the structural flaws.
T}(l)dag, l;che program is nearly $18 billion in debt and has problems even servicing
that debt.

Unfortunately, as the GAO has shown, the program’s debt is only one of many
difficulties facing the flood insurance program. Every aspect of the Program must
undergo significant revision for it to survive and continue on a sustainable path.

During the 109th Congress, this Committee approved unanimously, and the Sen-
ate overwhelmingly passed, legislation that, while not perfect, addressed many of
the core deficiencies of the program. That legislation would be a good starting point
for this Committee as we move toward reauthorizing the National Flood Insurance
Program.

As we begin this process, I believe several issues deserve a close examination by
the Committee. First, we should examine the relationship between the Program and
the Write Your Own insurance companies. According to the GAO, Write Your Own
companies may be receiving excessively high reimbursements and bonuses from the
Program. The GAO recommended that the Write Your Own program have more
transparency and accountability. This is something we should pursue.

The Committee also should examine the types of properties the flood insurance
program is covering to ensure that its resources are spent effectively. For example,
the Congressional Budget Office has determined that 12 percent of the homes cov-
ered under the program are worth more than $1 million. We must ensure that the
Program requires wealthy participants to pay the full costs of their insurance.

The Committee should also examine the Program’s map modernization effort. The
map modernization process has been ongoing for several years and is crucial for the
long-term success of the program. Updated maps are important for two reasons.
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First, they warn developers and homeowners about the risk of developing or living
in a floodplain. Second, they ensure that participants are paying fair prices for flood
coverage.

Some communities have called into question the validity of the maps and others
have argued that they have been excluded from the mapping process. Community
participation is crucial, but this process needs to take place rapidly to ensure that
the risk is accurately reflected and homeowners and communities are fully in-
formed. Many of the existing maps are several decades old and do not accurately
reflect the costs and risks of living within a floodplain.

I also would like to see a simple definition of the phrase “actuarially sound” in
any bill to reform the Program. This simple act will clearly State our intent to make
this program self-sustaining.

Finally, I believe this Committee should consider ways to privatize portions of this
program. We should transfer risk from the Program to the private sector to the
maximum extent possible.

If we are able to accomplish these objectives, we may finally achieve the original
purpose of the flood insurance program; to reduce the escalating cost of flooding to
taxpayers.

Thank you, Mr. Chairman.

PREPARED STATEMENT OF SENATOR ROGER F. WICKER OF
MISSISSIPPI

Thank you, Chairman Johnson and Ranking Member Shelby, for holding this
hearing on the reauthorization of the National Flood Insurance Program. I appre-
ciate the opportunity to testify before the Committee this morning, and I commend
you for taking this first important step toward reforming NFIP this session of Con-
gress.

Less than 1 year ago I came before this Committee and testified in support of
modernizing and reauthorizing the National Flood Insurance Program. Last year,
NFIP lapsed three times before the Senate authorized a 1-year extension. As you
know, that extension expires this September.

Another program lapse is entirely avoidable, and we should not allow that to hap-
pen. Similarly, another short-term extension of a flawed program would be unac-
ceptable to me, as I believe it would be to most Members of the Senate. I urge my
fellow Committee Members to enact a multiyear reauthorization and in the process
fundamentally reform this program.

The National Flood Insurance Program is the source of protection from flood risk
for most Americans. Nationwide, 5.6 million NFIP policies were in effect last year.
Lapses and short-term extensions of the program create uncertainty and unneces-
sary burdens for property owners who depend on NFIP. Lapses also drive up the
cost of administering the program and interrupt economic activity, including pur-
chases of homes and other properties that require proof of flood insurance prior to
closing. In speaking with Mississippians, it is clear that a long-term reauthorization
with targeted reforms is necessary for coastal communities to prosper.

Though most Americans who need flood insurance rely on NFIP, the program
itself has become insolvent and remains nearly 18 billion dollars in debt. Without
appropriate reform, modernization, and an extended reauthorization, our Nation
and the American taxpayers face serious consequences when—and it is only a ques-
tion of when—the next big natural disaster occurs.

In my testimony of last year, I outlined specific reforms that would help put the
NFIP back on a sustainable trajectory. These included:

1. Improving enforcement by FEMA and lenders with respect to those required
to purchase and maintain flood insurance.

2. Charging rates that are actuarially sound and offering meaningful premium re-
ductions for mitigation improvements.

3. Updating FEMA'’s flood insurance maps so that those in flood-prone areas are
aware of the risk and obtain proper insurance coverage.

Perhaps the largest threat facing NFIP, and the one responsible for the vast ma-
jority of its current debt, is that of major hurricanes making landfall on our coasts.
In 2005, hurricanes Katrina, Rita, and Wilma impacted a wide swath of the United
States. According to the Congressional Research Service, NFIP accrued approxi-
mately $17 billion in debt from flood claims caused by these storms alone.

It has been 6 years since Hurricane Katrina devastated the Gulf Coast. While we
have made significant progress in rebuilding our communities and businesses, for
many Mississippians recovery is still not complete. One of the greatest impediments
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to our efforts is the lack of affordable property insurance. The availability and af-
fordability of wind insurance is crucial in any State where there is coastal exposure.
For vast numbers of property owners, private insurance coverage for wind damage
has not been available on the Gulf Coast since the 2005 hurricane season.

Hurricanes present a unique problem for coastal property owners because dam-
ages can be caused by multiple perils, including high winds and devastating storm
surges. Currently, homeowners cannot purchase a single insurance policy to cover
all hurricane-related risks. Wind losses are covered by private insurers or State-run
wind pools, while coverage for flood damage is largely backed by the Federal Gov-
ernment through NFIP.

Many homeowners who suffered ruinous property damage from Hurricane
Katrina were forced to go to court to determine which insurer was responsible for
damage in wind-versus-water disputes, even when they had appropriate coverage.
Other property owners failed to purchase flood insurance because they relied on out-
dated Federal flood zone maps that indicated they were not at risk for flooding.
When their property was damaged by the storm, many insurance adjusters con-
cluded that property damage had been caused by water alone and denied legitimate
claims altogether.

In 2007, the Government Accountability Office issued a report which called for
greater oversight of wind and flood damage determinations. In that report, GAO
found that claims information collected by NFIP did not allow FEMA to effectively
oversee damage determinations and apportionments after hurricane events.

In the words of the GAO, “ . . . for a given property, FEMA’s ability to assess
the accuracy of payments for damage caused only by flooding is limited because
NFIP does not know what portion of the total damages was caused by wind and
what portion was caused by flooding.” The report continued, “because both home-
owners and NFIP policies can be serviced by a single Write Your Own private in-
surer, a conflict of interest exists during the adjustment process.”

To help resolve these issues, I recently introduced the Consumer Option for an
Alternative System to Allocate Losses Act, or the COASTAL Act. This legislation,
S. 1091, addresses several problems that arose in the aftermath of Hurricane
Katrina. Those problems include:

e Disputes and costly litigation between consumers and insurers over wind-
versus-water claims.

e Inherent conflicts of interest that can arise when the same claims adjuster as-
sesses damages that are and are not covered by his employer.

e Lack of oversight with respect to the adjustment process and claims paid by
NFIP.

The COASTAL Act is a commonsense approach to addressing these problems.
This legislation would use data currently collected by the National Oceanic and At-
mospheric Administration (NOAA) and other participating entities to allocate prop-
erty damage following significant storms.

Under the COASTAL Act, a formula would be established that utilizes storm in-
formation provided by NOAA and its partners, combined with structural information
for each property, to allocate losses caused by high winds and storm surges from
hurricanes. This alternative loss allocation system would be based on the timing,
location, and magnitude of wind speeds and storm surges before, during, and after
a major storm impacts the coastline of the United States.

Only properties that are completely destroyed by a hurricane, leaving little but
foundations behind, would qualify for this alternative loss allocation system. “Slab”
cases, as they are commonly know, have the greatest uncertainty, because there is
little to no evidence left to make an accurate adjustment using current practices.

The COASTAL Act is by no means a silver bullet for all of the problems associ-
ated with flood insurance and NFIP. However, this legislation is a fair and objective
way to provide more certainty to the slab claims process, which is a very costly piece
of the greater flood insurance problem.

The advantage of my proposal is that it is based on activities that NOAA already
carries out. Extensive storm data related to winds and storm surges is currently col-
lected throughout each named storm that threatens the coastlines of the United
States. This i1s done primarily for purposes of doing a better job of informing emer-
gency managers of imminent threats. I would emphasize that the COASTAL Act
does not create a new Government program—rather, it adds further utility and pur-
pose to existing Federal efforts.

I believe this proposal will provide more structure in the marketplace, which
should increase the availability of insurance and competition while driving down
premiums over time. It is also my belief that this system will help us hold insurance
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companies accountable for covered losses, as has proven necessary in some cases,
rather than forcing taxpayers to foot the bill through the deeply indebted NFIP.

A year ago I held an insurance roundtable in coastal Mississippi to hear the con-
cerns of those still recovering from Hurricane Katrina. There is no question that one
of the most difficult obstacles to recovery from previous storms and preparing for
future events has been the cost and availability of insurance.

NOAA’s hurricane outlook for 2011 indicates an active Atlantic season. Congress
must take the initiative now to put the National Flood Insurance Program on a sus-
tainable path forward. I will continue working with my colleagues on the Committee
to pass a reauthorization bill that can be signed into law before the end of the fiscal
year, and I urge all Members to join in this effort.

Thank you.

PREPARED STATEMENT OF W. CRAIG FUGATE
ADMINISTRATOR, FEDERAL EMERGENCY MANAGEMENT AGENCY

JUNE 9, 2011

Introduction

Good morning Chairman Johnson, Ranking Member Shelby, and distinguished
Members of the Committee. My name is Craig Fugate, and I am the Administrator
of the Federal Emergency Management Agency (FEMA). It is an honor to appear
before you today on behalf of FEMA to discuss the National Flood Insurance Pro-
gram (NFIP).

The NFIP serves as the foundation for national efforts to reduce the loss of life
and property from flood disasters, and is estimated to save the Nation $1.6 billion
annually in avoided flood losses. By encouraging and supporting mitigation efforts,
the NFIP leads our Nation in reducing the impact of disasters. In short, the NFIP
saves money and, more importantly, lives. While the NFIP has experienced signifi-
cant successes since it was created more than 40 years ago, there are a number of
challenges currently facing the program. The most significant challenge is balancing
the program’s fiscal soundness with the affordability of flood insurance. The NFIP
must continue to offer affordable insurance that will properly identify those prop-
erties at risk and provide them adequate coverage, while reducing the need for tax-
payer-financed disaster assistance.

In my testimony today, I will provide a brief history and overview of the NFIP
and discuss critical changes FEMA has made to the program over the years. I will
also discuss the recent efforts of FEMA’s NFIP Reform Working Group, which is de-
veloping policy recommendations for comprehensive NFIP reform for the Secretary
of the Department of Homeland Security. It is important to note, however, that the
Administration has not taken a position on the preferred course of action for NFIP
Iéeform and that these are currently draft proposals from the NFIP Reform Working

roup.

Congress has been a valuable and important partner in all of our NFIP efforts,
and we appreciate your attention to this important matter.

Overview of the National Flood Insurance Program

The NFIP is designed to insure against, as well as minimize or mitigate, the long-
term risks to people and property from the effects of flooding, and to reduce the es-
calating cost of flooding to taxpayers. Flooding can occur along river banks, or result
from weather-related coastal hazards, such as hurricanes, storm surges, or torna-
does. More than half of the U.S. population now lives in coastal watershed counties
or floodplain areas. Flooding is the most costly and prevalent natural disaster risk
in the United States.

History of the NFIP

Major flood disasters in the United States in the 1920s and 1930s led to Federal
efforts to protect lives and property from flooding. In 1936 Congress enacted the
Flood Control Act to reduce the overall risk of flooding, but there were still signifi-
cant at-risk communities that lacked insurance. In the 1950s, it became evident that
private insurance companies could not provide flood insurance at an affordable rate.
At that time, the only Federal relief available to flood survivors was disaster assist-
ance through the Federal Disaster Assistance Program. In 1968, Congress estab-
lished the NFIP to make affordable flood insurance available to the general public,
and to protect communities from potential damage through floodplain management,
which is the implementation of preventive measures to reduce flood damage.

When Tropical Storm Agnes struck the Eastern seaboard in 1972, many commu-
nities were either unaware of the serious flood risk they faced or were unwilling to
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take the necessary measures to protect residents of the floodplain. Very few of the
communities affected by the storm had applied for participation in the NFIP. Even
in participating communities, most owners of flood-prone property opted not to pur-
chase flood insurance. Instead, they chose to rely on Federal disaster assistance to
finance their recovery. As a result, Congress enacted the Flood Disaster Protection
Act of 1973 to establish a mandatory flood insurance purchase requirement for
structures located in identified Special Flood Hazard Areas (SFHAs) that have a
federally backed mortgage.

The next year, Congress enacted the Disaster Relief Act, which contained several
preparedness and mitigation provisions to reduce disaster-related losses. Later, the
National Flood Insurance Reform Act of 1994 established the Flood Mitigation As-
sistance Program, which provided cost-shared funding for States and communities
to develop mitigation plans and implement measures to reduce future flood dam-
ages.

The NFIP, with the certainty of the risk that it assumes, requires mitigation ac-
tions that aim to break the cycle of repeated disaster damage and reconstruction.
To mitigate against repeated losses and damage to properties associated with flood-
ing, Congress established two programs in the Flood Insurance Reform Act of 2004:
the Severe Repetitive Loss program; and the Repetitive Flood Claims program.

Today, more than 21,000 communities in 56 States and territories participate in
the NFIP, resulting in more than 5.6 million NFIP policies providing over $1.2 tril-
lion in coverage. To directly respond to the flood-risk reduction needs of commu-
nities, FEMA has produced digital flood hazard data for more than 88 percent of
the Nation’s population. The NFIP floodplain management standards that each par-
ticipating community is required to enact can reduce flood damages in newly con-
structed buildings by more than 80 percent.

Prior to 2003, more than 70 percent of FEMA’s flood maps were at least 10 years
old. These maps were developed using what is now outdated technology; and more
importantly, many maps no longer accurately reflected current flood hazards. Over
the last 8 years, Congress has provided over $1 billion to update and digitize our
Nation’s flood maps so we better understand the risks that our Nation faces from
flooding. Since the start of FY2009, we have been implementing the Risk Mapping,
Assessment, and Planning (Risk MAP) program, which not only addresses gaps in
flood hazard data, but uses that updated data to form a solid foundation for risk
assessment and floodplain management, and to provide State, local, and tribal gov-
ernments with information needed to mitigate flood-related risks. Risk MAP is in-
troducing new products and services extending beyond the traditional digital flood
maps produced in Flood Map Modernization, including visual illustration of flood
risk, analysis of the probability of flooding, economic consequences of flooding, and
greater public engagement tools. FEMA is increasing its work with officials to help
use flood risk data and tools to effectively communicate risk to citizens, and enable
communities to enhance their mitigation plans.

This past fiscal year, the NFIP reduced potential flood losses by an estimated $1.6
billion and increased the number of flood insurance policies in effect by 47,992.
FEMA also initiated 600 Risk MAP projects affecting 3,800 communities and ad-
dressed their highest priority engineering data needs, including coastal and levee
areas.

As the Agency moves forward with our mapping program, we remain mindful of
the challenges that flood mitigation efforts can pose for many families and commu-
nities. To that end, FEMA has used the flexibility it has under the NFIP to imple-
ment several important reforms that recognize these challenges. The most signifi-
cant of these reforms are (1) the establishment of Scientific Resolution Panels and
(2) the extension of eligibility for Preferred Risk Policies.

Scientific Resolution Panels

Flood hazards are constantly changing. For that reason, FEMA regularly updates
Flood Insurance Rate Maps (FIRMs) to reflect those changes. However, when af-
fected residents challenge revisions to the FIRMs with conflicting technical and sci-
entific data, an independent third-party review of the information is available to en-
sure the FIRMs are accurate and credible.

FEMA’s Scientific Resolution Panel (SRP) process, established in November 2010,
provides an independent third party to work with communities to ensure the flood
hazard data depicted on FIRMs is built collaboratively using the best science avail-
able. A community, tribe or political entity that has the authority to adopt and en-
force floodplain ordinances for its jurisdiction can request that FEMA use the SRP
when conflicting data are presented.

The SRP is composed of technical experts in engineering and scientific fields that
are relevant to the creation of Flood Hazard Maps and Flood Insurance Studies.
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Based on the scientific and technical data submitted by an NFIP community and
FEMA, the SRP renders a written recommendation that FEMA either deny the com-
munity’s data or incorporate it in part or in whole into the FIRM. For an appeal
or protest to be incorporated, the community’s data must satisfy the NFIP standards
for flood hazard mapping. The SRP process is reflective of the value FEMA places
on the importance of community collaboration to create accurate and credible flood
maps.

Preferred Risk Policy

In 2003 FEMA began using appropriated funds to implement a nationwide initia-
tive to update our flood maps. This effort has resulted in digital maps replacing the
previous paper inventory, and in maps that more accurately reflect today’s flood
risk. As a result of mapping modernization, many buildings that previously were
identified in low-risk areas have been mapped into high-risk Special Flood Hazard
Areas (SFHAs). The flood risk is real, and those with federally backed mortgages
find themselves subject to a statutory flood insurance purchase requirement. At the
same time, mapping modernization has removed approximately the same number of
structures from the SFHAs as it has added.

While the changes resulting from map modernization provide a more accurate re-
flection of a property and a community’s flood risk, FEMA recognizes the financial
hardship that a new SFHA designation may place on individuals. Consequently, ef-
fective January 1, 2011, FEMA began extending eligibility for its lowest-cost flood
insurance policy—the Preferred Risk Policy (PRP)—for two additional policy years
for indilviduals newly mapped into an SFHA. Previously, PRP eligibility was for 1
year only.

Extension of eligibility for the PRP should help to ease the financial burden on
affected property owners in this difficult economic environment. With this change,
property owners should also have adequate time to understand and plan for the fi-
nancial implications of the newly communicated flood risk and the mandatory pur-
chase requirement. Finally, this 2-year extension provides more time for the affected
communities to upgrade or mitigate flood control structures to meet regulatory
standards and reduce flood risks. This reduces the financial impact on residents and
businesses in the long-term while making communities safer and stronger.

NFIP Reform Working Group

The NFIP has successfully reduced flood risks across the United States since its
inception in 1968. Evidence of its success can be seen in the more than 21,000 par-
ticipating communities, more than 5.6 million flood insurance policyholders, a mod-
ernized flood hazard data inventory, and a suite of incentives driving risk reduction
across the Nation. Clearly, the program has improved the flood-resistance of exist-
ing and new construction through building standards, and has helped individuals
and businesses recover more quickly from flooding through the insurance process.

However, after 42 years of program operation, concerns about the program re-
main; and after more than a decade of seeking input, identifying issues, and under-
going studies, FEMA believes that the time has come to undertake a critical review
of the NFIP. As Members of this Committee and others in Congress consider NFIP
reform, the Department of Homeland Security (DHS) and the Administration is pre-
pared to assist those efforts as appropriate.

In 2009, I asked my staff to begin a comprehensive review of the NFIP. This re-
view has involved three important phases designed to elicit policy recommendations
and engage a broad range of stakeholders, including floodplain managers, emer-
gency managers, lenders, the insurance industry, the environmental community,
Federal agencies, and private nonprofit organizations. With so many diverse inter-
ests, stakeholder engagement has been a critical foundation of the review process.

Phase I of the NFIP review effort began in November 2009, with a listening ses-
sion designed to capture and analyze stakeholder concerns and recommendations.
The session included more than 200 participants and resulted in nearly 1,500 com-
ments and recommendations from stakeholders.

Phase II began in March 2010, when FEMA formally established the NFIP Re-
form Working Group, tasked with identifying the guiding principles and criteria for
potential proposals to reform the NFIP. This internal working group comprises a
cross-section of FEMA’s NFIP staff. As a means to conduct the analysis, FEMA
chose a participatory policy analysis framework to guide the NFIP review effort.
This Phase II effort incorporated the recommendations and themes resulting from
the NFIP listening session and Web comments. The NFIP Reform Working Group
concluded this phase in May 2010 and released a final report entitled “NFIP Re-
form: Phase II Report.” The results of both Phases I and II are now available on
FEMA’s Web site.
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As part of Phase III, which is ongoing, the NFIP Reform Working Group is re-
viewing a comprehensive body of work offering a critique of the NFIP, including re-
ports by the Government Accountability Office, the Congressional Research Service
and the DHS Office of the Inspector General; testimony before Congressional Com-
mittees; proceedings of various policy meetings; policy papers published by industry,
advocacy groups and professional associations; and scholarly works. We have been
reaching out to other Federal agencies as well. For example, we have solicited ideas
from the Federal Interagency Floodplain Management Task Force, a group of 12
Federal agencies brought together to promote the health, safety, and welfare of the
public by encouraging programs and policies that reduce flood losses and protect the
environment.

Based on this research and stakeholder input, the NFIP Reform Working Group
drafted a number of policy options for deliberation and public comment. In Decem-
ber 2010, FEMA held two public meetings and initiated a public comment period
in order to solicit input from stakeholders on the policy options. Public input from
these efforts served as a source for the refinement of the policy alternatives. Over
150 stakeholders attended the public meetings and we received 84 additional com-
ments on specific policy options.

The NFIP Reform Working Group has identified several important issues that
Congress may wish to address in the context of reform. They include, but are not
limited to, actuarial soundness and program solvency, cost and affordability of flood
insurance, mandatory purchase requirements, accuracy of mapping, and economic
development and environmental protection. I would like to briefly address each of
these issues.

Actuarial Soundness and Program Solvency

Current subsidies reflect the challenge to implementing the NFIP under the legis-
lative mandate that flood insurance “is available on reasonable terms and conditions
to persons who have need for such protection.”? While the current program collects
more than $3 billion in premium revenue annually, estimates indicate that an addi-
tional $1.5 billion in premium revenue is foregone due to the current subsidized rate
policy.

This annual premium shortfall has at times required FEMA to use its statutory
authority to borrow funds from the Treasury. These funds were used to pay flood
damage claims to policyholders. Although payments have been made to reduce this
obligation, $17.75 billion in debt remains and FEMA is unlikely to pay off its full
debt, especially if it faces catastrophic loss years. The NFIP review effort is explor-
ing fiscal soundness by analyzing inherent program subsidies and examining poten-
tial methods to further reduce the loss of life and property.

Mandatory Purchase Requirement, Affordability, and Cost

The cost of an NFIP policy and the affordability of flood insurance are topics of
frequent discussion. In some communities, the introduction of updated flood hazard
mapping results in new requirements for the purchase of NFIP policies. These pre-
miums represent an unbudgeted and often unanticipated expense to property own-
ers. To some, the insurance is unaffordable.

While FEMA has implemented some measures to address affordability concerns—
including the Preferred Risk Policy—the program offers no means-based test that
prices premium to income level. Affordability concerns are explored in the NFIP re-
view effort with a variety of measures examined, ranging from credits and vouchers
to high-deductible policies.

Accuracy of Mapping

When a new and more accurate map creates or expands a flood hazard area based
on the latest science and information on flood risks, property owners newly added
to this area, and thus required to purchase an NFIP policy, are understandably con-
cerned. In some instances, this concern leads to questions about the scientific credi-
bility of our mapping process. As noted above, we have created Scientific Resolution
Panels to resolve these questions. And while FEMA is committed to working closely
with communities to develop the most accurate flood maps possible, the current “in
or out” nature of the SFHASs (one is either in an SFHA or not) has left the program
with a perceived credibility problem, as there is no gradation of risk identified with-
in a flood zone.

142 U.S.C. 84001(a).
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Economic Development and Environmental Protection

The impact of the NFIP on economic development is another matter of debate
among stakeholders. Areas prone to flooding may have unique resource advantages
such as proximity to waterborne transport, as well as environmental or recreational
value. However, these advantages, which may be revenue-positive for a property
owner or community in the short-term, may become liabilities during a severe flood-
ing event. As written by the Association of State Floodplain Managers: “[l]land use
decisions are made by communities and tend to be based on local short-term eco-
nomic factors in the form of community growth and resultant increases in the local
tax base. These decisions often favor using floodplains for economic development,
with the fact that the area is subject to flooding being a much lower priority in the
decision.”2 The challenge of balancing economic development with floodplain man-
agement and risk reduction is explored in Phase III of the review effort.

Of course, these are not the only near-term issues that comprehensive NFIP re-
form should address. The NFIP Reform Working Group is examining other issues,
which include certification of levees, properties that significantly drain the NFIP
through repeated losses, subsidies, insurance ratings, building standards, and incen-
tives and disincentives for mitigation.

NFIP Reform Policy Alternatives

In January 2011, FEMA’s NFIP Reform Working Group completed the refinement
of policy alternatives and began the policy evaluation phase. The Working Group
is now in the analysis phase, with a third-party policy analysis organization per-
forming both quantitative and qualitative analyses of the policy alternatives to iden-
tify each policy’s strengths and weaknesses. The policy options are intentionally pro-
vocative and designed to represent the broadest range of policy options. The four
policy alternatives moving forward to the evaluation phase each represent a unique
policy theme. I would like to briefly discuss each policy option. The Administration
has not taken a position on the preferred course of action for NFIP reform. These
are currently draft proposals from the NFIP Reform Working Group. At this time,
I view our role as helping to facilitate a needed conversation on identifying an effec-
tive path forward.

Community-Based Insurance

The NFIP uses two mechanisms for implementing the floodplain management,
mapping, and insurance elements of the program. States and communities admin-
ister floodplain management requirements, including permitting and regulating
land use. Communities also adopt Flood Insurance Rate Maps. However, the insur-
ance element of the program is administered by “Write Your Own” insurance com-
panies that participate in the program or by FEMA directly. Thus, while commu-
nities issue permits for construction in the floodplain, policyholders bear the cost of
insuring against flood risk through the payment of an annual flood insurance pre-
miums. Community land-use decisions do not account for the full cost of flood risk.

Based on what we have heard from stakeholders, we are exploring community-
based flood insurance, whereby risk assessments would be performed on individual
buildings and the insurance premium payment would be made by the community.
As part of this option, the Federal Government would continue to back flood insur-
ance contracts in exchange for the adoption and enforcement of minimum floodplain
management standards and would provide an assessment and calculation of flood
risk. The sum in dollars of the risk assessment for all buildings in the community
would constitute the required premium. Incentives could be structured to encourage
communities to implement flood mitigation measures in order to reduce their overall
premium assessment.

Privatization

The NFIP was created in 1968, in part because of the absence of any substantive
means, by insurance or otherwise, to mitigate the risk of flood hazards on the pri-
vate insurance markets. Many hurdles stood in the way at the time: areas prone
to flood hazards and the likelihood of flooding had not been identified; building prac-
tices and codes that mitigate the flood hazard were neither known nor enforced; and
the financial risk of insuring properties with the potential for large catastrophic
losses posed an unmanageable threat to the solvency of insurers.

In the more than 40 years since NFIP was created, the landscape has changed:
flood risk has been digitally mapped and identified for 88 percent of the population;
private and public sector modeling tools are available to model riverine and coastal

2 Association of State Floodplain Managers whitepaper, “Critical Facilities and Flood Risk”;
November 10, 2010.
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flooding; the 21,000-plus communities participating in the NFIP have adopted build-
ing codes and practices to mitigate flooding; and the insurance and financial mar-
kets have developed a variety of means to spread risk from traditional reinsurance
to more recent innovations of catastrophe bonds, risk markets, and financial deriva-
tives.

Historically, the private insurance market has taken the position that flood is ei-
ther uninsurable or prohibitively expensive. With that in mind, in January 2011,
we brought in Chief Executives from several Write-Your-Own companies to discuss
the optimal balance in flood coverage between the private and public sectors. This
preliminary discussion served to initiate the conversation with the private flood in-
dustry to better understand what’s possible in the future. We will be continuing the
dialogue started in this session with a second meeting this fall.

Federal Assistance

Under the Federal assistance option, we are exploring a new framework for flood
loss reduction in which the Federal Government would provide financial assistance
through all Federal flood management programs only in communities in which spe-
cific flood mitigation and preparedness measures have been enacted. Failure of a
community to enact such measures would result in a significant reduction in Fed-
eral flood-related disaster assistance, ineligibility for pre- and post-disaster grants
for floodplain relocation, and could include limitations for flood control works.

In this option, the program could create a rating system similar to the NFIP’s
Community Rating System. The community rating could correspond to a cost-share
structure for Federal flood disaster and mitigation programs. Communities with
higher ratings could be given more favorable cost-share arrangements, whereas
those with lesser rating could receive a significantly reduced cost-share.

Optimization of Current NFIP Structure

The NFIP optimization policy option outlines potential enhancements to the exist-
ing program to address programmatic weaknesses and current challenges while op-
timizing the existing achievements, strengths, and benefits of the program. The op-
tions for modification address many areas of the program such as Pre-FIRM sub-
sidies, grandfathering, rating freedom, repetitive loss properties, coverage limits,
mandatory purchase, assistance to low-income citizens, floodplain management
standards, levees, flood hazard data, mitigation programs and grants, natural and
beneficial functions of floodplains, and the NFIP debt.

These four policy proposals present a broad spectrum of the options available to
enact comprehensive NFIP reform, but they are not the only ones. All policy options,
however, acknowledge that even an extremely successful flood mitigation effort can-
not eliminate flood risk. Flooding will continue to cause economic loss, which begs
the question: Who should bear that loss? The NFIP Reform Working Group heard
varying opinions on this matter, which are reflected in the four draft policy options.
Economic loss from flood could be borne by local economies, charitable organizations,
individuals who experience the flood loss, taxpayers through disaster relief and indi-
vidual assistance programs, or the private insurance market.

The nature of the NFIP demands that it be looked at holistically rather than
piecemeal; changing one facet impacts other aspects of the reform process. A suc-
cessful outcome of NFIP reform will include a multiyear reauthorization of the NFIP
to provide program stability, and a reform proposal that addresses short term
issues; considers expert judgment and best practices; establishes the long term pro-
gram direction; and incorporates the incremental reforms necessary to achieve that
target State.

Conclusion

The NFIP helps communities increase their resilience to disaster through risk
analysis, risk reduction, and risk insurance. It also helps individual citizens recover
more quickly from the economic impacts of flood events, while providing a mecha-
nism to reduce exposure to flooding through compliance with building standards and
encouraging sound land-use decisions.

While the NFIP has been an extremely successful program through its 42 years
of existence, we know we can do better. Through the NFIP Reform Working Group,
we have engaged stakeholders of various disciplines from across the Nation to help
us guide the NFIP review effort. We look forward to sharing the findings from this
ongoing effort with you as we continue to work together to ensure a strong NFIP.

Thank you again for the opportunity to appear before you today. I am happy to
answer any questions you may have.
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RESPONSES TO WRITTEN QUESTIONS OF CHAIRMAN JOHNSON
FROM W. CRAIG FUGATE

Q.1. The mandatory purchase requirement is one important meth-
od for communicating risk to homeowners. What coordination are
you having with the banking regulators to ensure that banks notify
borrowers of their flood risk and maintaining their coverage?

A.1. The enforcement of the mandatory flood insurance purchase
requirements is the responsibility of the Federal regulatory agen-
cies, and FEMA has taken a variety of measures to assist the regu-
lators in this responsibility.

e The Mandatory Flood Insurance Purchase Guidelines, compiled
and published by FEMA, has served as a valuable resource to
regulators, lenders, and consumers for over 25 years.

o FEMA regularly consults with the individual regulatory agen-
cies, Government Sponsored Enterprises, Federal agency lend-
ers, the Federal Financial Institutions Examination Council
(FFIEC), and lender trade associations. This includes resolu-
tion of specific problems, and mutual review of documents,
guidance, and regulations.

o FEMA operates a telephone response center that answers
questions from the public on all matters relating to the NFIP,
including the details of the mandatory purchase requirements,
where they apply, why they are important, and how to satisfac-
torily comply with them.

e FloodSmart, the NFIP’s marketing and information service, be-
sides producing educational and informational materials for
lenders and the public, provides a Web site for the public to
submit inquiries to the NFIP. A large number of these inquir-
ies are from lenders, insurance agents, and borrowers asking
about all aspects of the mandatory purchase requirements.

o FEMA conducts lender training both instructor-led and via
webinar to ensure that lenders understand the flood insurance
purchase requirements and the resources available to them in
carrying out their responsibilities.

e FEMA has recently established a Lender Work Group, com-
posed of lenders, insurance agents, Federal regulators, flood
zone determination companies, and FEMA to identify the ob-
stacles to effective enforcement of the mandatory purchase re-
quirements.

The requirement to purchase flood insurance for certain high-risk
properties is a mandate that by statute is implemented by the Fed-
eral lending regulators through the lenders they oversee to the
homeowner applying for a mortgage. FEMA can, and does, assist
in this implementation process, but the FEMA role must nec-
essarily be one of providing technical guidance, educational mate-
rials, informational brochures, and technological support. FEMA
has done all that and will continue to do so.
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RESPONSES TO WRITTEN QUESTIONS OF SENATOR SHELBY
FROM W. CRAIG FUGATE

Q.1. Administrator Fugate, this year has proven to be one of the
worst in recent memory for disastrous floods. The Army Corps of
Engineers has had to take the extraordinary action of flooding cer-
tain communities to save others. Many of the communities that
have been flooded were located behind levees, flood walls, and
dams. As a result, many people living in these areas did not have
flood insurance.

Please comment on the risks that exist for communities that are
located behind levees, flood walls, and dams and whether there
should there be a mandatory purchase requirement for people liv-
ing in these residual risk areas.

A.1. FEMA supports the mandatory purchase of flood insurance for
areas behind structural flood protection systems. These areas rep-
resent a higher risk than standard X zones, and the structural
flood prevention systems provide a false sense of security to those
who reside there. FEMA suggests that there be further study be-
fore dams are included in this requirement. There are existing dam
safety programs that deal with mapping of dam failures. The na-
ture of the risk below dams is different from the risk behind levees.
Dams serve many purposes besides flood control and the area
below a dam would not necessarily be in the natural 100-year
floodplain, if the dam were not there. The term “residual risk area”
is not clear. FEMA would characterize the issue as whether areas
would be in the SFHA were it not for the existence of a levee or
other structural flood protection system. This area describes the
“natural floodplain.”

Q.2. Nearly 50 percent of the people who are required to have flood
insurance do not actually purchase flood insurance. This low par-
ticipation rate exists in spite of the fact that there is a mandatory
purchase requirement for federally backed mortgages. The GAO,
among others, has pointed out that both FEMA and banks do a
poor job of enforcing the flood insurance requirement.

What steps has FEMA taken to bolster its enforcement of the
participation requirement?

Does FEMA need additional tools or does Congress need to take
specific action to ensure that banks are doing their job, and, if so,
what action does FEMA recommend?

A.2. The enforcement of the mandatory flood insurance purchase
requirements is the responsibility of the Federal regulatory agen-
cies, and FEMA has taken a variety of measures to assist the regu-
lators in this responsibility.

e The Mandatory Flood Insurance Purchase Guidelines, compiled
and published by FEMA, has served as a valuable resource to
regulators, lenders, and consumers for over 25 years.

o FEMA regularly consults with the individual regulatory agen-
cies, Government Sponsored Enterprises, Federal agency lend-
ers, the Federal Financial Institutions Examination Council
(FFIEC), and lender trade associations. These discussions in-
clude resolution of specific problems, as well as mutual review
of documents, guidance, and regulations.
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o FEMA operates a telephone response center that answers
questions from the public on all matters relating to the NFIP,
including the details of the mandatory purchase requirements,
where they apply, why they are important, and how to satisfac-
torily comply with them.

¢ FloodSmart, the NFIP’s marketing and information service, be-
sides producing educational and informational materials for
lenders and the public, provides a Web site for the public to
submit inquiries to the NFIP. A large number of these inquir-
ies are from lenders, insurance agents, and borrowers asking
about all aspects of the mandatory purchase requirements.

e FEMA conducts lender training both instructor-led and via
webinar to ensure that lenders understand the flood insurance
purchase requirements and the resources available to them in
carrying out their responsibilities.

e FEMA has recently established a Lender Work Group, com-
posed of lenders, insurance agents, Federal regulators, flood
zone determination companies, and FEMA to identify the ob-
stacles to effective enforcement of the mandatory purchase re-
quirements.

The requirement to purchase flood insurance for certain high-risk
properties is a mandate that by statute is implemented by the Fed-
eral lending regulators through the lenders they oversee to the
homeowner applying for a mortgage. FEMA can, and does, assist
in this implementation process, but the FEMA role must nec-
essarily be one of providing technical guidance, educational mate-
rials, informational brochures, and technological support. FEMA
has done all that and will continue to do so.

As discussed above, the purchase of flood insurance on certain
high-risk properties is implemented through the Federal lending
regulators to the lenders. We are not in a position to make specific
recommendations regarding the policing of banks penalties against
lenders who show a pattern or practice of noncompliance with flood
insurance statutes and regulations.

Q.3. Administrator Fugate, FEMA has adopted a new policy for
mapping provisionally accredited levees. Previously, FEMA did not
consider nonaccredited levees when developing new floodplain
maps. This increased the flood insurance rates paid by commu-
nities located behind nonaccredited levees. Recently, FEMA has
said that it will begin considering certain, provisionally accredited
levees in flood maps.

Please discuss FEMA’s change in policy and how FEMA plans to
determine the level of protection provided by provisionally accred-
ited levees.

How will FEMA ensure that these levees will be brought up to
the required protective levels within a reasonable time?

A.3. FEMA is currently developing a new levee policy that address-
es the analysis and mapping of nonaccredited levees. This new pol-
icy will be finalized in the next few months. The new policy does
not impact provisionally accredited levees or the modeling and
mapping of accredited levees. The provisional accreditation is a
designation used for levees that are not currently accredited, but
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are expected to become accredited in an agreed upon timeframe
once appropriate documentation is provided.

The responsibility for ensuring that these levees will be brought
up to the required protective levels is beyond FEMA’s purview and
expertise. FEMA’s responsibility lies wholly in adequately reflect-
ing the known flood hazard in the vicinity of the levees, regardless
of the level of protection provided by the structure. Through
FEMA’s Risk MAP program and additional engagement with the
impacted communities, FEMA will help the community to increase
flood risk awareness and take additional steps toward action to re-
duce risk. These mitigation steps can come in many forms, includ-
ing structural means and also options like relocation, elevation, etc.

Q.4. There has been a lot of focus on the Map Modernization efforts
that FEMA has undertaken over the past several years. I under-
stand that you have worked through many of the initial issues you
encountered in updating the maps and introducing them into the
communities. However, there are still those who wish to delay the
implementation of the maps.

I would like to hear about the efforts made to involve the com-
munities in the process. I understand that there is an appeals proc-
ess if communities do not believe that FEMA has used the most ap-
propriate data or their data is incorrect, but how closely does
FEMA work with the community as it develops and updates the
maps? That is to say, is it a collaborative process?

A.4. Community involvement was an important component of Map
Modernization. However, lessons learned in Map Modernization
have helped to inform how community engagement should be im-
proved, and these improvements have been incorporated into the
vision for Risk Mapping, Assessment, and Planning (Risk MAP).

During Map Modernization, communities were engaged in the
mapping process mainly through planning, reviewing, and pro-
viding comments on preliminary Flood Insurance Rate Maps
(FIRMs) and Flood Insurance Study (FIS) reports. In an effort to
obtain all relevant information and ensure accurate study results,
FEMA usually held two meetings for community officials and other
interested parties: a Scoping Meeting and a Final Meeting/Open
House.

The initial coordination activities between FEMA and individual
communities included an evaluation of the needs and the available
funding to establish the scope of the study. During this process,
community officials usually met with FEMA and other agencies at
a Scoping Meeting to determine the appropriate areas of concentra-
tion for the mapping project. Once the flood study was complete,
which may have taken several years, the community was sent cop-
ies of the preliminary FIRM and FIS report to review. After a 30-
day review and comment period, a Final Meeting and public Open
House was scheduled by FEMA’s Regional Office staff and commu-
nity officials to review the preliminary FIRM and FIS. The Final
Meeting was usually held with community officials only to review
the FIRMs and FIS; the Open House was usually open to the pub-
lic. They were often held on the same day.

Unless significant technical concerns were raised before or dur-
ing the Final Meeting and Open House meeting, FEMA would then
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begin a 90-day appeal period, which only applied when Base Flood
Elevations (BFEs) were either revised or newly proposed. BFE no-
tices were published in a local newspaper on two different dates,
usually within a week of each other, and a notice was also pub-
lished in the Federal Register. The 90-day appeal period began on
the date of the second publication in the local newspaper. During
the appeal period, property owners and other citizens in the com-
munity would have the opportunity to submit technical and/or sci-
entific data to support an appeal of the proposed BFEs. When the
90-day period was complete and any appeals were resolved, the
new FIRM and FIS report would move towards finalization.

Starting in 2010, FEMA also implemented Scientific Review Pan-
els (SRPs) for communities and other stakeholders to use if
FEMA'’s resolution of an appeal was not satisfactory. To be consid-
ered for the SRP, the data must be submitted during the 90-day
appeal period, resulting in different flood hazards than those pro-
posed by FEMA. Also, the community must consult with FEMA for
a minimum of 60 days following the end of the appeal period. If ac-
tivated, the SRP consists of a panel of five independent reviewers
from the scientific and engineering communities. This panel re-
views the engineering data, the preliminary FIRM and FIS, and
any appeal presented by the community, then provides a written
report with its decision and rationale to FEMA and the community
within 150 days. The SRP’s decision will become the recommenda-
tion to the FEMA Administrator, who will make the final deter-
mination. The SRP process is managed by the National Institute
of Building Sciences, a nonprofit organization independent of
FEMA.

FEMA has implemented other changes as well. Community en-
gagement is critical to Risk MAP’s success. Through targeted, con-
sistent outreach throughout a project, FEMA will work to make it
easier for people and communities to reduce their vulnerability to
flood risk. Some of the lessons learned in Map Modernization that
have been addressed in Risk MAP are:

e Map Modernization Scoping Meetings were often held after
FEMA had already decided on a mapping project scope. If new
information was uncovered at the Scoping Meeting, it may not
have been able to be incorporated into the mapping project
since the project had already been funded. For Risk MAP,
FEMA has completely revised the Scoping Process (now re-
ferred to as Discovery) to include better coordination with com-
munities watershed-wide, to broaden the types of stakeholders
that are engaged, and to begin discussions about flood risk ear-
lier in the process. Risk MAP’s Discovery Process will include
coordination with communities on the project scope to a much
larger extent than in the past. FEMA will not walk into a Dis-
covery Meeting knowing the scope of the project. In fact, if it
is determined after Discovery that a project is unwarranted, a
project will not be initiated. If a project is warranted, FEMA
will work with communities to determine and finalize the
scope, and those decisions will be documented in a project
charter or memorandum of understanding that all parties will
sign.
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e Communities were often not engaged thoroughly in the time
between the Scoping Meeting and the release of the prelimi-
nary FIRM and FIS, which, for some Map Modernization stud-
ies, was a period of several years. The long period of time and
other issues (for instance, staff turnover at the community)
often resulted in surprise and confusion once the preliminary
FIRMs and FIS were issued. Also, during the time the prelimi-
nary FIRM and FIS were being prepared, changes to the scope
may have occurred. If these scope changes were not commu-
nicated to the communities, the preliminary FIRMs, once
issued, resulted in backlash from communities. In Risk MAP,
communities will be engaged throughout the project timeline,
including while the data is being collected and the flood risk
products are being made. Changes to scope will be coordinated
with communities. Risk MAP projects may also include a Flood
Risk Review Meeting at the Regional Office’s discretion. Prior
to the release of the preliminary FIRM and FIS, this meeting
is held after the engineering data has resulted in draft flood
risk assessments and other flood risk visualizations, such as
depth and velocity grids, a map showing areas of mitigation in-
terest, and other products that have not been included in Map
Modernization.

e The products of Map Modernization (FIRMs and FIS reports)
are regulatory products that are used in part to determine
flood insurance purchase requirements. This often leads to a
discussion between homeowners, communities, and FEMA re-
garding who is “in or out” of the flood zone. Discussions re-
garding the consequences of flooding to a community, flood
depths and velocities, evacuation routing, warning systems,
mitigation planning, and reducing flood risk are lost in this
often contentious debate. For Risk MAP studies, a much more
robust offering of flood risk products and assistance to commu-
nities will be available. In addition, Risk MAP projects will in-
clude a Resilience Meeting, which is a meeting that occurs be-
fore the preliminary FIRM and FIS are released and is focused
on building local capacity for implementing priority mitigation
activities within a watershed. Discussions will focus on under-
standing the flood risk that exists in the watershed, planning
for that risk, and communicating that risk to citizens. While
“in/out” discussions will likely always exist, FEMA is attempt-
ing to refocus the discussion on mitigating and communicating
the flood risk.

o Currently, appeal periods are only initiated when BFEs are re-
vised or newly proposed. No appeal period is initiated when a
flood zone without BFEs is newly mapped or revised, or when
flood zone delineations change based on new topographical in-
formation and become larger or smaller. This has resulted in
backlash from communities that did not receive an official ap-
peal period and felt that they were therefore not as integral to
the mapping process as communities who received official ap-
peal periods. A new interpretation of the regulatory
underpinnings of the National Flood Insurance Program will
result in a revised policy to provide the same due process cur-
rently provided to changes in BFE determinations to other
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changes in flood hazard information on the FIRM, including
the addition/modification of approximate floodplain boundaries
and the regulatory floodway, and the redelineation of existing
detailed floodplain boundaries.

The Risk MAP community engagement approach has several
guiding principles, which, together with the specific changes de-
scribed above, will help to enhance FEMA’s community engage-
ment strategy:

o Engage communities early and often.

e Agree upon and document project outcomes and responsibil-
ities.

e Coordinate with other programs operating within the same
community.

e Engage associations to provide a third-party perspective.

e Leverage local media and use language that people under-
stand.

Q.5. A key issue underlying the current program is the lack of in-
formation provided to citizens regarding their true risks of flooding.
While subsidized rates provide a certain sense of false security, the
lack of easily understandable information provided to individuals
living in high risk areas is another contributing factor.

Please discuss FEMA'’s efforts in introducing the new maps and
how it may differ today from when FEMA first began introducing
the new maps. Please also discuss how your efforts ensure that in-
divli{duals get the information they need to truly understand their
risk.

A.5. Risk Mapping, Assessment, and Planning (Risk MAP) provides
communities with flood information and tools they can use to en-
hance their mitigation plans and take action to better protect their
citizens. Through more precise flood mapping products, risk assess-
ment tools, and planning and outreach support, Risk MAP
strﬁngthens local ability to make informed decisions about reducing
risk.

In an effort to ensure the individuals get the information they
need to truly understand their risk, Risk MAP focuses on products
and services beyond the traditional Flood Insurance Rate Map
(FIRM) and works with officials to help put flood risk data and as-
sessment tools to use, effectively communicating risk to citizens
and enabling communities to enhance their mitigation plans and
actions. For example, FEMA will produce Flood Depth and Anal-
ysis Grids, and Flood Risk Assessments. Flood Depth and Analysis
Grids help communities better understand their flood hazard and
risk in mapped floodplains since it displays a depth of flooding for
specific events. In addition, Flood Risk Assessments will be pro-
vided to help guide community mitigation efforts by highlighting
areas where risk reduction actions may produce the highest return
on investment.

FEMA delivers these products and services in Risk MAP through
a more robust community engagement strategy. The community
engagement approach in Risk MAP outlines a series of important
“touchpoints” that occur during each project from the time FEMA
plans for a project through a series of community meeting and any
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necessary map updates. The following provides the guiding prin-
ciples being used for the community engagement approach:

e Engage communities early and often.

e Agree upon and document project outcomes and responsibil-
ities.

e Coordinate with other programs operating within the same
community.

e Engage associations to provide a third-party perspective.

o Leverage local media and use language that people under-
stand.

Community engagement is critical to Risk MAP’s success.
Through targeted, consistent outreach throughout the Risk MAP
timeline, FEMA works to make it easier for people and commu-
nities to reduce their vulnerability to risk.

Q.6. The Flood Insurance program provides critical assistance to
5.5 million families and businesses. It also provides a framework
of responsible floodplain management, requiring safer, more envi-
ronmentally sound development that limits Americans’ flood risk.

Given that many communities may be hesitant to take more
drastic measures to mitigate flood risk due to economic develop-
ment concerns, what steps does FEMA take to ensure that commu-
nities participating in the program are active partners rather than
just partners on paper?

A.6. FEMA provides extensive technical assistance to 21,500 NFIP
participating communities. FEMA places a significant emphasis on
providing training to local floodplain managers. During these train-
ing sessions, communities are encouraged to adopt and enforce
higher floodplain management standards that go above and beyond
the minimum NFIP criteria. Information is provided on the overall
flood loss reduction benefits, as well as the significant flood insur-
ance discounts associated with safer construction. FEMA and its
State partners conduct hundreds of these training sessions every
year. FEMA partners with the Association of State Floodplain
Managers (ASFPM) and its 14,000 members in an effort to commu-
nicate and outreach to NFIP communities. FEMA provides funding
for ASFPM’s annual national conference where approximately
1,500 State and local floodplain managers attend. FEMA also pro-
vides funding for the Associations Certified Floodplain Manager’s
(CFM) program whereby local officials meet minimum standards
and receive the CFM credential.

We are pleased to see that many communities participating in
the National Flood Insurance Program are acutely aware of their
risk to flooding and choose to voluntarily implement floodplain
management practices that exceed Federal minimum standards.
These communities implement floodplain management programs
designed to address their unique local flooding characteristics. The
National Flood Insurance Program’s Community Rating System
(CRS) recognizes communities that implement these higher stand-
ards and provides discounts on the cost of flood insurance, com-
mensurate with the reduced risk. Flood insurance premium dis-
counts are provided in 5 percent increments to policyholders ac-
cording to a define program of 19 floodplain management activities.
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The CRS is a voluntary program that has been in place since 1990.
Eleven hundred and sixty four communities have joined the CRS.
Interest in the CRS is steadily growing with approximately 30 new
communities joining each year. Sixty seven percent of all flood in-
surance policies are located in communities that participate in the
CRS.

Additionally, FEMA provides financial assistance to help commu-
nities mitigate. FEMA has five Hazard Mitigation Assistance
(HMA) grant programs that FEMA can utilize to provide funds to
State and local communities to reduce the loss of life and property
from future disasters. For example, the Hazard Mitigation Grant
Program (HMGP) provides grants to States and local governments
to implement long-term hazard mitigation measures after a major
disaster declaration. The purpose of the HMGP is to reduce the loss
of life and property due to natural disasters and to enable mitiga-
tion measures to be implemented during the immediate recovery
from a disaster. FEMA’s Hazard Mitigation Assistance (HMA)
grant programs provide funds to assist States and communities im-
plement measures that reduce or eliminate the long-term risk of
flood damage to buildings, manufactured homes, and other struc-
tures.

The Pre-Disaster Mitigation Program is a nationally competitive
program that provides funds to States and communities, including
Tribal governments, for hazard mitigation planning and implemen-
tation of mitigation projects prior to a disaster event. The PDM
Program provides Applicants with an opportunity to raise risk
awareness and reduce disaster losses through cost effective hazard
mitigation activities.

The effectiveness of FEMA’s mitigation projects has been repeat-
edly confirmed, such as in two independent studies commissioned
by Congress. One study, conducted by the National Institute of
Building Sciences in 2005 reported that for every $1 spent on var-
ious mitigation activities, $4 in response and recovery costs are
saved. In September 2007, the Congressional Budget Office evalu-
ated the Pre-Disaster Mitigation Program and found that for every
$1 spent on mitigation projects, losses from future disasters are re-
duced by $3. FEMA’s mitigation programs have allowed FEMA to
work with its State and local partners to reduce the possibility of
property damage, personal and commercial hardship, as well as
long lasting monetary burdens.

Q.7. The GAO has highlighted that in its “ongoing work examining
FEMA’s management of the NFIP . . . FEMA does not have an ef-
fective system to manage flood insurance policy and claims data,
although investing roughly 7 years and $40 million on a new sys-
tem whose development has been halted.”

Why were the investments made in these critical operational sys-
tems subsequently halted?

What steps has FEMA taken since this time to put in place a
more effective management system?
A.7. At a TechStat session held on November 23, 2010, OMB and
DHS reviewed the National Flood Insurance Program Information
Technology System and Services (NFIP ITSS) and identified areas
of concern, including questions regarding system functionality and
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documentation completeness. DHS elected to terminate the invest-
ment amid concerns that overall software quality could not be vali-
dated and that an independent evaluation indicated that the user
needs may not be met.

FEMA developed a path forward to improve the management
and governance, and the plan was presented to the DHS CIO, DHS
OIG, and GAO. This path forward revisited the Executive Steering
Committee (ESC) membership and added a Chairman and Deputy
Chairman. The ESC Charter was revised as well. A Program Man-
agement office was established as part of the FEMA Office of the
Chief Information Officer, and a Program Executive and Deputy
Program Manager have been hired.

Q.8. Administrator Fugate, it is my understanding that FEMA has
created a new category of “grandfathered properties” for homes
that have been mapped into riskier areas. These grandfathered
properties enjoy taxpayer-subsidized flood insurance rates.

Please discuss how the newly “grandfathered” category works.

Is it a permanent category?

If not, please detail how these “grandfathered” properties will
move towards rates that more accurately reflect their actual risk?

A.8. Under the law, statutory grandfathering allows taxpayer sub-
sidized premiums only to insurance policies covering buildings con-
structed before a community adopts its initial Flood Insurance Rate
Map (FIRM) upon entry in the Regular Program of the National
Flood Insurance Program (NFIP).

Under the law, Post-FIRM properties must be actuarially rated.
Because Pre-FIRM buildings were constructed before the existence
of NFIP building requirements, the subsidized premiums, while
discounted, can often be higher than Post-FIRM actuarially rated
policies. Thus, a Pre-FIRM policy may be actuarially rated if the
actuarial premium for the specific type of building is less than the
subsidized premium. However, each class of Post-FIRM rating
must be actuarially sound under the law.

Administrative grandfathering is distinct from statutory
grandfathering. Administrative grandfathering involves creating a
class of actuarially rated policies that share common traits. Under
the rules of the NFIP, administrative grandfathering provides an
option to use the flood zone of Base Flood Elevation (BFE) from a
previous Flood Insurance Rate Map (FIRM) after a map revision if
using the older rating data is more favorable than using the data
from the current FIRM. This type of grandfathering has been em-
ployed since the early 1980s. FEMA has implemented no program
that increases taxpayer-subsidized flood insurance rates, which
would be illegal.

Under administrative grandfathering rules, regardless of the ap-
plication date, buildings constructed after a community’s initial
entry into the Regular Program of the NFIP may be insured based
on rating that uses the flood zone and BFE in effect on the date
of construction if the older data allows a more favorable premium
than the current FIRM data. Also under administrative
grandfathering rules, any building may continue to be insured (re-
newed) based on rating that uses the flood zone and/or BFE used
to rate the initial application, if this data is more favorable than
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a subsequent map revision. In order to consider a non-SFHA flood
zone in the rating using the administrative grandfathering rules,
buildings constructed before a community’s initial entry into the
NFIP (when no FIRM was effective) needed to be insured by an ap-
plication submitted before the building was newly mapped into the
SFHA.

In the past, the NFIP’s Preferred Risk Policy (PRP) was only
available to properties actually determined to be outside of the Spe-
cial Flood Hazard Area (SFHA) on the date of application. The PRP
cannot be grandfathered. Older buildings constructed before the
community’s first FIRM needed to be insured under the PRP before
a property became newly mapped into an SFHA. Upon renewal
after the building was newly mapped to an SFHA, the property re-
mained eligible for administrative grandfathering to the zone re-
flected on the PRP (an X zone). While a standard X-zone rate is
higher than a PRP, it is typically lower than the premium calcula-
tion using the SFHA. A standard X-zone rated policy, while more
expensive than a PRP, is less expensive than a subsidized policy
offered under statutory grandfathering.

On January 1, 2011, FEMA implemented the 2-Year PRP Eligi-
bility Extension, which allows the application to be rated under the
PRP for up to 2 years after a building is newly mapped into the
SFHA. A slight increase in premiums to the entire PRP class na-
tionwide made this extension actuarially sound. This extension also
allows older Dbuilding to be eligible for administrative
grandfathering when the policy is converted from a PRP to a stand-
ard rated policy. If standard X-zone rating under administrative
grandfathering is less expensive than the premiums available
through statutory grandfathering, those property owners who pur-
chased a PRP within 2 years of map revision will be eligible for the
standard X-zone rating.

This is not a permanent category because individual policies
qualify for this further PRP eligibility for only 2 years. Any further
extension of PRP eligibility (such as a longer duration than 2
years) would need to be offset by a corresponding increase in the
PRP premium. Thus, any further extension of PRP eligibility to
those currently ineligible due to a higher risk of flooding will lead
over time what is called “adverse selection.” As more and more
high risk properties are added to the class, the premiums cor-
respondingly rise. As the premiums rise, those at lower risk drop
out. We have seen this occur with administrative grandfathering
applied to standard-rated policies. Currently, almost all standard
X-Zone rated policies are nonbasement properties that were once
considered outside of the SFHA, but are now mapped in the SFHA,
or repetitive loss properties. The premiums for a standard X-Zone
policy are typically three to four times higher than the PRP. This
residual book of business, as a class, is actuarially sound.

RESPONSES TO WRITTEN QUESTIONS OF SENATOR REED
FROM W. CRAIG FUGATE

Q.1. You have indicated that the current budget will not allow
FEMA to meet its Risk MAP objective of ensuring that 80 percent
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of the Nation’s flood hazard data are new, updated, or deemed still
valid by 2014.

Based on the funding rate in the FY2012 request, when will
FEMA meet its goal?

What are the implications of delay?

A.1. FEMA will meet the goal of ensuring that 80 percent of the
Nation’s flood hazard data are new, update or deemed still valid by
2020. FEMA will defer the total number of Risk MAP project starts
in FY12 and future years. We evaluated the proposed funding level
during the development of the budget justification for FY12, as-
suming that future year funding would be at the same level (ad-
justed for inflation) as FY12. FEMA used a life cycle cost model to
predict the extended time to 2020. The assumptions within the
model include: the prioritization strategy established for Risk MAP,
program fixed and variable costs, currently identified flood hazard
updated needs, an estimate of additional flood hazard data that
will be validated during the current national assessment, and an
estimate of how quickly flood hazard data that is currently valid
will be invalidated by physical, climatological and engineering
methodology changes. While this slower pace of production impacts
the currency of the Flood Insurance Rate Maps, we believe that
this pace is justified given the current Federal budget constraints.

Q.2. Until last year, when FEMA established new standards to en-
sure appropriate topographical data in mapping, the U.S. Geo-
graphical Survey’s topographical data set was often the default for
updating flood maps. GAO reported last year (FEMA Flood Maps,
GAO-11-17) that despite the fact that it is on average 35 years old,
USGS’s data had been used for mapping in many high risk areas
because it was less costly.

Can you describe the data FEMA will rely on going forward and
the efforts you are undertaking to ensure that appropriate data
(not just the cheapest) is used to update flood maps?

A.2. FEMA intends to obtain high-quality elevation data. FEMA
will manage elevation data used for Risk MAP as part of its Engi-
neering Library system that houses all the supporting data used
for Risk MAP. FEMA will also work with USGS to integrate Risk
MAP elevation data with other national elevation data resources to
make the data more widely available and easier to use.

High-quality elevation data will not only increase the quality of
the flood hazard maps but will also aid in developing risk assess-
ment data, assist in developing actionable mitigation plans, and
improve credibility, all of which help to achieve the overall mission
of reducing the impact of disasters on lives and property. Further-
more, the data will result in a substantial increase in the public’s
awareness of risk—one of Risk MAP’s operational goals—which, in
turn, drives citizens to take actions toward mitigating risks. More
information on FEMA’s elevation data strategy and collaboration
with other Federal agencies can be found in FEMA’s “Risk Map-
ping, Assessment, and Planning (Risk MAP)—National Digital Ele-
vation Acquisition and Utilization Plan for Floodplain Mapping”,
dated July 2010, available at http:/ /www.fema.gov /plan /prevent/
fhm/rm__main.shtm#4.
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FEMA specifications for elevation data are aligned with the
USGS to maximize partnerships and data utility. The specifications
for FEMA’s highest risk areas are the same as USGS accuracy
specs. The new standard establishes minimum accuracy require-
ments for all risk levels, that vary based on the risk and terrain.
“Best available data” is no longer acceptable if it does not meet the
minimum standard.

Q.3. FEMA has indicated it will spend $80 million between 2010
and 2013 to secure new topographical data—something it has not
done in the past due to its concerns about cost.

Does FEMA plan to maintain that commitment?

Who is (and who should be) responsible for securing the appro-
priate data for each map update—FEMA or local governments?

What other 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.3. In FY2011, FEMA plans to spend $20 million to acquire ele-
vation data. High-quality elevation data form the foundation for in-
creasing the quality of the flood maps, aid in developing risk as-
sessment data, and assist in developing actionable mitigation plans
based on improved hazard data. The lower funding requests in fu-
ture years outlined in the President’s Budget will spread the ele-
vation data investment over a longer period of time. FEMA is com-
mitted to high quality elevation data and still believes it to be a
prerequisite for any updated flood hazard analysis.

The National Flood Insurance Program is a partnership with
more than 21,500 communities across the country. While FEMA
makes the significant investments, communities often have addi-
tional data to contribute (through their Planning Departments,
Watershed Councils, Stormwater Agencies, etc.). So while FEMA
does not require local contributions of data, we encourage collabo-
ration with the local agencies that have the expertise and sup-
porting data.

In recent years, the Appropriations Committees have directed
FEMA to prioritize map production funding for those partners that
provide a cash match. While this has been successful, it is not the
sole basis for funding future studies.

FEMA has a Cooperating Technical Partners (CTP) program. The
CTP Program allows communities, regional agencies, State agen-
cies, universities, and Tribal Nations that have the interest and ca-
pability to become active partners in the FEMA Flood Hazard Map-
ping program. Eligible regional agencies include: watershed man-
agement and flood control districts, regional planning councils,
councils of governments, and regional offices of State agencies.

Specifically, our partners benefit because:

e The data used for local permitting and planning is also the
basis for the NFIP map, facilitating more efficient floodplain
management.

e The CTP Program provides the opportunity to interject a tai-
lored, local focus into a national Program; thus, where unique
conditions may exist, the tailored approaches to flood hazard
identification may be taken.
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e The partnership mechanism provides the opportunity to pool
resources and extend the productivity of limited public funds.

CTP Program-related activities may be funded based on FEMA’s
priority of mapping needs and the availability of FEMA funds for
mapping. If FEMA funds are available, the Partner will receive
funds through a Cooperative Agreement. Each FEMA Regional Of-
fice will determine how much of its annual mapping budget will be
allocated to mapping activities under the CTP Program. The Coop-
erative Agreements awarded for mapping activities under the CTP
Program are intended to supplement, not supplant, ongoing map-
ping efforts by a Partner, whether it be a community, regional
agency, or State agency.

Q.4. Mapping is a collaborative effort and FEMA relies on Federal
and nonfederal partners.

Please comment on how you are working with other Federal
agencies, such as USGS, NOAA, and the Army Corps on mapping.

What data and assets are these agencies providing to support
mapping and are these complementary efforts being properly fund-
ed?

Can you comment on how FEMA is working with the private sec-

tor and how it is using new technology to improve the accuracy and
usability of maps?
A.4. FEMA has close working relationships with an array of Fed-
eral agencies, including NOAA, the U.S. Army Corps of Engineers,
and the USGS. While we each have our own statutory missions,
there are clear areas of congruence as we better understand flood
risk in the Nation. Specific attention is given to how we can lever-
age investments across the agencies and not duplicate spending.
For the USGS, this is done through a relationship (documented in
an MOU) at Headquarters. For the USACE, this is done through
relationships at Headquarters as well as Region to District collabo-
ration. The USACE efforts are enhanced by FEMA’s participation
with the Silver Jackets initiative where States convene all the Fed-
eral agencies in their area to focus on flood risk management. Over
the past year, FEMA has been engaged in a joint Task Force with
the USACE and the Office of Management and Budget to specifi-
cally address levee mapping concerns across the country. NOAA co-
ordination is done with the specific offices.

FEMA collaborates with the USGS on elevation data and hydrol-
ogy. FEMA collaborates with NOAA’s National Weather Service for
river gage data and the Ocean Service for coastal gage data, the
Coastal Services Center on data sets and community outreach, and
the Climate Service on climate change data. FEMA also coordi-
nates with Geodetic Survey for geodetic control and survey stand-
ards and best practices.

The majority of flood hazard engineering, production, map fin-
ishing, and delivery is done by private sector contractors with over-
sight from FEMA SMEs. These mapping partners are adept in Geo-
graphic Information System (GIS) technologies, which are used
throughout the mapping process.

FEMA provides flood hazard data that the private sector incor-
porates into tools they develop. A good example of this is the Web
Map Service (WMS) of the National Flood Hazard Layer that can
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be viewed with Google Earth or any other application that uses
this protocol. Mobile applications have recently been developed by
private industry that tie our flood data from this service into de-
vices such as iPhones and Android phones.

FEMA works closely with ESRI, a major GIS software and serv-
ices provider, through the Enterprise License agreement managed
by the Geospatial Management Office. ESRI conferences are also
important events to keep up with current trends and private sector
offerings from the geospatial sciences sector.

FEMA’s emphasis has been to focus on data, and more recently,
data services. The emphasis on data services allows private sector
to add value to FEMA data in making it available to the public
while reducing cost to FEMA for distribution of this data. We are
currently working on a strategy to more directly address external
solution providers to help them better communicate risk to end
users with our data. This includes not just traditional flood data,
but other Risk MAP data as well.

Q.5. There have been legislative efforts to delay the adoption of
new maps in order to forestall the designation of Special Flood
Hazard Areas.

What are the consequences to the program and society if we
delay the initiation of map updates and the adoption of new maps?

A.5. FEMA has a statutory requirement to expeditiously identify
and disseminate information regarding flood prone areas in the Na-
tion (42 USC 4002(b2)). Timely and accurate flood hazard informa-
tion provides the basis of sound decision making in communities
and with individuals. Over the past 7 years, the updating of flood
hazard maps has shown changes in the Special Flood Hazard
Areas. These changes are driven by changes in the built environ-
ment throughout the watershed and by additional data regarding
storms and water flow. Over the past 7 years, on average as many
structures have been removed from the Special Flood Hazard Areas
as have been placed in them through the updated analyses. These
shifts continue to make the maps current and ensure their accu-
racy. Further, the structures at the greatest risk are identified and
the public can take the appropriate actions to mitigate or buy down
their risk through flood insurance.

Delaying maps means that FEMA, in some instances, has anal-
yses that demonstrate that some homeowners currently required to
buy flood insurance should not have that mandatory requirement—
thus their insurance, should they choose to keep it, would be sig-
nificantly cheaper. In other instances, FEMA has analyses that
clearly show an area at high risk, yet that information is withheld.
In this latter instance, homeowners may be unaware of their risk
(most homeowners become aware of their status from their banks
after the Flood Insurance Rate Map goes into effect). If an inter-
vening flood event occurs in the community, many of those who
should have had flood insurance will not. In the absence of flood
insurance, very limited resources are available for individuals to
recover.

Q.6. In response to a request from 29 senators, you announced in
March that FEMA would temporarily withhold issuing Letters of
Final Determination for communities whose levees do not meet ac-
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creditation requirements in order to allow time for FEMA to de-
velop new methodologies that will more accurately reflect the flood
risk in areas impacted by these levees.

When will FEMA complete the development of these methodolo-
gies? Can you provide an estimate for the cost of developing and
applying these new methodologies? How will FEMA pay for these
efforts without compromising other mapping objectives?

How will these methodologies be implemented in communities
where Final Determinations have already been issued?

A.6. Regarding the timeline, see above. Regarding the implementa-
tion for communities where Final Determinations have already
been issued, see above.

Regarding your question about the costs to develop and apply the
new methodologies, these costs estimates are under development.
As we refine and finalize the new methods, we will be developing
more detailed cost estimates and, moreover, assessing overall cost
impacts to the Risk MAP program. Further, as part of this effort
we are concurrently assessing the impacts of implementing these
new methodologies to Risk MAP program objectives within pro-
jected funding levels.

Q.7. Can you provide an estimate of the percentage of properties
in S?pecial Flood Hazard Areas that maintain flood insurance poli-
cies?

A.7. Based on our research, FEMA estimates that approximately
24 percent of the properties in Special Flood Hazard Areas (SFHA)
purchase flood insurance policies. The retention rate for SFHA
properties in FY2010 was approximately 67 percent.

Q.8. It is my understanding that the Federal Government holds
easements for properties in the Morganza Floodway and that the
Morganza Spillway has been operated twice since it was built in
1954, flooding these properties twice in less than 50 years.

How are properties in the Floodway classified on FEMA’s flood
maps? To what extent are Army Corps inundation maps and sce-
narios integrated into FEMA’s flood maps?

As a general rule, how are Army Corps data, including inunda-
tion maps and scenarios, used in developing FEMA flood maps?
A.8. FEMA’s Flood Insurance Rate Maps (FIRMs) currently show
the entire area behind the spillway within the Special Flood Haz-
ard Area. The USACE inundation maps and mapping scenarios are
not incorporated into the FEMA FIRMs, although the inundated
area is reflected as within the Special Flood Hazard Area.

The USACE utilizes inundation maps for these flood control
structures as an operational component to plan controlled water re-
leases. If the water level reaches a predetermined height above the
spillway, the inundation maps show how the flood control structure
will function, operate, and reflect the areas that would be flooded
as a result of a particular scenario. This information allows emer-
gency management staff at a Federal, State, and local level to pre-
pare for initial response and recovery activities prior to the event.
FEMA’s FIRMs reflect a flood hazard for a specific statistically
probable flood event, which is the 1 percent annual chance flood
event. While these two products seem similar, their uses are dif-
ferent. The USACE’s inundation maps are intended to provide
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operational information for a particular structure and FEMA’s
FIRMs reflect flood risk based on statistical probability. Generally,
FEMA maps do not consider the operational aspects of any spillway
but FEMA does account for the unimpeded flow above the spillway
for the 1 percent annual chance flood event.

Q.9. Can you comment on the data that private insurers of large
commercial properties use in evaluating flood risk and how those
practices can be utilized in the National Flood Insurance Program?

A.9. Over the last 5 years insurers and reinsurers of large commer-
cial properties have begun to utilize more sophisticated techniques
to evaluate the flood risk for individual buildings and for portfolios
of buildings. Generally, those techniques start with FEMA’s D-
FIRMs, although the insurers typically require more detailed infor-
mation than is provided on the FIRMs, particularly for areas out-
side of FEMA’s defined floodplains. They use various additional
sources of data to enable them to make probabilistic calculations of
flood risk. Those other sources include the USGS Digital Elevation
Model, satellite imagery, USGS river gauge data and various types
of models for storm surges caused by hurricanes and other ocean
storms. FEMA is interested in following those developments, and
the mapping and actuarial components of FEMA have met with a
number of insurance company developers of flood risk models to
better understand their techniques.

RESPONSES TO WRITTEN QUESTIONS OF SENATOR MERKLEY
FROM W. CRAIG FUGATE

Q.1. I would like to thank you for changing your “without-levees”
mapping method in response to our letter, and would also like to
thank you for the commitment you made at the June 9 hearing to
remap areas that were already done with the “without-levees”
method. Communities such as Warrenton, Oregon, that have al-
ready adopted the less scientifically sound maps must pay for cost-
ly flood insurance policies while they wait for these areas to be re-
mapped. Could you provide information on the timeline for the re-
mapping and also any anticipated costs that will fall on local com-
munities during the remapping?

A.1. FEMA anticipates that the new methodologies will be com-
pleted during the Fall of 2011. While FEMA wants to move pend-
ing mapping activities forward as expeditiously as possible, we also
believe it is imperative to follow a deliberate, collaborative ap-
proach to develop quality methods and guidance and allow for con-
sideration of public comments before finalizing the new method-
ology. Therefore, FEMA has established a multidisciplinary team of
experts made up of representatives from FEMA, the U.S. Army
Corps of Engineers, academia, and the engineering industry to
evaluate the available science and develop new levee analysis and
mapping methodologies suitable for the National Flood Insurance
Program. To provide independent, objective input, an Independent
Scientific Body made up of recognized experts convened by the Na-
tional Institute of Building Sciences is reviewing and providing
comments on the new methodologies. Further, because of the im-
portance of these new methods to communities with levees, in the
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coming months we will conduct focus groups of community officials
and levee boards across the Nation. Finally, FEMA will make the
methodologies available for public review and comment. Once these
reviews have been completed and feedback addressed appro-
priately, FEMA will issue new guidance for analyzing and mapping
levee systems under the NFIP. At that time, FEMA will review im-
pacted studies and be in contact with affected communities regard-
ing the next steps in the mapping process.

As opposed to the current practice of using a single “without
levee” approach for analyzing and mapping nonaccredited levees,
FEMA is developing a suite of methodologies. For each flood protec-
tion levee, FEMA will collaborate with the community and/or levee
owner to select from this suite the best method for analyzing and
mapping the levee that balances the need for accuracy, detail, and
precision against the available mapping budget. Factors that will
be important in selecting the appropriate method include levee sys-
tem characteristics; flooding parameters; vulnerability of buildings,
infrastructure, efc., within the area protected by the levee; and
quality and availability of data necessary to perform analyses. The
suite of methodologies is specifically being designed to accommo-
date communities that are unable to provide any data or analyses
to the mapping effort. However, because FEMA must operate with-
in the fiscal constraints of its available budget for flood studies and
mapping, communities or levee owners that are willing and able to
contribute data and/or perform analyses will be more likely to re-
ceive more detailed analytical methodologies. Frequently this data
will already be in the possession of the community or levee owner
and, thus, the community or levee owner will be able to contribute
to the analysis and mapping effort at little or no additional cost.

At this time it is difficult to determine when projects placed on
hold pending new guidance will resume. However, our commitment
to Congress places a great deal of importance on the Levee Anal-
ysis and Mapping Project, and appropriately, FEMA is aggressively
working to meet this commitment. FEMA’s priority when we imple-
ment the new methodologies will be to apply them to the nearly
250 ongoing studies that have been placed on hold pending devel-
opment of the new levee analysis and mapping methodologies.

Where Final Determinations already have been issued (such as
in Warrenton, Oregon), FEMA is developing its plan to retro-
actively apply the new methodologies. While the details of that
plan are still being developed, retroactive application of the new
methodologies will depend upon the available funding and almost
certainly will require several years to accomplish. Thus, our plan
will include a multiyear prioritization and sequencing component.
Any community or levee owner wishing to revise the NFIP maps
using the new procedures faster than the time frames afforded
through the FEMA-funded study queue will have the option to sub-
mit the necessary data and analyses in support of a map revision
request under the provisions of 44 CFR 65.

Q.2. Some of my constituents have complained about the policy of
grandfathering in rates for properties that obtain flood insurance
prior to the issuing of new maps. Their concern is that neighbors,
who are active in local politics or who have been alerted by their
insurance companies, know that they can save money by obtaining
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flood insurance before the new maps are adopted. However, others
don’t receive word and end up paying much higher premiums for
the same flood risk. If FEMA is going to award these discounts, it
is important to make sure everyone has a fair chance to benefit.
What steps is FEMA taking to better communicate with property
owners about these rate options?

A.2. FEMA’s National Flood Insurance Program (NFIP) issues up-
dated flood maps in communities to help residents understand
their current flood risks and enable them to make informed deci-
sions to address those risks. When local flood maps change, individ-
uals newly mapped into a high-risk zone may be required to carry
flood insurance because of the heightened risk they now face. The
NFIP recognizes the potential financial burden that this may cause
and offers significant financial savings, through the NFIP’s
grandfathering provision and recent Preferred Risk Policy exten-
sion, to help residents stay protected at a reasonable more afford-
able cost. To ensure that individuals across the country under-
stand, and take advantage of these cost saving options, the NFIP
engages in regular outreach to communicate about map changes
and flood insurance options.

FEMA’s Federal Insurance and Mitigation Administration ac-
tively tracks communities that are releasing new flood maps and
provides a range of materials on map changes and their impact on
flood insurance requirements and costs at community meetings.
FEMA'’s information and on-the-ground assistance not only helps
residents understand map changes and insurance implications, it
also provides the practical guidance needed to help citizens take
advantage of cost saving options that come into play when local
risks change.

Recognizing the broad impact of map changes on communities
nationwide, the NFIP has developed, and regularly distributes and
promotes, a suite of fact sheets, tools, and materials that help ex-
plain ways to save on coverage through the grandfathering rule
when it issues new flood maps at the local level. We distribute
these materials at a host of conferences and stakeholder meetings
nationwide and they reside on FEMA’s FloodSmart Web site
(www.floodsmart.gov), enabling widespread access to, and applica-
tion of this important information.

The NFIP has also recently expanded eligibility for its lower-cost
Preferred Risk Policies (PRP). To raise awareness of this new pro-
gram, which launched in January 2011, the NFIP sponsored exten-
sive insurance agent trainings to help them counsel customers on
the new option and distributed a series of fact sheets,
backgrounders, and frequently asked question (FAQ) documents to
help residents take advantage of these new, significant savings.

The NFIP also continually encourages flood insurance protection
in moderate- to low-risk flood areas and offers discounted rates to
ensure that residents in these areas make the right choice and ob-
tain dependable protection. PRPs start at just $129 per year and
offer the same level of protection as a standard flood policy. To pro-
mote PRPs to eligible residents and encourage affordable coverage,
the NFIP distributes monthly direct mailings detailing the avail-
ability of this reduced cost option and regularly promotes informa-
tion and materials on PRP to agents, local leaders, and floodplain
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officials to help them educate residents about how they can effec-
tively stay protected for a modest investment. The NFIP has run
a national broadcast television spot to promote the PRP with con-
sumers and placed PRP-related online banner advertisements on
various Web sites throughout the country.

RESPONSES TO WRITTEN QUESTIONS OF SENATOR VITTER
FROM W. CRAIG FUGATE

Q.1. During the February 18, 2011, conversation with FEMA’s Jon-
athan Wescott, the request was made by St. Tammany Parish to
allow a “Partial Map Adoption.” Subsequent conversations with
FEMA Project Managers have assured communities that this is
being considered and a feasibility study is under consideration.
However to date, only one community in St. Tammany Parish
(Mandeville, Louisiana) has been given verbal notice that FEMA
will allow their Community Based Maps to be published (munici-
pality only).

What is the status of the feasibility study to allow “Partial Map
Adoption” for the rest of the Parish?

Will the same contractors, who created the preliminary DFIRMs
that are currently under Appeal by St. Tammany Parish, be al-
lowed to participate in this process?

Has a budget been proposed for this study?

Is there funding available for the feasibility study to allow Par-

tial Map Adoptions?
A.1. FEMA evaluated the possibility of a partial map adoption for
the unincorporated areas of St. Tammany Parish. However, due to
the configuration of the map panels as it related to panels affected
by levees, along with a need to ensure flood hazards match along
map edges, complicated community compliance issues, and the lack
of a good location to segment the maps, partial map adoption was
not a feasible approach for the unincorporated areas of St. Tam-
many Parish. Furthermore, at a recent meeting with Mandeville
and St. Tammany Parish officials, Parish officials agreed that a
partial map for unincorporated areas would present significant per-
mitting and enforcement issues. Region 6 has not been approached
by any other incorporated communities within the Parish to look
at moving forward with a community based map.

The current contract expires at the end of September. The intent
is for the current contractors to resolve all appeals unrelated to the
areas affected by levee guidance and coastal structure guidance
and to complete the community based map process for the City of
Mandeville to maintain continuity. At that point the study will be
put on hold until the new levee guidance is finalized.

For the City of Mandeville’s community based maps, the con-
tractor anticipates submitting for Quality Review at the end of Sep-
tember with a final Letter of Final Determination sometime to-
wards the middle of December. Additional contracting mechanisms
are being explored to extend the current contractor long enough for
the contractor to finish the Mandeville Community Based Map.

There is adequate funding available to complete partial map
adoption for the City of Mandeville. There is uncertainty on the
budget needs to complete the remainder of the study for St. Tam-



58

many Parish as it will be affected by FEMA’s new approach to ana-
lyzing and mapping unaccredited levees.

No, additional funding will have to be secured for any further in-
vestigation into the feasibility of additional community based maps.

Q.2. In FEMA’s response to the February 3, 2011, Senate letter,
FEMA states they will respond to congressional and local criticism
by terminating the “without levees” practice. They will work to for-
mulate a new methodology that takes into account lesser protection
levels (i.e., “give credit for partial protection” to uncertified/decerti-
fied levees and coastal structures).

Has FEMA begun work on the proposed “New Approach” to ad-
dress uncertified/decertified levees, Coastal Structures and Coastal
Levees?

Will FEMA solicit input on the Coastal Levee Guidance proce-
dures during their development? If not, why not? Communities are
more familiar with the situation on the ground and have had years
of experience dealing with their levees.

Will there be any changes to the FEMA guidelines on the treat-
ment of nonlevee coastal structures? These structures are very im-
portant in Louisiana for reducing flooding and providing partial
protection.

Will FEMA develop guidelines for the treatment of coastal res-
toration projects, such as mash creation and barrier island restora-
tion, in the floodplain mapping? The principle of the Multiple Lines
of Defense, the basis for Louisiana’s coastal planning, assumes that
r?storation projects will be credited with some flood protection ben-
efits.

Will the same contractors, who created the preliminary DFIRMs
that FEMA has agreed to withdraw, be used to remodel DFIRMs
in this “New Approach™?

Remodeling depends upon obtaining additional funding. Has
FEMA proposed a budget for the remapping effort? Will the pro-
posed budget be made publically available?

FEMA expects all mapping efforts to be delayed by months, not
years; however, remapping is dependent upon funding AND com-
pletion of the NEW Coastal Levee Guidance. Is there any informa-
tion on the timing of a Federal Register notice?

FEMA has stated that they will solicit for public comment on
this new methodology for Coastal Levee Guidance. Will these com-
ments be made available to the public?

Will FEMA allow adequate time for public review and comment
once the “New Approach” is proposed?

What is the status of the Science Review Panel with respect to
}:‘he ?treatment of coastal structures and levees in the mapping ef-
ort?

Have any communities entered into this phase of Appeal? Will
their concerns be made available to the public and/or other commu-
nities who are in DFIRM Appeal with FEMA?

A.2. Work has begun on the proposed new approach to address
uncertified levees, including coastal levees. However, the ongoing
effort to update FEMA’s methodologies for the treatment of
uncertified levees in flood hazard mapping for the NFIP is specific
to levees. New methodologies for the treatment of nonlevee coastal
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structures, which are not analyzed using the “without levees” prac-
tice and not covered by 44 CFR 65.10 certification standards, are
not being developed at this time.

Yes, FEMA will welcome comments on coastal levees as part of
this new approach.

See response to first bullet. It should be noted however that cur-
rent guidelines allow for evaluating the partial protection that may
be afforded by nonlevee coastal structures that are expected to fail
during a base flood. This is accomplished by utilizing an appro-
priate failed structure configuration in the overland wave mod-
eling.

FEMA does not currently have guidelines specifically addressing
the treatment of the coastal restoration projects mentioned above
in an NFIP flood study. However, that does not mean that the ef-
fects of these types of projects cannot be reflected on the FIRM.
FEMA uses highly detailed topographic and bathymetric data and
information about land use and vegetative cover in the develop-
ment of its flood models and resultant hazard mapping. Completed
coastal restoration projects typically alter the topography and/or
bathymetry in the vicinity of the project. The effects of these alter-
ations, including any changes to the vegetation present at the site,
can be incorporated into the FIRM at any time after the project
completion. In situations where these projects impact Base Flood
conditions FEMA encourages communities to provide the informa-
tion needed to update the maps to reflect the effects of these
projects within 6 months of it becoming available in accordance
with NFIP regulations (44 CFR 65.3).

Yes, where it makes sense to do so and in coordination with im-
pacted communities.

FEMA is currently performing an analysis of costs associated
with the new levee approach.

FEMA will publish a notice for a public review period in the Fed-
eral Register.

Comments will be analyzed and grouped into themes. The major
themes of the comments may be posted to the FEMA Web page for
the Levee Analysis and Mapping Project (LAMP).

At this time, no community has requested a Scientific Resolution
Panel (SRP) to review data relevant to coastal structures or levees
in the mapping effort. However, FEMA is utilizing the SRP to con-
vene an Independent Scientific Body, comprised of technical and
scientific experts, to review and comment on the proposed new ap-
proaches for depicting the flood risk associated with nonaccredited
levee systems. The proposed approaches account for the treatment
of coastal levees that cannot be accredited.

At this time, two communities have requested an SRP and were
eligible in accordance with the guidance provided publicly in Proce-
dure Memorandum No. 58, entitled “Implementing the Scientific
Resolution Panel Process.” Both are currently in the SRP process,
and their concerns are publicly available at the following Web site:
http: | [www.floodsrp.org [ panels /.



60

RESPONSES TO WRITTEN QUESTIONS OF SENATOR COCHRAN
FROM W. CRAIG FUGATE

Q.1. Administrator Fugate, as you know, we have been very clearly
reminded over the past couple of months that a lot of valuable real
estate in the Mississippi River Valley is protected from flood waters
by the world’s best levee system. Having intimately experienced
Hurricane Katrina and the recent floods, we take seriously the
need of the National Flood Insurance Program to accurately reflect
risk to the public. However, Senators from all over the Nation are
hearing from their constituents regarding FEMA’s Map Moderniza-
tion efforts.

Do you share my view that there are practical changes we can
make to FEMA policy that might mitigate some of the concerns of
communities without adversely affecting risk identification or the
solvency of the NFIP?

A.1. FEMA is committed to reforming the National Flood Insurance
Program. Specifically:

e In January 2011, FEMA’s NFIP Reform Working Group com-
pleted the refinement of policy alternatives and began the pol-
icy evaluation phase.

e The evaluation was conducted through the Spring in coopera-
Fon with Keybridge Research, a independent policy analysis
irm.

e The evaluation involved both a qualitative and a quantitative
assessment of each of the policy alternatives and identified
each policy’s strength and weaknesses.

e The Working Group has recently received the initial findings
of this assessment and have found that no single idea prevails
but that there are strengths in each of these areas that could
be combined to form a holistic reform package.

e The Working Group has been asked to continue working
through the summer.

Q.2. What consideration does FEMA give to ongoing flood control
projects when remapping an area? Is it prudent to remap an area
when there is a reasonable amount of certainty that the flood risk
of that area may change dramatically very soon due to the comple-
tion of a flood control repair project? Wouldn’t you then have to use
more Federal resources to map that area again in order to keep up
with flood risk?

A.2. FEMA coordinates with communities as new flood control
projects are built or older infrastructure is repaired or upgraded.
In our experience, many construction projects encounter delays,
and FEMA is concerned about a possible flooding event in the in-
terim.

For projects in progress, FEMA has an available remedy. In ac-
cordance with 44 CFR 61.12, FEMA may issue adequate progress
determinations for flood protection systems (i.e., levee systems) con-
struction or restoration projects involving Federal funds that may
significantly limit the area of a community that will be included in
the identified Special Flood Hazard Area (SFHA). The SFHA is the
area that will be inundated by the 1 percent annual chance flood.
Such projects reduce, but do not eliminate, the risk of flood to peo-
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ple who live and work behind levee systems and to the structures
located in these levee-impacted areas. The Chief Executive Officer
of the community or other responsible community official may re-
quest that FEMA make an adequate progress determination for a
construction project and revise the effective FIRM to designate the
SFHA in the impacted area as Zone A99.

In all cases, FEMA works to expeditiously update the flood haz-
ard depiction upon completion of the project.

Q.3. Do you believe communities who contribute constructive sci-
entific data to the remapping process should be compensated for
their troubles? Why should communities in some cases have to ex-
pend local funds to prove that the Federal Government got it
wrong?
A.3. The NFIP is a partnership with local communities, and identi-
fying flood hazards is not the sole responsibility of FEMA. In a re-
source constrained environment, FEMA must make sound invest-
ment decisions. FEMA is committed to the accuracy of all our Risk
MAP products. The additional data rarely is about demonstrating
that the draft FEMA product is wrong; usually the scientific data
brings higher resolution to the product. We view such enhance-
ments as a mutually beneficial contribution from the local partner.
FEMA strives to provide data and information at a resolution
sufficient to meet NFIP objectives of reducing future flood risk and
ensuring a sound means upon which to fairly price flood insurance.

Q.4. What is your flood insurance adoption rate among those who
are required to participate in the NFIP?

A.4. Ninety-seven percent of the 2,103 communities adopted the
Flood Insurance Rate Map (FIRM). Only 73 communities did not
adopt the FIRM and were suspended from the NFIP.

Q.5. What are your assessments of the performance of the Mis-
sissippi River and Tributaries System during this ongoing historic
flooding? How do the successes of this system affect your level of
confidence in the risk reduction capabilities of our Nation’s flood
control infrastructure?

A.5. FEMA does not evaluate the specific performance of flood con-
trol systems. The U.S. Army Corps of Engineers along with the
Mississippi River Commission provide oversight and management
of the Mississippi River and Tributaries System.

Q.6. Should it be the policy of the United States that people not
live behind levees?

A.6. Water is an integral part of the American society; water sus-
tains life and moves commerce. While there is always a risk of
flooding for businesses and homes behind levees and those affected
must know their risk, FEMA leaves it to local communities to
make wise land-use decisions about flood control.
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ADDITIONAL MATERIAL SUPPLIED FOR THE RECORD

PREPARED STATEMENT OF SENATOR RICHARD J. DURBIN OF
ILLINOIS

Chairman Johnson and Ranking Member Shelby, thank you for this hearing on
the reauthorization of the National Flood Insurance Program. I appreciate the op-
portunity to share my views on this program with the Committee.

Discussion of reauthorization of the NFIP could not be more timely for Illinois.
Today, hundreds of people in Southern Illinois are cleaning up after flooding from
the Ohio and Mississippi Rivers inundated the region this April and May. President
Obama has declared 21 counties in the southern part of my State Federal disaster
areas. I am grateful that both Federal individual and public assistance will be made
available there, and I will continue to do all I can to ensure that the affected com-
munities have the help they need.

The National Flood Insurance Program is the primary Federal resource available
to help people and communities recover from flood damage. The program expires on
September 30th of this year. There are many challenges to its reauthorization, not
the least of which is its estimated $18 billion debt. The program should be reworked
to be more actuarially and fiscally sound.

We need to update our perception of weather patterns. In Illinois, the frequency
of what once were considered 100- and 500-year flood events suggests we need to
adapt to a more realistic expectation of flooding frequency and severity. This means
accounting for evolving flood zones, through a fair and accurate flood mapping proc-
ess.

As flood maps are updated, the people who live in newly mapped flood zones have
to adapt to the cost of mandatory insurance. The program should take into consider-
ation efforts that are made by communities to shore up protections against flood
events. Today, when a community learns it will be mapped into a flood zone, no con-
sideration is given to account for that community’s efforts to bolster its levees. In-
stead, residents of the newly mapped zones must purchase insurance, even while
paying to bring their levees back up to the standard of 100-year flood protection.

This is exactly what happened in Metro East, Illinois, where most people have
never experienced a flood. The community received a double whammy when it
learned the levee no longer meets the 100-year flood protection standard and that
it was being mapped as a flood zone. The community began collecting revenues to
help repair their levee. Because they are proactive in addressing the infrastructure,
residents feel that the requirement to purchase flood insurance does not make
sense. For communities like Metro East that are investing in their levee and that
have not had a flood, we should be reasonable about the mandatory insurance re-
quirement. The Flood Insurance Program should fairly and accurately reflect com-
Eur(liities’ risk, while taking into account efforts underway to guard against a major

ood.

I commend the Committee for addressing the challenges facing the flood insur-
ance program’s reauthorization. I look forward to seeing the bipartisan measure
being developed by the Committee and am happy to help in any way I can to see
it passed.

Thank you.
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Introduction

On behalf of 1.1 million members engaged in all aspects of residential and commercial real estate,
the National Association of REALTORS® (NAR) appreciates the opportunity to submit this written
statement regarding reauthorization of the National Flood Insurance Program (NFIP). NAR urges
Congress to reauthorize the NFIP for a full five-year term and end the many stopgap extensions and
shutdowns that have only exacerbated uncertainty in recovering real estate markets.

The NFIP ensures access to affordable flood insurance for 5.6 million American home- and
business owners across the United States. This protection is vitally important as annual flooding
claims dozens of lives and billions of dollars in property loss, making it one of the most prevalent
and expensive natural disasters in U.S. history. By law, flood insurance is required in order to obtain
a federally related mortgage in more than 21,000 communities nationwide. By adopting NFIP
regulations and building codes, these communities have averted $16 billion in property loss since
2000, according to the Department of Homeland Security, This program saves taxpayers both
property and money.

The program is again set to expire on September 30, 2011, This will be the tenth time in less than
three years that Congress has had to extend program authority. Twice, thar authority was allowed to
expire in 2010 for multiple weeks each time. The lapse last June alone, during a down real estate
market, resulted in the delay or cancellation of 47,000 home sales according to NAR survey data.
While we thank the House for including a straight one-year extension in its Homeland Security
appropriations bill for 2012 (H.R. 2017), we believe that five years is the minimum timeframe
necessary to provide some certainty for real estate markets, which continue to struggle amid the
longest recession since the Great Depression. In any event, we urge the Senate not to let the NFIP
lapse again, as that would only further undermine the already fragile confidence in these key markets
upon which the U.S. economic recovery depends.

Before turning to specific reforms, we would like to discuss the legislative history and address
several common myths about the NFIP. In short, the NFIP was created and continues to address an
on-going failure of the private market to provide access to affordable flood insurance. Without this
program, the only way for many owners to rebuild after a flood would be for the federal government
to appropriate post-disaster rebuilding assistance — using taxpayer dollars.

Legislative History

The NFIP was created in 1968 after Hurricane Betsy because there was no private market alternative
for flood insurance. Historically, most communities were built along rivers and coastlines. Because
flood victims could not turn to the private market to insure and pre-pay for the flood damage, many
communities were forced to look to the federal government for rebuilding assistance. Given the
level of devastation and homelessness among families and communities, Congress had little-to-no
choice but to respond to each major flood with yet another supplemental disaster relief package of
subsidized loans, grants and public assistance — all at taxpayer expense.

In the aftermath of Hurricane Bersy, the federal government could no longer ignore the rising cost
to taxpayers of such a backward-looking public policy toward floods. One of the champions of a
federal flood insurance program, Rep. Hale Boggs said it best:
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“As you know, I represent an area which 2 years ago was horribly battered by Hurricane Betsy. But
barvicanes and flaods are not district or regional problems. They are national problemss. No one knows where
they will strike. And they requive national solutions now before thonsands more are bit withont adequate
profection. M. Chairman, we shonld attack. this problem throngh an insurance program instead of rebying
totally on divect Federal substdies to the victims of floods basically for fwe reasons: First, onr peaple want the
apportunity to protect themselves, They do not want to rely on relief agencies, Government largesse, or charity.
They want to protect thenselves and it s up to s fo belp them do if. Passage of this legislation will go a long
way in belping people to protect themselves against flood disasters. Second, as 1 said a moment ago, we bave
relied on ad hac, piecemeal relief measures for many years and it is now abundantly clear that, althongh these
temporary programs have been bejpful, they are insufficient and quite costly. We have been legislating after the
fact and it is time lo plan for the future rather than react 1o the past....."

The result was establishment of a HUD Commission, authorized by Congress and convened by
President Johnson, which in 1966 recommended creation of a federal flood insurance program as an
alternative to the government rebuilding aid. According to the Commission, every insured property
would mean one fewer property would have to be rebuilt with taxpayer dollars.

Although the NFIP has been reauthorized multiple times over the years, the Bunning-Bereuter-
Blumenauer Flood Insurance Reform Act of 2004 (P.L. 108-264) was the last multi-year
reauthorization bill to become law. Subsequently, the 1107 Congress was on the verge of approving
a subsequent reauthorization (H.R. 3121, the Flood Insurance Reform and Modernization Act), but
did not convene a conference committee as attention turned to the problems facing the U.S.
financial system. The Congress did return to the subject last session, when the House approved and
the Senate began its review of the Flood Insurance Reform Priorities bill, HR. 5114, with a hearing
at which NAR testified about the program’s importance. Ultimately though, the 1117 Congress was
not able to complete its wotk on the legishtion and the NFIP’s authotity had to be extended for the
ninth time, bringing the total number of lapses since 2008 to five; two of these lapses were for
multiple weeks just last year. The program is next set to expire on September 30° of this year.

Common Myths

Neither data nor fact supports assertions of 1) the ability of a private market for flood insurance to
fill the void left by privarizing the NFIP; 2) the existence of a cross subsidy from non-coastal to
coastal states under the program; or 3) a cost to taxpayers from NFIP borrowing or repeated pay-
outs for certain properties. It is simply the nature of a private market that it will not guarantee cither
the availability or the affordability of flood insurance. However, if the program is ended, the only
way to rebuild after a flood would be for Congress to respond as it did prior to 1968, which is to
approve more taxpayer-funded disaster relief.

Myth #1: The Private Market Will Meet the Flood Insurance Demand.

Legislation has been introduced by Rep. Miller of Michigan in the House (H.R. 435) to terminate the
NFIP by 2013. NAR strongly opposes this bill or any effort to privatize the NFIP. The premise
underlying such an effort is that there would be a sufficient private market to meet the flood

1 Congressional Report, “National Flood Insurance Act of 1967 (H.R. 11197)", regarding hearings before the
Subcommittee on Housing of the Committee on Banking and Currency, U.S. House of Representatives, for the dates
August 15 and 18; Seprember 19, 20, and 21, 1967, page 3.
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insurance demand more efficiently than the federal government. However, the NFIP was ereated in
the first place because the private market had failed to insure flood risk. As a result, federal
intervention was and continues to be justified today,

The market failure for flood insurance is one of information and adverse selection. Flood risk is
inherently unpredictable, so property owners understandably under- or over-estimate their risk
according to a subjective set of probabilities. The owners most likely to purchase flood insurance are
also most likely to experience flood loss. Knowing this, private insurers would naturally have to be
highly selective of whom and where they insure. In a private market, companies would be able to
reject applicants when they do not believe that the potential losses would be offset by the estimated
premiums. They would also have to set insurance rates at a level that reflects a pool of insureds that
is skewed toward the higher risk properties. That rate would likely be set high enough that even
those demanding insurance can no longer afford it, prompting them to opt out and the rate to be
increased further to reflect those remaining in the pool. This in turn would cause another round of
opts-out and rate increases, and so on.

The existence of this market failure is supported by the market research of RAND® and the General
Accountability Office (GAO).” These studies find limited-to-no private market potential, as there are
no governmental or other barriers to prevent private insurers from entering the flood insurance
market today. GAO found that merely four large companies write what private flood insurance is
offered in the United States. However, these companies write only for owners with “high net worth”
and high-value property of “at least $1 million.” RAND's analysis reinforced GAQO's findings when
it found fewer than 200,000 private policies in a market where the NFIP currently writes 5.6 million.
Going from 200,000 to 5.6 million private policies would require a market to ramp up by 3,000% to
meet the demand in only two short years were H.R. 435 enacted. RAND also surveyed current rates
for these private policies and found that the rates ranged from 1.3 to 3.4 times that of “full risk”
NFIP premiums depending on flood zone.

Because the private market would bear the full risk if the NFIP is ended, primary insurers would
have to cede some of that risk to secondary markets and purchase reinsurance. They would also
have to account for additional costs that a federal program would not incur, including taxes, the cost
of capital (i.., the rate of return to attract investors), and the profir paid to sharcholders.

Building on RAND’s private-policy rate survey, in a white paper, the Property Casualty Insurance
Association of America (PCI) calculated how much the average NFIP premium would have to rise
in order to cover these additional expenses.’ According to PCI, the cost of capital and profit would
add from $66 to $410 dollars to the average, depending on flood zone. The additional taxes would
add from $23 to $143. Not included in the NFIP premium rate is the amount of the underwriting
expense which the NFIP currently passes through to claims adjusters. That amount would also have
to be added back at the end and is estimated to range from §13 to $82. In total, the average premium
would double from $600 to approximately $1,200 according to PCI’s estimates.

2 RAND Corporation, “The Lender Placed Flood Insurance Marker for Residential Properties,” 2007,

3 The GAO, “Information on Proposed Changes to the National Flood Insurance Program,” Letter to Rep. Bamney
Frank, Report GAO-09-420R, February 27, 2009,

4 Property Casualty Insurers Association, “White Paper: True Marker-Risk Rates for Flood Insurance,” April, 2011,
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Figure 1
Average Private Flood Premium is
Twice as Much as NFIP Premium
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Source: PCI, based on NFIP Actuarial Rate Review and other sources

The market cannor guarantee property owners’ access to affordable flood insurance. That is simply
the nature of a private market. Even if private insurers were able to obtain state-by-state approval to
charge rates that are sufficient in the insurer’s judgment to manage the additional expense and risk,
few property owners (except perhaps the wealthiest) could afford flood insurance at double the
average rate. Already less than 50% of those in the 100-year floodplain purchase flood insurance at
the NFIP rate. The percentage is much lower for those in areas where flood insurance is voluntary.
This helps explains why many primary insurers (which would stand to profit most from privatizing
NFIP) have taken a public stand in opposition to privatization (c.g., sec NAMIC’s letter to FEMA
dated December 29, 2010). The profit potential is simply not there. Just the potential for negative
publicity of likely rate hikes alone would not justify the opportunity for most of these companies.

At the same time, the federal government would still have to assist in community rebuilding efforts
after a flood. Imagine if Congress had not responded to TV images of New Orleans families living
in makeshift tents in the Superdome after Hurricane Katrina. The amount of federal assistance will
not decline if there is no longer an NFIP; the only difference would be in the form of assistance the
federal government provides. Rather than authorizing a federal program to collect premiums from
property owners to cover their claims in a typical year, Congress would likely have to increase the
amount of axpayer-subsidized SBA loans, grants and public assistance to these communities. By
increasing the number of insured properties, the NFIP reduces the number that would have to be
rebuilt at taxpayer expense. In fact, the NFIP reduces taxpayer burden by providing an alternative to
expensive post-disaster relief.

Myth #2: The NFIP Benefits Coastal States at Non-Coastal States’ Excpense.

In 2008, a GAO study of NFIP rate setting was supplemented by a state-by-state analysis that added
up claim payments and premiums from 1978 to 2007 and then subtracted the total premiums from
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the total chims.” GAO was building on an earlier report by the Congressional Rescarch Service
(CRS)." Because these analyses showed that some coastal states were receiving more in claims than
they paid in premiums over time, some concluded that losses in these states must be cross
subsidized by premiums paid in non-coastal states. The argument made was one of lack of fairness
that non-coastal states are being forced to pay into a program from which they are getting relatively
little in return. One observer likened the NFIP to an “ATM machine” that non-coastal states pay
into in order for other states in the path of hurricanes to finance community rebuilding efforts along
the coast, which from their point of view, is irresponsible.

However, such judgments are based on one interpretation of partial analyses that were not designed
for that purpose. Underlying these judgments are premises that a) some states are facing a higher
flood risk and not paying proportionate to risk; b) lower-risk states are making up the difference by
paying more than their fair share; and ¢) historic claims data can be used to identify which states are
low risk and cross subsidizing the others. Yet, CRS and GAO were not analyzing the risk to states.
Indeed, GAO explicitly acknowledged the limitations of relying on this type of analysis to draw such
conclusions:

“We reeognize that floading is a highly variable event, with losses varying widely from year to year,
and that even an analysis of nearly three decades of bistorical data conld lead to nureliable
conclsions about the actual flood risk faced by a given state.”

Rather, CRS was concentrating on the subset of properties with repetitive insured losses under the
NFIP. GAO was looking for a pattern in insurance pricing among states with “high-loss” years (i.c.,
vears when a state’s annual clims exceeded its premiums). The idea was that if some states
frequently had high-loss years, and policyholders in these states were paying the same rates as those
in other states, it could rise questions about the NFIP’s rate structure.

The fact that certain states have not recently flooded at a magnitude that the total claimed exceeded
the amount paid does not prove it never will. As GAO's analysis shows, historically, Louisiana had
paid $428 million more in premiums than claims when Hurricane Katrina struck in 2003, Floods are
caused by rising rivers, storms, snow melt, and man-made problems with construction, development
and structures, as well as hurricanes. They have happened in every state, year around and just about
anywhere and anytime that rain has fell. Their occurrence is inherently difficult, if not impossible to
predict. Even a property with a 2% annual risk of flooding has a 50-50 chance of having no flood
during a 35-year period. The lack of a flood over this period does not prove that the house will
never flood; a 2% annual risk is a very high risk structure. Rather than focusing on the claims
history, the more relevant question is which states are more exposed to flooding faday, and that
would depend on a) a state’s concentration of the high-risk properties most susceptible to flood
damage; and b) how many of these properties have flood insurance to pay for the future damage,
rather than taxpayers via federal disaster assistance.

5 GAO, “Flood Insurance: FEMA's Rate-Setting Process Warmants Attention,” Report GAO-09-12 (October 2008), sce
Tahle 4.

6 CRS, “Federal Flood Insurance: The Reperitive Loss Problem,” Report RL32972, sce Appendix C.
7 GAO, Page 25.
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Furthermore, while the GAO did adjust for inflation, neither analysis accounted for whether high-
loss years corresponded with high-premium years. For example, in the early 1980s, Michigan had
several high-loss vears in a row according to the FEMA data; in 1980, 1981, 1982, 1985, and again in
1986, the state’s claims exceeded its premiums. At this time, Michigan had approximately half the
number of policies it does today (13,000 on average from 1980-86 vs. nearly 26,000 in 2009). If the
analysis were limited to that time frame, the state would have ranked among the larger net losers to
the NFIP. Fortunately, were Michigan to experience a similar level of claims today, the flood risk
would be spread out over a larger number of insured properties distributed over a wider
geographical area. The 30-year difference, to which the eritics point, will not provide a complete
picture of state risk.

The GAO did improve on the CRS analysis by also ranking states by the number of high-loss years.
If one focuses on states with the highest numbers, one would find that seven of the top 12 were not
coastal states at all: Missouri, West Virginia, lllinois, Ohio, Oklahoma, South Dakota and Kansas. At
the other end of the spectrum, five of the bottom 12 states (those with the fewest high-loss years)
had a coastline: Georgia, Oregon, South Carolina, Florida, and Alaska. For example, not only did
Florida’s 2 million policyholders pay $10 billion more in premiums than the amount of claims paid
out over 30 years but they also saw only one year when their annual claims exceed premiums,
Compare that to, say, llinois with 48,000 policies but nine (9) high-loss years — the seventh highest
number in the ranking,

As it noted, the GAO did not include the amount paid to claims adjusters in calculating total
premiums minus total claims:

“It is ingportant lo note that claims equaling preminms in a given year wonld not indicate a break-even year,
because in addition Io covering expected claims in a year, a porfion of preminms is also intended to cover
expenses necessary fo gperate NEIP. -

By not including the NFIP’s administrative expenses in the calculus, any surplus (i.c. when
premiums exceed claims) would appear larger than it really was. 1f we reproduce the GAO’s analysis
but add two years of FEMA data (2008 and 2009) as well as the administrative expenses to the claim
totals before subtracting premiums, Illinois would have 11 high-loss years; Florida would have three.
The full results are appended ro this testimony.

8 Tbid., p. 24.
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Table. Top/Bottom Net-Loss States
Number of Years

that Claims Exceeded

State Premiums 1978-2007
TOP 12
Missouri 11
West Virginia 11
Mississippi 10
Louisiana 10
Texas 9
Alabama 9
[linois 9
Ohio 9
New Hampshire 8
Okhhoma T
South Dakota T
Kansas T
BOTTOM 12

Georgia 3
Utah 2
Wyoming 2
Nevada 2
Vermont 1
Idaho 1
Oregon 1
South Carolina 1
Florida 1
Alaska 0
New Mexieo 0
Colorado 1]
Soure: GAO

While the number of high-loss years does provide a meaningful data point, the GAO also uses other
approaches to analyze whether states are paying more or less than their fair share into the NFIP. As
the GAO noted, “Florida, Texas, and Louisiana are among the states with the most NFIP policies,
and therefore have a more significant impact on the amount of premiums collected than other
states.” These states contribute the most to NFIP’s overall capacity to offset flood losses nationally
in any given year. RAND estimated that although the NFIP’s participation rates in flood zones
exceeded 60% in the South and West, they are closer to 20% in the Midwest and Northeast.” In a
separate report,” the GAO provided a series of anecdotes, including the following three:

*  “The five combined states of lowa, Michigan, Minnesota, Missouri, and Wisconsin, when
compared to Collier County, Florida, had more county flood disaster declarations (2,092
versus 12), significantly more flood claims payments ($704,706,000 versus $12,483,000), and

9 Ibid., page 25.

10 RAND, “The National Flood Insurance Program’s Marker Penetration Rate: Estimates and Policy Implications.”
Prepared as part of the 2001-2006 Evaluation of the National Flood Insurance Program, 2006, see Table 4.1,

11 GAO, “Flood Insurance: Oprions for Addressing the Financial Impacr of Subsidized Premium Rates on the National
Flood Insurance Program,” Report GAO-09-20 (November, 2008).
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a much larger population (28,906,000 versus 297,000}, but a similar number of NFIP policies
(80,572 versus 85,246)....

+  “....Wisconsin, when compared to Rhode Island, had many more county flood disaster
declarations (276 versus 11), but had similar flood claims payments ($32,693,000 versus
§34,219,000). Even though Wisconsin has a much larger population (5,479,000 versus
1,012,000), it has a similar number of NFIP policies (12,945 versus 14,432)....

+  “....The four combined states of Kansas, Nebraska, South Dakota, and North Dakota, when
compared to Oregon, had more county flood disaster declarations (1,346 versus 124) and
three times more in flood claims payments ($244,828,499 vs. §76,727,971), but a similar
number of policies (30,683 versus 29,780) for a much larger population (6,009,000 versus
3,613,000).”

From the same report, GAO found 66 counties where there had been at least one major flood at a
magnitude to prompt a presidential disaster declaration, vet none of these communities were
participating in the NFIP, such as:

*  “Winneshiek County, lowa (population 21,188) has had seven flood declarations.
*  “Adair County, Kentucky (population 17,575) has had six flood declarations.
*  “Dallas County, Missouri (population 16,328) has had eight flood declarations.”

These anecdotes raise legitimate questions about which states are shouldering their fair share of a
flood burden borne by taxpayers and warrant a more systematic analysis.

Geographically, flood disasters are distributed faitly evenly across the United States. Using the
number of presidential flood disaster declarations from 1990 to 2003 as a proxy, GAO color-coded
a U.S. map (appended to this testimony) illustrating this.” Areas in orange, where there have been 6-
10 declarations, pervaded every region of the country except the Mountain States. However, a large
percentage of these mountainous regions have been designated public lands, so flooding may have
occurred there too, but just not yet in a populated area or at a magnitude that prompted a major
declaration. That could change. For example, Montana’s governor declared a statewide flood
emergeney just a few weeks ago, where flood watches were issued for 13 Montana and Wyoming
counties.” If, alternatively, one were to consider only populated areas, 97% of U.S. population lived
in a county where at least one declaration was issued between 1990 and 2005, Nearly half
experienced six or more major flood disasters.

It is true that many of these declarations occurred in coastal states but most high-risk areas are off-
limits to the NFIP under the Coastal Barrier Resources Act of 1982. In the few coastal exceptions

12 GAO, “Natural Hazard Mitigation: Various Mitigation Efforts Exist, bur Federal Efforts Do Not Provide a
Comprehensive Strategic Framework,” Report GAO-07-403 {August 2007), Figure 1.

13 USA Today, “Flooding cuts off Montana town” (May 24, 2011).
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areas (designated “V zones”), the number of policies represented less than 2% of all NFIP policies
in force from 1997 to 2006."

Table. Number of Policies in Force by Flood Zone, 1997-2006

HIGH RISK MODERATE-TO-

Coastal NonCoastal LOW-RISK V zone policies

Year {aone V) (zone A) (zones B, C, X) TOTAL As % of Total
1997 79393 2,703,330 1,151,373 3962077 20%
1998 84,332 2801370 1,199,032 4,114,319 2%
1999 84,391 2872625 1,220,851 4206914 20%
2000 82481 2,904,796 1,239 448 4253425 1.9%
2001 82737 2931474 1,309,200 4360678 1.9%
2002 84,876 2970972 1313351 4406664 1.9%
2003 83,668 3025121 1,299,483 4447774 1.9%
2004 83,946 326322 1,320,107 4.558,6% 1.8%
2005 87,148 3210442 1,496,359 4827179 1.8%
2006 103,183 3,350,209 1,589,242 5,404,952 1.9%

In other words, 98% of NFIP policies were issued inland in such areas as the Red River Valley
(between North Dakota and Minnesota) where 2010 saw that river’s fifth major flood in a decade
and 2009 broke the eresting record set more than 100 years before. Fargo, ND, in particular, has had
nine “10-year floods” - Le., floods that are expected to occur only once every 10 years—during the
last 20 years, including one last March. There was a 100-year flood in 2009.15

Historically some of the worst flooding has occurred along rivers, not coasts. For example, the
Midwest Flood of 2008 caused 24 deaths and cost §15 billion in property. The Midwest Flood of
1993 cost more than twice that in both loss of life and property (48 deaths, $30 billion) and
continues today to be one of the most expensive disasters in U.S. history.'

In summary, while some may assert there is a cross subsidy from non-coastal to coastal states based
on an interpretation of what the authors consider to be a partial and inconclusive analysis of the
NFIP, the weight of data does not support the conclusion. Analyses of the number of high-loss
vears by state, loss history of states with similar NFIP policy numbers, NFIP participation rates by
region, the LS. distriburion of flood loss geographically and by population, and the fraction of
NFIP policies in coastal versus non-coastal high-risk areas — all point in the opposite direction.

Myth #3: NFIP Debt and Repeated Pay-outs Cost Taxpayers Money.

14 GAO, “NFIP; Financial Challenges Underscore Need for Improved Oversight of Mirigation Programs and Key
Contracts,” Report GAO-08-437 {June 2008}, see Table 18,

15 Center for Ametican Progress, “The Year of Living Dangerously: 2010 Exereme Weather Costs Lives, Health,
Economy,” (April 2011) pp. 8-9.

16 Lott, N, Ross, T,, Houston, T,, and A, Smith, 2010: "Billion dollar LS. weather disasters, 1980-2010, Facesheet”
NOAA National Climatic Data Center, Asheville, NC, 3 pp.|
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Recent reports have called attention to the NFIP’s debt and repeated pay-outs for some properties.”
The implication is this program is costing taxpayers’ money, While citing a $17-billion-dollar debt
and a property that has received more in claims than the value of the property may provide for eye-
catching headlines and certainly sounds sensational, the truth does not lend itself to a sound bite.

The Congressional Budget Office (CBO) recently evaluated legislation to reauthorize the NFIP for

five years and found zero budgetary impacts. Of the “Flood Insurance Reform Priorities Act of
2010” (HLR. 5114), the CBO concluded:

“Under both curvent law and nnder this legislation, CBO estimates that the NFIP conld continse to make
Limely paynents on valid flood insurance claims ntil the progran’s remaining anthordty to borrow from the
Treasnyy is exchansted. Becanse provisions affécting preminm income would have a minimal effect prior to the
time the program exhansts fhe remaining borvawing anthortty (which, CBO estimates, wondd ocenr in 2013),
we estimate that these changes would have no net effect on direct spending over the next 10 years.....CBO
estimales that the changes made to the NFIP by HR. 5114 would yield additional prewinm inconse of $2.8
billion for insurance policies that FEMA can offer wnder current law. However, CBO estimates that thase
receipls woild be spent 1o pay insurance clains excpected nnder corrent law, resulling in no net change to divect

spending over the 2011-2020 period.”
Reauthorizing the NFIP would not increase direct spending or add to the Federal Budget Deficit.

Historically, the NFIP has collected enough in premiums to pay the claims and expenses in most
vears. In the few instances when it did borrow from the U.S. Treasury, the program quickly repaid
the loan in full with interest.” Such borrowing does not translate into higher taxes. For use of these
funds that would otherwise be freed up for other uses, the Treasury charges an interest rate. Once
the NFIP pays off the loan, taxpayers would lose the forgone interest.

However, 2005 was an outlier storm year, shattering numerous records (including most Category 5
hurricanes in a single season) and raising the prospects that the NFIP would not be able payoff the
most recent loan in the near future. For 2005 and subsequently Ike and the 2008 Midwest Floods,
the outstanding balance now stands at $17.5 billion. According to FEMA, this is an amount greater
than the sum of all previous losses since the NFIP’s inception in 1968.

CBO did estimate that the remaining borrowing authority for the NFIP would be exhausted in 2013,
which is not captured in the standard budget presentation on a vear-by-year cash basis."” However,
this would not add to the Federal Budget Deficit either. As CBO put it,

“At that peint [when borrawing anthorsty exchansts], net spending for the program will be zero—payments
wonld be limited to amonnts deposited into the NFIP throngh prewinw and fee income, and additional
barrowing would ot be available. Thus, expenses exceeding NFIP deposits in a given year wonld be paid at
a later date npon collection of future receipts.”

17 For example please see USA Today, “Huge Losses Pur Federal Flood Insurance Plan in Red” (August 26, 2010},

18 C(Jnglcssl'um] Research Service, “NFIP; Treasury Borrowing in the Aftermath of Hurricane Katrna,” Order Code
R522394 (June 6, 2006), page 3

19 CBO, “Budgetary Trearment of Subsidies in the NFIP,” Testimony before the U.S. Senate Committee on Banking,
Housing, and Urban Affairs (January 23, 2006).
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As for the “Reperitive Loss Properties” — the properties referenced in news reports that have
received more in payouts than the property’s value, we note that Congress previously addressed
them once before. Under the Severe Repetitive Loss program established by the Bunning-Bereuter-
Blumenauer Flood Insurance Reform Act of 2004 (42 USC 4102A), owners of these properties were
supposed to be presented with an offer to mitigate (or strengthen) their property against future
flood risk. If the owner refused, upon future claims, the owner would see rate increases until the
premium reached the full risk (actuarial) level. Yet, the mitigation program was not fully funded.
While the statute is clear on the consequences of refusing a mitigation offer, it is more ambiguous
about what happens when the owner simply chooses not to respond. Congress can and should take
immediate, further action to address these properties that represent only 1% of NFIP properties but
30% of claims.

NAR strongly supports reforms to ensure that repetitive loss properties pay the full-risk rate and
urges Congress to make the technical corrections and appropriations necessary for an effective
mitigation program.

Proposed Legislative Reforms

In the 110" Congess, the Senate Banking Committee reported S. 2284, the Flood Insurance Reform
and Modernization Act. While we continue to have concerns with some of the provisions, NAR
strongly supports the bill’s overall approach of reauthorizing NFIP for a full five-vear term before
the current deadline of September 30, 2011. We also support the goal of strengthening the NFIP's
long-run fiscal solvency and welcome the opportunity to work with the Committee to achieve this
goal. We note that a 5-vear reform bill, H.R. 1309: the Flood Insurance Reform Act, was also
recently approved by the unanimous, bipartisan vote of the House Financial Services, and is awaiting
consideration by the House in the near future. Following are NAR comments on provisions which
could be included in a potential Senate version of this legislation.

Exctension of NFIP Autharity

The Senate bill (5. 2284) would have reauthorized the NFIP for a full five-year term, and NAR
strongly supports including such a provision in the next NFIP reform bill. We believe that five years
is the minimum necessary to provide some certainty for the real estate markets to recover.

The housing market continues to recover from the longest recession since World War I1. Home
prices remain weak as distressed properties make up a significant portion of home sales. Many home
buyers, who bought during the peak of the market, continue to be underwater and face foreclosures.
The weak job market is also putting negative pressure on the housing market. Below is NARs chart
of existing home sales. While affordability remains strong and home sales are showing some signs of
stabilization, the housing market is in a precarious position and cannot afford any further negative
shocks.
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NAR Existing 1-Family Home Sales, United States
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The commercial real estate market is similarly struggling amid the greatest liquidity crisis since the
Great Depression, Due to the economic downturn, commercial property 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 $2.2 trillion in commercial real
estate loans coming due over the next decade, and a very limited capacity to refinance, the sales and
leasing of commercial properties have been dismal, hindering our nation’s economic 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 and lower net operating incomes, without access to affordable flood insurance.
The lack of available, affordable flood insurance for property owners, in many cases, would hold up
the sale of commercial properties, further contributing to the economic crisis.

Flaod Mapping Reforms
The Senate bill would have:

®  [Established a Technical Mapping Advisory Council to review and make recommendations
for more accurate flood insurance rate maps; such maps are used to determine which
properties are located in “Special Flood Hazard Areas” (SFHAs) and thus subject to the
mandatory purchase of flood insurance.

®  Directed FEMA, in coordination with the Council, to update the flood maps and include the
500-year floodplain and the areas of residual risk (behind levees, dams or other man-made
structures) in addition to the 100-year floodplain.

NAR Comprents: FEMA recently completed a 10-year map modernization initiative to update the
flood maps. These updates capitalized on major advances in modern flood mapping technologies
including LIDAR and satellite imaging. While survey data shows only a fraction of property loans
(e.g., <3% in 2009) were affected by these revisions and of those affected, about as many were
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removed from SFHAs as the reverse, concerns continue to be raised about the accuracy of these
maps.z'

NAR generally supports efforts to improve the accuracy of the flood maps. Reestablishing the
technical mapping advisory council of independent experts would help strengthen the scientific
integrity underpinning these maps and increase confidence in their development. We also believe
that to effectively meet its charge, the Council must include a real estate expert as a member.

At the same time, we would oppose expanding flood maps to include areas outside of the 100-year
floodplain. The very inclusion of bill provisions to improve map accuracy implies that at least some
maps are not now accurate. If so, FEMA should focus its limited resources on drawing an accurate
100-year floodplain before being required to redraw and expand the boundaries to include the 500-
vear floodplain or residual-risk areas. (Please note the latest House Committee bill (H.R. 1309)
originally included a provision to also delineate the 250-year floodplain, but that provision was
struck during the markup.)

In most cases, the resolution and thus accuracy of the mapping technologies significantly improved.
Yet, there may still be a few exception areas where the resolution was not sufficient to detect some
properties that sit on natural ground above the 100-year floodplain or a property may also have been
built on fill material after FEMA’s modernization project began. In cither ease, such property
owners may appeal, which would require analysis and documentation by an engineer that could be
time consuming and expensive. Risk determinations would be made based on sound technical
assessments involving engineering, topography and hydrology. We would encourage the Senate to
include provisions to streamline the flood map appeals process o address any inaccuracies in a flood
map. The House Committee also amended its bill to provide for the reimbursement of expenses in
the event of a successful map appeal, and we would encourage the Senate Committee to consider
including a similar provision in its bill as well.

Newly Flood Mapped Areas

The Senate bill would have subjected areas of residual risk (behind levees, dams, and other manmade
structures) to the mandatory purchase of flood insurance requirement.

NAR comment: FEMA has not been able to assure the accuracy of the boundaries it’s drawn around
the 100-year floodplain. Directing FEMA to expand these boundaries now would only compound
the problem. In addition, there are numerous smaller levees, berms and other structures all over the
country that could be considered flood control structures, which would diminish the flood risk and
therefore the insurance rate to be charged. We are not aware of any assessment of these structures
or the economic impact of expanding the mandatory purchase requirement to property owners near
them. We would not recommend including these provisions in the latest bill. Before proceeding,
GAO should conduct a study of the number of flood control structures, the average premium that
would be charged behind these structures and the resulting economic impact on property owners.

The House Committee bill also included authority for FEMA to suspend for 12 months (and extend
for up to two more 12-month periods) the mandatory purchase requirement for communities which

20 Communication with National Flood Determination Association, May 24, 2011, Based on NFDA's annual surveys
from 2006 to 2010, which represent 94% of the market thar completes flood zone determinations.
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are newly included in the 100-year floodplain but where the area has had no flood history; was in the
process of appealing the new map; or been making progress toward improving a structure that
protects against flooding such as a levee or dam.

We believe it reasonable to delay the flood insurance mandate while the communities work through
appeals over inaccurate maps, and we would respectfully request the inclusion of similar provisions.
Otherwise, property owners could be forced to purchase flood insurance only to find months later
that the requirement was a mistake. Then these owners would be in the position of having to seek
reimbursement for the purchase of insurance they never should have been required to purchase in
the first place.

We would also request that the Committee streamline the flood map appeals process for
communities as well as individuals. Currently, individual property owners may face significant
transaction costs in coordinating appeals across properties and have little choiee but to turn to the
community. Community appeals could involve considerable tax dollars to hire the experts necessary
to conduct and make the reasonable judgments that go into a dueling engineering study with
FEMA’s. If FEMA’s mapping process is inaccurate, the burden should be placed back on FEMA to
correct the maps—not shifted forward to the property owners or communities that have been
incorrectly drawn into the 100-year floodplain.

Preminm Rate Reforms
The Senate bill included provisions to:

®  Authorize an annual premium increase of up to a maximum of 15% per year.
®  Set minimum deductibles for newer and older properties.

o Phase-in the full actuarial rate by 50% per year over two years for properties in newly flood
mapped areas.

®  Phase-in the full rate (by 25% a year until the full-risk rate is achieved) for older properties
including:
o Business Properties;
o Non-primary Residences;
o Homes Substantially Damaged or Improved; and
o Severe Repetitive Loss Properties.
o Prohibit the extension of subsidized rates for new or lapsed NFIP policies.

®  Direct FEMA to include “catastrophic loss years” in calculating the “average historical loss
year;” FEMA sets the premium rates annually to cover this average.

®  [Establish a Reserve Fund for catastrophic loss years to be funded by a surcharge on flood
insurance policies.

NAR Commrents: In order to preserve the federal flood insurance program into the future, the real
estate sector recognizes the need for everyone to shoulder their fair share, even if it means paying a
little more. The severe repetitive loss properties, accounting for 1% of NFIP properties but 30% of
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claims, are a particular budgetary challenge for the NFIP. Therefore, we would strongly support
charging such properties the full actuarial rate. However, we would continue to have concerns with
applying these provisions to other older propertics where there has been no history of flood loss or
change in risk.

Congress grandfathered older properties under a lesser rate because it was believed to be better to
include these propertics in a program where they could be strengthened against future flood loss,
even if it meant they paid a little less. This was so that the U.S. taxpayer would not ultimately end up
footing the bill for rebuilding those properties after the next flood. Under the Senate bill however,
these owners, who may have been contributing considerable premium dollars to the NFIP for
decades, would now have to pay significantly more, not because there has been a flood loss or even
a change in their flood risk; but rather because the property is not the owner’s primary residence
(ie., it's a business property or non-primary residence).

According to FEMA, on average, premiums charged for subsidized policies are about 35-40% of
their full-risk level. Thus the average premium would have to increase to about two and a half times
the current level under the proposed increase. This is for the average premium; 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 severe impact on the cost of
home ownership and rents, especially in older communities and those that rely on tourism. This
could lead to additional rounds of delinquencies, foreclosures and reduced property tax bases in
these communities.

While we continue to have concerns about the affordability of the proposed insurance rates for
older properties, particularly those with no history of flooding or change in risk, at minimum, we
would respectfully request that the Committee:

1) Phase-in any rate increase more gradually than the last Senate bill so that every owner has an
opportunity to adjust to the increases and no one has to shoulder the entire increase in a
single year. (Note: The House bill would phase-in the full rate for most of the older
properties over at least a 5-year timeframe.)

2) Provide the same gradual phase-in for all categories of older and newly mapped properties
that are subject to a rate increase. Every affected owner should have the same opportunity to

adjust.

3) Separate out multi-family rental properties of four or more units from the non-residential
propertics and exclude them from the phase-in, due to affordability concerns. 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 non-primary residence because it is non-
ownet-occupied. Thus, if the discounted 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) Continue to include comprehensive coverage for all properties, including multi-family
housing, non-primary residential and commercial properties.
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5) Not adopt “back-door” rate increases for NFIP property owners. Requiring FEMA to
recalculate the “average historical loss year” to include “catastrophic loss years™ is simply
another way to raise rates, except this way would be less transparent to the property owner.
This is because FEMA sets premium rates to cover losses in the historical average year. By
including outlier years in this calculation, as this amendment would, this would inflate the
amount the rate would have to cover and therefore the rate itself. We believe that a reserve
fund is a more straightforward way to offset the losses in catastrophic years (for more on the
bill’s reserve fund provisions, please sce below).

6) Study the impact of any rate phase-in on pre-FIRM properties so that the Congress would
have a basis to evaluate and adjust the phase-in as necessary.

While we would support establishing a reserve fund to cover above-average loss years, we would like
to work with the Committee to ensure that such a fund would not reduce voluntary NFIP
participation. The last Senate bill would have required FEMA to build up the fund by annually
purting in hundreds of millions of dollars until an amount numbering in the billions was reached. As
a result, FEMA would have had to raise rates somewhere in order to meet this annual quota,
however 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 participation. We encourage Congress to
ensure that all participants are treated fairly and equitably as the reserve fund is created.

Corerage Term Reforms

The latest House Committee bill would provide optional coverage for business interruption and
living expenses at the full actuarial rate and only if there is not a market for the coverage and it will
not lead to additional borrowing. Adding these options to the Senate bill would attract new NFIP
participants. That 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. It would also help increase protection for home- and small-business owners. Increasing or
indexing the maximum coverage limits, also as the House committee bill would, would ensure these
limits more accurately reflect the increases in property and contents values and provide fuller
coverage to policyholders. These limits have not been adjusted despite inflation since 1994. We
would ask the Committee to consider including these provisions.

Privatization Initiatives

The House Committee bill includes studies by FEMA and GAO to begin the process of privatizing
the NFIP after the 5-year reauthorization. The last Senate bill did not include such provisions.

NAR Comments: NAR is adamantly opposed to any effort to move the NFIP towards privatization,
including a pilot program or other initiative. We established in previous sections that the private
market could neither guarantee the availability nor the affordability of property insurance to protect
against flooding, one of the most expensive natural disasters in the United States. Privatizing the
NFIP would only remove a sole alternative to raxpayer-funded government payments for rebuilding
after a major flood. Now is not the time to experiment with real estate markets that are recovering
from the worst economic downturn since the Great Depression. We urge the Committee not to
include similar provisions in a Senate bill.
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Natural Disaster Commission

The Senate version of H.R. 3121 in the 110" Congress included provisions to establish a
commission on natural catastrophe risk management and insurance. This commission would be
charged with examining the risk to the United States posed by a broader range of natural disasters
(other than floods) and to make recommendations to Congress for mitigating the risk.

NAR comment. We applaud the Senate for including this commission in its last NFIP reform bill. As
stated earlier, today the United States lacks a forward-looking and comprehensive public policy
toward natural disasters, except floods, and is one natural disaster away from a budgetary nightmare.
REALTORS® strongly believe that ensuring access to affordable property insurance for all natural
disasters is an indispensible component of any forward-looking policy. Such a policy has the
potential to save billions of taxpayer dollars annually by shifting the costs of rebuilding under-
insured communities following a natural disaster back to affected property owners who would now
have been able to buy insurance and protect themselves in advance of these disasters. NAR strongly
supports these commission provisions and would encourage the Committee to include them in its
version of NFIP reform legislation.

Conclusion

In summary, the NFIP fills a void in the private market for critical insurance protections against
flood losses which benefit the nation as a whole, While the Committee is facing difficult reform
choices, proceeding is preferable to the current month-to-month stop-gap extension approach
which has only undermined confidence and exacerbated uncertainty in recovering real estate
markets. 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 the Committee to develop meaningful
reforms to the NFIP that help protect property owners and renters and help them prepare for and
recover from future losses resulting from floods.
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Table. Ranking of States By Number of Net-Loss Years

Number of Years that
Claims & Expenses Exceeded

State Premiums 1978-2009
Minnesota J i
Missouri 13
Ohio 13
IL.ouisiana 2 e
Mississippi L2
West Virginia 12
Alabama 11
Mlinois 1]
Texas 1.
Arkansas 10
I<entucky 10
New York 10
Indiana

North Dakota
Oklahoma
Tennessee
Washington
New HFlampshire
Connecticut
I<ansas

North Carolina
Pennsylvania
South Dakota
Virginia
Massachusetts
Delaware
Georgia

Towwa

Maine
Maryland
District Columlbia
Michigan
Montana

New Jersey
Rhode Island
Wisconsin
Arizona
California
Florida

Hawraii
MNebraska

Utah

MNevada
Oregon
Vermont
Wyoming
Alaska

Idaho

South Carolina
Colorado

New Mexico
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Figure 1: Number of Major Flood Disaster Declarations by County, 1980-2005

82

G

i)

(-]

mas
o

B
Z - q @




REAUTHORIZATION OF THE NATIONAL
FLOOD INSURANCE PROGRAM—PART II

THURSDAY, JUNE 23, 2011

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

The Committee met at 10:06 a.m., in room SD-538, Dirksen Sen-
ate Office Building, Hon. Tim Johnson, Chairman of the Com-
mittee, presiding.

OPENING STATEMENT OF CHAIRMAN TIM JOHNSON

Chairman JOHNSON. I would like to call this hearing to order.

This is the Committee’s second hearing to examine the reauthor-
ization of the National Flood Insurance Program. At our first hear-
ing on June 9, we had a good discussion of this topic with FEMA
Administrator Craig Fugate. Today, we are joined by a panel of ex-
perts and stakeholders who will share their perspectives on reau-
thorization.

The Flood Insurance Program was created to help communities
limit damage and recover more quickly. Flooding is responsible for
more damage and economic loss than any other type of natural dis-
aster. I need to look no further than my own home State for a re-
minder of this, as we battle historic flooding along the Missouri
River in South Dakota. South Dakotans have shown tremendous
hard work and community spirit in this fight, but are understand-
ably concerned about the road ahead. I want to state again that I
will do my best to get them the help they need now and when the
water recedes.

Despite the Flood Insurance Program’s importance, it now faces
challenges to its long-term viability. Over the past year, we have
also had several disruptive lapses in the NFIP. I hope we can pro-
vide greater certainty to the program through a long-term exten-
sion with much needed reforms.

This recent flooding is another reminder that Congress must re-
authorize the NFIP before the upcoming September 30 expiration
date. As I said during our previous hearing, I hope that we can
once again come together and pass a bipartisan bill that will build
a sustainable future for the program and American citizens. I look
forward to hearing from our witnesses on this subject.

Senator Shelby is not here, but I will now open it up to all Com-
mittee Members who wish to give an opening statement. Before
that, I ask unanimous consent for the record to remain open for 7
days for additional statements and questions.

(83)
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Does anybody want to give an opening statement? Senator
Johanns.

Senator JOHANNS. Mr. Chairman, as you know, our normal prac-
tice is to let the Chair and Ranking Member speak. I do have an
opening statement, but I am guessing all of my colleagues would
like to get to the witnesses. We have a long panel here. I am will-
ing to submit my opening statement for the record and just call it
good and get ready to hear from the witnesses.

Chairman JOHNSON. Anybody else?

[No response.]

Chairman JOHNSON. With that, I would like to introduce today’s
panel. Before I begin, I would like to note that we have invited sev-
eral additional organizations representing the insurance industry
to submit written testimony for the Committee today. I will submit
additional statements from the Property Casualty Insurers Associa-
tion of America, National Association of Mutual Insurance Compa-
nies, American Insurance Association, and the Independent Insur-
ance Agents and Brokers of America, and others into the record.
I encourage my colleagues on the Committee to review this testi-
mony.

Now, I will introduce today’s panel. Our first witness today is
Ms. Orice Williams Brown, who is the Director of the Office of Fi-
nancial Markets and Community Investment at GAO. Ms. Brown
has led extensive reviews of the National Flood Insurance Program
and is no stranger to this Committee. I would like to welcome her
back.

Mr. Chad Berginnis is the Associate Director of the Association
of State Floodplain Managers. He has spent over 15 years in flood-
plain management, hazard mitigation, and land-use planning at
the State and local levels and in the private sector.

Mr. Adam Kolton is the Executive Director of the National Advo-
cacy Center at the National Wildlife Federation, and is also testi-
fying as a representative of the Smarter Safer Coalition.

Mr. Barry Rutenberg is a home builder with more than 35 years
of experience in the building industry. He is currently the First
Vice Chairman for the National Association of Home Builders.

Mr. Travis Plunkett is the Legislative Director for the Consumer
Federation of America, a nonprofit association of over 280 organiza-
tions that advances consumer interests.

Finally, we will hear from the Honorable Scott H. Richardson.
Mr. Richardson has previously served as South Carolina’s Insur-
ance Commissioner as well as a State Legislator. He is currently
a partner in Richardson and Ritchie Consulting.

Welcome, everyone. Ms. Brown, please begin.

STATEMENT OF ORICE WILLIAMS BROWN, DIRECTOR, OFFICE
OF FINANCIAL MARKETS AND COMMUNITY INVESTMENT,
GOVERNMENT ACCOUNTABILITY OFFICE

Ms. BROWN. Chairman Johnson and Members of the Committee,
I appreciate the opportunity to participate in today’s hearing on the
National Flood Insurance Program. As you know, floods are the
most frequent natural disasters in the United States, causing bil-
lions of dollars of damage each year.
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Congress originally created the National Flood Insurance Pro-
gram to address the lack of readily available insurance for property
owners and growing costs to the taxpayer for flood-related disaster
relief. This morning, I would like to share my thoughts about three
issues: The program, possible reform options, and FEMA’s manage-
ment challenges.

First, NFIP serves a vital role in providing protection against
flooding to over 5.5 million policyholders nationwide. As you know,
NFIP is one of 31 programs or issues designated by GAO as high
risk in 2011. NFIP first appeared on this list in March 2006, after
the 2005 hurricane season exposed the potential magnitude of long-
standing structural issues on the financial solvency of the program
and brought to the forefront a variety of operational and manage-
ment challenges that must also be addressed to help ensure the
long-term stability of the program.

Second, using the broad public policy goals identified by GAO in
our past work on the role of the Federal Government in providing
natural catastrophe assistance, I will share some thoughts on re-
forming NFIP. These broad goals include charging rates that re-
flect the risk of flooding, limiting costs to taxpayers, encouraging
broad participation, and encouraging private sector involvement.

As you know, successfully reforming NFIP will require tradeoffs
among these often competing goals. For example, currently, nearly
one in five policyholders does not pay a full risk rate and others
pay grandfathered rates. Past reform efforts have included phasing
out these rates. Phasing out of rates not only results in rates that
reflect the risk of flooding, but also can help minimize costs to the
taxpayers and could help encourage private sector participation.
The tradeoff involves potentially losing some policyholders who
may opt to leave the program, potentially increasing post-disaster
Federal assistance. However, these challenges can be overcome by
a variety of options, including targeted subsidies, vouchers, tax
credits, and mitigation.

The goal of encouraging broad participation in the program could
be achieved by increasing targeted outreach to help diversify the
risk pool. One way for FEMA to do this is to make sure its incen-
tive structure is consistent with its goal of expanding participation
in low-risk zones, in areas subject to repeated flooding, but have
low penetration rates, among others.

Encouraging private markets is one of the more difficult chal-
lenges because there is currently no broad-based private market for
flood insurance for most residential and commercial properties. As
originally envisioned, NFIP was established as a cooperative ar-
rangement between the Federal Government and the private sec-
tor, with both assuming some of the risk. The private sector with-
drew from the program because of the lack of flood risk data, maps,
and relevant building codes. Given that these issues have largely
been addressed, private sector involvement warrants consideration.
FEMA has been reaching out to the industry to find ways to in-
volve the private sector in the program, including exploring rein-
surance and other ways to share risk.

Third, beyond reforming the program, FEMA must take steps to
improve its management of NFIP. In our most recent report, we
found issues in strategic planning, human capital planning, intra-



86

agency collaboration, records management, and information tech-
nology. While FEMA continues to make some progress in address-
ing certain areas, fully addressing these fundamental issues will be
vital to the long-term operational efficiency and stability of the pro-
gram.

Finally, I would like to offer a few other areas that warrant con-
sideration as the reform discussion continues, for example, mitiga-
tion programs and ways to make them more effective, including
clarifying FEMA’s authority to charge higher rates when property
owners refuse to or do not respond to mitigation offers, or allowing
FEMA to apply a surcharge when mitigation offers are refused;
full-risk rates and whether catastrophic losses should be included,;
appropriating for any subsidies until the full-risk rates are fully
phased in; and authorizing FEMA to map for all present flooding
risk, including erosion.

Thank you, Chairman Johnson and Members of the Committee.
This concludes my oral comments and I am prepared to answer any
questions at the appropriate time. Thank you.

Chairman JOHNSON. Thank you.

Mr. Berginnis.

STATEMENT OF CHAD BERGINNIS, ASSOCIATE DIRECTOR,
THE ASSOCIATION OF STATE FLOODPLAIN MANAGERS

Mr. BERGINNIS. Good morning. Today, our country is facing sig-
nificant flooding. We have all paid attention to flooding that has oc-
curred on the lower Ohio and Mississippi Rivers earlier this year,
snow melt concerns in the Dakotas, and now much of the Western
U.S. is being impacted by a combination of storm events and record
snowpack. Levees are overtopping and critical infrastructure, in-
cluding two nuclear power plants, are in this year’s flood’s dev-
astating path. Of the 44 Federal Disaster Declarations in only the
first 6 months of this year, 31 are at least partially due to flooding.

Chairman dJohnson and distinguished Members of the Com-
mittee, I am Chad Berginnis, Associate Director of the Association
of State Floodplain Managers. Our organization of over 14,000
members and 30 State chapters include State and local government
officials, private sector companies, and other interested parties that
are on the front line each and every day working to reduce flood
losses.

While the ASFPM believes that the NFIP has shown success—
since the inception of the program, it has paid nearly $37 billion
in claims—compliance with basic land-use standards of the NFIP
now results in $2 billion in losses avoided every year, with build-
ings not constructed to NFIP standards having a likelihood of
flooding five times higher than those built to those standards.
Flood losses continue to increase, jumping from an average of $6
billion annually to nearly $10 billion annually in the most recent
decade.

To put these data in perspective, it is important to understand
that the NFIP is one tool and one program among many that have
an impact on flood losses in this country. The NFIP has shown tan-
gible success and has had a significant impact in reducing flood
losses, and the program has been in existence for 43 years and
there is sufficient program knowledge and experience to improve it.
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Our written testimony contains 13 actionable recommendations
that can be incorporated into an NFIP reform bill. These rec-
ommendations focus on a variety of longstanding and known
issues, including fiscal solvency, hazard identification, hazard miti-
gation to deal with the built environment, and future challenges,
such as sea-level rise. I am going to spend the balance of my time
highlighting these recommendations.

First, we must have an authorized ongoing national mapping
program that addresses all the significant flood hazards. Here we
are in 2011, 43 years into a program that insures $1.4 trillion in
property, and flood risk rating and hazard identification are based
on mapping funds largely coming from user fees and, more re-
cently, some dedicated appropriations, yet we do not have a long-
term authorized program.

Second, while land-use and building standards are necessary to
ensure new development is resilient in the unbuilt environment, we
must have equally strong mitigation programs to address existing
risk in the built environment. We think Congress has been on the
correct path since 1994, when it first recognized this issue and cre-
ated programs within the NFIP to help existing at-risk structures,
including repetitive loss properties. These programs will be increas-
ingly important, especially if measures to create a more actuarially
sound program compel property owners to mitigate their properties
or face significantly higher flood insurance premiums. The Severe
Repetitive Loss Program should be reauthorized, or better yet,
could be reauthorized and combined with other existing flood miti-
gation programs for efficiency.

There should be a balanced and rational resolution to the actu-
arial soundness and policy affordability issue. From a risk commu-
nication standpoint, a significant failure of the program is the pol-
icy premium bill, when sent to a policy owner, reflecting a cost that
is significantly less than the true risk. We agree that the program
needs to be more actuarially sound, and moving certain classes of
properties to actuarial risk rating makes sense.

In the last decade, when Congress has debated this issue, con-
cerns have been raised about those who cannot afford the premium
increase, yet the program subsidy continues to be based on data
construction of building versus the ability of a property owner to
pay flood insurance. Recent ideas in this area, such as means-test-
ed voucher systems, have merit and should be explored.

The purchase of flood insurance in residual flood risk areas
should be mandatory. Even as this hearing is occurring, flooding is
happening in areas behind levees and downstream of dams that
are not mapped as flood hazard zones. Flood risk does not stop at
the 100-year flood boundary.

And finally, we think that the debt of the NFIP must be forgiven.
FEMA has testified that the debt cannot be repaid, even if we hold
our collective noses to do it. We would argue that the program sim-
ply worked as designed in the years when the debt accumulated.

In closing, I am sad to report that the flood problem this year
and in the future is going to get worse before it gets better. The
Western snowpack has only begun to melt, and with hurricane sea-
son around the corner, we have a lot to contend with.
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That concludes my oral testimony. I will be happy to take ques-
tions. Thank you.

Chairman JOHNSON. Thank you.

Mr. Kolton.

STATEMENT OF ADAM KOLTON, EXECUTIVE DIRECTOR, NA-
TIONAL ADVOCACY CENTER, NATIONAL WILDLIFE FEDERA-
TION, ON BEHALF OF THE SMARTER SAFER COALITION

Mr. KOLTON. Good morning, Chairman Johnson, Ranking Mem-
ber Shelby, and Members of the Committee. I am Adam Kolton and
I direct the National Advocacy Center at the National Wildlife Fed-
eration. I am pleased to be here to speak on behalf of our four mil-
lion members and supporters across the country, 47 State affiliates.
We commend you for having this series of hearings, especially in
light of the record-breaking floods in the Mississippi and Missouri
River basins and elsewhere in the country.

I am also here today to speak on behalf of the Smarter Safer Co-
alition, which includes taxpayer and free market groups, insurance
and reinsurance interests, housing advocacy groups, and other con-
servation groups. Mr. Chairman, I am sure you can appreciate that
it is not every day that groups like the National Wildlife Federa-
tion finds itself in agreement with Americans for Tax Reform, but
on this issue, we stand together.

Our collective view is that the NFIP is broken and in desperate
need of reform. Smarter Safer has collaborated on a reform pro-
posal, which is included with my written testimony. Let me hit a
few of the high points of those recommendations.

First, we need more accurate scientifically valid flood risk maps.
Accurate maps can help ensure that people understand the risk of
where they live, that premium rates reflect risk, and to encourage
risk reduction strategies. Without accurate science-based maps, the
NFIP will not work and cannot be fixed. Smarter Safer proposes
that Congress create a Technical Mapping Advisory Council similar
to the version in the Committee’s 2008 reform legislation. The
Council would develop new standards for flood insurance maps that
would incorporate true risk, be graduated, and reflect realities on
the ground, both manmade and natural. Such a council should in-
clude representatives from Federal agencies as well as experts with
technical expertise in mapping natural and beneficial floodplain
functions. The work of this Mapping Council can address many of
the concerns raised by Members of this Committee, including what
level of protection is afforded by existing structures, levees that are
in place, the extent to which upstream issues are exacerbating
downstream flooding, and ensuring that maps are scientifically
valid.

Second, rates must reflect actual risk. Currently, the NFIP insur-
ance rates do not reflect actual risk of flood damage, effectively
subsidizing floodplain development and encouraging properties to
be located in harm’s way. Smarter Safer encourages the Committee
to move all rates to actuarial within a 5-year period. The Com-
mittee made a good start at this in the 2008 bill. However, in light
of recent conditions and the exploding deficit, we urge the Com-
mittee to move the entire program, including prefarm properties, to
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risk-based rates. Right now, million-dollar homes receive the same
subsidies as properties valued at $100,000. That makes no sense.

For those truly unable to afford rate increases, Smarter Safer
does support means-tested subsidies, but that are not linked to the
rate structure.

Third, mitigation and risk reduction must be a central NFIP pri-
ority. It is imperative that NFIP finally fulfill one of its original
stated goals, to encourage the mitigation of flood risks. This can be
done by strengthening existing FEMA grant programs and improv-
ing incentives in the community rating system which rewards com-
munities with lower insurance premiums in return for taking con-
crete steps to reduce flood risk. In addition, Smarter Safer believes
FEMA should be encouraged to work directly with individuals for
mitigation where communities lack the capacity to do so, and
FEMA should prioritize Severe Repetitive Loss properties for
buyout.

Now, let me emphasize an important point. Every dollar spent on
mitigation yields $4 in avoided—a return of $4 in avoided losses.
These programs can pay for themselves, as CBO has noted.

Now, two points of particular concern to the National Wildlife
Federation. First, it is important to recognize that these are not
normal times. The climate is changing and we are experiencing
more intense storms, sea-level rise, and extreme flooding. Accord-
ing to NOAA, big storms seen typically once every 20 years will
occur every 4 to 6 years by the end of this century. We are already
seeing an upsurge in the number of heavy rainstorms and many
other impacts.

As this Committee looks to reform the NFIP, it is important that
we look to the future and not in the rear-view mirror. We need to
prepare America, and FEMA needs to plan for and factor in the in-
creased risk the way private insurers and reinsurers already are.

Second, nature’s infrastructure, healthy intact wetlands and
floodplains, is the best flood protection money can buy. By working
to reconnect rivers with their floodplains where possible and dis-
couraging development where intact floodplains exist, the NFIP, to-
gether with other Federal, State, and local programs, can provide
some of the best possible flood protection. What is more, healthy
floodplains sustain countless fish and wildlife species, improve
water quality, and support hunting, fishing, and outdoor recreation
opportunities. In short, any meaningful reform effort must ensure
that the natural beneficial functions of floodplains are recognized
and that building, dredging, filling, and walling off floodplains is
prevented to the maximum extent possible.

This is an historic moment. We are hopeful that the Committee
can, on a strong bipartisan basis, move forward a comprehensive
NFIP reform bill that better protects people, communities, and the
environment all across the country. Thank you.

Chairman JOHNSON. Thank you.

Mr. Rutenberg.

STATEMENT OF BARRY RUTENBERG, FIRST VICE CHAIRMAN
OF THE BOARD, NATIONAL ASSOCIATION OF HOME BUILDERS

Mr. RUTENBERG. Chairman Johnson, Ranking Member Shelby,
and Members of the Committee, thank you for the opportunity to
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testify today. My name is Barry Rutenberg and I am a home build-
er from Gainesville, Florida, and First Vice Chairman of the Board
for the National Association of Home Builders.

NAHB commends the Committee for addressing reform of the
NFIP Program. NAHB wants to make clear that we strongly sup-
port a 5-year program reauthorization. Builders see this as the best
way to provide a steady foundation on which to build program revi-
sions and ensure the NFIP is efficient and effective.

For several years, the NFIP’s short-term extensions have created
a high level of uncertainty in the program, causing severe problems
in an already troubled housing market. During these periods, there
were delays or canceled closings due to the inability to get flood in-
surance for mortgages. Often, new home construction was shut
down or postponed due to the lack of flood insurance approval, add-
ing unneeded delays and job losses. NAHB believes reauthorization
will ensure the Nation’s real estate markets operate smoothly and
without delay.

The availability and affordability of flood insurance gives local
governments the ability and flexibility to plan and zone their com-
munities, including floodplains. These zoning standards allow
homeowners the opportunity to live in a home and location of their
choice, even when their home lies in or near a floodplain. And long-
time landowners and builders depend on the NFIP to be annually
predictable, universally available, and fiscally viable.

The NFIP creates a strong partnership with States and localities
by requiring them to enact and enforce floodplain management
measures, including building requirements designed to ensure oc-
cupant safety and reduce future flood damage. This partnership de-
pends upon the availability of up-to-date flood maps and a finan-
cially stable Federal component and allows local communities to di-
rect development to the needs of the constituents and consumers.

Unfortunately, the losses and devastation suffered with the 2004
and 2005 hurricanes has severely taxed and threatened the sol-
vency of the NFIP. While these tragedies have exposed short-
comings in the NFIP, we believe that reforms to the program must
not be an overreaction to the historic circumstances. The NFIP is
not just about flood insurance premiums and payouts. It is a broad
program that guides future development and mitigates against fu-
ture loss. A financially stable NFIP is in all of our interests, and
Congress’s efforts have the potential to greatly impact housing af-
fordability and the ability of local communities to control their
growth and development options.

A key tool in the NFIP’s implementation, the rate maps, or
FIRMs, have been recognized by Congress to be inaccurate and out
of date. FEMA has been successful in digitizing most of the FIRMs,
yet many of the maps are not using updated data, and because of
this, large discrepancies remain. We believe continued Congres-
sional oversight is necessary. We commend the House bill’s efforts
to create the Technical Mapping Advisory Council and hope to see
it in the law.

Beyond fixing the maps, NAHB also supports increasing coverage
limits to better reflect replacement costs and offering various insur-
ance options for consumers and even a possible minimum deduct-
ible increase. The NFIP must continue to allow State and local gov-
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ernments, not the Federal Government, to dictate local land-use
policies and make decisions on how private property may be used.

FEMA must also better coordinate its activities with other Fed-
eral agencies who have oversight of other Federal programs. In my
written statement, I discuss FEMA’s recent requirements of ESA
compliance for certain property owners.

Additionally, before any reforms are enacted to change the num-
bers, location, or type of structures required to be covered by flood
insurance, FEMA should first demonstrate that the resulting im-
pacts on property owners, communities, and local land use are
more than offset by the increased premiums generated and the
hazard mitigation steps taken. NAHB urges Congress to ensure
construction requirements remain tied to the 100-year standard, as
in the current House bill. Should Congress change the Special
Flood Hazard Area from a 100-year standard to a 500-year stand-
ard, it would require more homeowners to purchase flood insurance
and could impose mandatory construction requirements that in-
crease cost, impact land use, and resale values. It could seriously
diminish the value of long-time landowners in the agricultural field
and others in their options. This would also affect FEMA by requir-
ing modification to ordinances and policies, all at a time when
FEMA has admitted its lack of resources to provide current serv-
ices.

I thank you for today, and NAHB looks forward to working with
the Committee on this valuable program.

Chairman JOHNSON. Thank you.

Mr. Plunkett.

STATEMENT OF TRAVIS B. PLUNKETT, LEGISLATIVE
DIRECTOR, CONSUMER FEDERATION OF AMERICA

Mr. PLUNKETT. Good morning, Chairman dJohnson, Ranking
Member Shelby, and Members of the Committee. I appreciate the
invitation to appear before you today to discuss how to reform and
reauthorize the National Flood Insurance Program. I am Travis
Plunkett. I am the Legislative Director at the Consumer Federa-
tion of America.

The NFIP is in very deep trouble. Its mission is crucial, as we
have seen recently by the devastating floods in the South and the
Midwest, but it has been struggling financially for years and is fail-
ing to achieve an essential goal of this mission, and that is to pro-
tect home and business owners by achieving safe construction in
the floodplains and by ensuring that flood insurance is actuarially
priced to account for the full risk of the coverage that is offered.

To fix the long-term structural flaws that are harming consumers
and taxpayers, we recommend, first, that you use legislation re-
ported out of the Committee on a bipartisan basis in 2007 as the
starting point for improving and extending the program for no
more than 2 years beyond its expiration this September.

Second, we strongly suggest requiring the completion of a study
within 18 months that would examine more far-reaching measures
to either permanently correct the deep-seated flaws in the NFIP,
such as getting private insurers to assume substantial flood risk,
or to phaseout the program in a responsible manner and create ef-
fective, affordable alternatives.
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The third step in this process would be to enact legislation that
addresses these broader recommendations.

Why would a consumer group support reforms of the NFIP that
will likely raise rates for some consumers? The answer is that
underpricing of flood risk and poor management of the NFIP by
FEMA subsidizes dangerous construction, threatens the safety and
property of home and business owners, and often benefits those
who need the assistance the least, affluent homeowners and build-
ers.

Look at what happened in Hancock County, Mississippi, where
Hurricane Katrina hit ground. The average flood map, according to
Bob Hunter, our Insurance Director’s study, of the 76 flood maps
that existed in that county, the average was 20 years old and ten
feet too low in measuring the 100-year flood elevation. Many home
and business owners were misled into building unwisely, or into
not buying needed insurance, exposing the deeply flawed program’s
weaknesses in the most tragic way.

The current patchwork of indiscriminate, counterproductive, and
often hidden subsidies drains the NFIP of resources and should be
phased out. Congress should use the money that it saves by elimi-
nating these general subsidies to target aid to low- and moderate-
income home and business owners who have difficulty affording
flood insurance.

Of particular concern to us right now is FEMA’s management of
the “Write Your Own” Program, in which private insurers offer
flood policies but do not underwrite flood risk. This program over-
charges taxpayers and is riddled with conflicts of interest. GAO
studies have repeatedly demonstrated that these private insurers
overcharge for administrative and claims settlement duties and
that FEMA has mismanaged the program. An urgent task is to
quickly fix the Write Your Own Program. It will reduce costs. It
will allow the program to have more money for other, more impor-
tant tasks, and it will benefit policyholders.

The time has come for Congress to consider either far-reaching,
long-term changes to permanently fix problems in the program or
to end the program. We would like to see a very far-reaching study
on a number of important questions. How do you encourage private
insurers to take some or all of the existing flood risk? How do you
end broad subsidies that disproportionately benefit the affluent?
How do you provide low- and moderate-income policyholders more
targeted assistance and increase the number of people buying flood
insurance in flood-prone areas? How do you improve the flood maps
and the construction in local communities?

While GAO or other bodies are studying these long-term changes,
we would urge the Committee to reauthorize the NFIP for no more
than 2 years and take initial steps to reform it along the lines of
the Senate Flood Insurance Reform and Modernization Act of 2007.
The bill takes several very important steps to protect consumers
and taxpayers, to increase market penetration of flood insurance,
and to eliminate unjustified subsidies of the flood program. Thank
you very much.

Chairman JOHNSON. Thank you.

Mr. Richardson.
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STATEMENT OF SCOTT H. RICHARDSON, POLICY ADVISOR,
THE HEARTLAND INSTITUTE, AND PARTNER, RICHARDSON
AND RITCHIE CONSULTING

Mr. RICHARDSON. Yes. Thank you, Chairman Johnson, Ranking
Member Shelby——

Chairman JOHNSON. Turn on your microphone.

Mr. RICHARDSON. I am sorry. I ought to know how to do that
after 15 years in the legislature.

[Laughter.]

Mr. RICHARDSON. Mr. Chairman, Ranking Member Shelby, and
other Members of the Committee, thank you very much for this op-
portunity. I have written testimony, which I am going to digress
from a little because what I am speaking to you about today is a
more rifle shot part of this process that you are dealing with.

But I also want to give two general statements as I talk about
this process today, two thoughts that I think the members should
always think about whenever you are dealing with insurance, and
that is you must vote for whatever makes insurance more predict-
able and you must think to vote to what makes insurance more
consistently available, and that is a huge issue with the flood pro-
gram because it is inherently unpredictable, and it has been for the
last 30 years, traditionally inconsistently available. So as you look
forward in this process and the amendments that you consider over
the next weeks and months, I would ask you to just take those two
litmus tests and remember that every time you look at it.

I am here today to talk about primarily Senator Wicker’s amend-
ment, which I very much appreciated. It is a subject I have been
working on for several years, the problem of what we call indeter-
minate loss and how it affects the Flood Insurance Program, con-
sumers, companies, and others, and I want to speak briefly and
just tell you that I have been an insurance agent and broker for
almost 30 years. I have been a legislator. I have been the Director
of the Department of Insurance, so I have sort of a unique look at
all of this from all sides and have been through hurricanes, experi-
enced many of my customers in Hurricane Hugo and others. So I
have seen nothing but concrete slabs where there were beautiful
homes. I have been there on the ground and I know what can hap-
pen here.

But the indeterminate loss problem is that which when you have
a huge storm and you basically have no evidence to show you what
was wind and what was water, you create a big problem, not only
for the Flood Insurance Program, but for the whole insurance sys-
tem. Insurance companies, it becomes unpredictable for them. They
are selling a policy that legally has no flood insurance in it. You
have State wind pools who have regulations that have very specific
things that are in their policies and are not in their policies. You
have a National Flood Insurance Program involved that covers only
flood. And you have to mold these things together. So that blimp-
eye view, I think, is important, and as the other panel members
have mentioned many other aspects that become important to the
flood, the mapping, the rating, and all of these things.

But insurance, as we do this, the National Flood Insurance is a
very, very important undergirding of the whole business system
that we have in this country, from my point, especially on the
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coast. I mean, insurance itself is the real provider for why we can
do things in a big way in this country that we could not do other-
wise. Otherwise, if you had to pay cash for your car, for your house,
for your office building, there would be very little done in this coun-
try. So I think we all have to, as we work toward this, get to my
p{;(lamise of it must be predictable and it must be consistently avail-
able.

Now, going to the specific point, as I said, about indeterminate
loss, this is a problem whereby we would create a system that we
can—we have the scientific data to do so. We would create for-
mulas in the special loss allocation system where when you do not
have the evidence to do it, you will have extrinsic evidence. You
will have scientific formularies that you can put into a statistical
model that will tell you how to predict the loss. I think this is a
huge deal.

I know in Mississippi, many people in the reports said, well, it
was only 2 percent of the things. Well, it might be 2 percent of the
total of the whole Katrina problem, for instance, but it could be 100
percent of the losses in a six-, eight-, ten-mile area. So be careful
about using these percentages.

But this is a very important component. It makes it more pre-
dictable. It would make the rates, in my opinion, lower for the in-
surance companies because they would not have to deal with the
unpredictability of being forced to cover flood when they did not
offer it. It would make the Flood Insurance Program more predict-
able, ratable. It would encourage participation in the Flood Pro-
gram. And, of course, with the help of the State FAIR plans and
wind pools, that would all work together.

Now, there are others—I will take quickly—there are other
things that we can talk about, all-in plans. Those have some things
that have to be dealt with in trying to bring the private sector into
that and make it available that they would be able to offer that,
and I think there are some problems with that.

But I see that I am out of time, and so I will respectfully stop.
I have a lot of things I could say about and would be glad to take
questions. Thank you so much.

Chairman JOHNSON. Thank you.

Ms. Brown, you have mentioned a number of challenges facing
the Flood Insurance Program. Would you please give us your rec-
ommendations for the most important steps necessary to make the
program financially sound and remove it from GAO’s High-Risk
List?

Ms. BROWN. The efforts that it would take to get NFIP off the
High-Risk List would have to come from Congress. They are the
structural issues that need to be addressed. And then, also, there
are a number of management challenges that FEMA would also
have to address to get off the list.

So in terms—I will start with FEMA. In terms of getting off the
list, there are a number of criteria that we use to take a program
or an agency off. We would look for commitment of management.
We have started to see that commitment. We also would need to
see identified action plans, so there would have to be an identifica-
tion of root causes of the management challenges that they face.
Then they would have to identify effective actionable actions that
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they would have to take. And part of that would have to do with
addressing the many open recommendations that GAO has. I
think—I did a quick tally this morning, and it is somewhere
around 49 open recommendations that would need to be addressed.

Chairman JOHNSON. Ms. Brown and Mr. Plunkett Ms. Brown,
some have proposed a delay or phasing approach for setting insur-
ance rates for homeowners in new high-risk areas. This clearly re-
duces the impact on homeowners, but are there any downsides to
such an approach? What might the impact be on the fund and the
taxpayer? Are there any potential unintended consequences for
homeowners’ receptions of risk?

Ms. BROWN. I think the same challenges that having subsidized
rates also apply to grandfathered rates for those that are remapped
into higher-risk areas. It does not make very clear that people are
living in harm’s way, is the biggest challenge, and that is one of
the reasons that we cite in terms of making sure that people—that
rates are moved to a more full-risk rate basis. The same goes for
property owners that are remapped into higher-risk areas.

We did work on specifically the impact of the grandfather rates
on NFIP and we found that because FEMA was not tracking the
number of properties that were actually grandfathered, they were
not able to quantify the impact of those grandfathered rates on the
program. So that is something that they are now beginning to track
those rates, but it has to be factored into their calculation and their
rate-setting process.

Mr. PLUNKETT. Senator, there are several downsides. One, un-
safe building will continue because people will not understand the
flood risk that they are dealing with, or they will not purchase in-
surance if they are not mandated to do so.

Second, the indiscriminate and disproportional subsidies, often to
more affluent builders and homeowners, will continue. I would say
those are the two top.

Chairman JOHNSON. Mr. Kolton, Mr. Berginnis Mr. Kolton, in
your testimony, you mentioned that you would like FEMA’s maps
to be more graduated rather than the current system of showing
properties as simply in or out of the floodplain in order to give peo-
ple better understanding of the risks. Administrator Fugate also
mentioned this issue in his testimony before the Committee. When
do you think FEMA will be able to provide this level of detail in
its maps? What resources do you think they need in order to
achieve this goal?

Mr. KoLTON. Thank you, Mr. Chairman. This is important that
we look at the varying degrees of risk much in the way the private
insurance market would for differences between, you know, like 10-
, a 100-, a 75-year, 500-year floodplain. We ought to see those on
the map. There are different degrees of risk and people need to un-
derstand what those risks are. In addition, the rates ought to re-
flect those risks. It is too simplistic to have an “in or out” 100-year
floodplain approach, a 1-in-100 chance of flooding.

In terms of resources, we believe that the mapping proposal, the
technical mapping proposal is a good one and will provide much-
needed assistance and bring expertise to assist FEMA as it moves
forward with the process.
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Mr. BERGINNIS. In terms of the graduated risk issue, I think it
is important to understand, at least in utility, the Flood Insurance
Rate Maps that FEMA produces are the Nation’s flood maps, yet
we have flood hazard areas, such as dam failure inundation maps,
or levee failure overtopping maps, other flood risk frequencies, such
as the 500-year flood. A lot of those are not shown on those par-
ticular maps, yet those represent, those areas represent an area of
inherently higher flood risk and inherently catastrophic flood risk
should those defenses fail.

And we also have, I think, today, there is at least a partial in-
ventory of some of that mapping that is available. They just are not
put on the Flood Insurance Rate Maps. Now, FEMA’s new Risk
Map Program, one of the things I think the new program is going
to do is it provides what are called nonregulatory products, being
the Flood Risk Map and Flood Risk Report, and at least the Flood
Risk Map, in theory, should have the ability to show some of these
other areas in terms of doing that.

From a resource standpoint, one of the things that we think
FEMA should be tasked with doing is really looking at the long-
term programmatic cost of what flood mapping should be. There
was a shift in philosophy and products developed from map mod-
ernization to Risk Map, and in doing so, the Association of State
Floodplain Managers thinks that the data being provided under
Risk Map is good data, but it does change the cost calculus that
would go into that.

So we think that there should be a long-term estimate of the
mapping cost. But I will say that we are very, very concerned about
the significant reduction in mapping budget that has occurred this
year, right as we are experiencing one of the most devastating flood
years in recent times.

Chairman JOHNSON. Ms. Brown, do you have any comment?

Ms. BROWN. No.

Chairman JOHNSON. Senator Shelby.

Senator SHELBY. Thank you. Mr. Chairman, I ask that my open-
ing statement be made part of the record.

Mr. Plunkett, you have been here many times on this same issue.
I remember in 2005, 2007, you worked on this. Something that has
been a problem for me always has been why should the American
taxpayers subsidize these policies, or risk, for people who, a lot of
them have second, third homes, knowing that they are in a risk
area. Why should the other taxpayers pay for that?

Mr. PLUNKETT. Senator, there is clearly an equity issue here.

Senator SHELBY. Mm-hmm.

Mr. PLUNKETT. Obviously, there are people in floodplains who
are going to have difficult affording——

Senator SHELBY. We understand.

Mr. PLUNKETT. flood insurance, especially if it is priced the
correct way, if it is actuarially priced. But to have others who can
afford it subsidized actually drains resources that could be used to
help the people who need it the most.

Senator SHELBY. In the Flood Insurance Program as we currently
have, and we keep kicking the can down the road, it is basically,
one, broken, and it is very flawed, is it not?
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Mr. PLUNKETT. We think the program is extremely flawed in a
number of ways. It is not only essentially bankrupt, but it sub-
sidizes unsafe construction. That puts people in harm’s way. And
there is very poor administration by FEMA of the program.

Senator SHELBY. Ms. Brown, why do only 50 percent of the prop-
erty owners who are required to have flood insurance actually—
why do they not have a policy?

Ms. BROWN. This is an outstanding and ongoing issue. GAO last
looked closely at this issue about 9 years ago and found that, one,
determining compliance with the flood insurance requirement is
difficult to calculate. If you talk to bank regulators, we found that
the bank regulators will generally do some limited sampling, deter-
mine it is not a compliance issue. If you talk to FEMA and other
stakeholders, they look at the number of policies in force in Special
Flood Hazard Areas compared to the number of new and existing
mortgages and find that compliance is a problem. So I think it real-
ly is an issue of enforcing the requirement that currently exists,
which is important to do.

Senator SHELBY. All right. So, basically, that begs the question
whether FEMA and the bank regulators are doing their job. If they
were doing their job, they would not have a 50 percent insurance
program.

Mr. PLUNKETT. Senator, part of the issue of doing their job is the
mapping.

Senator SHELBY. I know.

Mr. PLUNKETT. If they were doing proper mapping, then people
would know they were in harm’s way.

Senator SHELBY. What happened to the mapping program that
was going to go on just a few years ago and everybody was talking
about? They were going to map to manage risk and tell people
what floodplain they were in, the real risk that they assumed
where they live.

Mr. PLUNKETT. It is a very good question. Administrator Fugate,
when he testified before you earlier this month, said that in 2003,
I believe, it was 70 percent of the maps were more than 10 years
old, but he did not provide information, current information as to
how many of the maps are too old right now.

Senator SHELBY. Is part of the problem, Mr. Plunkett, dealing
with people who would buy insurance or could afford insurance, is
part of it the lack of information that they are really in a floodplain
area or marginal area or what? Is that part of the problem, and
does that go to mapping itself?

Mr. PLUNKETT. Absolutely, Senator. It goes directly to mapping,
and we saw the tragic consequences of that, especially during Hur-
ricane Katrina.

Senator SHELBY. Mr. Rutenberg, in your testimony, you state
that homeowners living in residual risk areas should not be re-
quired to purchase flood insurance. That is a disturbing statement
to me. You state that requiring communities with a flood control
structure to first purchase flood insurance raises, quote, “real and
powerful equity and fairness issues.” This year has proven that
even those communities with a flood control structure are not im-
mune from flooding. My question is, if communities with flood con-
trol structures are not required to have flood insurance, does this
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leave them vulnerable to losses caused by floods like we have seen
this year?

Mr. RUTENBERG. Senator Shelby, you raise an interesting point,
but my personal experience with the Flood Insurance Program and
floodplains in Florida has been that the newer homes and newer
developments are being done with increasingly more stringent
stormwater management systems. In my locality, we have to have
all of our stormwater structures be prepared for an 18-inch storm
event, which is 18 inches more than the existing one. So I think
that we have questions as to how to integrate into existing as well
as the new developments.

Senator SHELBY. Mr. Kolton, do you agree with him on that eq-
uity issue? Are there any issues of fairness and equity in not re-
quiring these communities to have flood insurance?

Mr. KOLTON. Senator Shelby, we think it is desperately critical
that people have flood insurance
Senator SHELBY. Absolutely.

Mr. KOLTON. that are at risk. If they do not have flood insur-
ance and a catastrophic event happens, they are not going to be
made whole by the existing relief programs of the Federal Govern-
ment. They will not be insured. So that is fundamental.

Second, you can turn on your evening news and see levees being
overtopped in North Dakota. We do not need to tell this Committee
that just being behind a flood control structure does not mean you
are protected. There are thousands of flood control structures
across the country that are not providing adequate flood protection.
People need flood insurance behind these structures.

Senator SHELBY. Quickly, Mr. Richardson, wind versus water de-
bate, very, very important. We do not know—we have seen some
studies that say if we include wind damage in all this, it will cost
a heck of a lot of money. In your testimony, you wrote that the real
issue with slab claims is that those contesting the loss allegation
either did not have flood insurance or did not have adequate flood
insurance. As a result, property owners sought higher payments
from their wind insurance policies to cover the flood damage. If the
real issue is inadequate flood insurance, would the standard loss
allocation method that you propose actually change the outcome for
most policyholders, and what would it do to the insurance fund, the
actuarial soundness of a fund, if we included wind?

Mr. RICHARDSON. Well, we are talking about the whole ratings
system, Senator.

Senator SHELBY. Yes.

Mr. RICHARDSON. What you are trying to do—I get back to what
I stated in the beginning—is creating predictability. One of the
things that has been mentioned here several times by panel mem-
bers is that the rates become actuarially sound. I would be very
careful with that if I were you, because if you think you have ever
gotten 10,000 phone calls about a particular issue, you start charg-
ing actuarially sound rates right out of the chute, that would be
problematic. I think it is a worthy goal. You need to get to that.
But, frankly——

Senator SHELBY. Now, if you are not going to charge for the risk,
who is going to be charged for the risk?

Mr. RICHARDSON. No, I think you should——




99

Senator SHELBY. You are not talking about charging the tax-
payer:

Mr. RICHARDSON. No, sir, I am not. I think that is where you
should go. But my point is, you have had a system for 40 years
that was not actuarially sound. You can create actuarially sound
rates for new construction, because then someone can make the
choice. Do they want to pay it or not. But we have millions of
homes right now that we have to figure out, what do we do? How
much can they stand? Is it a 5-year phase-in? Ten-year phase-in?
But the big issue is, if we make it actuarially sound, you will not
need the NFIP.

Senator SHELBY. Absolutely.

Mr. RICHARDSON. You could basically phase this thing out by
making

Senator SHELBY. That would be my goal.

Mr. RICHARDSON. Exactly. Now, your question, well, that is not
a bad goal, but you just need to be

Slenator SHELBY. I thought it would be a worthy goal, not a bad
goal.

Mr. RiCHARDSON. Well, it would be a worthy goal, absolutely. But
on the indeterminate loss, one of the issues that we had not talked
about is the value of the homes, because the flood insurance only
provides certain limits, as you know. So the higher the values get,
the more complicated the amount of insurance is, and whether it
is flood, whether it is wind, and so forth.

One panelist made the statement that we should make people
purchase flood insurance in those zones. I totally agree with that.
Either you buy it or you get no Federal assistance. Until the Fed-
eral Government quits giving people money for being irresponsible,
then you are going to have a very low penetration of people that
are going to buy it because there is no penalty for them. If they
have no penalty and a Katrina hits and they get paid anyway,
whether they have the policy or not.

But in these systems, we have to have a melding of the Flood In-
surance Program and the all other perils that are going to come by
your carriers, and if you have a system that very specifically states
who pays what—to give an example to you, let us say you had our
Standard Loss Allocation System, and for a particular area, it said,
OK, this was 60 percent wind and 40 percent flood. If somebody did
not have a flood insurance policy, they have got a problem with 40
percent of their claim. The insurance company is going to hand
them the 60 percent of the money that was their problem. If they
chose not to buy flood insurance, then they have got a 40 percent
problem, as it should be. People will start saying, “I have got to
buy flood insurance or I am going to have a problem.” That is how
it takes care of itself. There are a lot of incentives in here to have
a system that very predictably creates it.

The other problem you have got, Senator, in your State, you had
issues where you had—you could easily have 200 or 300 homes and
have 200 or 300 totally different outcomes on what the claim was.
Now, I understand some houses are frame, some houses are brick
and mortar and so forth. Some houses are flat on the ground, some
houses are higher. All that should be taken into effect. But let us
assume we had 100 houses. They were all flat on the ground. They
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were all frame. They were all 25 years old, et cetera, et cetera.
Every one of those claims, theoretically, should be settled exactly
the same.

Chairman JOHNSON. Senator Reed.

Senator SHELBY. Thank you.

Senator REED. Well, thank you very much, Mr. Chairman, and
thank you, the witnesses here. Great testimony.

One of the issues we all seem to focus on is the flood mapping,
which I would like to probe a bit further, and I want to thank Mr.
Kolton for mentioning the Technical Mapping Advisory Council and
the National Mapping Program. I think that was a—I helped con-
tribute to that along with many of my colleagues here in terms of
the 2008 legislation and I think it would be very useful if we could
move that.

But Mr. Berginnis, as I understand it, there is a choice of doing
a detailed study or the approximate study, and as GAO has pointed
out, the detailed study, as the name implies, is much more accu-
rate, much more effective, and uses more reliable data. So who,
from your perspective, who determines the type of study which
should be undertaken to update a map?

Mr. BERGINNIS. That study need is first determined at the, really
at the State and local level. What happens in the mapping process
is that FEMA first solicits from States and communities where
those mapping needs are. For example, there could be an unincor-
porated little neighborhood area in a rural community that there
is an acute need right there to have detailed mapping, but maybe
on the rest of the water course, there is not. Then based on all of
those mapping needs being evaluated at one time, you know, the
reality is there is a mapping budget that has to be met, and I have
not heard a situation yet where a mapping budget has been ade-
quate enough to cover those.

Senator REED. And just

Mr. BERGINNIS. Sure.

Senator REED. the mapping budget is the local budget——

Mr. BERGINNIS. It is

Senator REED. or the FEMA budget or:

Mr. BERGINNIS. It would be the FEMA budget on a per study
basis in doing it. And so from there, then priorities are made and
that do take into account State and local priorities, but also FEMA,
I know, has some formulas in terms of designating mapping budg-
ets that includes risk, the overall community risk and watershed
risk and doing those kinds of things.

Senator REED. But it seems to me that because, as I understand
it, they are—using approximate data is a lot cheaper than using a
detailed study and there are budget pressures so that we have
built in a disincentive to do some of the most specific detailed more
accurate mapping. Is that——

Mr. BERGINNIS. The—I am not sure it is as much of a disincen-
tive as it is just a recognition of the realities of the mapping budg-
ets. Again, the disparity between the need and the amount of
money available is significant.

Senator REED. Right, but let me just pursue this one more, and
that is, by and large, can you comment on—generally, FEMA is
using, I would guess, approximations, if you look at their activities,
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rﬁther than detailed mapping? Is that your impression, or is
that

Mr. BERGINNIS. I think they are using a combination of both.

Senator REED. OK.

Mr. BERGINNIS. The one thing I do want to mention about ap-
proximations

Senator REED. Yes?

Mr. BERGINNIS. ——that are interesting, I remember when I first
started as a State official working with the flood maps in the early
1990s, the approximate maps were literally dots on a map. I mean,
they were—and when I heard stories about how they were created,
it really was not terribly technically sound.

Today’s approximate mapping, most of the mapping, if not all of
it, actually has engineering models behind it now. So there are effi-
ciencies even in the approximate mapping that make it better as
a product than before.

Senator REED. I know Mr. Rutenberg wants to make a comment,
but just a final point is that the new maps, are they—how effective
are they incorporating all the different data sources that have come
online—storm surge, coastal inundation, information from the
Corps of Engineers, NOAA information? Is that being effectively
factored into these maps or is that sort of still outside and not
being used?

Mr. BERGINNIS. Well, the process is good where it allows consid-
eration of all those things, but actually incorporating all of those
data into the maps is something that is not being done nearly as
much as it should, and again, I think it goes back to the budget
and cost of doing it.

Senator REED. Yes. But from your perspective

Mr. BERGINNIS. Sure.

Senator REED. incorporating that data would be helpful, use-
ful, and provide more accurate

Mr. BERGINNIS. Oh, absolutely. Absolutely.

Senator REED. And then in my final few moments, Mr.
Rutenberg, you had a comment. I do not want to cut you off.

Mr. RUTENBERG. Thank you, Senator Reed. I know my place. 1
am glad to wait.

Senator REED. Please.

Mr. RUTENBERG. One of the things that strikes me is that there
is a lot of locally generated information which is not being used in
deriving the FEMA maps, and some of it is very good and some of
it is not, but you could have criteria to examine it. I know that
when I did a development, I had to do—my engineer’s stormwater
had to be checked by the city. It had to be checked by the county.
We even hired an engineer. We paid the neighbor’s engineer to re-
view it. And this information is not included in the FEMA maps,
as if those stormwater areas are not there. So some areas are good,
some are not, but there is a potential savings for the Federal Gov-
ernment to get better maps quicker by utilizing local information
that meets a certain standard. Thank you.

Senator REED. Thank you, Mr. Chairman.

Chairman JOHNSON. Senator Vitter.

Senator VITTER. Thank you, Mr. Chairman, very much, and
thanks to all of our witnesses.
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My top goal in this work is to produce a full long-term reauthor-
ization of the program. That is very basic, but I want to sort of step
back to that basic issue. My observation experience, particularly
coming from Louisiana, where we have and need a lot of this insur-
ance, is that the stop-gap measures we have been passing, for in-
stance, through last year, have been really detrimental to closings
and to helping get the market going and get out of this recession,
and that was extremely counterproductive last year, particularly
when we had some gaps in the program, and I wonder if anyone
like Mr. Rutenberg, who is certainly familiar with the real estate
sector, could comment on that.

Mr. RUTENBERG. The gaps you are referring to are gaps in the
program. I had a personal experience last year where we were
building a home and we closed the construction on it in September
and we were not supposed to have to do flood insurance and it was
the changes. We then had to do flood insurance and then you have
to pour the slab, do your survey, and then you have to go 30 days—
60 days through a process which is including going back to the
county, getting it done, send it in, and so it was, like, 60, 90 days
late getting the first money out of the house.

There are a lot of builders who have had to shut down construc-
tion. There are a lot of homeowners who could not close on loans,
homeowners who cannot convey title. The gaps are very counter-
productive, and the Realtors have mentioned it, as well.

Senator VITTER. Thank you. Yes, sir?

Mr. RICHARDSON. Yes, Senator. I think you are right on point,
and I would go back—I hate to sound like a broken record, but if
you make the program 5 years, if you implement the science that
we now have available to us that we did not have available to us
in the 1960s when a lot of these maps and things were done, you
are going to get more and more players as the rates become closer
to being actuarially sound. You will have the private industry enter
this market. Insurance companies will insure anything that is pre-
dictable and is close to or actuarially sound. They will do it.

Senator VITTER. OK.

Mr. RICHARDSON. And so that is what you need.

Senator VITTER. I do not want to cut you off, but I need to get
to other questions

Mr. RICHARDSON. That is what you need.

Senator VITTER. ——but I appreciate it. So let me just under-
score the point. We are coming out of a serious recession. We need
every bit of growth we can get. We need every closing in sight. And
so for us to work against that with short-term stop-gap measures,
including lapses in the program, is just crazy. So I hope, whatever
the nature of the bill, and I certainly have thoughts about that, we
get a full long-term reauthorization.

Second, I want to address this issue, I think sometimes there is
this assumption that any expansion of limits or expansion of cov-
erage under the program is directly counter to making the program
fiscally sound, actuarially sound, and I do not think that needs to
be the case. I think the devil is in the details. In particular, Ms.
Brown, in your written testimony, you say that, quote, “Increasing
participation in NFIP and thus the size of the risk pool would help
ensure that losses from flood damage did not become the responsi-
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bility of the taxpayer.” Can we consider new aspects of the pro-
gram, including higher coverage limits to account for inflation—we
have not changed that since 1994—in a way, in an actuarially
sound way that actually builds on that soundness and does not di-
minish it?

Ms. BROWN. Yes. We have looked at the issue of coverage limits
and we found that, on average, most policies are well under the
limit, and that is driven by a variety of factors. There are many
properties that are under the $250,000 limit, and for properties
that are well over the $250,000 limit, million-dollar homes, for ex-
ample, there is often available excess flood insurance coverage that
the private sector is willing to provide. So the issue of whether
changing the limit will destabilize the program, it is not a clear-
cut answer for that particular question.
hS%nator VITTER. Mr. Rutenberg, do you have any thoughts about
this?

Mr. RUTENBERG. No.

Senator VITTER. OK.

Mr. PLUNKETT. Senator, on that question, the Consumer Federa-
tion would agree that expanding coverage does not have to be at
odds as long as it is actuarially—at odds with the financial stability
of the program as long as the coverage is offered in an actuarially
sound way. But you have got to eliminate some of the subsidies
that occur, some of which are hidden, such as FEMA administra-
tively grandfathering rates from old maps when new maps are de-
veloped.

Senator VITTER. OK. So I just want to underscore this point. In
fact, I would go further. It can increase participation in the pro-
gram, which would help make the program more actuarially and
fiscally sound, to have more realistic coverage levels and lines.

Just a final quick point. I want to support my colleague, Senator
Wicker’s, proposal, and I think Mr. Richardson discussed this. I can
tell you, in the Katrina experience, like he can, I cannot quantify
it exactly, but I can tell you that the taxpayer was ripped off roy-
ally in many cases because of flood damage being pushed—excuse
me, because of wind damage being pushed onto the flood side and
to the taxpayer. That happened. It happened over and over and the
taxpayer was left holding the bag. Mr. Richardson, do you have any
follow-up on that?

Mr. RICHARDSON. Well, Senator, I think you are exactly right,
and once again, we get back to the science. We have the tools to
determine this right now. I see no reason why we would not. When
we can catalog it and we know exactly, or as close as we could from
scientific evidence, what is wind and what is water, why would you
not do that and eliminate litigation? You eliminate—I know in your
State and others, one of the big problems is the economy. If you
have thousands of situations sitting there, waiting to be paid, and
you cannot build a house, the gentleman here, the Home Builders
do not build the homes, you do not get the taxes paid on the prop-
erty, I mean, it compounds and creates a very unhealthy economic
situation that could have been solved in 60 days, perhaps, instead
of 6 months, a year and 6 months, so——

Senator VITTER. Thank you very much.

Chairman JOHNSON. Senator Tester.
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Senator TESTER. Yes, thank you, Mr. Chairman. I want to thank
the panel for being here today. I very much appreciate all of your
testimony. I have got a lot of questions and little time.

I am going to start with you, Ms. Brown. You know very well,
or maybe you do not, the Chairman talked about a high water year
in South Dakota and the Missouri River drainage were creating to
that. They are adding to it along the way. We have got historic
flooding happening. Every one of you—almost every one of you
talked about the actuarial soundness of the program and the pro-
gram being upside down. Is there any estimate out there on how
much more borrowing the Flood Insurance Program is going to
have to borrow this year to take care of the historic flooding? Any
estimates?

Ms. BROWN. No, none that we have seen. It really will depend
on the claims, but it is a real risk. If this ends up being a very high
flood year for NFIP, then it is very likely that they may have to
borrow to actually pay their insurance——

Senator TESTER. OK. Well

Ms. BROWN. ——their interest premium.

Senator TESTER. Got you. What would the impact on that addi-
tional borrowing have on this program?

Ms. BROWN. It would increase the debt that they owe to the
Treasury.

Senator TESTER. OK.

Ms. BROWN. So it would further destabilize the program.

Senator TESTER. Actuarial soundness was something that, I
mean, everybody wants to see. Everybody thinks it is very impor-
tant, as do I. You talked about grandfathered rates. You talked
about rates that mirrored the risk. If we are going to make the pro-
gram actuarially sound so the taxpayer is not on the hook—and I
will start with you, Ms. Brown, and anybody else can answer this,
but make your answers as concise as possible—what kind of in-
crease in rates are we looking at?

Ms. BROWN. They would be substantial.

Senator TESTER. Would they be 25 percent?

Ms. BROWN. Much higher than that.

Senator TESTER. OK. And what impact would that have on peo-
ple’s ability to insure? And I will kick it over to Mr. Plunkett. If
rates went up by 25 percent plus, if they went up by 50 percent,
possibly, what impact is that—I mean, you increase my insurance
rates on my house by 50 percent——

Ms. BROwN. Hundreds.

Senator TESTER. ——I may have nothing.

Mr. PLUNKETT. The next step, Senator, would be to use the sav-
ings and probably more to create a means-tested program to help
people who cannot afford the new higher rates.

Senator TESTER. The ultimate goal here, though, is to get every-
body involved in the program that we can get involved in the pro-
gram, right? I mean, the ultimate goal is everybody, rich, poor, me-
dium, everybody involved. We are running, what, a $16 billion def-
icit in the program right now, is that correct?

Mr. PLUNKETT. Something like that.

Ms. BROWN. It is almost 18.
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Senator TESTER. Almost $18 billion. Has anybody done the anal-
ysis on what the subsidies would be per year?

Mr. PLUNKETT. Those are—we do not have a number, but we
think it is a better way to run the program. It diminishes a lot of
the distortions and the unintended consequences and the counter-
productive building that we are talking about, and it is absolutely
essential. I mean, you have to—if you are going to require flood in-
surance, you have to——

Senator TESTER. No disagreement.

Mr. PLUNKETT. help people that cannot afford it do it.

Senator TESTER. But I think there is also agreement we want to
take the taxpayers off the hook, and I am not sure we are doing
that. Do you see what I am saying?

Ms. BROWN. In terms of a dollar amount on the current sub-

sidy
Senator TESTER. Yes.
Ms. BROWN. —for the pre-FIRM, it is, by our calculation, we

are talking maybe $1.6 to $2.1 billion a year.

Senator TESTER. OK. Go ahead.

Mr. BERGINNIS. Senator, if I could add, and this is why the actu-
arial soundness issue cannot be dealt with apart from the other as-
pects in terms of having a robust mitigation program, so again,
folks who may be paying those rates can at least have an alter-
native to actually do something to reduce the rates, and then, sec-
ond, why a more recent idea, this idea of if there is going to be a
subsidy, have it outside the program. Have it as a means-tested
voucher.

Senator TESTER. I have got you. One of the things about mitiga-
tion, though, is I look at the pictures going up and down the Mis-
souri right now, is that a lot of those levees that were meant to
keep water away from people are now keeping water on people, and
so mitigation is important, and I agree it is going to live in the
middle of a forest, but on the other side of the coin, sometimes it
works exactly the opposite when it comes to water.

Mr. BERGINNIS. And that is actually a great observation and why
mitigation has a lot of forms. There is structural, such as levees.
But the nonstructural mitigation, such as individual house ele-
vations, relocating areas out—just relocating folks outside of the
floodplain in those——

Senator TESTER. I appreciate that. Yes, Mr. Rutenberg?

Mr. RUTENBERG. To that point, Senator, I think that you can
have some incentives within the program. For example, if you were
elevated above a certain point related to the floodplain

Senator TESTER. Right.

Mr. RUTENBERG. then that would give you a deductible and
that would become a good investment for someone who was build-
ing. There are some options there that could be free-marketing
good.

Senator TESTER. Very good, and I would love to hear those, and
we will have a bunch of other questions directed, so I appreciate
it.

I have just one quick thing and then I am going to let you guys
go. Senator Wicker does have a proposal on wind. You addressed
it, Mr. Richardson. We are talking about actuarial soundness. Can
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you get insurance for wind at this point in time in the private sec-
tor?

Mr. RICHARDSON. Yes.

Senator TESTER. OK.

Mr. RICHARDSON. It is readily available.

Senator TESTER. Has there been any estimate, if wind is added
to the flood program, what kind of increase, if we are going to
make it actuarially sound, what kind of increase that is going to
have on premiums?

Mr. RICHARDSON. I would say to you simply, why would you add
something to a Federal program that is readily available in the pri-
vate market? Do not go there.

Senator TESTER. OK, so——

Mr. RICHARDSON. Do not go there. It would blow the Federal pro-
gram——

Senator TESTER. I do not want to do that. Maybe I will back up.
I thought that was the proposal, is

Mr. RICHARDSON. No, no, no

Senator WICKER. It is not in the proposal.

Senator TESTER. OK. Super. I was misinformed and I apologize,
and you are absolutely right. You do not add it if it is available in
the private sector.

Once again, thank you all very much. I appreciate your testi-
mony and your perspective.

Chairman JOHNSON. Senator Wicker.

Senator WICKER. Thank you, Mr. Chairman, for a balanced
panel. I think so many issues have been raised that it dem-
onstrates why this program has not been reauthorized up until this
point, because it is so complicated.

And, Senator Tester, thank you for raising that question. My pro-
posal, which we are calling the COASTAL Act, would not add wind
to the Flood Control Program. It is a scientific way of allocating the
loss between wind and flood when both perils are involved and
when there is nothing but a slab left.

And in that regard, I would point out, Ms. Brown is here on be-
half of GAO. In 2007, GAO said, for a given property, NFIP does
not know how each peril contributed to the total loss. GAO does not
know and NFIP does not know how much was contributed by wind
and how much was contributed by water. The GAO report goes on
to say, or how adjustors working for Write Your Own insurers
made such determinations. NFIP does not know how they made the
determination between wind and water.

Further, the report says, FEMA cannot be certain whether NFIP
has paid only for damage caused by flooding when insurers with
a financial interest in apportioning damages between wind and
flooding are responsible for making such apportionments, a conflict
of interest that is underscored by the testimony today from the
Consumer Federation of America. In the full testimony submitted
for the record, Mr. Plunkett says these Write Your Own insurers
also have a serious conflict of interest when they settle hurricane
claims for the program, since they make more money if they deter-
mine that losses were caused by flood damage rather than by wind
damage.
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I think Senator Vitter is right. It may very well be, based upon
the testimony of these two witnesses, who I did not request but I
think have made valuable contributions today, based upon their
testimony, it may very well be that the Flood Insurance Program
and the taxpayers have paid more than their fair share because
you have got private insurance adjustors who have an inherent
conflict of interest, or at least the appearance of a conflict of inter-
est, in allocating more of the loss to the taxpayer and Uncle Sugar
rather than to their own insurance companies, and it would seem
to me, Mr. Richardson, that your proposal of scientific allocation
deals with this. Am I correct in that?

Mr. RICHARDSON. Yes, sir, it is, and you are also correct in the
Write Your Own Program does have a frailty of when you have an
insurance company basically determine what they pay and what
the National Flood Insurance Company would pay, with a single
adjustor, is a potential moral hazard. There is no question. They
get paid—I have forgotten what the—to manage those policies, they
get paid, what, 30 percent? Ms. Brown might know. I think it is
close to 30 percent. That is a huge number. If you look at TPA,
what we call third party administrative things in the insurance in-
dustry, that is a number that is off the charts, you know, 30 per-
cent to do that. That is way too high, but anyway, I will leave that.

But, I mean, it is efficient in many ways to have a single adjus-
tor, but to have the single adjustor working for an individual com-
pany against the Federal Government where the Federal Govern-
ment is the big honey pot, as you say, is crazy. And when you have
the science to create a formula that would eliminate that, I cannot
see why you would not do it and I applaud you for——

Senator WICKER. Let me ask you this, Mr. Richardson. We are
not asking the Federal Government to come up with a new regime
of data collection, are we, in your proposal?

Mr. RICHARDSON. No, sir. I would

Senator WICKER. Tell us about the data that you would use, be-
cause I do not think we have spread that——

Mr. RICHARDSON. Well, NOAA and a lot of the things that are
out there, this information is available. Now, we might want to
make it more robust. We might want to have more collection cen-
ters. But a lot of this is already being done, and if this information
is basically brought together and put into an algorithm that you
could use actuarially, it is there. And not only that, but you could
use the information for other people. You could rent the informa-
tion to all sorts of people. We have studied that, as well, and I
think you could dramatically reduce the cost of it in that way.

Senator WICKER. Let me

Mr. PLUNKETT. Senator, could I pitch in here on this?

Senator WICKER. Yes, sir.

Mr. PLUNKETT. Thank you for mentioning our concern with the
conflict of interest with the Write Your Own Program. We think
your bill is laudable in its goal. We do worry, however, that even
though some of this information is being collected now, charging
FEMA, which has had trouble managing simpler aspects of the pro-
gram, with creating this formula and getting all this information
together and doing it right and doing it fair is too much for them
to handle.
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In the testimony—I will not give you the details because you only
have a little time, but we suggest an alternative approach involving
the law of averages, which is the way that auto claims are used
when you have different claims between auto insurers. We would
love to talk to you about that.

Senator WICKER. Well—

Mr. RICHARDSON. Senator, this does not make FEMA do it. It
gives FEMA the ability to engage whomever they choose to do it.
They can go to the private industry—I think I am correct in saying
that—and have them create this formula. FEMA does not have to
do it.

Senator WICKER. OK. I am

Mr. PLUNKETT. They do have to manage it, though, and we are
worried about their ability to do that.

Senator WICKER. I am a little over on my time, but I do appre-
ciate Mr. Plunkett making that suggestion. I think you would con-
cede that the current program does not work when it comes to the
wind versus water claims in a slab situation, and you point out——

Mr. PLUNKETT. Most certainly, we would

Senator WICKER. ——you point out that many Gulf Coast con-
sumers are still in court dealing with claims they believe should
have been paid under their wind coverage, and here we are in 2011
on a 2005 event, and your testimony is consumers still are in court
on this determination, which whether under your proposal or under
Mr. Richardson’s proposal could be done much simpler and keep us
out of court and away from huge legal fees.

Thank you all for your testimony, and thank you, Mr. Chairman.

Chairman JOHNSON. Senator Merkley.

Senator MERKLEY. Thank you, Mr. Chairman, and thank you to
all for discussing these issues.

I am trying to get my hands around just how big a hole the pro-
gram is in currently, and if I catch these various statistics cor-
rectly, and I am going to say them out loud so somebody can cor-
rect me here, but the policies being sold are about $3.5 billion per
year, that the debt is about $18 billion currently, that if they are
borrowing from Treasury at a 3-percent rate, that puts you at
about half-a-billion per year. So just to pay the interest would be
about a seventh of the current price of the policies, that is, if we
are just paying the interest on that debt, and if we are paying off
that debt and amortizing it over a certain number of years, depend-
ing on the number of years, policies would have to go up substan-
tially. Is there any—I am assuming the answer is no, but is there
any—first of all, are these numbers in the ballpark, and is there
any sort of mechanism in the law in which rates are adjusted in
order to cover the interest on the debt and to pay off the capital
over a particular number of years, and if so, how many years and
so forth? Who would like to help us understand the dynamics of
this hole?

Ms. BROWN. Well, I would say your numbers are in the right
ballpark, and no, there is no current mechanism in the law to allow
FEMA to increase rates to start paying down the debt.

Senator MERKLEY. Why not?

Ms. BROWN. It just does not exist.
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Senator MERKLEY. So FEMA has paid off some of the loans it has
borrowed, I believe I understand.

Ms. BROWN. Yes.

Senator MERKLEY. So what determined how much they could pay
off how fast?

Ms. BROWN. It is—basically, it has been driven by the claims
rates. It is

Senator MERKLEY. So if the claims were below the premiums and
there is a surplus, you pay off some of the debt. Otherwise, you just
live with an increasing balance. So what would you propose?

Ms. BROWN. Well, there are a couple of options we have looked
at. I would like to note that FEMA can increase rates up to 10 per-
cent annually by zone, so there is a possibility to adjust rates
through that. But we have

Senator MERKLEY. On an enduring basis?

Ms. BROWN. Umm

Senator MERKLEY. Ten percent each year, it could go up?

Ms. BROWN. Yes. Yes.

Senator MERKLEY. OK.

Ms. BROWN. That is the cap for an increase in any given year.

Senator MERKLEY. All right.

Ms. BROWN. We have looked at various scenarios in terms of
what it would take to pay down the current outstanding debt, and
one option would be, for example, to have an additional fee to pay
it down, but it would be in addition to a movement toward more
full-risk rates and there are questions of equity and fairness to
have future or current policyholders to repay the debt that was cre-
ated for previous policyholders. So there are a number of ways to
do it. I know the last legislation the Senate approved actually
would forgive the debt. Dealing with the $18 billion outstanding
debt is vital to increasing the ongoing stability of the program. But
in years of any type of above-average flooding, FEMA risks having
to borrow to make interest payments. So the debt would continue
to balloon unless it is dealt with.

Senator MERKLEY. Yes, Mr. Richardson?

Mr. RICHARDSON. Senator, I would submit to you, and I have
seen some studies, and perhaps—I think it might have been done
by the Heartland Institute, who is here today—penetration of pol-
icy ownership is the way to solve this financially. If you had a
much higher—you know, we have got some good regulations in the
laws. If you make more people that are in flood zones, designated
flood zones, have the flood insurance or they are ineligible for any
kind of Federal help, you are going to raise the penetration, you
are going to have more money coming in, and I think—I have seen
that study, it shows, and Ms. Brown could relate to this, but you
could very quickly take your—Ilet us just say 10 percent of the peo-
ple have flood insurance now. You raise that to 20, 30, 40, it will
show you very quickly that you have enough money to make the
Flood Insurance Program solvent just like it is.

Senator MERKLEY. And you are talking about only 10 percent in-
side a 100-year flood zone?

Mr. RICHARDSON. Some places, it is true. I mean, I would rather
refer to Ms. Brown because I do not have those figures readily
available, but, I mean, the only people you have mandating flood
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insurance is people who have mortgages that are federally backed
and they have to have it. Other than that, I do not think—Ms.
Brown might be able to say—I do not think there is any other man-
date on the flood insurance. But——

Senator MERKLEY. Well, and indeed, no, I think you are abso-
lutely right, and previously, someone had referred to the Federal
mandate, but indeed, we have had a lot of discussion about man-
dates up here and it is quite different for it to be tied into a mort-
gage. But separate from a mortgage, you are proposing to say, yes,
you must spend your money on this form of insurance?

Mr. RICHARDSON. If you want to be available for Federal assist-
ance in the event of——

Senator MERKLEY. OK. I see.

Mr. RICHARDSON. not going to make you buy it

Senator MERKLEY. I see.

Mr. RICHARDSON. ——but if you do not buy it and your house
goes bye-bye, do not expect the Federal Government to come write
you a check for your house.

Mr. BERGINNIS. Senator, if I could just also add this, this ties
into the actuarial and really what is actuarial rating under this
program. The debt that accrued was from catastrophic events and
even though the subsidized policies are about a quarter of the poli-
cies in the NFIP, one could probably say that 100 percent are sub-
sidized to the extent that you do not have any factor for cata-
strophic events built in there. Senator Shelby has—this is a point
that he has raised repeatedly. But this is also one of the areas that
perhaps is more promising for private sector involvement in terms
of the use of reinsurance and those types of things.

Senator MERKLEY. My time is up and I thank you very much.

Ms. BROWN. I would like to note one thing. In terms of doing an
analysis in terms of what it would take to pay down the debt, you
also have to factor in that current interest rates are very low. If
interest rates change, if there is another event, there are a number
of moving parts that will impact the ability of the program to be
able to pay off the debt.

Senator MERKLEY. Absolutely. Thank you.

Chairman JOHNSON. I would like to thank our witnesses for
being here today.

Senator WICKER. Mr. Chairman?

Chairman JOHNSON. Yes.

Senator WICKER. I wonder if I could take a moment or two on
a second round. It will not be long——

Chairman JOHNSON. Yes, you may.

Senator WICKER. I appreciate that. Let me ask—I want Mr.
Rutenberg and Mr. Kolton to address this issue, and I will start
with Mr. Kolton. If there is a levee, surely the property owner
should get some reduced premium because that levee is there. You
are not advocating, are you, flood insurance at the same premium
for that type of property owner, are you?

Mr. KovLTON. No, Senator. We believe that what ought to be ac-
counted for is the level of flood protection that exists and we ought
to be looking at what level of protection exists from a particular
levee. But it would be a mistake not to have any flood insurance
behind a levee that is not accredited.
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Senator WICKER. Well, OK. Well, the fact is, and I think, Mr.
Rutenberg, you would agree with this, that most levees work, that
most levees provide the protection that is necessary, and it is really
not fair to make property owners act as though they had no protec-
tion whatever in their premiums, do you not agree, Mr. Rutenberg?

Mr. RUTENBERG. Senator, I agree, but I think it is a broader
question than just the levees, if I might. This also goes back to my
earlier point, that we have some communities and counties require
much more in-depth stormwater management than others, and if
you are going to take it to a different level, then you should really
take it to a different level and have the rates be commensurate
with the risk.

Senator WICKER. And just one final question, and that is to you,
Ms. Brown. I do not understand why the banks do not do a better
job of enforcing the requirement for flood insurance. If flood insur-
ance is required at a closing, it would seem to me that NFIP and
the banks have a responsibility to be just as aggressive as the
banks are with any other kind of insurance. I have gotten calls
from my mortgage company about my insurance. Even when there
was a mistake, I did have insurance, but the company changed or
whatever, they called me quickly. And I can assure you, they make
sure that my hazard insurance premiums are up to date or they
will impose another insurance requirement on me quickly.

Ms. BROWN. Mm-hmm.

Senator WICKER. That is not the way the Flood Insurance Pro-
gram works, and I am mystified as to why banks and NFIP do not
work together to enforce this requirement as aggressively as banks
enforce the other types of insurance.

Ms. BROWN. No, it is, you know, very unusual, and part of it goes
to this issue of it is not clear if the banks focus at the closing to
ensure that there is flood insurance at closing, but the flood insur-
ance is not maintained over the life of the mortgage. And part of
the problem is the bank regulators, as I mentioned, they do a risk-
based approach to examinations, so they have a number of con-
sumer protection laws that they test for compliance with. So they
are doing limited testing. They are not finding problems in their
limited testing, so they are concluding that compliance is not an
issue. But you talk to FEMA, and as I mentioned, they are looking
at the number of properties in the Special Flood Hazard Areas and
they are looking at new mortgages and they are determining that
there is a gap in terms of the compliance. So it is an ongoing issue
and it is one that definitely warrants attention.

Senator WICKER. It needs to be addressed in any reauthorization.
Thank you, and Mr. Chairman, thank you for indulging me.

Chairman JOHNSON. Senator Shelby for a last observation.

Senator SHELBY. I was intrigued by the exchange a minute ago
dealing with someone who would build a home or an office or what-
ever behind a levee and so forth, because it looks to me like that
would tell me that, boy, I am in a floodplain. It is just a question
of risk, and I understand that. To not have insurance would be
nonsense. It would remind me if I had a home here in Washington
or in my home town of Tuscaloosa, Alabama, and if I were ten
houses from a fire station and a fireplug, water out there in front
of my house, and I said, well, I do not need fire protection because



112

I have got the fire department, you know, I am fine. That is non-
sense to me. If I were in a floodplain, at or near or building behind
a levee, that would send a signal to me, whoa, we are in a flood-
plain. Mr. Kolton, what do you

Mr. KOLTON. Senator, you are absolutely right. The National
Committee on Levee Safety, which Congress authorized to look at
this issue in the 2007 Water Resources Development Act, rec-
ommended that there be mandatory flood insurance behind levees,
and——

Senator SHELBY. Because that would be a false security. You
would think, looking at what has happened lately, the breaching—
well, as we are talking, up in the Dakotas, for example. It could
have happened in my State or in Mississippi or anywhere, breach
those levees. And sooner or later, they could be breached. It might
be 50 years. It might be 10 years. It might be 100 years. But the
chances are in the floodplain.

Mr. PLUNKETT. Senator, we would also agree, and we would
agree with Senator Wicker that, I mean, there should be coverage,
but it could be lower if-

Senator SHELBY. Oh, I understand

Mr. PLUNKETT. if the levees are in good shape. We would
warn against an approach in the House NFIP bill which would say
that if a levee has been decertified by FEMA as being in good
shape, that rates could be lowered upon promises, essentially prom-
ises by communities that they are going to fix it. In other words,
they are not done yet. They are thinking about it or they have
started it, but it is not back up to snuff.

Senator SHELBY. Sure.

Mr. RICHARDSON. Senator——

Mr. BERGINNIS. Senator

Mr. RICHARDSON. Senator, I would just say, do not rate anything
based on promises. I mean, that goes against everything that has
been said at this table here. In the insurance formula, when it is
there, when you can prove it, that is when it gets rated and that
is when you pay for it. Do not give somebody——

Senator SHELBY. I have been around politics for 40 years. You
are absolutely right. Watch the promises.

Mr. BERGINNIS. And if I could just add one more thing on the rat-
ing of those properties behind levees, currently, if you had a levee
that is certified to provide a level protection, so it is certified it is
in good shape, if you made the flood insurance mandatory, you are
paying those low-risk rates. That is in the current rating structure
as it exists.

Senator SHELBY. Thank you.

Chairman JOHNSON. I would like to thank our witnesses for
being here today to contribute to our NFIP reauthorization discus-
sion. The NFIP has an important mission to aid in disaster mitiga-
tion and recovery, and the views that we have heard today will as-
sist us as we chart a sustainable future for the program. This hear-
ing is adjourned.

[Whereupon, at 11:43 a.m., the hearing was adjourned.]

[Prepared statements and additional material supplied for the
record follow:]
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PREPARED STATEMENT OF SENATOR RICHARD C. SHELBY

Thank you, Mr. Chairman.

This year has been marked by extreme weather and natural disasters across the
country. My own State was devastated by massive and deadly tornadoes in April.

According to NOAA, the United States has suffered eight natural disasters each
costing in excess of $1 billion. The total damage is $32 billion and rising.

While these natural disasters include droughts, fires, and tornadoes, the historic
flooding of the Mississippi and Missouri rivers has dominated the headlines lately.
Unfortunately, the flooding may not end for months because rainstorms continue in
the Midwest and last winter’s snowfall is still melting.

To make matters worse, many communities that thought they were protected by
levees have been flooded due to intentional breaches by the Army Corps of Engi-
neers.

We may see even more extreme weather later this year as the National Weather
Service predicts that 2011 will be a “busier-than-usual” hurricane season.

The severity of this year’s weather highlights the need for the National Flood In-
surance Program to be reauthorized and placed on a sustainable path.

For nearly 6 years, Congress has been unable to pass a long-term reauthorization
of the flood program.

The short-term extensions have kept the program alive, but have prevented the
implementation of important reforms.

This has made it difficult for communities in high-risk flood zones to plan for the
future.

Accordingly, it is my hope that this year we can pass a long-term extension of
the flood program that includes the reforms needed to make the program “actuari-
ally sound.”

I look forward to hearing from today’s witnesses and hope that they can provide
further insights on how the flood program should be modernized.

I am especially interested in hearing what can be done to increase participation
in the program.

We know that most people that need flood insurance do not have it. We must ex-
plore ways to change that.

We can have the best flood insurance program in the world, but it will do little
good if people do not participate. Although the flood program expires in a few
months, I am confident that the Committee can successfully work together to, once
again, pass bipartisan legislation.

Thank you Mr. Chairman.

PREPARED STATEMENT OF SENATOR MIKE JOHANNS

Thank you for being here today and your willingness to testify about an issue that
is currently so critical to Nebraskans. According to the National Geospatial-Intel-
ligence Agency, about 110,000 acres of land have been affected by the flood waters
in Nebraska. The water has hit people’s homes and livelihoods; in some areas, wip-
ing them out. Yesterday, I met with FEMA Administrator Craig Fugate and the
U.S. Army Corps of Engineers Brigadier General John McMahon to talk about what
they’re doing to try and relieve some of the suffering Nebraskans are facing. I also
shared with them some of the concerns surrounding their water release and flood
insurance decisions. My constituents and I are concerned about some of the Corps
decisions on water releases, and FEMA’s decision to designate a single start date
for the entire Missouri River Basin. FEMA has announced that June 1, the date
at which floodwaters were first released from the Garrison Dam in North Dakota,
is the official starting point of the Missouri River Basin flooding.

However, there were multiple releases from multiple dams, some much closer to
Nebraska. It’s not clear why releases from the Garrison Dam, in North Dakota, are
the start of the floods in Nebraska. I know that these agencies have their hands
full right now getting help to people. But they’re also going to have to answer some
pretty frank questions. I look forward to having our witnesses help us understand
the risk that people both inside and outside of 100-year floodplains contend with,
and how that impacts the overall insurance system. With that, Mr. Chairman, I con-
clude my statement, and thank the witnesses again for being here today.
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I
FLOOD INSURANCE

Public Policy Goals Provide a Framework for Reform

Why GAO Did This Study What GAO Found

The National Flood T Congr | action is needed to increase the financial stability of NFIP and
Program (NFIP) has been on GAG's— Jimit taxpayer exposure, GAO previously identified four public policy goals
high-risk list since 2006, when the that can provide a framework for crafting or evaluating proposals to reform

program had to borrow from the 1.8,
Treasury to cover losses from the
2005 hurricanes. The outstanding
debt is $17.8 hillion as of June 2011
This sizeable debt, plus operational
and management challenges that
GAQ has identified at the Federal
Emergency Management Agency
(FEMA ), which administers NFIP,
Tave combined to keep the program
on the high-risk list. NFIP's need to
borrow Lo cover claims in years of
catastrophic flooding has raised
coneems about the program’s long-
term fnancial solvency, This
testimony (1) discusses ways (o place
NFIP on a sounder financial footing
in light of public policy goals for
federal involvement in natural
catastrophe insurance and (2)
highlights operational and
management challenges at FEMA that
affect the program

In preparing this statement, GAO
relied on its past work on NFIP,
ineluding a June 2011 report on
FEMA's management of NFIP, which
focised on its planning, policies,
processes, and systems. The
management review included areas
stich as strategic and human capital
planning, acquisition management,
and intra-agency collaboration.

GAC has made numerous
recormmendations aimed at
improving financial controls,
oversight of private insurers and
contractors, and FEMA's
management of NFIP. DHS generally
agreed with our recommendations,

View GAO-11-670T or key components.

For more information, contact Orice Williams
Brown at (202) 51249678 or

wilkamso@ gao.gov.

NFIP. These goals are:

+ charging premium rates that fully reflect risks,

o limiting costs to taxpayers before and after a disaster,

»  encouraging broad participation in the program, and

+ encouraging private markets to provide food insurance,

Successfully reforming NFIP would require trade-offs among these often
competing goals, For example, nearly one in four policyholders does not pay
full-risk rates, and many pay a lower subsidized or *grandfathered” rate.
Reducing or eliminating less than full-risk rates would decrease costs to
taxpayers but substantially increase costs for many policyholders, some of
whom might leave the program, potentially increasing postdisaster federal
assistance. However, these trade-offs could be mitigated by providing
assistance only to those who need it, limiting postdisaster assistance for
fooding, and phasing in premium rates that fully reflect risks. Increasing
mitigation efforts to reduce the probability and severity of flood damage
would also reduce food claims in the long term but would have significant up-
front costs that might require federal e, One way to address this
trade-ofl would be to better ensure that current mitigation programs are
effective and efficient. Encouraging broad participation in the program could
be achieved by expanding mandatory purchase requirements or increasing
targeted outreach to help diversify the risk pool. Such efforts could help keep
rates relatively low and reduce NFIP's exposure but would have to be
effectively managed to help ensure that outreach efforts are broadly based.
Encouraging private markets is the most difficult challenge because virtually
no private market for lood insurance exists for most residential and
commercial properties. FEMA's ongoing efforts to explore alternative
striictures may provide ideas that could be evaluated and considered.

Several operational and management issues also limit FEMA's progress in
addressing NFIP's challenges, and continued action by FEMA will be needed
to help ensure the stability of the program. For example, in numerous past
reports, GAD identified weaknesses in areas that include financial controls
and oversight of private insurers and contractors, and made many
recommendations to address them, While FEMA has made progress in
addressing some areas, GAQ's June 2011 report identified a number of
management challenges facing the program, including strategic and human
capital planning, records management, collaboration among offices, and
financial and acquisition management. In this report, we also made a number
of recommendations to address these challenges. FEMA agreed with the
recommendations and discussed the steps being taken to address some of
them.

United States bility Office
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Chairman Johnson, Ranking Member Shelby, and Members of the
Committee:

1 appreciate the opportunity to participate in today’s hearing on National
Flood Insurance Program (NFIP) reform. As you know, NFIP is the key
component of the federal government's efforts to minimize the damage
from and financial impact of floods and is the only source of insurance
against flood damage for most residents in vulnerable areas, NFIP has
been on GAO's high-risk list since March 2006 after incurring billions of
dollars in catastrophic losses from the 2005 hurricanes. Further
contributing to NFIP's high-risk classification are operational and
management challenges that we have identified within the Federal
Emergency Management Agency (FEMA) that affect the program. As of
June 2011, NFIP still owed almost $17.8 billion to the Department of the
Treasury (Treasury) for loans used to cover losses from the 2005
hurricanes. The magnitude of this debt highlights the many financial
challenges the program faces, including structural weaknesses in the way
it is funded, and the managerial challenges that have affected FEMA's
administration of NFIP. Any efforts to help stabilize NFIP will require
addressing both the program’s financial challenges and its operational and
management issues.

My statement today discusses four public policy goals that GAO has
developed for evaluating federal involvement in the provision of natural
catastrophe insurance and identifies key program areas needing reform,
potential ways to better fulfill these goals, and the trade-offs that would be
required. This statement also sets out the operational and managerial
challenges facing NFIP that we have identified in our past reports,
including a report that was issued earlier this month.' The work that this
report was based on was performed from March 2006 through June 2011,
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.

N-eGAD FEMA: Action Needed to Improve Administration of te Notional Flood
Inswrance Program, GAO-11-207 {Washington, D.C.: June 8, 2011),

Page 1 GAO-11-670T
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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 to 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 NFIF'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 mortgages 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 experienced repetitive flooding losses. Owners of these
repetitive loss properties who do not mitigate may 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 country,
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 40 percent to 45 percent of the cost of covering the full
risk of flood damage to the properties, apply to about 22 percent of all
NFIP policies. 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

Pub, L. No. 90-448, Title X111, 82 Stat. 476 (1968),

“Pub, L No. 9323, §102, 87 Stat. 975, 978 (1973).

Pub, L. No. 103325, 108 Stat, 2255 (1964),

"Pub. L No. 108264, §§ 102, 104, 118 Stat. 712, T14, 722 (2004).
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properties—generally, as defined by FEMA, those that have had two or
more flood insurance claims payments of $1,000 or more over 10 years—
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 Treasury
to about $20.8 billion.

Efforts to Reform
NFIP’s Financial
Structure Will
Require Balancing
Public Policy Goals

We have previously identified four public policy goals for evaluating the
federal role in providing natural catastrophe insurance:

charging premium rates that fully reflect actual risks,
limiting costs to taxpayers before and after a disaster,

encouraging broad participation in natural catastrophe insurance
programs, and

encouraging private markets to provide natural catastrophe insurance.”

Taking action to achieve these goals would benefit both NFIP and the
taxpayers who fund the program but would require trade-offs. T will
discuss the key areas that need to be addressed, actions that can be taken
to help achieve these goals, and the trade-offs that would be required.

“The Bunning-Bereuter-Blumenaner Flood Insurance Reform Act of 2004 amended the
existing definition of the term “repetitive loss structure” to the curment one: a structure
covered by a contract for flood insurance that has incorved Nood-related damage on two
occasions, in which the eost of repair, on the average, equaled or exceeded 25 pereent of
the value of the structure at the time of each such food event; and at the time of the
second incidence of Nood-related damage, the contract for Dood insurance contains
inereased cost of compliance coverage, which can help property owners pay for the cost of
mitigation measures for Qood-damaged properties. 42 US.C. § 4121(a).

"See GAO, Natuml Disasters: Public Policy Options for Changing the Federal Bole in
Natuval Catastrophe Insuranee, GAOO8-T (Washington, D.C.: Nov. 26, 2007),
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Charging Full-Risk Rates
Would Improve NFIP's
Financial Soundness but
Could Reduce Program
Participation

As [ have noted, NFIP currently does not charge all program participants
rates that reflect the full risk of flooding to their properties.” First, the act
requires FEMA to charge many policyholders less than full-risk rates to
encourage program participation. While the percentage of subsidized
properties was expected to decline as new construction replaced
subsidized properties, today nearly one out of four NFIP policies is based
on a subsidized rate. Second, FEMA may “grandfather” properties that are
already in the program when new flood maps place them in higher-risk
zones, allowing some property owners to pay premium rates that apply to
the previous lower-risk zone. FEMA officials told us they made the
decision to allow grandfathering because of external pressure to reduce
the effects of rate increases, and considerations of equity, ease of
administration, and the goals of promoting floodplain management.
Similarly, FEMA recently introduced a new rating option called the
Preferred Risk Policy Eligibility Extension that in effect equals a
temporary grandfathering of premium rates.” While these policies typically
would have to be converted to more expensive policies when they were
renewed after a new flood map came into effect, FEMA has extended
eligibility for these lower rates. Finally, we have also raised questions
about whether NFIP's full-risk rates reflect actual flood risks. Because
many premium rates charged by NFIP do not reflect the full risk of loss,
the program is less likely to be able to pay claims in years with

“Premium rates that reflect the *full risk” of flooding can mean different things, and there is
no standard definition for this term. An actuarial approach to ratemaking woukd produce
rates that cover a best estimate of average expected losses, plus an additional margin for
risk. The question then becomes how big the risk margin should be, a decision tat will be
influenced in tum by the characteristics of the risk (including the magnitude of potential
catastrophic losses), the desired margin for safety and speed of building up a contingency
reserve, and the availability of other sources of capital to cover excessive losses. The
nature of food risks is such that, because of the potential at any time for catastrophic
losses, charging premium rates that reflect the Tull risk cannot enssre that the NFIP will
ot have to borrow from Treasury again in the future, As a corollary, the need in any
particular year to borrow from Treasury does not, by itself, necessarily indicate that the
rates charged were inappropriate or that the program was not being min propery.

“Ihe Preferred Risk Policy offers low-cost flood insurance o owners and tenants of

idential and irdential buildings located in muod 1o low-risk arcas as long as
the property has not, within any 10-year period, incurred two or more flood insurance
claim payments or disaster relief payments (including loars and grants) of more than
$1,000 each.
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catastrophic losses, as occurred in 2005, and may need to borrow from
Treasury to pay claims in those years."”

Increasing premium rates to fully reflect the risk of loss—including the
risk of catastrophic loss—would generally require reducing or eliminating
subsidized and grandfathered rates and offers several advantages.
Specifically, increasing rates could:

result in premium rates that more fully reflected the actual risk of loss;

decrease costs for taxpayers by reducing costs associated with
postdisaster borrowing to pay claims; and

encourage private market participation, because the rates would more
closely approximate those that would be charged by private insurers.

However, eliminating subsidized and grandfathered rates and increasing
rates overall would increase costs to some homeowners, who might then
cancel their flood policies or elect not to buy them at all. According to
FEMA, subsidized premium rates are generally 40 percent to 45 percent of
rates that would reflect the full risk of loss. For example, the projected
average annual subsidized premium was $1,121 as of October 2010,
discounted from the $2,500 to $2 800 that FEMA said would be required to
cover the full risk of loss.” In a 2009 report, we also analyzed the
possibility of creating a catastrophic loss fund within NFIP (one way to
help pay for catastrophic losses).” Our analysis found that in order to
create a fund equal to 1 percent of NFIP's total exposure by 2020, the
average subsidized premium—which typically is in one of the highest-risk
zones—would need to increase from $840 to around $2,696, while the
average full-risk premium would increase from around $358 to $1,149.

"Tmplementing rates that reflect the ful risk of loss, including catastrophic losses, might
ot eliminate NFIF's need to borrow funds for largerthan-expected losses that ocenrred
before sufficient reserves had been buill.

"“This premium that would be respuired to cover the full risk of loss is based upon FEMA's
caleulation that subsidized premium rates are generally 40 percent to 45 percent of those
rales.

“See GAD, Information en Proposed Changes to the National Flood Insuranee Prograni,
GAC-0-420K (Washington, [LC.: Feb, 27, 2008). The creation of a catastrophic loss fund
might not eliminate NFIF's need (o borrow funds for larger-than-expected losses (hat
ocetirmed before the fund had been built, Further borrowing could require either a longer
period to rebuikd the loss fund or debt forgiveness from Congress.
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Such steep increases could reduce participation, either because
homeowners could no longer afford their policies or simply deemed them
too costly, and increase taxpayer costs for postdisaster assistance to
property owners who no longer had flood insurance,

However, a variety of actions could be taken to mitigate these
disadvantages. For example, subsidized rates could be phased out over
time or not transferred with the property when it is sold. Moreover, as we
noted in our past work, targeted assistance could be offered to those most
in need to help them pay increased NFIP premiums.” This assistance could
take several forms, including direct assistance through NFIP, tax credits,
or grants. In addition, to the extent that those who might forgo coverage
were actually required to purchase it, additional actions could be taken to
better ensure that they purchased policies. According to the RAND
Corporation, in SFHAs, where property owners with loans from federally
insured or regulated lenders are required to purchase flood insurance, as
few as 50 percent of the properties had flood insurance in 2006."

Limiting Taxpayer Costs
Could Be Achieved by
Increasing Premium Rates,
but Further Mitigation
Efforts Could Incur Up-
Front Costs

In order to reduce expenses to taxpayers that can result when NFIP
borrows from Treasury, NFIP needs to be able to generate enough in
premiums to pay its claims, even in years with catastrophic losses—a goal
that is closely tied to that of eliminating subsidies and other reduced rates.
Since the program's inception, NFIP premiums have come close to
covering claims in average loss years but not in years of catastrophic
flooding, particularly 2005. Unlike private insurance companies, NFIP does
not purchase reinsurance to cover catastrophic losses.” As a result, NFIP
has funded such losses after the fact by borrowing from Treasury. As we
have seen, such borrowing exposes taxpayers to the risk of loss. NFIF still
owes approximately $17.8 billion of the amount it borrowed from Treasury
for losses incurred during the 2005 hurricane season. The high cost of
servicing this debt means it may never be repaid, could in fact increase,

"Sew GAQ, Flood Insitrance: Options for Addressing the Financial fntpact of Subsidized
Premium Rates on the National Flood Insuranee Progrmn, GAC-09-20 (Washington, D.C
Nov. 14, 2008).

"RAND, The National Flood Insurance Progrom'’s Market Penetration Rate: Estimates
and Policy Implications (Santa Monica, Calif.: 2006),

L

o5 Iy insurance for insurers—ihat 1s, comyg buy coverage for all
ar a part of a policy’s lability from other insurers in order to offset exposure.
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and will continue to affect the program'’s solvency and be a burden to
taxpayers.

Another way to limit costs to taxpayers is to decrease the risk of losses by
undertaking mitigation efforts that could reduce the extent of damage
from flooding. FEMA has taken steps to help homeowners and
communities mitigate properties by making improvements designed to
reduce flood damage—for example, elevation, relocation, and demolition.
As we have reported, from fiscal year 1997 through fiscal year 2007, nearly
30,000 properties were mitigated using FEMA funds.” Increasing
mitigation efforts could further reduce flood damage to properties and
communities, helping to put NFIP on a firmer financial footing and
reducing taxpayers’ exposure.

FEMA has made particular efforts to address the issue of repetitive loss
properties through mitigation. These properties account for just 1 percent
of NFIP's insured properties but are responsible for 25 percent to 30
percent of claims. Despite FEMA's efforts, the number of repetitive loss
properties increased from 76,202 in 1997 to 132,100 in March 2011, or by
about 73 percent. FEMA also has some authority to raise premium rates
for property owners who refuse mitigation offers in connection with the
Severe Repetitive Loss Pilot Grant Program.” In these situations, FEMA
can initially increase premiums to up to 150 percent of their current
amount and may raise them again (by up to the same amount) on
properties that incur a claim of more than $1,500. However, FEMA cannot
increase premiums on property owners who pay the full-risk rate but
refuse a mitigation offer, and in no case can rate increases exceed the full-
risk rate for the structure. In addition, FEMA is not allowed to discontinue
coverage for those who refuse mitigation offers. As a result, FEMA is
limited in its ability to compel owners of repetitive loss properties to
undertake flood mitigation efforts,

e GADHN20,

"Under this program, for single-family properties, a severe repetitive loss is defined asa
propery covered under a contract for food insurance that has incurred Nood-related
dhanmagee (1) for which four or more separate daims payments have been made, with the
amount of each claim exceeding $5,000, and with the eomulative amount of such claims
payments exceeding $20,000, or (2) for which at least two separate claims payments have
been made, with the cumulative amount of such elaims exceeding the value of the
property. 42 US.C. § 4102a(b).
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Mitigation offers significant advantages. As I have noted, mitigated
properties are less likely to be at a high risk for flood damage, making it
easier for NFIP to charge them full-risk rates that cover actual losses.
Allowing NFIP to deny coverage to owners of repetitive loss properties
who refused to undertake mitigation efforts could further reduce costs to
the program and ultimately to taxpayers.

One disadvantage of increased mitigation efforts is that they can impose
up-front costs on homeowners and communities required to undertake
them and could raise taxpayers’ costs if the federal government elected to
provide additional mitigation assistance. Those costs could increase still
further if property owners who were dropped from the program for
refusing to mitigate later-received federal postdisaster assistance. These
trade-offs are not insignificant, although certain actions could be taken to
reduce them. For example, federal assistance such as low-cost loans,
grants, or tax credits could be provided to help property owners pay for
the up-front costs of mitigation efforts. Any reform efforts could explore
ways to improve mitigation efforts to help ensure maximum effectiveness.
For example, FEMA has three separate flood mitigation programs.”
Having multiple programs may not be the most cost-efficient and effective
way to promote mitigation and may unnecessarily complicate mitigation
efforts.

Depending on How They
Were Implemented, Efforts
to Encourage Broader
Participation Could
Reduce Costs

Increasing participation in NFIF, and thus the size of the risk pool, would
help ensure that losses from flood damage did not become the
responsibility of the taxpayer. Participation rates have been estimated to
be as low as 50 percent in SFHAs, where property owners with loans from
federally insured and regulated lenders are required to purchase flood
insurance, and participation in lower-risk areas is significantly lower.” For
example, participation rates outside of SFHAs have been found to be as
low as 1 percent, leaving significant room to increase participation.

Expanding participation in NFIP would have a number of advantages. As a
growing number of participants shared the risks of flooding, premium

*These programs inelude the Flood Mitigation Assistance Program, the Repetitive Flood
Claims Program, and the Severe Repetitive Loss Progrm. Moreover, the Hazard Mitigation
Grant Program and the Pre-Disaster Mitigation Program are two additional hazard
mitigation programs that are not specific (o fooding.

"RAND, The National Flood Insurance Program's Market Penetration Rate.
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rates could be lower than they would be with fewer participants.
Currently, NFIP must take all applicants for flood insurance, unlike private
insurers, and thus is limited in its ability to manage its risk exposure. To
the extent that properties added to the program were in geographic areas
where participation had historically been low and in low- and medium-risk
areas, the increased diversity could lower rates as the overall risk to the
program decreased. Further, increased program participation could
reduce taxpayer costs by reducing the number of property owners who
might draw on federally funded postdisaster assistance.

However, efforts to expand participation in NFIP would have to be
carefully implemented, for several reasons. First, as we have noted, NFIP
cannot reject applicants on the basis of risk. As a result, if participation
increased only in SFHAs, the program could see its concentration of high-
risk properties grow significantly and face the prospect of more severe
losses. Second, a similar scenario could emerge if mandatory purchase
requirements were expanded and newly covered properties were in
communities that did not participate in NFIP and thus did not meet
standards—such as building codes—that could reduce flood losses. As a
result, some of the newly enrolled properties might be eligible for
subsidized premium rates or, because of restrictions on how much FEMA
can charge in premiums, might not pay rates that covered the actual risk of
flooding. Finally, historically FEMA has attempted to encourage
participation by charging lower rates; however, doing so results in rates
that do not fully reflect the risks of flooding and exposes taxpayers to
increased risk.

Moderating the challenges associated with expanding participation could
take a variety of forms. Newly added properties could be required to pay
full-risk rates, and low-income property owners could be offered some
type of assistance to help them pay their premiums. Outreach efforts
would need to include areas with low and moderate flood risks to help
ensure that the risk pool remained diversified. For example, FEMA's goals
for NFIP include increasing penetration in low-risk flood zones, among
homeowners without federally related mortgages in all zones, and in
geographic areas with repetitive losses and low penetration rates.
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Encouraging Private
Market Participation Could
Reduce the Federal
Government's Exposure
but Could Also Decrease
NFIP's Stability if Only
High-Risk Properties
Remained

Currently, the private market provides only a limited amount of flood
insurance coverage, In 20089, we reported that while aggregate information
was not available on the precise size of the private flood insurance market,
it was considered relatively small.” The 2006 RAND study estimated that
180,000 to 260,000 insurance policies for both primary and gap coverage
were in effect.” We also reported that private flood insurance policies are
generally purchased in conjunction with NFIP policies, with the NFIP
policy covering the deductible on the private policy. Finally, we reported
that NFIP premiums were generally less expensive than premiums for
private flood insurance for similar coverage.” For example, one insurer
told us that for a specified amount of coverage for flood damage to a
structure, an NFIP policy might be as low as $500, while a private policy
might be as high as $900. Similar coverage for flood damage to contents
might be $350 for an NFIP policy but around $600 for a private policy.

Given the limited nature of private sector participation, encouraging
private market participation could transfer some of the federal
government's risk exposure to the private markets and away from
taxpayers. However, identifying ways to achieve that end has generally
been elusive. In 2007, we evaluated the trade-offs of having a mandatory
all-perils policies that would include flood risks.® For example, it would
alleviate uncertainty about the types of natural events homeowners
insurance covered, such as those that emerged following Hurricane
Katrina. However, at the time the industry was generally opposed to an all-
perils policy because of the large potential losses a mandatory policy
would entail

Increased private market participation is also not without potential
disadvantages. First, if the private markets provide coverage for only the
lowest-risk properties currently in NFIP, the percentage of high-risk
properties in the program would increase. This scenario could result in
higher rates as the amount needed to cover the full risk of flooding
increased. Without higher rates, however, the federal government would
face further exposure to loss. Second, private insurers, who are able to
charge according to risk, would likely charge higher rates than NFIP has

#See GAOYA20R,

“RAND, The Natianal Flood Insirance Program's Marke! Penetyation Bate.
o0 GAOI20R.

Fhee GAOST.
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been charging unless they received support from the federal government.
As we have seen, such increases could create affordability concerns for
low-income policyholders. Strategies to help mitigate these disadvantages
could include requiring private market coverage for all property owners—
not just those in high-risk areas—and, as described earlier, providing
targeted assistance to help low-income property owners pay for their flood
coverage. In addition, Congress could provide options to private insurers
to help lower the cost of such coverage, including tax incentives or federal
reinsurance,

FEMA’s Operational
and Management
Issues May Limit
Progress in Achieving
NFIP Goals

As Congress weighs NFIP's various financial challenges in its efforts to
reform the program, it must also consider a number of operational and
management issues that may limit efforts to meet program goals and
impair NFIP's stability. For the past 35 years, we have highlighted
challenges with NFIP and its administration and operations. For example,
most recently we have identified a number of issues impairing the
program's effectiveness in areas that include the reasonableness of
payments to Write-Your-Own (WYO) insurers, the adequacy of financial
controls over the WYO program, and the adequacy of oversight of non-
WYO contractors. In our report, which reviews FEMA's management of
NFIP, we addressed, among other things, (1) the extent to which FEMA's
management practices affect the agency’s ability to meet NFIP's mission
and (2) lessons to be learned from the cancellation of FEMA's most recent
attempt to modemize NFIP's flood insurance policy and claims processing
system.”

We found that FEMA faces significant management challenges in areas
that affect its administration of NFIP, First, FEMA has not finalized
strategic guidance and direction for NFIP and therefore lacks goals and
objectives for the program and the necessary starting point for developing
performance measures that would assess the program’s effectiveness.
Second, FEMA faces a number of human capital challenges related to
turnover, hiring, and tracking the many coniractors that play a key role in
NFIP. Further, FEMA lacks a plan that would help ensure consistent day-
to-day operations when it deploys staff to respond to federal disasters.
Third, collaboration between program and support offices that contribute
to administering NFIP has at times been ineffective, leading to challenges
in effectively carrying out some key functions, including information

o GAO-11207,
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technology, acquisition, and financial management. Finally, FEMA does
not have a comprehensive set of processes and systems to guide its
operations. Specifically, it lacks an updated records management policy,
an electronic document management system, procedures to effectively
manage unliquidated obligations, and a fully developed and implemented
documentation of its business processes. FEMA has begun taking steps to
improve its acquisition management and document some of its business
processes, but the results of its efforts remain to be seen., Unless it takes
further steps to address these management challenges, FEMA will be
limited in its ability to manage NFIP's operations or better ensure program
effectiveness. In our report we made eight recommendations addressing
these issues. DHS agreed with these recommendations and FEMA has
begun to take steps to begin addressing some of them. For example, FEMA
has begun developing a strategy for the administration of its mitigation
and insurance programs, conducting a workforce assessment, holding
outreach sessions between program and support offices to improve
collaboration, and developing training and certification programs for
acquisition management.

We also found that the cancelled development of the Next Generation
Flood Insurance Management System (NextGen), FEMA's latest attempt to
modernize NFIP's insurance policy and claims management system,
illustrated weaknesses in NFIP's acquisition management activities.
Despite investing roughly 7 years and $40 million, FEMA ultimately
canceled the effort in November 2009 because it failed to meet user
expectations, forcing the agency to continue relying on a 30-year-old
system that does not fully support NFIP's mission needs and is costly to
maintain and operate. A number of acquisition management weaknesses
led to NextGen's failure and cancellation. Specifically, business and
functional requirements were not sufficiently defined; system users did not
actively participate in determining the requirements for the development
of system prototypes or in pilot testing activities; test planning and project
risks were not adequately managed; and project management office
staffing was limited. As FEMA begins a new effort to modemize the
existing legacy system, it plans to apply lessons learned from its NextGen
experience. While FEMA has begun implementing some changes to its
acquisition management practices, it remains to be seen if they will help
FEMA avoid some of the problems that led to NextGen's failure, Unless it
develops appropriate acquisitions processes and applies lessons learned
from the NextGen failure, FEMA will be unable to develop an effective
policies and claims processing system for NFIP. DHS agreed with our
recommendations that DHS provide regular oversight of FEMA's next
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attempt to modernize the system and help ensure FEMA applies lessons
learned.

Closing Comments

Congressional action is needed to increase the financial stability of NFIP
and limit taxpayer exposure. GAQ previously identified four public policy
goals that can provide a framework for erafting or evaluating proposals to
reform NFIP. First, any congressional reform effort should include
measures for charging premium rates that accurately reflect the risk of
loss, including catastrophic losses. Meeting this goal would require
changing the law governing NFIP to reduce or eliminate subsidized rates,
limits on annual rate increases, and grandfathered or other rates that do
not fully reflect the risk of loss. In taking such a step, Congress may
choose to provide assistance to certain property owners, and should
consider providing appropriate authorization and funding of such
incentives to ensure transparency. Second, because of the potentially high
costs of individual and community mitigation efforts, which can reduce
the frequency and extent of flood damage, Congress may need to provide
funding or access to funds for such efforts and consider ways to improve
the efficiency of existing mitigation programs. Moreover, if Congress
wished to allow NFIP to deny coverage to owners of properties with
repetitive losses who refuse mitigation efforts, it would need to give FEMA
appropriate authority. Third, Congress could encourage FEMA to continue
to increase participation in the program by expanding targeted outreach
efforts and limiting postdisaster assistance to those individuals who
choose not to mitigate in moderate- and high-risk areas. And finally, to
address the goal of encouraging private sector participation, Congress
could encourage FEMA to explore private sector alternatives to providing
flood insurance or for sharing insurance risks, provided such efforts do
not increase taxpayers’ exposure.

For its part, FEMA needs to take action to address a number of
fundamental operational and managerial issues that also threaten the
stability of NFIP and have contributed to its remaining on GA(Q's high-risk
list. These include improving its strategic planning, human capital
planning, intra-agency collaboration, records management, acquisition
management, and information technology. While FEMA continues to make
some progress in some areas, fully addressing these issues is vital to its
long-term operational efficiency and financial stability.

Chairman Johnson 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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Contact points for our Offices of Congressional Relations and Public
GAO Contact and Affairs may be found on the last page of this statement. For further
Staff information about this testimony, please contact Orice Williams Brown at

(202) 512-8678 or williamso@gao.gov. This statement was prepared under
Acimowledgments the direction of Patrick Ward. Key contributors were Christopher Forys,
Nima Patel Edwards, Emily Chalmers, and Tania Calhoun.
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Introduction

The Association of State Floodplain Managers (ASFPM) is very pleased to offer
our thoughts and recommendations regarding the reauthorization and reform of the
National Flood Insurance Program (NFIP). We thank Chairman Johnson and Rank-
ing Member Shelby for your attention to the importance of providing reauthoriza-
tion and guidance for the future direction of the program. We appreciate the oppor-
tunity to share with you observations about the current status of the NFIP, chal-
lenges the program confronts and opportunities to improve our Nation’s efforts to
reduce flood-related losses.

We are hopeful that this Congress can provide stability for the NFIP while also
moving the program in the direction of needed improvements and adjustments. We
note that extensive work in both the House and Senate in the 110th Congress did
not result in final action on reform legislation and legislation passed by the House
in the 111th Congress also did not result in final legislative action. Since then, other
issues have emerged and actions have been taken by the Federal Emergency Man-
agement Agency that point to the need to update those earlier reform and revision
pé‘oposals and to seriously consider further and possibly significant NFIP reform
ideas.

The convergence of several areas of concern, in particular new flood maps, accredi-
tation status of levees, and affordability of flood insurance, has focused considerable
attention on challenges faced by the NFIP. We believe this creates an opportunity
to better manage flood risk, to better protect lives and property and to help commu-
nities and individual citizens restore their economic and personal lives more fully
and quickly after a flood disaster.

Central Question

Perhaps the central question for the Congress to consider during reauthorization of
the NFIP is what the program is expected to do and what it should be expected
to do in the future?

We are all well aware that the program is in debt to the Nation’s taxpayers for
$17.6 billion after being overwhelmed by claims following flood damage resulting
from the major hurricanes of 2004 and 2005. Floods are our Nation’s most frequent
and, overall, most costly disasters. We also know that due to the ever-changing cli-
mate, scientists predict that some parts of the country are expected to experience
more frequent and more intense storms in the future, and that sea-level rise along
the coasts of the United States will result in oceans being at least several feet high-
er by 2100. Given this, should the NFIP be expected to cover all claims associated
with catastrophic losses or should the program be expected to cover claims in the
average annual loss year with catastrophic losses handled in some other manner.

How Congress decides the answer to this question is central to the way in which
future reforms to the NFIP should be framed.

About ASFPM

Members of the Association of State Floodplain Managers (ASFPM) are the Fed-
eral Emergency Management Agency’s (FEMA’s) partners in coordinating and im-
plementing the insurance, risk identification and hazard mitigation components of
the NFIP. ASFPM and its 30 Chapters represent over 14,000 State and local offi-
cials and other professionals who are engaged in all aspects of floodplain manage-
ment and hazard mitigation, including management, mapping, engineering, plan-
ning, 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. Many of our State members are
designated by their governors to coordinate and implement the National Flood In-
surance Program, and many others are involved in the administration and imple-
mentation of FEMA’s mitigation programs. For more information on the Association,
our Web site is: Attp:/ /www.floods.org.

The NFIP and Benefits to Communities, Policyholders, and Taxpayers

Intentions

The National Flood Insurance Program was enacted into law in 1968 following
several years of policy development. The private insurance industry was not writing
flood insurance policies as it was not deemed to be a profitable enterprise and poten-
tial flooding areas had not been identified and mapped making quantification of risk
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difficult. Taxpayers paid the bills for Disaster Relief following flood disasters. The
original purposes of the NFIP were several:

e to require those living in at-risk locations to pay for a portion of their risk
through insurance premiums;

e to reduce dependency on disaster assistance and save the taxpayers’ money by
requiring insurance in at-risk locations;

e to make flood victims closer to whole following a disaster than they would be
with only disaster relief;

e to reduce flood related losses over time by requiring participating communities
to adopt ordinances to guide development in areas at risk of flooding; and

e to identify areas at risk of flooding for the dual purposes of knowing where to
require the purchase of flood insurance and of guiding development and build-
ing practices to save lives and reduce property damage.

As originally authorized, rates were to be affordable to encourage broader partici-
pation in the program, thereby expanding the base of policyholders. Properties built
before issuance of Flood Insurance Rate Maps (FIRMs) would have flood insurance
available at lower, “subsidized” rates based on the presumption that the builder and
property owner were not aware of the flood risk. It was thought that, over time, the
number of such subsidized properties would diminish because they would be sub-
stantially damaged by floods or would be demolished for other reasons. In the early
years, some 70 percent of policies were subsidized. Currently, only about 23 percent
are subsidized, and the remaining are charged actuarial rates based on risk. As au-
thorized, the NFIP does not incorporate the potential for catastrophic losses in the
rate structure. Rather, to pay for claims that exceeded the resources of the National
Flood Insurance Fund, the program is authorized to borrow, with interest, from the
U.S. Treasury. Prior to the 2004 and 2005 hurricane seasons the NFIP had built
a strong reputation for repayment.

Results Thus Far

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
total flood losses in the Nation. The statute does mandate lenders to require certain
borrowers to obtain flood insurance, sparing taxpayers from paying many millions
of dollars in disaster relief and casualty loss deductions, and enabling those citizens
with flood insurance to more fully restore their lives to normalcy after a disaster.
Additionally, the NFIP has prevented some unwise development and promoted flood
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. Thus
collective flood losses for the Nation continue to increase in real dollars. In the first
decade of this century, average yearly flood losses have increased from $6 billion
to $10 billion.

Over the 40-plus years of the NFIP, there have been revisions and reforms, but
the program has, in large part, functioned as it was designed to function. The origi-
nal framers did not require the NFIP to set rates for truly catastrophic flooding as-
sociated with extreme events like Hurricane Katrina, or to have reserves to cover
the fiscal impact such events would have on the program. A significant, often unrec-
ognized, and difficult to measure benefit of the NFIP is the number of decisions peo-
ple have made to build on higher ground and the damage that does not occur be-
cause buildings have been built to resist flood damage. For those who decide to build
in mapped flood hazard areas, FEMA estimates that meeting the NFIP standards
prevents over $2 billion in damage each year.

However, issues have emerged which now necessitate some reevaluation of the
scope of the program and some significant readjustments to better meet the original
and still valid purposes.

Emerging Issues

The program has saved taxpayer dollars in disaster relief and, until recently, flood
claims have been covered by premium and fee revenues or by Treasury borrowing
which was repaid with interest. (In the 1980s, approximately $2 billion in borrowing
was forgiven.) The rate structure was generally sufficient to cover the costs of the
average loss year. Currently, however, the program has a debt of approximately
$17.75 billion. The FEMA Administrator has testified that full repayment from cur-
rent revenues is unlikely. This leads to questions about how the program should
cope with catastrophic losses in the future and about how to put the program back
on solid footing.
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Enforcement of local floodplain management ordinances, land-use regulations (i.e.,
subdivision and zoning codes) and building codes has reduced flood losses. However,
other policies in some cases, including levee construction, have had the opposite ef-
fect of encouraging development in areas that still have a residual flood risk and
where the consequences are dramatic when flooding occurs. Incentives for commu-
nities and property owners to take steps to mitigate future flood losses have not
been sufficient. As a result, flood losses in the Nation continue to increase.

Concern about the debt has led to calls to increase premiums and to take other
steps to reduce exposure and increase revenues. In particular, there have been calls
to move certain properties that currently receive “subsidized” rates to full actuarial
rates. However, this feeds existing concerns about affordability of flood insurance.
Can the program be fiscally sound and still have affordable rates?

Concerns about affordability have played an important role in response to
issuance of new, updated flood risk maps and to decertification of levees, which is
beginning to interfere with improved identification of risk because of the related re-
quirement to purchase flood insurance. Identification of risk is key to both providing
property owners with the insurance protection they need as well as to facilitating
appropriate construction techniques and loss mitigation activities.

When Map Modernization began in 2003, most flood maps were between 15 and
30 years old. The Map Modernization program, which ended in 2009, focused pri-
marily on bringing modernized maps to a current and consistent digital platform
while only focusing some effort on identifying new flood hazard areas and updating
the maps with new engineering studies. Also, levees were analyzed for their ability
to provide flood protection based on current engineering and design standards on
a national level—which hadn’t previously been done on such a large scale. One of
the lessons learned under Map Modernization is that outreach and data are critical
to help communities understand flood risk. Another is that the publication of new
flood maps with old engineering data and methods casts doubt as to the credibility
of the maps overall. In reflection, the digital conversion of the flood maps was an
important and necessary step to bring the national inventory of flood maps into a
modern platform; however, that step alone is not the final answer. Many maps have
been converted to digital format but significant work remains to update them with
new engineering studies to reflect the effects of increased watershed development
and increased storm intensity on flood hazards.

Why is new engineering and risk data so important? When new and improved en-
gineering models are used, when data is updated to reflect changes from watershed
development, when additional stream gage and precipitation data are incorporated
to better reflect changing storm intensity and watershed runoff patterns, and when
better topographic data is used, you get a better flood map. The result? 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 much more evi-
dent. Updated flood maps more accurately reflect the floodplain by showing some
areas as now in 100-year flood hazard areas and, conversely, by showing many
areas as no longer in the 100-year flood hazard areas. (It is important to note that,
to date, approximately as many properties are newly shown as out of a Special
Flood Hazard Area (SFHA) as are newly shown as in the SHFA due largely to im-
proved topographic mapping.)

Under FEMA’s RiskMAP program, which has replaced Map Modernization, there
is more focus on providing new engineering data as well as providing adequate flood
risk data and outreach to communities. The mapping program has evolved to incor-
porate some of the lessons learned under Map Modernization. Newly designed map
products will provide much more risk information for areas both inside and outside
the 100-year flood hazard area which will enable citizens and communities to make
better decisions about management of risk. New maps will also reflect whether lev-
ees are reliable which can change the hazard designation behind the levee. How-
ever, budgetary limitations threaten to significantly slow the process of making
RiskMAP products available. The National Flood Insurance Fund pays the adminis-
trative costs of the NFIP, but does not collect enough in policy fee income to pay
the full cost of mapping and risk identification. This has necessitated the appropria-
tion of funds for the Map Modernization Initiative and now the RiskMAP program
to supplement the funds available from policy fees associated with premiums.

The use of the 100-year flood (or 1 percent annual chance flood) for designation
of the Special Flood Hazard Areas (SFHAs) has led to overreliance on this artificial
boundary and underestimation of flood risk beyond that boundary. Currently, 25
percent of flood claims are paid on properties located outside of the mapped SHFA.
Improved awareness of risk beyond the SFHA boundary is necessary along with bet-
ter communication about the affordability of policies in these areas. Whether these
areas lie outside of the natural floodplain or exist behind levees, downstream of
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dams, or in designated floodways of major flood control systems, these areas are at
risk from flooding. And that risk can be catastrophic in the case of areas behind
levees or downstream of dams.

Reforms for the Congress To Consider

The Association of State Floodplain Managers has been very pleased that FEMA,
at the direction of Administrator Craig Fugate, has undertaken a “Re-Thinking the
NFIP” analysis. A report to the Congress on the options reviewed is expected this
summer. Some of those options and possible reforms from this analysis could be
acted on by the Congress, but others will undoubtedly require further study and re-
search. ASFPM recommends that this Committee seriously evaluate FEMA'’s find-
ings. At this time, our suggestions range from larger issues to smaller adjustments:

1. ASFPM recommends that the Congress clarify whether or not the NFIP should
be structured to accommodate catastrophic losses, as discussed at the beginning of
this testimony. Many reform decisions would flow from this clarification.

2. Authorization of an ongoing flood mapping program is needed. The Senate-passed
2008 bill included a well-conceived section providing such an authorization and out-
lining important mapping activities. It is important that the section authorize the
continuation of an annual appropriation in addition to funds available from policy
fee and map fee revenue. The 2008 act would have authorized establishment of a
Technical Mapping Advisory Committee of key NFIP stakeholders much like the one
authorized in the 1994. That body proved to be very effective and its reports led
to development of the Map Modernization Initiative.

3. The Severe Repetitive Loss Program (SRL) was established in the 2004 Flood In-
surance Reform Act as one component of a three part approach to diminish the
problem of repetitive loss claims by mitigating these properties. SRL has not been
fully effective largely because the statutory provisions establishing the program are
so prescriptive that FEMA’s ability to design an effective program was limited. The
statutory requirements also heavily burdened States and communities to the point
that some declined to participate. Statutory changes are needed to simplify the pro-
gram and make it more attractive to States and communities.

The SRL program is intended as a fiscally responsible means of investing funds
from the National Flood Insurance Fund (NFIF) to reduce the approximately $200
million per year drain on the fund represented by properties that have received mul-
tiple claims. Instead of simply reauthorizing the SRL program, we recommend that
the well-received Flood Mitigation Assistance (FMA) program be expanded to in-
clude the focus and funding from both SRL and another component, the Repetitive
Flood Claims (RFC) program. The combined program would retain the authorized
level of funding (by transfer from the NFIF) for each component provided in the
2004 Flood Insurance Reform Act—$40 million for mitigation of severe repetitive
loss structures (defined in statute), $40 million for FMA and $10 million for certain
properties in certain communities. This would have the effect of simplifying admin-
istration so that the unobligated balance in the program can be put to its intended
use of reducing claims from severe repetitive loss properties.

4. Improved flood hazard mitigation incentives are needed. ASFPM suggests that
better linkages between premium rates and mitigation actions must be encouraged.
We support the suggestions made by FEMA Administrator Fugate for a community-
based risk assessment system involving payment by the community for a commu-
nity policy. As the Administrator said, “ Incentives could be structured to encourage
communities to implement flood mitigation measures in order to reduce their overall
premium assessment.” The Committee could direct either further research on the
feasibility of this concept or direct that pilot group policies be tested.

5. As in the 2008 Senate-passed bill, the debt to the Treasury should be forgiven.
Since the debt exceeds the NFIP’s ability to repay, it is prudent to stabilize the pro-
gram without debt and to build in reforms to improve its fiscal soundness. The defi-
nition of “actuarial premium rates” will depend on whether or not the program is
to accommodate catastrophic losses.

Due to two mild hurricane seasons and a favorable refinancing of the debt, the
NFIP has been able to cover claims, to pay interest on its debt, and to repay $2
billion of the original loan. 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 increasing 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, from
which operating expenses and claims must be paid. It is not expected that program
income will change significantly unless dramatic changes are made to the NFIP’s
rate structure.
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6. Purchase of flood insurance in residual risk areas behind levees should be manda-
tory.

The Senate-passed 2008 bill included such a provision. Engineers know that all lev-
ees are subject to failure or over-topping. Because of the low probability but cata-
strophic loss possibility, premium rates in such areas would likely be relatively low,
but property owners would be protected with insurance as well as appropriate risk
messaging. The report to Congress from the National Committee on Levee Safety
(established by the Water Resourced Development Act of 2007) strongly recommends
mandatory purchase of flood insurance behind levees.

7. The affordability issue must be addressed. Not only is the mandatory purchase
requirement a financial hardship for many lower income property owners, but af-
fordability concerns are beginning to interfere with identification of risk, related
mitigation of risk and protection of public safety. Legislative suggestions for delay-
ing map issuance or for delaying effective dates for the mandatory purchase require-
ment are examples. We note that the bill soon to be considered by the House of Rep-
resentatives includes language which focuses and limits the application and time
frame for a delay in the mandatory purchase requirement for areas newly mapped
as within the SFHA. A phase-in of actuarial rates in these areas is a better ap-
proach to ease the financial burden because property owners are insured during the
phase-in period rather than entirely without insurance protection.

Ideas have emerged in academic research for a means-tested system of flood insur-
ance vouchers. ASFPM recommends that the Committee direct that an economic
analysis be conducted of the overall effect on taxpayer funds of providing flood in-
surance vouchers to low income property owners as opposed to providing assistance
through disaster relief funds. Such an analysis should include aspects such as res-
toration of community and economic vitality and speed of rebuilding, repair, and
restoration of lifestyle.

8. ASFPM has long supported movement of policies toward actuarial rates for both
for fiscal soundness and for clarity of the risk message. As we have identified ear-
lier, however, there are affordability issues that will emerge. ASFPM also believes
that robust mitigation programs can be an opportunity for property owners who are
affected by such changes to help offset the resources needed to mitigate. Movement
of certain classes of properties towards actuarial rates such as second homes, com-
mercial properties and severe repetitive loss properties is consistent with ASFPM
positions and this should be done so within a reasonable timeframe.

9. Exploration of additional private insurance engagement with the NFIP should be
conducted. For example, the private reinsurance market could possibly provide part
of the solution to the problem of catastrophic losses. We recommend studying the
feasibility of purchasing some amount of reinsurance for the NFIP.

10. The NFIP should operate within a true flood risk management framework. The
Committee could direct that FEMA work with other Federal agencies in the Federal
Interagency Floodplain Management Task Force to develop a comprehensive flood
risk management framework to improve Federal coordination toward the objective
of reducing flood related losses in the Nation.

The Nation must carefully balance the issue of who benefits and who pays for devel-
opment at risk. There are about 130 million housing units in the U.S. Of that, about
10 to 11 million are in flood hazard areas, with fewer than half of those carrying
flood insurance. This means 90 percent of the population does not live in identified
Special Flood Hazard Areas, yet they must continue to support large outlays each
year for disaster relief for flooding of uninsured buildings and rebuilding damaged
infrastructure in flood areas, including the possibility of having to cover the $17.75
billion debt of the NFIP. Yet those same taxpayers 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 such as FEMA’s disaster relief programs and programs of
HUD, DOT, USDA, and others.

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. For this approach
to be successful for the Nation, FEMA must also actively promote the concept and
integrate its programs for the NFIP, mitigation and disaster relief internally, and
must integrate them with other Federal programs that impact flood risk.

11. Future changes in flood levels and sea-level rise should be reflected in flood
mapping and risk data and long term adaptation strategies should be programmed
into the land use and planning provisions of the NFIP and mitigation planning. It
is clear that many parts of the Nation are experiencing more intense rainfall and
storm events. The Mayor of Des Moines, Iowa, relates how his community suffered
a 500-year flood event in three consecutive months during the summer of 2010. Sea
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levels have fluctuated over time and the current pattern shows an accelerated rise
through at least the year 2100. FEMA flood maps need to reflect these future condi-
tions so communities have the data to implement adaptation and mitigation strate-
gies. This is essential in order for communities to be economically and socially sus-
tainable and to incorporate resiliency in infrastructure and development now when
it is incrementally less expensive versus later when it will be much more expensive
to retrofit these facilities.

12. FEMA is authorized to delegate to qualified States the administration of the
post-disaster mitigation grant program authorized in the Stafford Act and known
as the Sec. 404 Hazard Mitigation Grant Program. If selected States develop the ca-
pacity necessary for that delegation, FEMA should also delegate the authority to ad-
minister the NFIP-funded grant programs where appropriate. ASFPM continues to
focus on building State capacity. We believe that those States which have developed
the capacity to assume program administration are in the best position to efficiently
and effectively carry out the purpose of reducing flood losses.

13. ASFPM concurs with many recommendations for a longer-term reauthorization
for the NFIP to avoid the dislocations for the housing market, lenders, and insurers
when the program undergoes periods of lapsed authority. In view of the “Re-Think-
ing the NFIP” effort, Congress could direct FEMA to perform necessary studies from
the policy options for major policy reform consideration at the end of that 5-year
authorization. This would facilitate the Committee taking action on FEMA’s find-
ings and recommendations in 2016.

The Association of State Floodplain Managers appreciates this opportunity to
share our observations and recommendations with the Senate Committee on Bank-
ing, Housing and Urban Affairs as you consider reauthorization and reform of the
National Flood Insurance Program. We look forward to answering any questions you
may have and to assisting in any way that is helpful as you develop legislation.

PREPARED STATEMENT OF ADAM KOLTON

EXECUTIVE DIRECTOR, NATIONAL ADVOCACY CENTER, NATIONAL WILDLIFE
FEDERATION, ON BEHALF OF THE SMARTER SAFER COALITION

JUNE 23, 2011

Good Morning Chairman Johnson, Ranking Member Shelby, and Members of the
Committee. I am Adam Kolton and I serve as the Executive Director of the National
Advocacy Center of the National Wildlife Federation (NWF), the Nation’s largest
conservation education and advocacy organization with more than four million mem-
bers and supporters and affiliate conservation organizations in 47 U.S. States and
territories. We greatly appreciate the opportunity to offer our views on the need to
reform the National Flood Insurance Program (NFIP).

At the outset let me express our concern over the impact that the recent and on-
going record breaking flooding is having on thousands of people across America’s
heartland. The first priority of the Federal, State, and local government is appro-
priately focused now on preventing loss of life, minimizing property damage, and as-
sisting those in need with all resources possible. At the same time it’s imperative
that we not miss this opportunity to reform Federal policies so that we are better
prepared for and can better protect people and communities from future storms and
floods. In that regard, reforming the National Flood Insurance Program could not
be more urgent.

National Wildlife Federation has joined forces with a uniquely diverse set of inter-
ests that includes other national conservation organizations, insurance and reinsur-
ance companies and associations, housing advocacy groups, taxpayer and free mar-
ket think tanks, and others to form the Smarter Safer coalition (list attached).
While each Smarter Safer member has different underlying motivations and inter-
ests we all support the same goal—environmentally responsible, fiscally sound ap-
proaches to natural catastrophe policy that promote public safety. We all believe
that the NFIP is broken and in desperate need of reform.

The unprecedented string of flooding disasters including Hurricanes Katrina,
Rita, and Wilma in 2005, Hurricane Ike and the Midwest floods of 2008, the New
England Floods of 2010, and this year’s Midwest floods that continue to unfold along
the Mississippi, Missouri, and Ohio Rivers have strained the flood program. These
events caused tremendous damage, threw the program into record level debt and
highlighted the limited effectiveness of the Nation’s floodplain management strategy
to protect property owners and reduce Federal disaster relief expenditures.
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The NFIP is in the most serious trouble of its entire 43-year history and, without
significant reform, it could be in danger of eventual collapse. The NFIP is currently
$18 billion in debt to the U.S. Treasury, and that amount is likely to increase in
the near future as a result of recent flooding. With annual revenues of only $3 bil-
lion, FEMA Administrator Fugate recently testified that it will be virtually impos-
sible to repay the debt. The NFIP is essentially bankrupt.

The program has essentially been bailed out by U.S. taxpayers, and given the
many problems the program continues to face, we have little reason to believe that
without major changes this scenario will not repeat itself over and over in the fu-
ture. We do not believe the public or Congress will continue to support the program
under such conditions.

While the program has established some minimum standards for flood risk man-
agement, which are now in place in most communities, the NFIP has fundamentally
failed to keep pace with and to substantially discourage and reduce the buildup of
flood risks and damages across the Nation. It has also contributed to the deteriora-
tion and loss of important floodplain and coastal habitat areas and the serious de-
cline of valuable and sensitive ecosystems. The NFIP minimum standards have
changed little since the program was initiated over 40 years ago. Standards are so
weak that even when properly enforced they virtually guarantee increasing flood
losses. In addition, these standards remain in desperate need of updating, strength-
ening and reform.

The NFIP was originally founded on a strategy developed by eminent scientists
and Government officials in the early 1960s, which combined the ideas of identifying
flood risks (generally through mapping), developing and implementing risk-reducing
land use and building codes, and providing affordable insurance that was not other-
wise available in the private markets. It was believed that the NFIP would slowly
reduce the amount of development of the floodplain. Forty-three years later, we find
major failures on each of these fronts. This is in large part due to the failure to
charge actuarially sound rates, the failure to aggressively mitigate risks, and the
failure to protect the vital functions that floodplains perform. National flood dam-
ages, instead of decreasing as the program’s founders would have hoped, are now
rising at alarming levels.

The Smarter Safer Coalition has formulated a proposal to reform the National
Flood Insurance Program that we believe will better protect taxpayers; will protect
environmentally sensitive areas; will ensure that people understand their true risks;
and will encourage mitigation of homes, property and communities. Our proposal fo-
cuses on the following (full proposal attached):

e Flood maps must be accurate, up to date, and based on the best science avail-
able. This will ensure that people understand their true risk and will increase
the confidence in FEMA’s ability to accurately assess risk.

e The NFIP must charge rates that are based on true risk. This will reduce the
burden on taxpayers, encourage private sector engagement, and allow market
forces to direct development toward higher ground.

e Finally, the NFIP must incentivize and encourage mitigation with an increased
emphasis on protection of natural ecosystem functions, in lieu of subsidizing de-
velopment in environmentally sensitive areas.

My testimony today will focus on necessary reforms that must be made to ensure
the survival and viability of the National Flood Insurance Program in each of these
key areas: rates, mapping, and mitigation. But first, allow me to explain the Na-
tional Wildlife Federation’s underlying interest in the NFIP and its reform—the pro-
tection of America’s floodplains.

The NFIP Must Protect Floodplain Functions

Floodplains, the flood-prone bottomlands that cradle rivers, streams, and oceans
are where the land and the waters meet. Naturally functioning floodplains provide
vital habitat for countless species. These areas provide breeding, foraging, and other
life cycles and grounds for a variety of plants, insects, reptiles, amphibians, birds,
and mammals. Floodplains are also crucial to the survival and recovery of many
threatened and endangered species, including salmon, steelhead trout, sturgeon,
and sea turtles. Alterations to floodplains, however, create multiple threats to wild-
life through a range of impacts including: changing the flow and hydrology of rivers;
eliminating wetlands and side channels, nesting, and other important habitat areas;
straightening and deepening channels; and causing siltation, nutrient, and other
water quality problems.

Additionally, floodplains, in their natural form, provide an array of environmental
and public health benefits, including: reducing the number and severity of floods;
fostering vegetation to limit nonpoint water pollution from storm water runoff; pro-
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viding a tree canopy for shade to moderate temperature extremes in adjacent rivers
and streams, which in turn increases dissolved oxygen levels and consequently im-
proves habitat for aquatic plants and animals; allowing water to recharge under-
ground drinking water aquifers; and providing aesthetic beauty and outdoor recre-
ation benefits.

The current floodplain management system in the United States is not working.
Instead of reducing floodplain development, one of the NFIP’s original goals, it has
incentivized and exacerbated development. The result has been large-scale loss and
alteration of floodplains, as these important natural systems have been developed,
filled, and leveed off due in part to ill-conceived NFIP policy choices. As such, land-
use patterns have been altered, impairing the ability of the systems themselves to
provide natural flood protection values. We are bearing the high costs of these policy
failures: increased flood risk and flood intensity, habitat loss and destruction, the
placement of people in harm’s way, and economic devastation when floods hit. Be-
tween 1978 and 2008, the number of NFIP policies in force has nearly quadrupled
from 1.4 million to 5.6 million. And as more and more properties are located in
floodplains, the ecological benefits they provide are being further degraded or lost.

The Federal Government has done far too little to protect floodplains, and what
it has done has too often been ineffective. Not only does the current system fail to
discourage people from building and rebuilding in vulnerable locations, it also uses
taxpayers’ dollars to encourage and enable development by subsiding flood insur-
ance rates and masking the true cost of risk associated with this type of develop-
ment. This is the primary reason the NWF and its conservation partners take an
extremely serious interest in the NFIP.

FEMA Mapping Must Use the Best Available Science To Accurately Reflect
Risk and Place a Priority on Natural Resources Protection

The NFIP is dependent upon the accuracy of its flood insurance rate maps. They
show whether a property lies within the 100-year floodplain (and in some cases, the
500-year floodplain), high-risk storm surge zone, floodway, or Coastal Barrier Re-
source Area and ultimately are the basis for the premiums associated with a prop-
erty. The maps are key to the program’s success or failure. They must be up-to-date,
accurate and based on the best available science. This is why we support FEMA’s
Risk Map program and recognize its impact on the long term fiscal viability of the
NFIP. However, we believe that Congress should mandate that maps be updated in
a way that ensures they are as accurate as possible.

The Nation’s floodplains are dynamic. Changes include not only natural forces,
but also the impacts of development, weather patterns, and topographical changes.
Areas that were previously less prone to flooding may now be at greater and in-
creasing risk of flooding. Levees that were thought to provide 100-year (1 percent
annual chance) protection a decade ago may now provide far less protection due to
poor maintenance, heightened flood elevations due to increasing runoff, new devel-
opment, increased weather intensity, or sea-level rise.

Since 2003, FEMA has been working to update thousands of flood maps. In addi-
tion, levees are being reviewed and in many cases decertified and losing accredita-
tion for not meeting the required levels of protection. According to FEMA, the Na-
tion’s special flood hazard areas (SFHA) have grown in size by 7 percent. While in
some cases map updates have revealed more land and housing vulnerable to flood-
ing, in other areas fewer areas are vulnerable. In fact, the number of housing units
in SFHAs has seen a net decrease of 1 percent. !

Not surprisingly, FEMA’s map updating effort has been met with some con-
troversy. Some homeowners now face dramatic increases to their premiums, and
others are now required to purchase insurance that was not mandated in the past,
despite the fact that their home hasn’t moved. However, as noted above, risk levels
and understanding of risk can change.

Some have suggested that FEMA delay updating maps or waive building stand-
ards. But what may make good politics generally makes horrible insurance policy—
and by extension with Federal flood insurance—bad public policy. People deserve to
know the cost and risks of where they live, and should be responsible for insuring
against those risks. The Smarter Safer coalition strongly opposes any effort to delay
map changes or mandatory purchase requirements. We believe this is not only bad
policy, but it is irresponsible. If people are in harm’s way, they must be informed
of their risk, and they should have insurance protection. While many people believe

1Testimony 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 http:/ /www.house.gov | apps/list [ hearing | financialsves dem/fugate 4-21-10.pdf.
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that the Federal Government will write blank checks after a natural disaster, in
general, the Federal Government pays little for the uninsured losses of individuals.
Federal disaster payments focus principally on debris clean-up and rebuilding of
public structures and infrastructure, and are only available in presidentially de-
clared disasters. Homeowners who suffer losses can access temporary assistance
through FEMA and may be allowed to apply for an SBA disaster assistance loan.
However, if people are not covered by flood insurance, they will often have limited
resources to rebuild after a flood. If they are not required to purchase flood insur-
ance, many fail to purchase it and they will be unable to rebuild after a flood.

To ensure that maps are accurate and fair, the Smarter Safer coalition proposes
that Congress create a Technical Advisory Mapping Council. Much like the one this
Committee included in its 2008 reform legislation, this council would develop new
standards for flood insurance rate maps that would incorporate true risk, be grad-
uated, and reflect both realities on the ground—both man-made and natural. Such
a council should include a broad membership including representatives from all im-
pacted Federal agencies, as well as experts with technical expertise in mapping nat-
ural and beneficial floodplain functions. This will ensure that maps are accurate and
comprehensively designed to assist communities and FEMA with high quality flood
hazard identification, insurance rating, and effective floodplain management.

We propose that the standards they create ensure that maps accurately detail
risk, requiring that rate maps be graduated to include not only the 100-year flood-
plain, but also the 10-, 50-, 200-, 250-, and 500-year floodplain areas (for example)
and residual risk areas and associated depths of flooding, along with other flood-
related hazards and important habitat and key natural ecosystem functions areas
and be graduated further to include additional risk areas. While it has been expe-
dient to list whether a property is located in or out of a floodplain (special flood haz-
ard area), that does not reflect real risk. We believe maps should be as graduated
as possible, so that a homeowner knows if they are in a 10-year floodplain or a 70-
year floodplain. The council should ensure that maps meet current topographic con-
ditions, account for altered hydrology from fill, and reflect natural features that
mitigate risk like wetlands and riparian buffers.

These standards also must address the issue of levee decertification. Like the 100-
year floodplain, FEMA’s rate maps are currently based on an in-out model. When
a levee is no longer accredited to provide protection from a 100-year flood, FEMA’s
maps are redrawn as if the levee is not in existence. Again, while this may have
been expedient in the past, it does not reflect real-life conditions. Our proposal will
require FEMA to take into account each levee based on the level of protection each
confers.

Finally, the Technical Mapping Advisory Council must address the impacts of sea-
level rise and likelihood of increasing storm surges and precipitation events as it
pertains to increased risk to policyholders. While members of Smarter Safer may
disagree on the causes of these phenomena, we all agree that in recent years we've
experienced heavier rainfall, changing patterns of snowfall, more severe hurricanes,
and increasing sea levels, all of which will increase flooding risk. Across the Nation,
precipitation is already more likely to fall in heavy downpours than in light sprin-
kles, a trend a large number of scientists expected to continue. 2 3

The trends are troubling:

e In the Midwest and Northeast, big storms that historically would only be seen
once every 20 years are projected to happen as often as every 4 to 6 years by
the end of the 21st century. 4

e Winter precipitation is beginning to shift toward more rain instead of snow. The
fraction of wintertime precipitation falling as snow declined by 9 percent since
1949 in the Western United States and 23 percent in the Northeast. The biggest

2CCSP, 2008a. “Weather and Climate Extremes in a Changing Climate, Regions of Focus:
North America, Hawaii, Caribbean, and U.S. Pacific Islands”, a Report by the U.S. Climate
Change Science Program and the Subcommittee on Global Change Research, [Thomas R. Karl,
Gerald A. Meehl, Christopher D. Miller, Susan J. Hassol, Anne M. Waple, and William L. Mur-
ray (eds.)]. Department of Commerce, NOAA’s National Climatic Data Center.

3CCSP, 2008a. “Weather and Climate Extremes in a Changing Climate, Regions of Focus:
North America, Hawaii, Caribbean, and U.S. Pacific Islands”, a Report by the U.S. Climate
Change Science Program and the Subcommittee on Global Change Research, [Thomas R. Karl,
Gerald A. Meehl, Christopher D. Miller, Susan J. Hassol, Anne M. Waple, and William L. Mur-
ra}; I(gds.)]. Department of Commerce, NOAA’s National Climatic Data Center.
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shifts from snow to rain are in March for all regions studied, December in New
England, and January along the Pacific coast. >

e Rain-on-snow events may become more common in some locations.® Recent
events in the Pacific Northwest have caused extensive and notable flooding. In
January 2009, tens of thousands were evacuated and major transportation
routes were closed when 10 inches of rain fell over 2 days, causing major snow
melt and flooding in western Washington State.? At the same time, scientists
have been gaining confidence in projections for more intense hurricanes and
tropical storms in the future, even as they continue to debate whether they can
detect the signal of climate change in the records of past storms. The latest
studies indicate that hurricanes will have stronger winds and more rainfall, but
will become somewhat less frequent. 8

e The mean maximum wind speed of tropical cyclones is likely to increase by 2
to 11 percent globally by the end of the century. The biggest changes may occur
for the most intense storms, with the wind speeds of these storms increasing
by a significantly larger percentage.® While these changes in wind speed may
seem small, they can translate into large increases in damages. For example,
a 10 percent increase in wind speed of a category four hurricane can increase
damages by about 50 percent. 10

e All climate models project more rainfall from tropical cyclones in a warmer cli-
mate. The latest projections are that rainfall from hurricanes may increase from
3 to 37 percent.1! The average increase projected by the late 21st century is
about 20 percent within 62 miles of the storm center. 12

Sea-level rise will further increase the vulnerability of States along the Gulf and
Atlantic coasts to storm-surge flooding. When a tropical storm hits, higher sea level
translates into bigger storm surges that can cause flooding further inland. Sea-level
rise will also endanger coastal wetlands and barrier islands that form a first line
of defense and help buffer coastal areas against hurricanes and storm surges. Even
in the unlikely circumstance that the characteristics of tropical cyclones do not
change, scientists are highly confident that sea level is rising and that coastal areas
will have a greater risk of damaging storm surge. Globally, sea level has already
increased by about seven inches over the past century due to thermal expansion of
water and the melting of land-based glaciers and ice. 13 Additional increases in sea
lfevel are considered inevitable; the question only remains is how much and how
ast.

For these reasons, the NFIP must find a way to account for these changes to accu-
rately assess and underwrite increased risks of flooding throughout the country.
Smarter Safer strongly believes that mapping underlies the whole flood program
and if maps are not accurate the program will be constantly undermined.

Rates Must Reflect Risk

Currently, NFIP insurance rates do not reflect actual risk of flood damage. The
NFIP does not charge market-based or risk-based 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 revenue 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 borrowing from the U.S. Treasury, which is a signifi-
cant subsidy in itself, especially since the loans are virtually interest free.

Perhaps the best example of the program’s failure regarding rates can be dem-
onstrated by the alarming number of repetitive loss properties that account for pay-
outs. In 1998, NWF completed and released a landmark report, Higher Ground, on
the NFIP repetitive flood loss properties—those that have two or more paid claims
of at least $1,000 each over a rolling 10-year period. At that time our report showed

51d.

6Hamlet, A.F., and D.P. Lettenmaier, 2007. “Effects of 20th Century Warming and Climate
Variability on Flood Risk in the Western U.S.”, Water Resources Research 43:W06427.

7Mapes, L.V., January 1, 2010, 2009. “Was a Year of Weather Extremes”, The Seattle Times.

8 Knutson, T.R., et al., 2010. “Tropical Cyclones and Climate Change”, Nature Geosciences Ad-
vance Online Publication on February 21, 2010, DOI: 10.1038/NGEO779.

9 Knutson et al., 2010.

10CCSP, 2008a.

11 Knutson et al., 2010.

12]d.

13 Intergovernmental Panel on Climate Change (IPCC), 2007. “Climate Change 2007: The
Physical Science Basis. Contribution of Working Group I to the Fourth Assessment Report of
the Intergovernmental Panel on Climate Change” [Solomon, S., D. Qin, M. Manning, Z. Chen,
M. Marquis, K.B. Averyt, M. Tignor, and H.L. Miller (eds.)].
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there were 74,501 repetitive loss properties in the NFIP. While only approximately
2 percent of insured properties, but with 200,182 paid claims from 1978-1995,
which had cost the NFIP 52.581 billion, they represented approximately 40 percent
of all claims paid. More recently, despite Congress’ efforts in the 1994 and 2004
Flood Insurance Reform Acts, the total number of repetitive loss properties has
grown to 153,000 repetitive loss properties with 447,700 claims that have cost the
NFIP $10.692 billion. Within these properties, 9,129 properties are “severe repet-
itive losses” with 50,607 total losses that have cost the NFIP over $1.5 billion. These
types of losses cannot be sustained.

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 to 40 percent
of their actual full-risk level premium. While the initial thought may be that be-
cause of their vulnerability these pre-FIRM (Flood Insurance Rate Map) properties
wouldn’t be long for this world, according to GAO in 2008, over 1.1 million prop-
erties, or 25-30 percent of the program, was subsidized. FEMA puts the percentage
of pr(ﬁ)erties in the NFIP receiving explicitly subsidized rates at more than 20 per-
cent.

As the Committee begins to draft a reauthorization bill, we urge you to address
this issue by moving all rates towards risk-based over a 5-year period. We believe
that this Committee made a good start with the Flood Insurance Reform and Mod-
ernization Act of 2007 by requiring that certain properties (including nonprimary
residences; severe repetitive loss properties; commercial properties; properties dam-
aged over 50 percent of the home’s value; and properties improved by over 30 per-
cent of the home’s value) phase up to actuarial rates over 4 years, and by raising
the limit of annual policy increase from 10 to 15 percent. These are great steps, but
ir}}l light of recent conditions and a growing deficit, we urge the Committee to go fur-
ther.

We believe that to prevent further taxpayer bailouts, and to ensure the program
does not incentivize building in harmful and environmentally sensitive areas, all
rates must be based on risk. The coalition believes that properties should begin pay-
ing risk-based rates, through a phase in over a period of no longer than 5 years.
We understand that there may be some homeowners who are unable to pay risk-
based rates; however, that population is limited. For that limited population, we rec-
ommend establishing a subsidy system; however, any subsidies should be fully di-
vorced from the insurance rates. Subsidies could be limited to those only with true
affordability issues, and could be paid for through surcharges on higher-end prop-
erties. Currently, million dollar homes receive the same subsidies as homes valued
at $100,000. We believe that in this current fiscal environment, we should not be
providing subsidies to people who do not need Federal assistance.

I want to stress that it is imperative that any subsidy mechanism be separate
from the rate structure of the NFIP. Tying these two issues together masks and ex-
acerbates risk. Once rates are risk-based, the program will be better positioned to
encourage mitigation and the private sector will be in a position to compete with
the Federal Government, helping to lower risk to the U.S. taxpayer. Until rates are
risk-based, the NFIP cannot fully incentivize mitigation. Once rates are based on
risk, NFIP could provide discounts if homeowners undertake mitigation that lowers
their risk.

NFIP Community Eligibility Criteria Must Reduce Flood Risk to People
and Protect and Restore Natural Resources

We urge the Committee to consider addressing the community participation eligi-
bility criteria in the NFIP to require adequate protection or restoration of natural
resources and the functions of floodplains that benefit communities and species.
This current oversight misses an important opportunity to better protect the public
and beneficial natural resources.

Eligibility criteria must be enhanced so that participation in the NFIP requires
communities to maintain or improve the habitat and flood management values of
floodplains. NWF believes that this can be addressed by taking the following prin-
ciples into account. First, the program should restrict or prohibit development in
floodplains in high hazard and environmentally sensitive areas unless it is shown
to have no adverse effect on natural resources or can be fully and sustainably miti-
gated. Second, repairs or improvements to existing structures should include mitiga-

14United States Government Accountability Office. GAO-08-437. Report to the Ranking Mem-
ber, Committee on Banking, Housing, and Urban Affairs, U.S. Senate. National Flood Insurance
Program. Financial Challenges Underscore Need for Improved Oversight of Mitigation Programs
and Key Contracts, p. 18.
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tion for damage to natural resources. Third, all mitigation should prefer non-
structural means and must account for the impacts of climate change. Fourth, vol-
untary buyouts of homes and businesses in high flood risk areas should be promoted
with appropriate lands dedicated to open space uses. Fifth, communities partici-
pating in the NFIP should be required to strengthen land-use and building code
standards and provide increased incentives to encourage communities to use higher
standards. This should include requiring higher building freeboard; limiting use of
floodplain fill to exempt areas from flood insurance purchase requirements; elimi-
nating the 1-foot rise for determining floodways; greater use of open-space and low
density zoning; protection of natural shorelines; identifying additional no-build
zones for public safety and protecting natural floodplain functions; establishing
building setbacks for maintaining flood conveyance, shoreline erosion zones, and
natural channel migration; and employing low-impact development methods to pre-
vent and/or minimize the degradation of floodplain habitat. Finally, Congress must
encourage or require FEMA to bring the NFIP into compliance with the Endangered
Species Act (ESA) and other conservation laws to prevent harm to ESA listed spe-
cies affected by floodplain development.

FEMA’s Community Rating System Must Be Improved

FEMA’s Community Rating System is a voluntary incentive program designed to
encourage communities to go beyond the minimum standards of the NFIP. If a com-
munity takes mitigation steps, the premiums of individual policyholders are re-
duced. However, individuals only have so much sway over the mitigation decisions
of their local governments. Local government officials must have an incentive to
make smart mitigation decisions. FEMA must take steps to address this short-
coming and bolster incentives for participation in the program.

One way to do this is for FEMA to offer this incentive through a voluntary, com-
munity-based flood insurance policy in which a local government holds a policy that
covers homes and buildings in their jurisdiction. A local government will be more
likely to undertake mitigation steps that will reduce their risk and the cost of flood
insurance if they are also responsible for paying the flood insurance bill. This idea
holds great potential to improve floodplain management decision making on a local
level. We recommend that the Senate authorize the GAO and FEMA to study the
feasibility and implementation of community-based flood insurance, including au-
thorization for a pilot program with volunteering communities.

The NFIP Must Encourage Mitigation of Natural Features To Protect
Against Flooding

We strongly support measures that would encourage and assist homeowners in
taking steps to mitigate damage to protect their homes against natural disasters.
As claims to the program increase, the need to implement techniques and activities
to mitigate flood damage is reinforced. The NFIP has already encouraged this
through NFIP-funded hazard mitigation grant programs, created with bipartisan
support, which have successfully reduced property damage, protected floodplains,
and reduced the financial burden on the program. In light of these benefits, Smarter
Safer has urged Congress to streamline, consolidate, and permanently extend the
NFIP-funded grant programs under the Flood Mitigation Assistance (FMA) Pro-
gram.

Currently, FEMA administers three separate programs to help property owners
and communities mitigate against flood damage: the Flood Mitigation Assistance
(FMA) Program provides funds to assist States and communities to implement
measures that reduce or eliminate the long-term risk of flood damage to buildings,
manufactured homes, and other structures insured under the National Flood Insur-
ance Program; the Severe Repetitive Loss (SRL) program provides funding to miti-
gate SRL structures insured under the NFIP to reduce or eliminate the long-term
risk of flood damage; and the Repetitive Flood Claims (RFC) grant program provides
similar direct assistance to reduce flood damages to insured properties in commu-
nities that don’t have the capacity to undertake mitigation activates. Given that
every one dollar spent on mitigation yields a return of four dollars in avoided losses,
these programs have helped slow the growth of the program’s enormous $18 billion
deficit. Furthermore, in its review of H.R. 5114, the Flood Insurance Reform Act of
2010, CBO noted that “[o]lver the next 10 years, some or all of the costs of the miti-
gation program may be offset by lower claim payments, depending on the effective-
ness of the mitigation efforts.” 15

15 Congressional Budget Office. Review of H.R. 5114, Flood Insurance Reform Act of 2010.
May 17, 2010.
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Yet as effective as these programs have been, they can be made more effective
and efficient by consolidating the RFC and SRL Grant Programs into the Flood
Mitigation Assistance Program as subsets. Doing so would allow the SRL program
to reach its full potential, by reducing the burden that SRL properties have on the
NFIP, and improving participation in RFC grant program by allowing FEMA or
States to work directly with property owners if communities decline to participate.

This solution does not change the net authorization levels for the combined pro-
grams, funding for which comes from the transfer of funds from the National Flood
Insurance Fund rather than the general treasury. It would, however, reduce bu-
reaucracy and cost and allow FEMA to continue to help communities and property
owners reduce flood damage and claims to the NFIP. These cost savings would re-
duce the program’s burden to taxpayers, safeguard communities, help restore the
fiscal soundness of the NFIP, and better manage our Nation’s floodplains. We urge
the Committee to consider this important fix as you begin to draft an NFIP bill.

FEMA Should Consider Reinsurance To Ensure Risk and Protect Tax-
payers

We were pleased to see that the House included in its bill authority for FEMA
to purchase private reinsurance. This is one of the few means available to FEMA
to reduce the risk on Federal taxpayers and move the program to safe and sound
financial practices. Like a “real” insurance company, the NFIP would retain some
risk and buy protection in the private market for catastrophic exposures. This is a
prudent step and one we hope the Senate will emulate.

Conclusion: A New Approach to the Nation’s Flooding Problems

As we begin to assess the damage from some of the most severe flooding since
1927, it is critical that Congress not miss this opportunity to substantially reform
the NFIP to better protect people, property and the environment. We urge the Com-
mittee to pass a strong, comprehensive reform bill that improves flood risk mapping,
ensures risk-based rates and incentivizes mitigation by individuals and commu-
nities. Reforming the NFIP can lead to less development and redevelopment in some
of the most high risk sensitive areas, better land-use planning, and significant sav-
ings for U.S. taxpayers.

PREPARED STATEMENT OF BARRY RUTENBERG
FIRST VICE CHAIRMAN OF THE BOARD, NATIONAL ASSOCIATION OF HOME BUILDERS

JUNE 23, 2011

Introduction

Chairman Johnson, Ranking Member Shelby, and Members of the Senate Com-
mittee on Banking, I am pleased to appear before you today on behalf of the 160,000
members of the National Association of Home Builders (NAHB) to share our views
concerning efforts to reform the National Flood Insurance Program (NFIP). We ap-
preciate the invitation to appear before the Committee on this important issue. My
name is Barry Rutenberg and I am the First Vice Chairman of the Board for NAHB
and a home builder from Gainesville, Florida.

NAHB commends the Committee for addressing reform of the NFIP program. As
we have seen this year, floods can devastate every part of the country—even areas
we would never think of, and for this reason, NAHB wants to be very clear that
it strongly supports a long-term program reauthorization. We believe a 5-year term
is the only way to provide a steady foundation on which to build program revisions
and ensure the NFIP is efficient and effective in protecting flood-prone properties.
As you know, for the last several years, the NFIP has had to undergo a series of
short-term extensions that have created a high level of uncertainty in the program
and caused severe problems for our Nation’s already troubled housing markets. Dur-
ing these uncertain times, many home buyers faced delayed or canceled closings due
to the inability to obtain NFIP insurance for a mortgage. In other instances, build-
ers themselves were forced to stop or delay construction on a new home due to the
lack of flood insurance approval, adding unneeded delay and job loss. NAHB be-
lieves a long-term extension will ensure the Nation’s real estate markets operate
smoothly and without delay. We therefore commend the Committee for making this
issue a priority.

Background

The Federal Emergency Management Agency’s (FEMA) National Flood Insurance
Program (NFIP) plays a critical role in directing the use of flood-prone areas and
managing the risk of flooding for residential properties. The availability and afford-
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ability of flood insurance gives local governments the ability to plan and zone their
entire communities including floodplains. In addition, if a local government deems
an area fit for residential building, flood insurance allows home buyers and home-
owners the opportunity to live in a home of their choice in a location of their choice,
even when the home lies in or near a floodplain. The home building industry de-
pends upon the NFIP to be annually predictable, universally available, and fiscally
viable. A strong, viable national flood insurance program enables the members of
the housing industry to continue to provide safe, decent, and affordable housing to
consumers.

The NFIP provides flood insurance to over 5 million policyholders, enabling home-
owners to protect their properties and investments against flood losses. Further, the
NFIP creates a strong partnership between State and local governments by requir-
ing them to enact and enforce floodplain management measures, including building
requirements that are designed to ensure occupant safety and reduce future flood
damage. This partnership, which depends upon the availability of comprehensive,
up-to-date flood maps and a financially stable Federal component, allows local com-
munities to direct development where it best suits the needs of their constituents
and consumers. This arrangement has, in large part, worked well. Unfortunately,
the losses suffered in the 2004 and 2005 hurricane seasons, including the devasta-
tion brought about by Hurricanes Katrina, Rita, and Wilma, have severely taxed
and threatened the solvency of the NFIP.

According to FEMA, between the NFIP’s inception in 1968 through 2004, a total
of $15 billion has been needed to cover more than 1.3 million losses. The 2004 hurri-
cane season required close to $2 billion in NFIP coverage, and the 2005 hurricane
season resulted in payments totaling over $13.5 billion. Combined claims for these
2 years exceeded the total amount paid during the previous 37-year existence of the
NFIP program. While these losses are severe, they are clearly unprecedented in the
history of this important program, as losses since that time have dropped signifi-
cantly (e.g., $612 million in 2007 and $773 million in 2009). Thus, in our opinion,
the losses of 2004 and 2005 are not a reflection of a fundamentally broken program.
Nevertheless, NAHB recognizes the need to ensure the long-term financial stability
of the NFIP and looks forward to working with this Committee to consider and im-
plement needed reforms, including the possibility of privatizing the NFIP.

While NAHB supports reform of the NFIP to ensure its financial stability, it is
absolutely critical that Congress approach this reauthorization with care. The NFIP
is not simply about flood insurance premiums and payouts. Rather, it is a com-
prehensive program that guides future development and mitigates against future
loss. NAHB believes a financially stable NFIP is in all of our interests, and the
steps that Congress takes to ensure financial stability have the potential to greatly
impact housing affordability and the ability of local communities to exercise control
over their growth and development options; thus any such steps must be carefully
designed and implemented to minimize these real impacts.

NAHB Supports Thoughtful NFIP Reforms

The unprecedented losses suffered in 2004 and 2005 have severely taxed and
threatened the solvency of the NFIP. While these events have been tragic, sobering,
and have exposed shortcomings in the NFIP, any resulting reforms must not be an
overreaction to unusual circumstances. Instead, reform should take the form of
thoughtful, deliberative, and reasoned solutions. A key step in this process is to take
stock of where we are today, what has worked, and what has not.

An important part of the reform process is determining what area or areas of the
NFIP are in actual need of reform. In the past, a key tool in the NFIP’s implementa-
tion, the Flood Insurance Rate Maps (FIRMs), have been recognized by Congress to
be inaccurate and out-of-date. Through the strong leadership of both Chambers,
FEMA is completing its map modernization effort to digitize, update, and modernize
the Nation’s aging flood maps. While FEMA was successful in digitizing most of the
FIRMs, not all are based on updated hydrologic data and a recent National Acad-
emy of Sciences report faulted some of the maps because of a lack of reliable topo-
graphical data. As a result of these data deficiencies, there are large discrepancies
between what was mapped as the 1-percent annual chance of flood (100-year flood-
plain) decades ago and what areas may be reflected as falling within the 1-percent
annual chance of flood on the newer maps, and what the actual 1-percent annual
chance of flood is today. While FEMA is currently addressing this oversight through
its RISKMAP program, NAHB believes that continued Congressional oversight is
necessary. Ensuring the scientific validity of the maps, as well as ensuring that they
reflect the true risks to property is an extremely important step for all who rely on
NFIP. 1t is for this reason that NAHB supports the establishment of a Technical
Mapping Advisory Council, as proposed in the House bill H.R 1309. We are hopeful
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that if such a council is approved, it would also result in further collaboration and
coordination among the agencies and the private sector, thus leading to regular dia-
log to help ensure that the NFIP is working as intended.

Fixing the maps, however, is merely the first step. In an attempt to improve both
the solvency of the program and its attractiveness to potential policyholders, NAHB
supports a number of reforms designed to allow FEMA, through the NFIP, to better
adapt to changes to risk, inflation, and the marketplace. Increasing coverage limits
to better reflect replacement costs, for example, would provide more assurances that
legitimate losses will be covered and improve program solvency by generating in-
creased premiums. Similarly, the creation of a more expansive “deluxe” flood insur-
ance option, or a menu of insurance options from which policyholders could pick and
choose, could provide additional homeowner benefits while aiding program solvency.
Finally, increasing the minimum deductible for paid claims would provide a strong
incentive for homeowners to mitigate and protect their homes, thereby reducing po-
tential future losses to the program.

The NFIP and its implementing provisions were not created solely to alleviate
risk and generate premiums. They were created to balance the needs of growing
communities with the need for reasonable protection of life and property. Part and
parcel of this is the need for regulatory certainty and expedient decision making.
First, the NFIP must continue to allow State and local governments, not the Federal
Government, to dictate local land-use policies and make decisions on how private
property may be used. While officials at all levels of government must work together
so that lives, homes, schools, businesses and public infrastructure are protected
from the damages and costs incurred by flooding, the local communities must pro-
vide the first line of defense in terms of land-use policies and practices. It is clear
that the NFIP was specifically designed to allow this to occur, as the availability
of flood insurance is predicated on the involvement of the community and relies on
the breadth of activities that local governments can (and do) take to protect their
citizens and properties from flood damage.

Additionally, FEMA must better coordinate its activities with those of other Fed-
eral agencies who have oversight over other Federal programs. For example, FEMA
recently began requiring certain property owners to demonstrate compliance with
the Endangered Species Act (ESA) prior to FEMA issuing them a Conditional Letter
of Map Revision.! To do so, FEMA must engage the U.S. Fish and Wildlife Service
or the National Marine Fisheries Service in an extensive consultation to determine
the potential impacts on the endangered species in question and to develop any
steps that could be taken to mitigate any adverse effects. FEMA, however, has
claimed it does not have to resources to conduct the review and has deflected its
responsibilities to the landowner. Not only does this cause confusion, but FEMA’s
dereliction of duties places landowners in a no-win situation, creating project delays,
increased construction costs, and a decreases in housing affordability. As NAHB
does not believe that the NFIP is a proper trigger for the ESA, we are hopeful that
any legislation will clarify that such consultations are unnecessary. Likewise, we
are hopeful that FEMA will work to improve collaboration and cooperation with the
othe:ilj F)‘ederal, State, and local entities as this program continues to evolve (see, Ap-
pendix).

Similarly, NAHB believes FEMA could do a better job of coordinating and over-
seeing local efforts to implement building codes as part of a community’s floodplain
management program. In an effort to address this shortcoming, past NFIP bills
have asked for a report on the inclusion of building codes in floodplain management
criteria. While NAHB supports efforts to allow FEMA to conduct a study on the effi-
cacy, economic and regulatory impacts, and effectiveness of including national model
building codes, NAHB believes it would be beneficial to evaluate the effectiveness
of allowing States to continue to use the national model codes—specifically, Inter-
national Building Code and International Residential Code—with State-specific
amendments, as currently allowed.

Past language has been unclear about exclusions and would allow State-pre-
scribed or other privately developed building codes and standards to be considered
in the study. This is problematic because over the last 5 years, State and local gov-
ernments have begun adopting various “green” codes and protocols for use as man-
datory building standards within their respective jurisdictions. In addition to the
fact that these codes may not adequately consider the unique geographic needs for
building in zones with the potential for high-impact natural disaster risks, these
codes and standards generally exist outside of the scope of the national model code
development bodies. As such, they can be prohibitively expensive and may not pro-

1Procedure Memorandum No. 64—http:/ /www.fema.gov/library [ viewRecord.do?id=4312 (see,
Appendix).
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vide all stakeholders an opportunity to equally participate in the codes’ develop-
ment.

NAHB supports allowing FEMA to investigate the costs and benefits of using the
national model codes with respect to floodplain management and enforcement in
areas with high-impact weather risks. However, NAHB recommends that the study
language be modified to focus only on the national model codes that have provisions
to address floodplain management criteria—i.e., the International Building Code
and the International Residential Code—and not to consider “green” codes, even
“green” codes that have been developed in accordance with the model codes develop-
ment process, as such codes are not designed to accommodate affordability criteria,
which is critical in any cost-benefit analysis.

More importantly, NAHB believes that FEMA must maintain the flexibility for
State and local governments to adopt innovative ways to address building needs
that cannot be achieved through a nationally applied or privately developed code.
As such, NAHB recommends that any study on the cost-benefit impacts of adopting
national model building codes must include codified safeguards preserving the rights
of State and local governments to amend the model building codes to meet specific
local needs. Lastly, FEMA must ensure that any study on the impacts of building
codes in NFIP be conducted with explicit prohibition against the development, im-
plementation, or enforcement of national model codes by FEMA itself.

NAHB Is Concerned With Potential Negative Reforms

As Congress considers strategies to bolster the financial stability of the NFIP,
NAHB cautions against those reforms that have far-reaching and unintended con-
sequences, including reforms that decrease housing affordability and the ability of
communities to meet current and future growth needs. Chief among these concerns
are changes that would require more homeowners to purchase insurance and ex-
pand the Special Flood Hazard Area (SFHA), or expand the current Federal min-
imum residential design, construction, and modification standards.

NAHB believes that modifying the numbers, location, or types of structures re-
quired to be covered by flood insurance may play an important part in ensuring the
NFIP’s continued financial stability, but any such decision must be taken with ex-
treme care. Two options have been widely considered in recent years. The first
would require the mandatory purchase of flood insurance for structures located be-
hind flood control structures, such as levees or dams. The second would mandate
that all structures within the 1-percent annual chance of flood obtain flood insur-
ance regardless of whether or not they currently hold a mortgage serviced by a fed-
erally licensed or insured carrier. While both of these strategies would increase the
number of residences participating in the NFIP, buttressing the program against
greater losses, they are not as simple as they seem. At a minimum, NAHB believes
that before any reforms are enacted FEMA should first demonstrate that the result-
ing impacts on property owners, local communities, and local land use are more
than offset by the increased premiums generated and the hazard mitigation steps
taken. Only after such documentation is provided, documentation that includes the
regulatory, financial, and economic impact of reform efforts, can Congress, FEMA,
stakeholders, and the general public fully understand whether or not such actions
are appropriate.

One important component of the NFIP is the ability of communities, with the as-
sistance of the Federal Government, to design, install, and maintain flood protection
structures for the purpose of reducing risk. In most instances, residential structures
located behind dams or levees that provide protection to the 1-percent-annual-
chance flood level are not required to purchase flood insurance. This is a planned
trade off. In exchange for constructing adequate flood controls, structures located be-
hind those controls are removed from the 100-year floodplain or SFHA on the rel-
evant FIRM. Accordingly, any reforms that contemplate bringing these same resi-
dences back under a mandatory purchase requirement raise very real and powerful
equity and fairness issues. Should Congress or FEMA produce adequate documenta-
tion indicating that the benefits of mandating flood insurance purchase for resi-
dences behind flood control structures outweigh the costs to homeowners, NAHB
would support these residences being charged premiums at a reduced rate to reflect
their reduced risk. A great deal of time and taxpayer money was invested to provide
additional flood protection to these residences, and it is only fair that homeowners
in these areas, if required to purchase insurance, be recognized for their commu-
nities’ efforts. In addition, some localities charge a levee fee on property taxes to
residents for operation and maintenance of the levee, charging for flood insurance
is an additional burden.

While changes to the NFIP’s mandatory flood insurance purchase requirements
present one set of issues, a programmatic change of the SFHA presents an entirely
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different and overwhelming set of concerns. Changing the SFHA from a 100-year
standard (1-percent-annual chance flood) to a higher level (i.e., 500-year standard
as described in previous bills) would not only require more homeowners to purchase
flood insurance, but would also impose mandatory construction requirements on a
completely new set of structures. Furthermore, those homeowners who had been in
compliance with the 100-year standard will suddenly find themselves below the de-
sign flood elevation for the increased level. Although these structures may be grand-
fathered and avoid higher premiums as a result of their noncompliant status, this
ends when the structure is sold or substantially improved. Placing these homes in
this category impacts their resale value in a very real way, as any new buyer may
be faced with substantially higher premiums or retrofit and compliance costs.

Any revision of the SHFA standard would not only affect homeowners, but also
home builders, local communities, and FEMA. An expanded floodplain means an ex-
panded number of activities taking place in the floodplain, and a corresponding in-
crease in the overhead needed to manage and coordinate these activities. A larger
regulated floodplain would likely result in an increased number of flood map amend-
ments and revisions, placing additional burdens on Federal resources to make these
revisions and amendments in a timely fashion. Residents located in newly des-
ignated SFHAs would need to be notified through systematic outreach efforts. Com-
munities would likely need to modify their floodplain ordinances and policies to re-
flect the new SFHA. In short, the entire infrastructure of flood management and
mitigation practice and procedures that is currently institutionalized around the 1-
percent-annual chance flood standard would need to change, all at a time when
FEMA has admitted its lack of resources to provide current services.

Furthermore, there is little convincing data to demonstrate that such a change
is necessary or prudent. Indeed, even specially convened policy forums have failed
to reach consensus on the issue. As a result, NAHB strongly cautions against mak-
ing such sweeping changes to the NFIP and supports the House bill (H.R 1309),
which maintains the 100-year level for both maps and the SFHAs.

While requiring mandatory flood insurance purchase is one option, another option
that has been considered is to require structures to meet Federal residential design,
construction, and modification requirements. NAHB is strongly opposed to expand-
ing such requirements to any new classes of structures, including those found be-
hind flood protection structures and those affected by any programmatic change to
the SFHA. Any such requirements would substantially increase the cost of home
construction and severely impact housing affordability. For example, elevating struc-
tures could add $60,000 to $210,000 to the cost of a home.2 It is easy to see the
tremendous impact that such reforms would have not only on Nation’s home build-
ers, but also on the Nation’s home buyers and homeowners. NAHB urges Congress
to soften the impact of any programmatic changes to the NFIP by ensuring that con-
struction requirements remain tied to the 1-percent-annual chance flood standard.

Finally, past bills would phase-in actuarial rates for nonresidential properties and
nonprimary residences. NAHB’s primary concern is that flood insurance remains
available and affordable. FEMA reports that 78 percent of policyholders are already
paying actuarial (risk-based) premiums;3 nevertheless, NAHB believes reforms
aimed at reducing Federal subsidies for any subset of the remaining properties must
ensure that overall affordability is not adversely affected. NAHB looks forward to
working with the Committee to strike the proper balance between ensuring the
long-term financial viability of the NFIP, and ensuring program affordability and
equality for those who rely on this valuable Government insurance program.

Thank you for this opportunity to share the views of the National Association of
Home Builders on this important issue. We look forward to working with you and
your colleagues as you contemplate changes to the National Flood Insurance Pro-
gram to ensure that federally backed flood insurance remains available, affordable,
and financially stable. We urge you to fully consider NAHB’s positions on this issue
and how this program enables the home building industry to deliver safe, decent,
affordable housing to consumers. I look forward to any questions you or other Mem-
bers of the Committee may have for me.

2Federal Emergency Management Agency, “Homeowner’s Guide to Retrofitting”, (Dec. 2009)
table 3-3—Using the dollar figures in table 3-3 multiplied by a 2,200 square foot median house
size (see, Appendix).

3Federal Emergency Management Agency, “Actuarial Rate Review: In Support of the October
1, 2010, Rate and Rule Changes”, (July 2010) p. 22 (see, Appendix).
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APPENDIX
National Association
of Home Builders
Appendix

Resolving Regulatory Confusion - Clarifying the Relationship between the National Flood

Insurance Program and the Endangered Species Act

In recent years, environmental groups have targeted the Federal Emergency Management
Agency’s (FEMA) National Flood Insurance Program (NFIP) by filing procedural lawsuits under
the Endangered Species Act (ESA) that allege that FEMA has failed to comply with the ESA’s
consultation requirements when administering various facets of the National Flood Insurance
Program (NFIP)." Importantly, these cases are not necessarily focused on protecting species, but
are designed to impede development in certain areas. FEMA, for its part, has tried to fight these
ESA lawsuits, but unfortunately, a number of federal courts have ruled with the environmental
groups. The courts agree that the NFIP, as currently enacted, is a “discretionary” federal
program and thus subject to the ESA"s consultation requirements. Contrary to these decisions,
NAHB does not believe that Congress envisioned the ESA being applied to FEMA's floodplain

program and urges it to revisit and amend this timely and problematic issue.
Background:

The Endangered Species Act (ESA) authorizes the federal government to regulate endangered
and threatened species and their habitat on private as well as public property. Because the Act's
fundamental prohibitions are absolute and driven by biological factors and not — as in other
environmental statutes — based on a balancing test that takes into account economic impacts, the

ESA is a potent source of federal land use regulation. With the number of endangered and

' E g.: NationalWildlife Federation v. Furgate, 10-22300, (S.D. FL. 2011) (Settlement requiring FEMA to initiate
consultation); Audubon Society of Portland v. Federal Emergency Management Agency, no. 09-00729 (D. Or.
2010) (settlement requiring FEMA to consult with the FWS over certain activities), WildEarth Guardians v. Federal
Emergency Management Agency, no. 10- 00863 (D. Az, Complaint filed Aug. 26, 2009); Florida Key Deer v.
Paulison, 522 F.3d 1133 (11™ Cir. 2008) (affirming an injunction prohibiting FEMA from issuing flood insurance
for new developments in suitable habitats of listed species); National Wildlife Federation v Federal Emergency
Management Agency, 345 F.Supp.2d 1151 (W.D. Wash. 2004) (holding that FEMA was required to engage in ESA
consultation with regard 1o its mapping activities, setting eligibility criteria, and implementing community rating
system (CRS); but that FEMA had no duty to formally consult with regard to the effect of sale of flood insurance on
salmon).

March 11, 2011
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threatened species protected by the Act rising steadily, the ESA is an increasingly important

hurdle for projects across the country.

Since the early 2000°s, special interests groups have worked to broaden the application of the
ESA to include essentially any activity that alters the landscape. While earlier attempts mainly
focused on the ESA’s application to portions of the Clean Water Act (CWA) and larger projects,
over time a new attack has been launched concerning the applicability of the ESA to the NFIP.
In short, the reasoning articulated in these lawsuits is premised on a simplistic and shrewd “but
for” hypothesis; that is, were it not for the NFIP, residential development or development of any
kind could not occur in many areas of the country. Therefore, these groups argue that in
geographic areas that have been designated as “critical habitat” by the U.S. Fish and Wildlife
Service (FWS) or NOAA Fisheries (hereafter referred to as the Service), FEMA must “consult”

with the Service over its administration of the NFIP,

The position that NFIP must be subject to the ESA in order to protect endangered species is
problematic in that it is overly broad and ignores the fact that the ESA, independent of NFIP
program, already prohibits the “taking” of endangered species. Likewise, it fails to adhere to the

statutory limits of the ESA, which only require consultation for “discretionary” actions.

According to the special interests, ESA consultation should occur in any area that has been
designated as critical habitat. Presently, there are over 1,200 species listed as “endangered”
under the ESA. To date, the Service has only designated critical habitat for half of these species
(603), but that has still resulted in the designation of tens of millions of acres. Moreover, the
critical habitats are concentrated primarily in a handful of states, including Florida — a state that
has a significant portion of its land area located within the floodplain. The economic burden of
critical habitat designation is disproportionately borne at the county level. Since most counties
push for promoting economic development and population growth, the burden of ESA permitting
compliance typically falls on the residential construction industry in comparison to other
industries. The cost of ESA compliance ultimately results in project delays, increases the cost of
construction and adversely impacts affordability. Requiring consultation within the NFIP will

clearly exacerbate these difficulties.
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Equally problematic are the claims that additional protections are necessary to conserve species.
The ESA’s take prohibition expressly disallows any action (public or private) that results in the
death or injury of a federally-protected species.” Furthermore, the ESA’s consultation
requirements already apply to all publicly funded projects and any private project that
necessitates a “discretionary” federal permit or approval.’ For residential construction activities,
a typical “trigger” for the ESA consultation is a CWA Section 404 wetlands permit issued by the
U.S. Army Corps of Engineers. Another common ESA trigger is the CWA’s Section 402
construction general permit issued by the U.S. Environmental Protection Agency (EPA).
According to the Service, over 35,000 consultations were conducted during 2009, the most
recent year for which data is available." Requiring FEMA to comply with the ESA for all

aspects of the NFIP program is clearly duplicative and unnecessary.

Further, because the current legal and regulatory threshold for determining whether or not a
specific federal action is subject to the ESA’s consultation requirement is entirely dependent on
whether the specific federal action is discretionary (subject to ESA consultation requirements) or
non-discretionary (not subject to ESA’s consultation requirements), an examination of where the

action falls is critical to determining any subsequent consultation obligations.
One Example:

In response to the ESA court ruling, last August FEMA issued Procedure Memorandum No. 64
(PM 64) to all FEMA Regional Division Directors. PM 64 established new procedures for how
FEMA will demonstrate compliance with the ESA.* FEMA’s memorandum requires all
landowners seeking Conditional Letters of Map Revision (CLOMR) or Conditional Letter of
Map Revision based on Fill (CLOMR-Fs) to demonstrate compliance with the ESA prior to
seeking letters from FEMA. FEMA issued PM 64 not as a typical federal rulemaking subject to
public notice and comment, but rather as an agency directive that became effective on October 1,
2010.

216 US.C.§1538.

* 50 CFR. § 402.03.

* U.S. Fish and Wildlife Service. Consultation with Federal Agencies: Section 7 of the Endangered Species Act.
Questions and Answers, November 2010. FWS website last visited on March 4, 20111,
hittpy//www. fiws gov/endangered/

¥ U.S. Department of Homeland Security, Federal Emergency Management Agency (FEMA). Procedure
Memorandum 64 — Compliance with the Endangered Species Act (ESA) for Letters of Map Change. August 18,
2010. FEMA’s website last visited on March 7, 2011, http://www.fema.gov/library/viewRecord.do?id=4312

3



155

Historically, landowners seeking CLOMR or CLOMR-F letters from FEMA were not required to
provide written documentation of ESA compliance prior to seeking a revision to a FIRM. PM 64
has the potential to add significant confusion, delays, and expense for landowners. Under the
ESA’s consultation regulations, the Service has a minimum of 90 days to complete a
consultation. However, the Service can extend that timeframe by an additional 60 days if the
applicant agrees in writing. In practice, consultations performed by the Service routinely take six
months or longer. Another method for demonstrating ESA compliance highlighted in PM 64 is
the use of the ESA’s Incidental Take Permits (ITP).° The ITPs are even more problematic than
the consultation process because unlike Section 7 Consultations, the [TP process contains no
specified deadlines, requires separate public notice and comment before issuance, and takes the

Service typically two years to complete.”

Taken at face value, FEMA’s memorandum has the potential to add significant confusion,
expense and delay for landowners who are seeking simple revisions to federal flood plain maps
to complete projects and secure affordable flood insurance. While it is possible under FEMA’s
guidance for landowners whose projects have obtained proof of ESA compliance through
another federal permitting process, questions remain about how FEMA’s guidance will be

implemented.
A Possible Solution:

In a landmark U.S. Supreme Court ruling, Nat 'l Ass'n of Home Builders v. Defenders of
Wildlife,” (hereinafter NAHB v. Defenders) the U.S. Supreme Court held that the ESA’s
consultation obligation is triggered only for federal discretionary actions, meaning an action a
federal agency may take (e.g., providing federal funding). Moreover, the Court held that the
ESA’s consultation provisions do nof apply to federal actions that are non-discretionary,
meaning an action a federal agency must take pursuant to federal law. In NAHB v. Defenders,
environmental groups argued that the U.S. (EPA) delegation of the CWA § 402 NPDES

permitting authority to the State of Arizona was subject to the ESA’s consultation requirements.

*U.S. Department of Homeland Security, Federal Emergency Management Agency (FEMA). Procedure
Memorandum 64 — Compliance with the Endangered Species Act (ESA) for Letters of Map Change. August 18,
2010. Page 3 of FEMA’s memo. FEMA's website last visited on March 7, 2011.
http://www.fema.gov/library/viewRecord.do?id=4312

750 C.FR. § 17.22(d)(2)(ii).

¥ S51US 644 (2007).
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The Supreme Court disagreed; finding the EPA’s decision to delegate the CWA § 402 program
was not a discretionary action. As the Court explained, once EPA had determined the State of
Arizona met the criteria set forth under the statute; EPA had no discretion in determining
whether or not to delegate the CWA program to the State of Arizona.” As the Court noted
“[wlhile EPA may exercise some judgment in determining whether a state has demonstrated that
it has the authority to carry out § 402(b)’s enumerated statutory criteria, the statute clearly does

not grant it [EPA] the discretion to add another entirely separate prerequisite to that list.”!®

NAHB believes that NAHB v. Defenders provides the members of this Subcommittee with the
perfect context on how to ensure the NFIP program once reauthorized by Congress, is not subject
to ESA’s consultation provisions. EPA itself has tried to leverage NAHB v. Defenders to prevent
the ESA from obstructing its ability to delegate permitting authority under the CWA section 404
(as opposed to section 402) program. EPA’s Assistant Administrator for Water, Mr. Peter S.
Silva, sent a letter to the Environmental Council of the States (ECOS) in December 2010,
clarifying EPA’s position that state delegation of the CWA Section 404 wetlands program is not
subject to the ESA Consultation provisions."" Unfortunately, FEMA cannot similarly utilize
NAHB v. Defenders because federal courts have already ruled that the NFIP program is a
discretionary federal program and thus subject to the ESA’s requirements, NAHB, therefore,
urges this Subcommittee to examine ways to reauthorize the NFIP and specifically state that it is
a non-discretionary program. This will ensure that the NFIP is subject to, and benefits from, the
flexibility afforded by NAHB v. Defenders. .

NAHB believes that the NFIP was not, and should not, be designed as an environmental
protection statute. Rather, the purpose of the NFIP is to protect human lives and property. Asa
result, FEMA should not be saddled with demonstrating compliance with the ESA in
accomplishing its mission. Therefore, in light of this and the arguments put forth above, NAHB
strongly urges Congress to exempt the NFIP and FEMA's administration of it from the ESA’s

consultation requirements.

?33 US.C. § 1342(b).

" NAHB, 551 U.S. at 671.

'"U.S. Environmental Protection Agency. Letter from EPA Assistant Administrator, Office of Water to
Environmental Council of the States (ECOS} on ESA's Consultation requirements under CWA §404 Wetlands
Program. December 27, 2010, ECOS’s website last visited on March 4, 2011.
http://www.ecos.org/files/4324_file_Silva_Reply on ESA_Consultation.pdf

b
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U.S. Department of Homeland Security
500 C Street SW
Washington, DC 20472

ﬁ@t FEMA

August 18,2010 s

MEMORANDUM FOR: Regional Division Directors
Regions[- X

N

FROM: Doug Bellomo, P.E.
Director, Risk Analysis Division

SUBJECT: Procedure Memorandum 64 — Compliance with the Endangered Species
Act (ESA) for Letters of Map Change

EFFECTIVE DATE: All Conditional Letter of Map Change submittals received as of October
1,2010

Background: The purpose of the ESA is to conserve threatened and endangered species and the
ecosystems upon which they depend. Congress passed the ESA in 1973 with recognition that the natural
heritage of the United States was of “esthetic, ecological, educational, recreational, and scientific value to
our Nation and its people.” Congress understood that, without protection, many of our nation's living
resources would become extinct. Species at risk of extinction are considered endangered, whereas species
that are likely to become endangered in the foreseeable future are considered threatened. At present
approximately 1,900 species are listed as threatened or endangered under the ESA. The U.S. Department
of Interior’s Fish and Wildlife Service and the U.S. Department of Commerce’s National Marine
Fisheries Service (collectively known as “the Services”) share responsibility for implementing the ESA.

Section 7 of the ESA requires each federal agency to insure that any action it authorizes, funds, or carries
out is not likely to jeopardize the continued existence of any listed species or result in the destruction of
adverse modification of designated critical habitat'.

Section 9 of the ESA prohibits anyone from “taking” or “harming” endangered wildlife and similar
prohibitions are generally extended through regulations for threatened wildlife. If an action might harm®
a threatened or endangered species, an incidental take authorization is required from the Services under
Sections 7 or 10 of the ESA.

Issue: Conditional Letters of Map Change (LOMCs) are issued before a physical action occurs in the
floodplain and are FEMA's comments as to whether the proposed project would meet minimum National
Flood Insurance Program (NFIP) requirements and how the proposed changes would impact the NFIP
maps. Because Conditional Letiers of Map Revision based-on Fill (CLOMR-Fs) and Conditional Letters

' In accordance with Section 4 of the ESA, critical habitat includes specific areas essential to conservation of a
species and those areas which may require special management considerations or protection.

? Harm can arise from “significant habitat modification o degradation where it actually kills or injures wildlife by
significantly impairing essential behavioral patterns, including breeding, feeding or sheltering” [50 CFR Part 17.3].



158

Page 2 of 4 Procedure Memorandum No. 64 August 18, 2010

of Map Revision (CLOMRs) are submitted to FEMA prior to construction, there is an opportunity to
identify if threatened and endangered species may be affected by the potential project. If potential
adverse impacts could occur, then the Services may require changes to the proposed activity and/or
mitigation.

For LOMC requests involving floodplain activities that have already occurred, private individuals and
local and state jurisdictions are required to comply with the ESA independently of FEMA’s process.
These requests do not provide the same opportunity as Conditional LOMCs for FEMA to comment on the
project because map changes are issued only after the physical action has been undertaken.

The following table provides a general summary of FEMA’s ESA requirements.

| LOMC Reg

Cond

CLOMA No physical modification to floodplain is proposed ESA is required independently of FEMA's
process. The community needs to ensure that permits
are obtained per requirement under Section 60.3(a)(2)
of FEMA’s regulations,

CLOMR-F | Proposed pl of fill in the floodplai ESA compliance must be documented to FEMA prior
to issuance of CLOMR-F. FEMA must receive
confirmation of ESA compliance from the Services.

CLOMR Proposed modifications of floodplains, floodways, or ESA must be d d to FEMA prior
flood elevations based on physical andfor structural to issuance of CLOMR. FEMA must receive
changes. firmation of ESA compli from the Services,

LOMC Reg

LOMA No physical modification to floodplain has occurred, ESA compliance is required independently of FEMA's
process. The community needs to ensure that permits
are obtained per requirement under Section 60.3(a)(2)
of FEMA's regulations,

LOMR-F Placement of fill in floodplain has occurred. ESA compliance is required independently of FEMA's
process, The community needs to ensure that permits
are obtained per requirement under Section 60,3(a)(2)
of FEMA's regulations.

LOMR Modifications of floodplains, loodways, or flood ESA compliance is required independently of FEMA's
elevations have occurred based on physical and/or process. The community needs to ensure that permils
structural changes. are obtained per requirement under Section 60.3(a)(2)

of FEMA's regulations.

¢ Required data elements cited in the NFIP regulations

Action Taken: For CLOMR-F and CLOMR applications, the submittal will be reviewed based on:

¢ Required data elements cited in the MT-1 and MT-2 Application/Certification Form instructions

¢ Demonstrated compliance with the ESA
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The CLOMR-F or CLOMR request will be processed by FEMA only afier FEMA receives
documentation from the requestor that demonstrates compliance with the ESA. The requestor must
demonstrate ESA compliance by submitting 1o FEMA either an Incidental Take Permit, Incidental Take
Statement, “not likely to adversely affect” determination from the Services or an official letter from the
Services concurring that the project has “No Effect” on listed species or critical habitat. I the project is
likely to cause jeopardy to listed species or adverse modification of critical habitat, then FEMA shall
deny the Conditional LOMC request. This Procedure Memorandum will not change the review process
for Conditional Letters of Map Amendment (CLOMA), Letter of Map Amendment (LOMA), Letter of
Map Revision based-on Fill (LOMR-F), or Letter of Map Revision (LOMR) applications. In addition,
FEMA's Cooperating Technical Partners will be required to comply with this Procedure Memorandum,

Attachment:
Guidance for Compliance with the Endangered Species Act for Conditional Letters of Map Change

Cc: See Distribution List
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Office of Chief Counsel
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Risk Reduetion Division

Environmental and Historic Preservation Unit
Regional Mitigation Divisions

Regional Environmental Officers

Legislative Affairs Division

Production and Technical Services Contractors
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Cooperating Technical Partners
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Guidance for Compliance with the Endangered Species Act for
Conditional Letters of Map Change

This document supplements the Federal Emergency Management Agency's (FEMA's) Procedure Memorandum
No. 64. It highlights additional resources and frequently asked questions to help guide Conditional Letter of Map
Revision (CLOMR) and Conditional Letter of Map Revision based on Fill (CLOMR-F) applicants in the Endangered
Species Act (ESA) compliance process. The following sections identify helpful web resources, while the final
section includes responses to frequently asked questions,

NATIONAL FLOOD INSURANCE PROGRAM AND LETTERS OF MAP CHANGE
Additional information about the National Flood Insurance Program (NFIP) and Letters of Map Change (LOMC) is
available from FEMA.

NFIP: http://www.fema.gov/hazard/flood/info.shtm

LOMCs: http://www.fema.gov/hazard/map/lomc.shtm

ESA OF 1973

Additional information about the ESA and Endangered Species Programs is available from the National Marine
Fisheries Servica (NMFS) and the U.S. Fish and Wildlife Service (USFWS). These two agencies, collectively known
as “the Services,” share responsibility for implementing the ESA and assisting all individuals (public and private)
in the ESA compliance process.

NMPFS: http://www.nmfs.noaa.gov/pr/laws/esa/
USFWS: http://www.fws.gov/endangered/whatwedo.html

GETTING STARTED WITH ESA COMPLIANCE AND WHO TO CONTACT

CLOMR and CLOMR-F applicants are responsible for demonstrating to FEMA that ESA compliance has been
achieved prior to FEMA's review of a CLOMR or CLOMR-F application, The applicant may begin by contacting a
local Service office, State wildlife agency office, or independent biclogist to identify whether threatened or
endangered species exist on the subject property and whether the project associated with the CLOMR or
CLOMR-F request would adversely affect the species. These entities are also available to discuss questions
pertaining to listed species and ESA compliance.

NMFS Regional Offices: http://www.nmfs.noaa.gov/regional.htm
USFWS Office Directory: http://www.fws gov/offices/

DEMONSTRATING COMPLIANCE WITH THE ESA

If species may be affected adversely by the project, the applicant (as a non-Federal entity) would be required to
obtain compliance through the Section 10 process. This process includes applying for an Incidental Take Permit
(ITP) and preparing a habitat conservation plan (HCP). Additional information about Section 10 requirements
and the permit application process is available from NMFS and USFWS.

[TPs and NMFS: http://www.nmfs.noaa.gov/pr/permits/fag_esapermits.htm
[TPs and USFWS: ttg [fwww fws gov(endangered{hcn_{hcgglan htm

HCPs and USFWS: ttg ﬂwww fws gov{endangeredfhcg{mde: html
MMFS Permit applications: http://www.nmfs.noaa.gov/pr/permits/esa permits.htm
USFWS Permit application: https//www.fws.gov/forms/3-200-56.pdf

August 18, 2010 Pagel
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To demonstrate to FEMA that ESA compliance has been achieved, the requestor must provide an ITP, an
Incidental Take Statement, 2 “not likely to adversely affect” determination from the Services, or an official letter
from the Services concurring that the project has “No Effect” on proposed or listed species or designated critical
habitat. If the project is likely to cause jeopardy of a species’ continued existence or adverse madification to
designated critical habitat, then FEMA shall refuse to review the CLOMR or CLOMR-F request without prior
project approval from the Services. If a Federal entity is involved in a proposal or project for which a CLOMR or
CLOMR-F has been requested, then the applicant may coordinate with that agency to demonstrate to FEMA
that Section 7 ESA compliance has been achieved through that other Federal agency.

Frequently Asked Questions

For which map change applications does FEMA require demonstrated ESA compliance?
FEMA requires applicants to demonstrate compliance for CLOMRs and CLOMR-Fs only.

Why is ESA compliance required before FEMA can review my CLOMR or CLOMR-F application?

All individuals in this country (private and public) have a legal responsibility to comply with the ESA. FEMA recognizes
that potential projects for which a CLOMR or CLOMR-F has been requested may affect threatened and endangered
species. As a result, FEMA requires documentation to show that potential projects comply with the ESA before a
CLOMR or CLOMR-F application can be reviewed.

Why does FEMA not require demonstration of ESA compliance for other LOMC applications?

Many LOMC requests involve floodplain activities that have occurred already. As a result, FEMA does not have the
opportunity to comment on these projects in terms of ESA compliance prior to the physical changes taking place.
Private individuals and local and state jurisdictions are required to comply with the ESA independently of FEMA's
process.

What will FEMA require from CLOMR and CLOMR-F applicants to demonstrate ESA compliance?

As part of the CLOMR or CLOMR-F application, the requestor must provide an [TP, an Incidental Take Statement, a
“not likely to adversely affect” determination from the Services, or an official letter from the Services concurring that
the project has “No Effect” on proposed or listed species or designated critical habitat.

How much time will be required to achieve ESA Compliance?

The timeframe needed to achieve ESA compliance will depend entirely on the complexity of the project, the extent to
which species may be affected by the project, the quality of biological analyses conducted by the applicant, and the
review process as determined by the Services. Therefore, we recommend that LOMC applicants coordinate with the
Services as soon as possible within the project development process.

Who is available to answer my questions about ESA compliance?

NMFS and the USFWS both have staff available around the country to answer questions about threatened and
endangered species and ESA compliance, Refer ta the NMFS Regional Offices and USFWS Office Directory links on
Page 1 of this guidance document to identify the nearest available Service office. FEMA does not have staff available
to assist with this process.

How do | determine if there are threatened or endangered species or critical habitat in my project area?

The applicant may begin by contacting a local Service office, state wildlife agency office, or independent biologist to
identify whether threatened or endangered species exist on the subject property and whether the project associated
with the CLOMR or CLOMR-F would adversely affect the species.

August 18, 2010 Page 2
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Do I need to hire a biologist for this process?

While hiring a biologist may be unnecessary, doing so may help facilitate the process. Biologists familiar with subject
species and the regulatory process can help adequately complete many of the studies required as part of the Section
10 process and fulfill other Section 10 requirements.

How are the following ESA-related terms defined?
“Take” means to harass, harm, pursue, hunt, shoot, wound, kill, trap, capture, or collect, or to attempt to engage in
any such conduct and may include habitat modification or degradation.

“Harm” can arise from significant habitat modification or degradation where it actually kills or injures wildlife by
significantly impairing essential behavioral patterns, including breeding, feeding or sheltering.

“Section 7" requires all Federal agencies, in consultation with USFWS or NMFS, to use their authorities to further the
purpose of the ESA and to ensure that their actions are not likely to jeopardize the continued existence of listed
species or result in destruction or adverse modification of critical habitat.

“Section 10" lays out the guidelines under which a permit may be issued to non-Federal parties to authorize
prohibited activities, such as take of endangered or threatened species.

“ITP" or incidental take permit is a permit issued under section 10{a){1}(8) of the ESA to a non-Federal party
undertaking an otherwise lawful project that might result in the “take” of an endangered or threatened species.
Application for an incidental take permit is subject to certain requirements, including preparation by the permit
applicant of a HCP.

“HCP" or habitat conservation plan is a legally binding plan that outlines ways of maintaining, enhancing, and
protecting a given habitat type needed to protect species. It usually includes measures to minimize impacts and may
include provisions for permanently protecting land, restoring habitat, and relocating plants or animals to another
area. An HCP is required before an incidental take permit may be issued to non-Federal parties.

Other ESA-related terms not described here may be defined on the following website:
http://www.fws.gov/endangered/pdfs/glossary. pdf

August 18, 2010 Page 3
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J AN OVERVIEW OF THE RETROFITTING METHODS

Table 3-3. Approximate Square Foot Costs of Elevating a Home (2009 Dollars)

Construction

Type

Frame

| (for frame house
with brick veneer
on walls, add 10
percent)

|
1

Masonry
i
|
|

P A,

e | :
F::;sdt::g : | Retrofit (per square foot of
l' house footprint)
| Elavate 2 Feet on Continuous 529 |
| Foundation Walls or Open Foundation |
Basement or Elevate 4 Feet on Continuous §32
| Crawlspace Foundation Walls or Open Foundation | ’
e PP S
|
| Elevate 8 Feet on Continuous [ $37
Foundation Walls or Open Foundation
Elevate 2 Feet on Continuous 580
Foundation Walls or Open Foundation’
Elevate 4 Feet on Continucus
Stab-cn-Grade Feundation Walls or Open Foundation' | ¥
Elevats 8 Fest on Continuous 588
| Foundation Walls or Open Foundation'
Elevate 2 Feet on Continuous | $60
| Foundation Walls or Open Foundation |
Basement or Elevate 4 Feet on Continuous $63
Crawlspace Foundation Walls or Open Foundation i
Elevate 8 Feet on Continuous 568
Foundation Walls or Open Foundation |
Elevate 2 Feet on Continuous | 588
Foundation Walls or Open Foundation’
Elevate 4 Feet on Continuous |
- ; 1
| Stab-on-Grade Foundation Walls or Open Foundation' | *
Elevate 8 Feet on Continuous | 506
| Foundation Walls or Open Foundation’

'Price shown Is for raising the house with the slab atlached.

420

Si% WAYS TO PROTECT YOUR HOME FROM FLODDING

HOMEOWNER'S GUIDE TO RETROFITTING
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NFIP Actuarial Rate Review Supporting October 1, 2010, Rate Changes

Exhibit A
Page 1
NATIOMAL FLOOD INSURANCE PROGRAM

Effects of Rate Revsion on Average Annual Written Premium {plus FPF) per Policyholder

Based on Projected Distribution of Business and Projected Amounts of insurance

Increase over
Awerage Annual  Annual Premium

Distribution Premium with with Current
of Business October 2010 Rates Rates
REGULAR PROGRAM -
ACTUARIAL RATES
AE 28.9% 458.87 5.9%
A 1.7% 818.70 5.3%
AC AH H B.1% 387.76 11%
ZONES AE A AQAH ACB AHB 38.7% 489.38 5.0%
POST-81VVE 0.8% 2,806.86 9.2%
B,C.X (Standard) 7.7% 611.74 7.4%
PRP 31.3% 343.85 0.0%
TOTAL ZOMES B,.C X 39.0% 306.52 2.1%
SUBTOTAL ACTUARIAL 78.5% 469.10 4.0%
REGULAR PROGRAM -
SUBSIDIZED RATES
Pre-FIRM AE 16.2% 1.166.27 2.6%
Pre-FIRM V VE 0.7% 1,806.75 3.4%
Pre-FIRM Other 3.8% 106881 28%
PRE-FIRM SUBSIDIZED 20.8% 1,176.41 2.7%
75-81 POSTV.VE 0.1% 1,468.36 9.5%
AB9 & AR 0.5% 895.95 9.0%
EMERGENCY 0.0% 402.20 0.0%
SUBTOTAL SUBSIDIZED 21.5% 1,170.07 2.5%
TOTAL 100.0% 618.79 3.6%

*Computations are based on counting and pricing units insured under Condo Master
Policies separately.

** Includes all other Pre FIRM zones, including AQ, AH, AOB, AHB, D, AR, and AS9,

Exhibit A. Effects of Rate Revisions on Written Premium, Page |

22
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PREPARED STATEMENT OF TRAVIS B. PLUNKETT
LEGISLATIVE DIRECTOR, CONSUMER FEDERATION OF AMERICA

JUNE 23, 2011

Chairman Johnson, Ranking Member Shelby, and Members of the Committee, I
appreciate the invitation to appear before you today to discuss how to reform and
reauthorize the National Flood Insurance Program (NFIP). My name is Travis
Plunkett and I am the Legislative Director of the Consumer Federation of America
(CFA). CFA is a nonprofit association of 300 organizations that has sought to ad-
vance the consumer interest through research, advocacy, and education since 1968.
I am here today because our Insurance Director, J. Robert Hunter, is, unfortunately,
not available. Hunter was the Federal Insurance Administrator under Presidents
Ford and Carter, where he helped create and run the NFIP in the 1970s. He also
served as Texas Insurance Commissioner.

As Hunter has testified before this Committee several times, the NFIP is in very
deep trouble.! CFA recommends a three-step process to fix long-term, structural
flaws in the program that are harming consumers and taxpayers. First, use legisla-
tion reported out of the Committee on a bipartisan basis in 2007 as the basis for
improving and extending the program for no more than 2 years beyond its expira-
tion on September 30, 2011. Second, require the completion of a study within 18
months that thoroughly examines more far-reaching measures to permanently ad-
dress problems with the NFIP, including how to terminate the insurance aspects of
the program if strong movement toward fiscal soundness cannot be made, or how
to revamp it so that private insurers assume a significant amount of flood risk.
Third, enact legislation that addresses these broader recommendations.

The insurance component of the NFIP has proven unworkable because political
pressure has kept flood insurance rates in many areas below the real cost of pro-
viding coverage. This has led to chronic taxpayer subsidies now totaling $18 billion.
Much of this subsidy has led to risky coastal development, often by affluent builders
and homeowners. The Federal Emergency Management Agency (FEMA) has been
repeatedly criticized by the Government Accountability Office (GAO)2 and many
others for grossly mismanaging the program, especially the process of updating flood
insurance maps. This has misled many people into concluding that it was safe to
buy homes or start businesses in dangerous floodplains. FEMA has also failed to
fix the costly “Write Your Own” (WYO) program, which allows private insurers who
assume no flood risk to reap excessive fees for servicing flood policies, especially at
times of severe flooding. The WYO program eats up one-third to two-thirds of the
insufficient premium dollars and exposes taxpayers to unnecessary costs.

As meaningful changes to the NFIP to deal with these systemic problems have
not been made, the time has come for Congress to begin the process of evaluating
how to revamp the program to make it fiscally sound or to end the insurance aspect
of the program and allow more effective alternatives to take its place. Such an eval-
uation could examine a number of factors, including: how to encourage private in-
surers to take some, and ultimately all, of the existing flood risk covered by the pro-
gram; how the insurance part of the program could be phased out to spur such pri-
vate risk taking; how low and moderate-income homeowners and renters could be
protected from rate shock and provided with a targeted subsidy to help them afford
private flood insurance while removing general subsidies for people who do not need
them; and requirements that should be kept in place and improved regarding flood
maps and construction in local communities.

I. The Consumer Interest in Fixing the NFIP

In assessing the potential impact of changes to the NFIP on consumers, it is im-
portant to note that most policyholders receive few if any subsidies under the pro-
gram. Some consumers receive intended subsidies, such as those who own struc-

1J. Robert Hunter’s Testimony on Flood Insurance before the Senate Banking Committee, Oc-
tober 2, 2007. http:/ /www.consumerfed.org | elements [ www.consumerfed.org/file/finance/
Hunter%27s__Senate_ Testimony Flood Insurance 10-2-07.pdf; Testimony of CFA’s J. Robert
Hunter before the Senate Banking Committee on Oversight of the National Flood Insurance Pro-
gram, October 18, 2005. http://www.consumerfed.org/elements/www.consumerfed.org/file/fi-
nance/Flood Insurance Senate oversight testimony 101805.pdf

2“FEMA: Action Needed to Improve Administration of the National Flood Insurance Pro-
gram”, GAO-11-297, June 9, 2011; “Flood Insurance: Public Policy Goals Provide a Framework
for Reform”, GAO-11-429T, Mar 11, 2011; “GAO’s 2011 High Risk Series: An Update”, GAO-11-
394T, Feb 17, 2011; “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, Dec 2, 2010; “National Flood Insurance Program: Continued Actions Needed To Ad-
dress Financial and Operational Issues”, GAO-10-1063T, Sep 22, 2010.
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tures built before the flood maps began being issued in 1974. However, many others
benefit from unintended taxpayer subsidies that support unwise construction in the
Nation’s floodplains, which is exactly the opposite intent of the NFIP. The policy-
holders who benefit from these unintended and expensive subsidies include: the
owners of structures in areas with flood maps that have not been updated; builders
selling homes that appear to be safe from flood under outdated flood maps, but are
not; and those who own “grandfathered” buildings in higher risk areas who FEMA
still allows to pay older, lower rates, contradicting the program’s intent.

CFA is often asked how a consumer group can favor bringing the NFIP into actu-
arial soundness, which will likely raise rates for some consumers. CFA strongly be-
lieves that the program should set fair, actuarially sound rates that accurately re-
flect the potential loss risk. However, the worst thing Government can do is run an
“Insurance” program that is not true insurance, but an unwise and untargeted sub-
sidy program that misleads consumers into putting their homes, businesses, and
lives at risk in areas that are dangerously flood-prone and that often unfairly sub-
sidizes affluent individuals and contractors who do this building.

Homeowners who buy new homes in areas that they think are safe from floods
are harmed when old maps underestimate risk. Some are misled into believing their
homes are safe from floods when they build or buy new homes built to the old map’s
100-year flood estimates that are, in fact, far below the real 100-year elevation.
These people and their families are at risk of being killed or injured if a storm hits,
or of having their homes or treasured possessions destroyed. Paying a little more
and being truly aware of the risk is a blessing, not a curse, for consumers.

Other homeowners will look at these inaccurate flood maps and think, “I don’t
need insurance, I am way outside the risk area.” But they are really well inside the
area of high risk when the maps are old and development, erosion, climate change,
and other impacts have caused the 100-year flood to rise significantly, as those liv-
ing on the Gulf found out the hard way during Hurricane Katrina. CFA’s study of
Hancock County Mississippi flood maps after Hurricane Katrina hit found that the
average map (of 76 in the county) was 20 years old and 10 feet too low in measuring
the 100-year flood elevation.3 Many home and business owners were misled into
building unwisely, or not buying needed insurance, in the county where Hurricane
Katrina hit, exposing the deeply flawed program’s weaknesses in a most tragic way.

The current patchwork of general subsidies that drain the program of resources
should be phased out. Targeted subsidies should be used to help low- and moderate-
income people in flood-prone areas who cannot afford flood insurance. It is improper
for the Government to require the purchase of insurance, as the NFIP does, and not
help those who cannot afford it. It is also improper to give broad, hidden subsidies
to consumers and call it “insurance.” Targeted subsidies for those who are most in
need would cost far less than the current mix of general subsidies, some of which
appear not to have been authorized by Congress.

II. Signs That the NFIP Is in Serious Trouble

The NFIP was intended to end unwise construction in high-risk floodplains
throughout the country, while providing affordable coverage for people who really
needed it. In return for taxpayer funding for the development of flood risk maps and
the provision of subsidized insurance for older buildings, new construction was to
be done wisely, and full “actuarial” rates were to be paid for flood coverage. Over
time, the subsidies would be phased out and the program would reach complete ac-
tuarial soundness.

The NFIP was brilliantly designed, but it has failed to live up to its promise. Poli-
tics and inept administration have made it a sort of Frankenstein monster, encour-
aging and even subsidizing unwise construction. Millions of consumers have also
been misled into thinking their homes or businesses were not in harm’s way, be-
cause FEMA has completely mismanaged the process of updating flood insurance

maps.

A. The NFIP is bankrupt, requiring billions of dollars in taxpayer support.4 Such
a deficit would be acceptable for a short time if the program was doing what Con-
gress intended, ending unwise construction in the Nation’s floodplains and requiring
inhabitants of floodplains to bear their own risk through actuarially sound insur-

3“An Examination of the National Flood Insurance Program”, testimony of J. Robert Hunter,
Director of Insurance, CFA before the Committee on Banking, Housing, and Urban Affairs of
the U. S. Senate, October 2, 2007.  hitp:/ /www.consumerfed.org |elements/
g};}u&}cponsumerfed.org/ file/finance | Hunter%27s Senate Testimony Flood Insurance 10-2-

P!

4The current deficit is estimated at $18 billion by the GAO. GAO, “National Flood Insurance
Program: Continued Actions Needed To Address Financial and Operational Issues”, GAO-10-
1063T, Sep 22, 2010. http:/ /www.gao.gov | new.items /d101063¢t.pdf
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ance premiums. However, the NFIP is doing the opposite of what Congress in-
tended. These unwise subsidies will likely persist and worsen until the program is
dramatically restructured or ended.

B. This taxpayer subsidy is not just due to catastrophe losses, but is routine. FEMA
Administrator Craig Fugate testified before this Committee earlier this month that
it is collecting $3 billion a year in premiums, but said that this amount would be
$4.5 billion if coverage rates were actuarially sound. This represents an astonishing
50-percent shortfall in the amount collected.? If correct, this estimate means that,
over the next decade, the current $18 billion NFIP deficit will almost double. From
the beginning of the program until late 2009, the Congressional Budget Office
(CBO) determined that the average annual taxpayer subsidy has been $1.3 billion
for the known/intended portion of the subsidy involving structures that existed be-
fore flood maps were developed. What is more shocking is that the NFIP’s actuari-
ally rated coverage, which is supposedly self-supporting, has been priced 5 percent
too low if paid catastrophic claims are not considered and an astonishing 100 per-
cent too low if they are included.® Moreover, the GAO reported this month that the
number of policies receiving subsidized rates has steadily increased recently and
will likely continue to grow if changes to the program are not made. 7

C. NFIP subsidies are hidden. FEMA administratively “grandfathers” rates from
old maps when new maps are developed, which means that there is a hidden sub-
sidy for structures covered by the NFIP from the old map. (FEMA allows new rates
if the price drops but freezes the rate if the risk increases, as is usually the case.)
This subsidy, which is not stipulated in law, means that the number of structures
receiving subsidies will grow continuously. Absent a huge infusion of funds from
Congress, the NFIP has no chance of paying back the borrowed funds or of building
adequate reserves for future catastrophic flooding. Another hidden subsidy stems
from old maps, which almost always show flood elevations that are too low because
construction raises elevations over time. (See discussion below.)

D. GAO found that the NFIP is a “high-risk” program for the American people.
GAO placed the program on the high-risk list in 2006 “because of the potential for
the program to incur billions of dollars in losses and because the program faces a
number of financial and management problems.”® The GAO findings included: the
NFIP could not generate enough revenue to repay the billions it had borrowed from
taxpayers; the program would not be able to cover catastrophic claims that it paid
in the future; oversight of the WYO program was weak, with potential for overpay-
ment and inefficiency; FEMA does not study the program’s expenses to see if WYO
insurers are overpaid; the NFIP is actuarially unsound; maps are out of date; FEMA
does not understand the long-term impact of planned and ongoing development on
projected damage estimates; NFIP debt is likely to grow; and FEMA has not imple-
mented its own financial control plan.

E. FEMA has created a Write-Your-Own program that overcharges taxpayers and
policyholders and is riddled with conflicts-of-interest. Considerable evidence has
demonstrated that private insurers in this program overcharge for administrative
and claims settlement duties 1© and that FEMA has repeatedly mismanaged this as-
pect of the program.1! Additionally, FEMA refuses to broadly inform policyholders
that they have an option to directly purchase flood insurance and potentially save
taxpayers a considerable amount of money. 12 These WYO insurers also have a seri-
ous conflict-of-interest when they settle hurricane claims for the program, since they
make more money if they determine that losses were caused by flood damage rather
than wind damage. This is because taxpayers pay for 100 percent of flood claims
under the NFIP, while WYO insurers must pay 100 percent of legitimate wind

5Testimony of William Craig Fugate, FEMA Administrator, before the Committee on Bank-
ing, Housing, and Urban Affairs of the U.S. Senate, Hearing on Reauthorization of the National
Flood Insurance Program, June 9, 2011. http:/ | banking.senate.gov / public/
index.cfm?FuseAction=Hearings.Testimony&Hearing ID=a2c7e4b9-5b4d-4635-befe-
8026}615;23(;1 774&Witness ID=bdf843f6-112e-4009-80bb-2cc0f50d92c8
id.
7GAO, “FEMA: Action Needed To Improve Administration of the National Flood Insurance
Program”, GAO-11-297, June 9, 2011, p. 52. htip:/ /www.gao.gov / products | GAO-11-297
8 See, GAO’s listing of the NFIP problems at: htip:www.gao.gov | highrisk /risks /insurance/na-
tiog% gﬂoodiinsumnce.php
i

10 GAO, “Flood Insurance: Opportunities Exist To Improve Oversight of the WYO Program”,
GAO-09-455, August 2009. http:/ /www.gao.gov | products | GAO-09-455

11GAO, “FEMA: Action Needed To Improve Administration of the National Flood Insurance
Program”, GAO-11-297, June 9, 2011, p. 26. htip:/ /www.gao.gov / products | GAO-11-297

12“Resources: Frequently Asked Questions”, FEMA, May 26, 2011. hitp://
www.floodsmart.gov / floodsmart | pages | faqs/faqs considering.jsp
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claims. Many Gulf Coast consumers are still in court dealing with claims that they
believe should have been paid under their wind coverage.

F. FEMA is far behind in keeping flood maps up-to-date. “FEMA is not reviewing
its flood maps every 5 years as required by law—older maps do not reflect signifi-
cant changes in local conditions that tend to increase the risk of flooding.” 13 Coastal
erosion, climate change, urbanization, loss of wetlands, and other changes tend to
make flooding worse. Old maps encourage construction in high-risk areas and sub-
sidize such construction by charging actuarial rates with a hidden subsidy, which
is the difference between what the old map would require to be charged and what
the charges would be if the map were current. According to the GAO, 50 percent
of the maps are over 15 years old and another 8 percent are between 10 and 15
years old. 14

G. FEMA does not take into account development that is already planned and in
the process of being completed when a map is published. By the time a map is print-
ed, it is out of date. FEMA’s own research shows the problem. In a test of what
planned development would do to projected damages in the pricing model they use,
FEMA funded a study that showed that it would raise projected damages by 20 per-
cent in Fort Collins, CO, by 100 percent in Du Page County, IL, and Macklenberg,
NC, and by a whopping 1,200 percent in Harris County, TX.5 Ignoring what is
planned means that a greater subsidy is built into the rate development process
FEMA uses.

H. FEMA is running into opposition as it updates its maps because communities
are balking at adopting the much higher 100-year storm elevations now required. Big
increases in elevations are often needed, since FEMA allowed the Flood Insurance
Rate Maps (FIRMs) to become so antiquated. FEMA has been too willing to com-
promise under political pressure from affected communities regarding the restric-
tions on development that are required. As a result, FIRMs are not being developed
that will result in actuarially sound rates and properly elevated homes and busi-
nesses, and include all at-risk homes within the designated floodplains.

1. FEMA is not ensuring that communities live up to their land-use commitments,
the quid pro quo that Congress mandated for the creation of the entire program.
FEMA’s own studies show the problem. It has a goal of visiting communities once
every 5 years to promote, monitor, and enforce compliance. The real rate is only
once every 10 years, however, “and only half of those contacts include a community
visit. This is not a sufficient level of FEMA or State presence to maintain a level
of monitoring necessary to avert compliance problems.” 16

Worse, even if problems of compliance are found, FEMA is timid. FEMA uses pro-
bation and suspension, the two sanctions they have to assure compliance, “only
sparingly.” As of June 23, 2010, less than 1 percent of the communities participating
in the NFIP (212 out of 21,153) have been suspended from participating in the NFIP
for noncompliance with the maps. Virtually all of the suspended communities ap-
p{;ar to be small, rural towns. One study of the NFIP found that the threat of pen-
alty is

used so infrequently that there has developed a widespread perception that
it is unlikely to be imposed in any given situation. This perception deprives
the threat of its credibility and thus keeps recalcitrant communities unre-
sponsive. Further, FEMA regional office and State staff themselves have
grown to believe that they will never be able to succeed in having probation
imposed on a noncompliant community, and their frustration is detrimental
to an effective community compliance initiative. FEMA should make an ef-
fort to act with deliberation on existing or future recommendations for pro-
bation action, with an eye toward reestablishing the credibility of this sanc-
tion. 17 (Emphasis in original.)

This study also recommended that FEMA should undertake an investigation of
State compliance with NFIP criteria, since FEMA regional staff and State officials
do not “know whether the development activities of State agencies (are) in compli-
ance with NFIP regulations.” Finally, these 2006 FEMA studies found noncompli-
ance with record keeping and construction requirements in the Community Rating

13“The National Flood Insurance Program: Factors Affecting Actuarial Soundness”, Congres-
sional Budget Office, November 2009. http:/ /www.cbo.gov | doc.cfm?index=10620

14GAO, “Flood Insurance: FEMA’s Rate Setting Process Warrants Attention”, GAO-09-12, Oc-
tober 31, 2008. http:/ | www.gao.gov | products | GAO-09-12

15“Managing Future Development Conditions in the National Flood Insurance Program”,
Blais, et al., October 2006.

16“An Evaluation of Compliance With the NFIP Part A: Achieving Community Compliance”,
Mon(}ay, et al., a study for FEMA, 2006.

id.

17 [bid,
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System (CRS) communities that were getting a rate break for complying well with
such requirements. This “affects the viability of the flood insurance fund even more
than noncompliance in other communities.” 18

Anyone who walks barrier islands on the Nation’s eastern and Gulf Coasts and
looks at recent construction along the beaches will know that the NFIP has failed
to stop unwise construction at high-risk locations. It does not take an engineer to
find relatively new structures that are at high risk and are not safe from storm
surge. For years, CFA has been urging FEMA to create an enforcement program ad-
ministered by an independent party, like the GAO, that would conduct spot checks
to see if local building enforcement is occurring, even regarding the current inad-
equate maps, but FEMA has not done so and Congress has not required it.

J. Instead of challenging communities that refuse to make land-use improvements
as required by updated rate maps, FEMA offered “preferred risk” policies that under-
price insurance. As detailed by the GAO in their most recent critical report of
FEMA’s management of the NFIP, FEMA recently created a new coverage option
called the Preferred Risk Policy (PRP) Eligibility Extension that lowers rates for up
to 2 years for policies that would have converted to higher premium costs upon re-
newal. 19 This is an unauthorized give away of taxpayer money to subsidize high-
risk structures for no reason other than the fact that new maps had raised required
building elevations. Giving high risk people below-cost rates for 2 years is an un-
justifiable increase in taxpayer subsidies. If a subsidy is needed, it should be tar-
geted to policyholders who have low or moderate incomes. General subsidies should
be ended.

K. FEMA has mismanaged the NFIP’s policy and claims management system at
considerable cost to taxpayers. The GAO found that FEMA spent 7 years and $40
million dollars to create a new policy and claims management system called
“NextGen” that it canceled in November of 2009 because it was ineffectual. “As a
result, the agency continues to rely on an ineffective and inefficient 30-year old sys-
tem.” 20

L. State Farm Mutual Insurance Company stopped servicing flood insurance poli-
cies for the Federal Government last fall, causing 829,273 NFIP policyholders to
scramble for coverage. State Farm blames Congress and FEMA for poor administra-
tion of the program. The move is also at least equally likely to be related to State
Farm’s long-term strategy to significantly reduce its home insurance risk along the
Nation’s coasts. FEMA’s spokesperson Rachel Racusen says that these policyholders
will be just fine because they will be able to continue to use State Farm’s agents
“or one of the other 90 insurers that sell flood insurance through the NFIP.” 21 How-
ever, this approach will likely cost taxpayers millions of dollars and result in poor
customer service. It would be a mistake to allow “captive” State Farm agents to
work for another WYO carrier because these agents are only responsible to State
Farm. They are not prepared, trained, equipped or otherwise ready to deal with an-
other company. Only so-called “independent” agents have such experience. Addition-
ally, WYO companies cost about twice as much administratively as FEMA’s con-
tractor, which handles the direct program of flood insurance for FEMA. Removing
the agent and using the direct contractor would reduce overhead and profit-costs for
the State Farm policies by about two-thirds, saving millions of taxpayer dollars.

M. If FEMA were to try to make the program more actuarially sound, existing law
limits that possibility. Currently, rates cannot rise more than 10 percent a year.
Limits on 1-year rate increases are necessary because consumers need time to ad-
just to insurance price increases but 10 percent is too low. The House proposal to
raise the allowable rate increase to 20 percent makes more sense.22 However, it is
important to note that this limit is not related to income or any measure of the abil-
ity of homeowners to pay increased rates. This means that a substantial portion of
the NFIP subsidy will likely continue to be provided to affluent homeowners living
on barrier islands, or near lakes and other waterways.

N. Congress has allowed the NFIP to lapse several times recently, creating uncer-
tainty and instability in the program. As an insurance executive recently put it,
“this is now the fourth time Congress will have let this program lapse, and it’s be-

18 Ibid.

19GAO, “FEMA: Action Needed to Improve Administration of the National Flood Insurance
Program”, GAO-11-297, June 9, 2011, p. 53. http:/ /www.gao.gov / products | GAO-11-297

20GAO, “FEMA: Action Needed to Improve Administration of the National Flood Insurance
Program”, GAO-11-297, June 9, 2011, p. 57. htip:/ /www.gao.gov [ products | GAO-11-297

21“State Farm Won’t Handle Claims for Flood Insurance Program”, National Underwriter,
June 7, 2010.

22H.R. 1309, Flood Insurance Reform Act of 2011, Section 5(a).
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ginning to feel like ‘Groundhog’s Day,” said Blain Rethmeier, a spokesman for the
American Insurance Association. 23

O. Until now, Congress has been unwilling to stop the trend toward making NFIP
more of a giveaway program to some consumers and businesses than an insurance
program with sound risk management. Overall, Congress has not moved fast enough
to lift woefully inadequate limits on flood insurance rates to allow the program to
move to actuarial soundness, which is undermining hope for a self-sustaining NFIP
anytime in the near future. 24

FEMA'’s Response to Systemic Problems at the NFIP

In his testimony before the Committee on June 9th, FEMA Administrator Craig
Fugate acknowledged many of the systemic problems with the NFIP that I have
cited, but offered little information and no details regarding what the agency will
do to address long-standing and well-documented concerns about its management of
the NFIP. It is of particular concern to CFA that he provide no information about
how FEMA intends to cut the excessive costs of the WYO program or overcome the
wind/water conflicts-of-interest that exist for insurers who participate in the pro-
gram. I understand that the agency is in the middle of a lengthy effort to review
proposals for NFIP reform. However, after years of concern about the direction of
the NFIP from Congress, the GAO and outside organizations, the Senate deserves
a more specific, urgent reform plan from FEMA.

III. The Future of the NFIP

As mentioned above, CFA recommends that Congress evaluate far-reaching,
longer term measures that would either permanently fix fatal flaws in the NFIP,
such as ideas for getting private insurers to assume substantial flood risk, or that
would phase out the program in a responsible manner and create effective, afford-
able alternatives. While this research is being done, we recommend the adoption of
legislation that would take steps to bring the program back towards solvency and
that would extend it for no more than 2 years.

A. Congress should study ending the NFIP to correct fatal flaws. If Congress were
to decide to end the systemic problems with the NFIP described above, the only re-
sponsible way to do so would be to make sure that the program becomes fully actu-
arially sound. However, to date, strong political pressure on Congress and from Con-
gress, as well as from State and local leaders, has prevented the program from be-
coming actuarially sound. It is likely that developers will continue to find loopholes
to let them build unsafe structures, politicians will resist community suspension,
and higher (but proper) rates will not be allowed.

The only counter-weight to this one-way pressure to soften the program’s impact
on communities, developers and consumers at taxpayer expense would be to encour-
age private insurers to get more involved in at least some of the risk-taking aspects
of the program. If the private sector has some “skin in the game,” then there would
be pressure brought to bear by insurers to make sure maps are accurate and en-
forced, updated actuarial rates were used and that everyone was doing all things
necessary to make the program effective and to protect the taxpayer (and the insur-
er’s) bottom line. Insurers would resist pressure from politicians and developers to
lower rates below cost. Politicians would resist pressure from insurers to have rates
that were excessive. These checks and balances would help keep flood insurance
prices reasonable but adequate.

However, many private insurers will not jump at the opportunity to underwrite
more flood risk. Many are in the midst of significantly cutting back on the coverage
they offer on the coasts because of wind risk. As private sector participation in the
risk-taking aspect of NFIP is questionable, it is necessary to study the possibility
of protecting taxpayers by ending the insurance component of the program in a re-
sponsible way that protects vulnerable consumers.

The point of the study would be to evaluate potential outcomes if the program is
ended and to develop a transition plan that allows all affected parties to prepare
for the consequences of such an event. The transition plan will be complex and must
be done with great concern for the current inhabitants of floodplains, particularly
NFIP policyholders. CFA recommends that Congress task the GAO and FEMA with
evaluating the following specific topics when making recommendations about how
to end the NFIP, as part of the legislation to extend the NFIP beyond September
30, 2011.

23 “NFIP Lapses Again Due to Senate Inaction”, National Underwriter, May 28, 2010.

24NFIP is an insurance program and is not designed to be a charity program. The current
subsidies are disbursed indiscriminately, with no test of the ability of the subsidy recipient to
pay the real cost of risk of the structure he or she owns.
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1. Ending only the insurance part of the program. (As stated below, accurate and
up-to-date FIRM information on risk is vital if any private sector insurance under-
writing is to become viable.) Ultimately, after a long transition where the Federal
Government participates in risk taking either directly or through reinsurance, a pri-
vate market could develop if there is accurate and current risk information and safe
construction in the floodplains.

2. Providing a long transition period to allow all parties time to adjust to the lack
of a Federal insurance program. Thirty years, for example, would provide time for
the Government to gradually phase out its subsidies, for insurers to determine how
to underwrite flood risk and for consumers to find alternatives to the NFIP.

3. Phasing out the provision of insurance over this period. A likely first step in
the phase-out process would be for the Federal Government to stop writing new
business. Even this measure would have to be done in a way that allowed safely
constructed new homes to receive mortgages through the provision of clear, accurate
information on flood risk to lenders.

4. Protecting LMI homeowners and renters. Congress could likely end the NFIP
over a 5 or 10-year period if not for the need to protect LMI consumers from rate
shock. The study should consider providing an ongoing subsidy to LMI homeowners
durilr{lg the transition and even after some degree of private insurance enters the
market.

5. Requirements that should be placed on communities in floodplains and on
FEMA regarding flood maps. Keeping the mapping and community participation re-
quirements in current law would provide private insurers with sufficient informa-
tion to begin to take risk. This knowledge base is vital to encouraging a private re-
sponse. Insurers will need information to help them write coverage for structures
at actuarial rates and to have an ability to determine which communities are requir-
ing safe building in floodplains to help them focus their insurance capacity. When
HUD did its 1966 Feasibility Study into why flood insurance was not privately
available at the time, it found that the factors were:

e Lack of any way to accurately determine pricing (i.e., no mapping of the flood
risk);

e Consumers knew more about the risk of flood than the insurers, which meant
that there would be adverse selection by people against any price insurers set;

o If prices were raised, only people at higher and higher risk would buy the insur-
ance;

e No one was controlling new construction, so changes up or down stream could
make prices for insurance too low;

e Lenders did not require flood insurance.

Unlike 1966, we now have the ability to solve many of these old insurance con-
cerns. Maps, if they are kept up-to-date, can calculate rates that are actuarially
sound for every structure. Adverse selection is minimized since lenders in the high-
risk floodplains now require all building owners to get flood insurance. Floodplain
management is in place as a condition of flood insurance availability in a commu-
nity.

6. Encouraging private insurers to take some, and ultimately all, of the existing
flood risk. This could be done either on a property-by-property basis or with some
overall sharing of risk. The sharing might start with the Government taking 95 per-
cent of the risk and setting actuarial rates that would have to be paid. Insurers
would initially assume 5 percent of the risk and set rates for those structures they
would underwrite. FEMA could advertise which insurers were selling flood insur-
ance in its “Flood Smart” ad program. Over time, the Government’s percentage of
the risk would decline. In order to incentivize insurers to participate, the Govern-
ment could develop a stop-loss reinsurance program, which caps the private insurer
annual exposure to loss.

7. Mandating the purchase of flood coverage. If flood insurance is unavailable,
there should obuviously be no requirement to purchase it. On the other hand, if the
private market does develop, a purchase requirement might allow insurers to effec-
tively spread their risk. This would further increase their ability to soundly under-
write flood coverage. Whether and how to mandate purchase during the transition
is a key question the study must consider.

B. The Senate Flood Insurance Reform and Modernization Act of 2007 (S. 2284)
is the best starting point for making much-needed incremental changes to the NFIP.
S. 2284 takes several very important steps to protect taxpayers, increase the market
penetration of flood insurance, and eliminate unjustified subsidies in the flood pro-
gram. In particular, the bill would phase out subsidies for vacation and second
homes, properties built before the availability of Flood Insurance Rate Maps
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(FIRMs), and structures that have experienced severe repetitive losses. It would also
require the NFIP to build reserves over time, add a 500-year floodplain to the flood
maps, and require the evaluation of flood risk behind dams and levees. It would also
take the important step of creating a flood insurance advocate’s office to assist those
with flood coverage in resolving problems with the NFIP and add deductibles to
NFIP policies.

CFA recommends that the Committee add provisions to this bill that would move
the NFIP even more quickly towards solvency, so that it will become financially via-
ble over time and be there for homeowners who need it. The bill should require a
study of NFIP to determine the steps needed to make it fully self-sufficient, includ-
ing the review detailed above on how to increase private insurer underwriting of
flood risk or to responsibly end the program should self-sufficiency be unattainable.
Just studying these possibilities will demonstrate that Congress is serious about
making the program viable for the long term. The bill should also increase the cap
on allowable rate increases per year from 15 to at least 20 percent. Finally, in order
to give Congress a meaningful opportunity to make needed, more far-reaching
changes to the program that result from required studies, the bill should only renew
the NFIP for 2 years, instead of five.

C. House legislation to renew the NFIP (H.R. 1309) has significantly improved over
previous House bills, but still contains some damaging provisions. (This bill has been
marked-up this year by the House Financial Services Committee and is currently
on the House Floor.) On the positive side, the bill allows rates to rise by 20 percent
annually, rather than the 10 percent cap in the current program. It adds mandatory
deductibles to NFIP policies. It phases in full actuarial rates a bit more slowly than
we would like to see (at 20 percent of the required increase per year over 5 years)
for commercial properties, second and recently purchased homes, existing policy-
holders, severely damaged homes, and repetitive loss homes. No subsidy is allowed
on lapsed policies. It also protects those who are required to purchase high-priced
“forced-placed” coverage by requiring repayment to the borrower for any coverage
that is paid for under a forced-placed policy in force at the same time an NFIP pol-
icy is in place.

The bill also requires some important studies within 18 months of the effective
date, including both a FEMA and GAO report on how to privatize the program.
FEMA is also required to report annually on its ability to pay claims with and with-
out authorized borrowing authority. It must study community-based flood insurance
and adding building code requirements to floodplain management standards. Fi-
nally, the National Academy of Sciences must evaluate how to do a “graduated risk”
assessment of flood risk behind levees.

The bill also contains several negative provisions. FEMA is permitted to suspend
flood insurance purchase requirements for 1 to 2 years for several questionable rea-
sons: (1) if an area has no history of flooding, even though the science underlying
the new maps that show increased flood risk is sound; (2) if a community says it
is upgrading a levee or dam that has been decertified because it can’t provide 100-
year flood protection, even when improvement efforts are not complete; or (3) when
someone appeals a requirement to purchase insurance.

The bill also contains several provisions that will increase the cost of the program
and taxpayer exposure. It allows maximum policy coverage to be indexed according
to the cost-of-living. Coverage for loss-of-use is also added. Maximum coverage bene-
fits will be indexed. It also requires policy rates in newly mapped areas to be signifi-
cantly less than what is actuarially required for the first year of coverage.

The bill authorizes FEMA to purchase private reinsurance, which is silly and un-
necessary, given the financial ability of the Federal Government to cover losses. It
is analogous to requiring a very large insurance company, such as State Farm or
Lloyd’s of London, to seek reinsurance from a very small, single-State reinsurer.
Moreover, when a big insured event occurs, reinsurers often suspend coverage or
overreact by making rates too high, 25 which will further increase Federal costs.

The bill also increases the chances that taxpayers will be overcharged by the
WYO program by requiring that those who are insured through the more-efficient
and less-costly direct program be notified that they should consider finding a WYO
company. Since WYO program costs are significantly higher than those of the direct
program, this requirement encourages policyholders to make a choice that will cost
taxpayers more money. Even worse, the bill requires FEMA to study how to keep
participation in the direct program under 10 percent of the NFIP portfolio, even if
WYO costs continue to be too high.

25 As a leading reinsurance executive told Hunter, reinsurers often get “too greedy” when a
big event opens the door for price gouging.
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Finally, the bill renews the NFIP for 5 years, instead of two. As mentioned above,
this is too long to renew a program that needs far-reaching changes, which will be
recommended in the bill’s mandated studies.

D. The COASTAL Act of 2011 is well-intended, but unnecessarily complex and
probably unworkable under FEMA’s management. The Consumer Option for an Al-
ternative System To Allocate Losses Act of 2011 (S. 1091) was proposed this year
by Senator Wicker. This bill does more to ease the NFIP shortfall than the current
program, with an allowable 20 percent annual cap on rate increases and mandated
full actuarial rates on new and lapsed policies. It also does not raise program costs
by increasing coverage limits or adding new loss-of-use coverage. It requires State-
charted banks to mandate the purchase of flood insurance when underwriting mort-
gage loans, but insurers that do mortgage lending do not have to meet this require-
ment. However, the bill does not require study of how to get private sector involve-
ment or how to cut the systemic program deficits, both of which are very important
to bringing the program back into solvency.

As with the 2007 Senate bill and the House bill, this legislation extends the NFIP
for 5 years without making broad reforms. This is too long for Congress to wait to
take the further steps recommended by the studies required in final legislation.

The centerpiece of the bill is a system to handle wind and water claims that is
unnecessarily complex and probably unworkable. It requires FEMA to come up with
models to calculate wind speed and storm surge whenever a named storm hits.
These models must be accurate to 90 percent, but it is quite unclear exactly what
such a 90 percent standard requires. (As written, the requirement is statistically
meaningless.) The bill requires a massive effort to develop these models involving
data collection from academics, private persons, State and Federal agencies, and so
on. It would even require storm “sensors” to be put along the coasts.

When adjusters find a loss to be “indeterminate,” because they are unable to tell
which losses are due to wind damage and which are from water damage, the as-
yet-unavailable data from the massive collection effort will be plugged into a yet-
to-be-determined formula the Administrator of FEMA will create. The formula
would include the property’s FEMA Flood Elevation Certificate and other informa-
tion the Administrator would like to use. Taken together, these very complex re-
quirements seem quite inappropriate for an agency that has had serious, well-docu-
mented trouble managing relatively simple NFIP requirements, such as the WYO
program and the mapping of floodplains, where the science is mature.

Wind and flood insurers are required to use this method to distribute losses.
Other insurers “may” use this process if the policyholder agrees to it at the time
of policy sale. There is no judicial review of this formula, or the data that is used
to create it. However, there is an appeal to a five-member Arbitration Panel. Prior
to the allocation, insurers can do a “good faith” allocation and true it up when the
formula results are known. All this relates only to “indeterminate” claims. Other
claims will rely on good faith between wind insurers and FEMA. Disputes here are
also to be sent to the Arbitration Panel.

The method proposed in this legislation for accurately assessing wind versus
water claims is unnecessarily complex and costly. A look at what private insurers
do when faced with apportioning costs from losses is instructive. Large property/cas-
ualty insurers do not bother to balance out subrogations they have between them-
selves after auto accidents since there are so many claims and they have learned
that doing a lot of research on each claim is not required, since the costs between
insurers even out over time. Therefore, it makes no sense with flood insurance to
try to be so complex. The law of averages will lead to a fair division between wind
and water claims over time. All that is needed are three things: a Federal claims
adjusting contractor to do all of the adjusting of flood claims; an occasional GAO
audit of the WYO carriers to make sure their apportionments are not biased on the
wind claims; and for FEMA to disallow insurer use of anticoncurrent causation
clauses, which allow them to refuse to pay wind damage if flood damage occurred
to the insured property at the same time. If apportionment bias is occurring, FEMA
must then initiate enforcement actions against WYO companies by removing them
from the program.

After this monumental effort, the Wicker bill allows the policyholder and insurer
to agree to opt-out of this approach. It also allows an insurer to opt-in so that every
one of its claims from a named storm will be done using this method. (It seems un-
likely that many insurers would want to opt-in, however.) In sum, the goal of the
legislation is laudable, but the methods it requires will create a lot of bureaucratic
difficulty and would likely fail.

Thank you for the opportunity to offer CFA’s thoughts on reform and reauthoriza-
tion of the NFIP.
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Chairman Johnson, Ranking Member Shelby, and Members of the Committee, I
am here today to address an issue of great concern to the National Flood Insurance
Program’s future and to explain how a proposal that has been brought before your
Committee by Senator Roger Wicker presents what I believe is a solution to a prob-
lem that has long plagued coastal communities.

As a former insurance agent, member of the South Carolina State Legislature,
and Director of Insurance of the State of South Carolina, I have seen the difficulties
that coastal communities, their residents, insurers, courts, and insurance regu-
lators—in short, just about everyone involved in coastal insurance—face in the
course of dealing with severe windstorms. I speak, of course, of the problem of inde-
terminate loss. The problem of what is to be done when a storm is so severe that
it leaves nothing in place to determine whether wind or water caused damage.

This is a particular problem because it undermines the insurance system that
undergirds our entire modern economy by allowing for certainty. Insurance allows
people to build skyscrapers, develop miracle drugs, advance technology, drive auto-
mobiles, and operate businesses with the knowledge that the risks implicit in doing
these things will be managed in an effective manner. Our current system for man-
aging the risk of severe windstorms does not create that certainty. Indeed, it creates
uncertainty. It is broken and it needs to be fixed.

In this testimony, I aim to outline the problem of indeterminate loss, describe how
the current flood/wind loss allocation system fails many communities, outline why
other solutions are not practical, describe how a Standardized Loss Allocation Model
would work, go over several public policy concerns involved in implementing a
Standardized Loss Allocation system, and describe how I believe it will solve the
problem of indeterminate loss.

The Problem of Indeterminate Loss Resulting From Windstorms

Hurricanes rank among nature’s most destructive phenomena. High winds, wind-
driven debris, and the storm surges that follow hurricane landfall can do enormous
damage to everything in their paths. In many cases, over areas of several miles, all
above-ground traces of buildings can be torn apart, leaving nothing but foundation
slabs in place.! I have seen total losses myself: what remains after a particularly
severe storm resembles a moonscape.

Because they combine high winds with storm surge, hurricanes cause both wind
and water-related losses in very close proximity to one another. When nothing above
remains of a structure and both wind and storm surge were sufficient to cause its
total destruction, claims adjusters, consumers, and insurers currently have no prac-
tical way to determine how to distribute losses between NFIP, which provides near-
ly all flood coverage, and private insurers or State residual wind insurance markets,
who cover wind and related damage. When a home is totally destroyed, there’s no
simple way to resolve disputes over who should pay for losses. When this happens,
the current U.S. system for paying insurance claims can cause enormous problems
for consumers, insurers, and regulators. The problems are most serious when people
do not have flood insurance and therefore try to get insurers that sell wind insur-
ance policies to cover damages that may have resulted from flood. Insurers often
refuse these claims and say flooding (which they do not cover) caused the damage,
leaving consumers with little recourse besides litigation.2 This, in turn, can lead to
enormous and protracted legal battles among insurers, consumers, and regulators.

The Problems Communities Face and the Inadequacy of Other Solutions

Following the terrible 2005 hurricane season—the season of Hurricanes Rita,
Wilma, and Katrina—nearly all States impacted by major hurricanes saw signifi-
cant litigation between insurers and insured over responsibility for wind and water
claims. Many of these legal disputes stretched over months and years. Many people

1A good example of the total destruction that can result from a hurricane and the damage
it causes can be found at Dan Swenson and Bob Marshall, “Flash Flood: Hurricane Katrina’s
Inundation of New Orleans, August 29, 2005”, New Orleans Times Picayune, September 13,
2005, hitp:/ /www.nola.com [ katrina /graphics/flashflood.swf. See also “Total Devastation from
Hurricane Katrina”, hitp:/ /www.katrinadestruction.com /images/v/hurricane+katrina+photos/
Img 19kd45-slidell-katrina-lr2.html.

2Jihyun Lee, et al., “Flood Insurance Demand Along the Gulf and Florida Coast”, Southern
Agricultural Economics Association, 2010, Attp:/ /ideas.repec.org/p/ags/saeall/99239.html.
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and many communities did not get the resources they needed and deserved to re-
build. The costs of litigation, of delayed rebuilding, and of damage to the fabric of
communities, were all immense.

Fundamentally, these problems exist because separate parties are responsible for
paying for wind and water damage. A huge incentive exists for insurers and con-
sumers alike to shift the responsibility for paying any given claim to someone else
and, right now, it’s difficult (sometimes impossible) to determine what (and there-
fore who) is responsible for any given damage.

Proposals have been made to solve this problem by unifying responsibility for
flood and wind damage. If a single party is responsible for covering both flooding
and wind damage, the problem of indeterminate loss would no longer exist. In prin-
ciple, I believe that this unification of responsibility under private insurers is a wor-
thy long-term goal. Many provisions in the flood reform bill before you would in-
crease the private sector role in the flood insurance program but, based on my
knowledge of the insurance industry, I simply do not believe that the major private
insurers could or would cover all flood risk in the near future. Thus, even if you
take every step towards privatization of the flood insurance program that has been
proposed, the problem of indeterminate loss will continue to exist for some time.

Thus, if Congress is not to privatize flood insurance entirely, it ought to come up
with another solution to the problem of indeterminate loss. And I believe that a
Standardized Loss Allocation model as Senator Wicker’'s COASTAL Act envisions is
such a solution.

Standardized Loss Allocation—How It Works

Under a Standardized Loss Allocation (SLA) system, insurers, NFIP, and State-
run or State-mandated residual insurance markets such as wind pools and Fair Ac-
cess to Insurance Requirements (FAIR) plans would agree in advance to distribute
liability based on standardized loss allocations models. The sizes of the distributions
would be based on extrinsic, meteorological evidence. This approach would solve al-
most all of the problems implicit in the current system and could potentially save
money for both NFIP and private insurers. Implementing it properly, however, will
require the collection of more meteorological data. I'd like to use the remainder of
my testimony to describe how it would work and what public policies should be im-
plemented to make sure that it is effective.

How an SLA System Would Work and How It Solves Problems

An SLA system would begin by establishing a model for assessing the damage re-
sulting from each major storm based on four major inputs: direct observations, infor-
mation about building characteristics, indirect aerial observations of storm surge,
and widely used storm models. Direct observations are what they sound like: direct
information, collected by scientific instruments about wind speed and storm surge.
Information about building characteristics—particularly elevation information that
would provide input as to the consequences of storm surge—is not always included
in current insurance underwriting standards but is necessary in certain cases to de-
termine the exact damage resulting from storm surge. Aerial observations collected
during and immediately after a storm (as well as satellite imagery collected during
a storm) could provide additional information on storm surge since few instruments
can withstand the most severe storm surge. Finally, a wide range of storm modeling
techniques would work together to build a model that could, ideally, provide a very
good estimate of the extent to which wind or water caused the damage to a given
structure. The National Oceanic and Atmospheric Administration and several pri-
vate-sector modeling firms already have created such models; building a standard-
ized national one would not require significant additional scientific work.

Public Policies To Implement an SLA System: Improved Data Collection

All this said, some minor public policy changes would have to be made to assure
the success of an SLA system. These would primarily involve improving data collec-
tion. Although the scientific instruments and mathematical techniques needed to de-
velop a standardized loss allocation model already exist, there are places where data
collection could be improved. This is not universal: Particularly along the Gulf
Coast, the Coastal-Marine Automated Network (C-MAN) already provide the data
now needed. In some other areas—areas further from the coast and thus less likely
to be hit by hurricanes—the available data may not be quite as good and measures
should be undertaken to improve data quality over time. Senator Wicker’s COAST-
AL Act asks the National Oceanographic and Atmospheric Administration to form
partnerships with private entities, other Federal agencies to place new sensors on
Federal Government property. It also envisions paying some or all of the costs for
keeping an expanded network in place by leasing space on new observation posts
(many of them on existing Federal property) to mobile phone providers, other weath-
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er-related businesses, and anyone else who has need for such access. This particular
funding approach certainly has promise, but Congress, the Federal Emergency Man-
agement Agency (which oversees the flood program), NOAA, and State and local
agencies should, over time, consider other proposals as well.

Public Policies To Implement an SLA System: Making the System Universal
But Voluntary

A standardized loss allocation system is a good idea but it should not become a
straightjacket. There are far too many unknowns for it to be wise to force the sys-
tem on every consumer, every community, every insurer, and every insurance agent
in the country. Instead, participation should be voluntary.

To facilitate universal but optional participation, NFIP should participate in an
SLA model for all policies written under the Write Your Own program and not par-
ticipate in it for most policies written by independent agents under NFIP Direct.
This is the approach that Senator Wicker’s bill takes and it is one I believe that
the Committee should take care to continue and to clarify in the bill’s legislation
language.

A voluntary system will provide a choice to all consumers, insurers, and State re-
sidual insurance market mechanisms. Individuals who want to opt out of the SLA
program can purchase a direct policy, since nearly all independent insurance agents
in the country will write them, and thereby get the same flood coverage at the same
price as they would otherwise. Private insurers and residual insurance market
mechanisms that don’t want to take part can simply leave (or never join) the Write
Your Own program. In short, it seems possible to make SLA-based policies an avail-
able option for almost everyone without mandating them for anyone.

Conclusion: An SLA System Is Better

An SLA system would work better than the current system. For those partici-
pating in the system, the model essentially would end litigation, assure payments
to consumers, shore up NFIP finances, and provide certainty to NFIP itself. With
payments determined by formula alone, there would be little to litigate: The use of
the model would be written into policy language for both NFIP and private-sector
coverage, and anyone challenging it in court would have to present expert scientific
testimony indicating why the model was invalid. If anyone went through the trouble
to ccllolthis, it would probably help improve the system by pointing out flaws in the
models.

Customers, even those who live in flooded areas but lack flood insurance, gen-
erally would be assured of at least some payments from their wind insurance policy
rather than outright claims denial. NFIP itself, likewise, would rarely if ever face
the prospect of having to pay the full cost of damage caused in part by wind. Insur-
ers, finally, would have the same assurance, that they would never have to pay total
losses when flood has done part of the damage. Quite simply, an SLA system prom-
ises to be less expensive, more certain, and more efficient than any currently avail-
able alternative.

I am delighted to take your questions.
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ADDITIONAL MATERIAL SUPPLIED FOR THE RECORD

STATEMENT SUBMITTED BY THE AMERICAN INSURANCE
ASSOCIATION

The American Insurance Association (AIA) is pleased to submit this statement as
the Committee considers proposals to reform and reauthorize the National Flood In-
surance Program (NFIP). AIA appreciates the Committee’s attention to this impor-
tant issue.

ATA represents approximately 300 major U.S. insurance companies that provide
all lines of property and casualty insurance to U.S. consumers and businesses, writ-
ing $100 billion annually in premiums. AIA and several of its members are also
members of the “Write-Your-Own” Flood Insurance Coalition (WYO Coalition), a
group that includes private insurers that participate in the NFIP Write-Your-Own
program.

Background

The NFIP’s current authorization expires on September 30, 2011. Prior to its cur-
rent 1-year extension, the NFIP has experienced repeated short-term extensions, in-
cluding four actual lapses when the program was effectively unable to write new
or renewed business. Those lapses hindered numerous consumer housing closings
and caused significant uncertainty for our Nation’s millions of NFIP policyholders,
as well as real-estate professionals, lenders, and insurers. AIA and its member com-
panies believe that a long-term extension, combined with essential reforms, is need-
ed to bring stability and certainty to the program.

A cornerstone of AIA’s proactive natural catastrophe agenda has been meaningful
reform of the NFIP. When considering NFIP reforms, AIA and its members start
with the following principles: (1) program certainty is first and foremost; and (2)
premiums need to better reflect risk.

Following from these two principles, AIA recommends several reforms for the
Committee’s consideration. Many of these reforms were included in 2008 legislation
previously approved by the Senate and are in legislation (H.R. 1309) that the House
Financial Services Committee recently passed.

Specifically, any legislation to reform and reauthorize the NFIP should include:
(1) a meaningful long-term extension of the program; (2) movement toward risk-
based premiums; (3) a reduction in price subsidies; (4) deductible increases that help
increase program capacity while encouraging mitigation by consumers; (5) an in-
crease in coverage limits that have not changed in more than 15 years; and (6) au-
thorization for the purchase of additional living expense coverage (residential) or
business interruption (commercial). Again, many of these reforms were included in
legislation (S. 2284) approved by the Senate in 2008.

Meaningful Extension/Reauthorization of the Program

AIA has advocated for a long-term reauthorization of the NFIP to protect con-
sumers and help increase stability for real estate transactions and policyholders.
AIA believes that a long-term reauthorization, such as a 5-year extension, will pro-
vide certainty in the flood program thereby increasing consumer and business con-
fidence in the NFIP. Moreover, AIA believes that a long-term extension is necessary
to allow for meaningful rate and premium appreciation so that the program may
get on a solid financial footing and allow prices to more accurately reflect risk.

Premiums Reflecting Risk

The NFIP must ensure that premiums for coverage reflect the true costs to tax-
payers so that flood loss subsidies can be eliminated over time. Understanding that
this could cause significant hardship for those who cannot afford true risk-based
premium payments, a possible solution is a Government premium subsidy that
could be provided outside of the NFIP. We believe this could be less expensive to
taxpayers than flood loss subsidies and would likely result in more coverage being
purchased while reducing cross-subsidies that make the program less attractive to
many potential policyholders.

Legislation approved by the Senate in 2008, as well as H.R. 1309, take positive
steps toward better pricing NFIP coverage. Both bills would increase the permissible
annual premium—the so called “elasticity band” and move toward actuarial rates
for a variety of properties—(1) commercial properties, (2) second homes and vacation
homes, (3) homes sold to new owners, (4) homes damaged or improved, (5) homes
with multiple claims, and (6) pre-FIRM properties. These are all positive steps that
move the program toward a better financial position.



179

Changes to Coverage

WYO insurers help administer 95 percent of the NFIP business providing market
penetration, innovation and efficiency. Unfortunately, the number of homeowners
and businesses purchasing flood insurance has dropped from its peak following the
2005 hurricane season. In order to maximize the program’s effectiveness and reduce
its reliance on the treasury, participation in the NFIP needs to continue to grow and
consumers should be encouraged to purchase flood coverage.

For several years AIA has supported changes in flood coverage to make the prod-
uct more attractive. These include: (1) increasing coverage limits which will mean
fewer uncovered losses for consumers while allowing greater premiums to be col-
lected by the program; (2) increasing deductibles which will allow consumers to save
more on premiums by assuming greater risk while encouraging mitigation; and (3)
allowing the purchase of additional living expense coverage (residential) or business
interruption coverage (commercial) thereby providing consumers with greater prod-
uct options.

Undertaking these steps will increase product diversification which should encour-
age more consumers to consider purchasing NFIP flood coverage.

Other Proposals Being Considered

During the continuing discussions to reauthorize and reform the NFIP several ad-
ditional proposals have been brought forward. One such proposal centers on the no-
tion of immediately “privatizing” the flood insurance program. AIA strongly sup-
ports an open and free market environment; however, the NFIP was created pre-
cisely because the private insurance market could not write flood insurance on an
economically feasible basis in the vast majority of instances. The NFIP arose from
the simple fact that prior to 1968, for all practical purposes, flood insurance that
was both actuarially sound and affordable was unavailable to the home-owning pub-
lic because it was subject to such acute adverse selection (only those who need it
would purchase it). Indeed, long before the creation of the NFIP, private insurers
had effectively stopped providing flood coverage.

While it constitutes a declining percentage of all NFIP policies, the number of
properties receiving subsidized premium rates has grown since 1985; by 2007 it was
at its highest point in almost 30 years. To date, more than half of the subsidized
policies are concentrated in five States with relatively high flood risk. Based on our
experience, these subsidies would not vanish if the NFIP were privatized. Unfortu-
nately, in many States—including those States that are exposed to losses by natural
catastrophes—insurers face arbitrary rate suppression. That said, any discussion of
privatization of the NFIP or large portions of it must be carefully considered.

Another suggestion is a proposal by Senator Wicker. Senator Wicker recently in-
troduced the COASTAL Act, (S. 1091), which proposes a new approach to adjusting
total losses in which both flood and wind played a role and yet remaining physical
evidence is scant or nonexistent. For such claims, the legislation proposes the use
of a new post-event model to produce a formulaic allocation of total losses between
certain wind and flood coverages when both are present. This is a significant depar-
ture from long standing NFIP and wind claims adjusting and how they are governed
by Federal and State law, respectively. As with any new idea that could impact a
large, important program, AIA believes this allocation proposal needs proper consid-
eration and study to ensure that it will not result in unintended consequences.

Conclusion

As we noted at the time, ATA supported many of the provisions contained in the
2008 Senate legislation, particularly those provisions providing for a long-term reau-
thorization and those that put the program on sound financial footing. Thank you
for the opportunity to submit this statement. We look forward to working with the
Committee as this process moves forward.

STATEMENT SUBMITTED BY STUART MATHEWSON, FCAS, MAAA,
CHAIR, FLOOD INSURANCE SUBCOMMITTEE, EXTREME EVENTS
COMMITTEE, ON BEHALF OF THE AMERICAN ACADEMY OF ACTU-
ARIES

Chairman Johnson, Ranking Member Shelby, and distinguished Members of the
Committee, on behalf of the American Academy of Actuaries’ Subcommittee on
Flood Insurance, I appreciate the opportunity to provide testimony regarding the
National Flood Insurance Program (NFIP).

The American Academy of Actuaries is a 17,000-member professional association
whose mission is to serve the public and the U.S. actuarial profession. The Academy



180

assists public policy makers on all levels by providing leadership, objective exper-
tise, and actuarial advice on risk and financial security issues. The Academy also
sets qualification, practice, and professionalism standards for actuaries in the
United States.

The NFIP is a complex program and is perceived by some/many as having a selec-
tive impact within certain areas. Nevertheless, critical factors stemming from con-
stantly changing climate, coastlines, rivers and streams, building construction, land-
use, the scientific understanding of hydrology and hydraulics and the technologies
used to measure and address flood risk create new opportunities for constructive
NFIP reform.

Two issues are of the highest priority with respect to the NFIP. First, we support
reauthorizing the program for a period of time of 5 years or longer to establish some
stability in flood insurance coverage. This will help stabilize the market and mini-
mize uncertainty for consumers: policyholders, mortgage holders, taxpayers, the real
estate and construction market economies, and insurers and agents. In the recent
past, short-term reauthorizations (for fewer than 5 years) have resulted in disloca-
tions and additional costs to those involved in the process because of the near-term
prospect that the program might be permitted to expire. Second, we support efforts
to move NFIP insurance rates closer to a financially adequate level. The underlying
principle necessary to guide those efforts is: insurance rates should cover the full
cost of the transfers of risk taking place within the program. To accomplish this
goal, rates should cover the expected losses and expenses involved in the insurance
transaction and should provide a reasonable additional provision for the risk or un-
certainty associated with the coverage being provided. This risk provision means
that additional premiums should be collected to cover catastrophic events like Hur-
ricane Katrina, which, although infrequent, may happen in any given year.

The current NFIP rate subsidies do not allow the program to generate premiums
that are sufficient to cover average annual losses. Furthermore, the NFIP does not
collect additional premium, in excess of the premium sufficient to cover average an-
nual losses and expenses, to allow the NFIP to build up catastrophic reserves, so
Elhe NFIP must borrow from the United States Treasury when very large loss events

0 occur.

Before Hurricane Katrina, the NFIP was generally able to repay its debt with
subsequent premiums, because the borrowing had been relatively modest. By con-
trast, the borrowing that was necessary to cover the losses incurred during Hurri-
cane Katrina resulted in a debt many multiples of what it was before. Thus, much
of the current income to NFIP goes to paying interest and some part of the principal
for that debt. This leaves much less current income to pay losses, increasing the pos-
sibility of further borrowing. At the current rate, it will take decades to repay the
existing NFIP debt. Consequently, it is important that any NFIP reform legislation
address the debt issue to put the program on sound and sustainable financial foot-
ing.

In addition to the above priorities, there are several other issues that we believe
should be addressed in any reform legislation:

1. If the NFIP could increase and diversify its pool of policyholders, the financial
strength of the program would be improved. Thus, we support efforts to increase
participation in the NFIP. It is especially important that the percentage of covered
properties subject to riverine flooding be increased. Also, properties outside of the
100-year floodplain, but still subject to flooding, have had significant losses but are
not well-represented in the NFIP pool. (Ostensibly, properties outside the 100-year
floodplain would have lower rates than those within the 100-year floodplain.) In
general, the NFIP’s premium base would be increased if more of these types of prop-
erties were insured. Increased participation in the program would minimize the im-
pact of adverse selection, in which only the owners of the most exposed properties
purchase insurance. Minimizing the impact of adverse selection would help to
strengthen the program overall.

2. Repetitive loss properties have been shown to be much more at risk than the av-
erage property insured by the NFIP. We recommend Congress address this issue
and decide whether these properties should be covered at all and, if so, at what
price and under what conditions.

3. Continual attention to the updating of flood hazard maps is needed to better iden-
tify properties located within severe flood hazard areas. The Risk Mapping, Assess-
ment and Planning (MAP) program provides digital access and dissemination of new
maps. The Risk MAP program is intended to allow maps to be updated in a more
timely way. More accurate, up-to-date maps allow a better assessment of hazard.
The assessment and reassessment of hazard is vital overall to property liability in-
surance programs. As the hazard changes, so, too, should the rates and premiums.
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This would allow the NFIP to better differentiate rates among policyholders, result-
ing in more adequate and equitable premiums.

Finally, the National Flood Insurance Program is critical to protecting home and
business owners in the U.S. and should be strengthened and extended for a suffi-
ciently longer reauthorization to allow the program to establish a sound financial
footing. Steps should be taken to assure that the true costs are accurately appor-
tioned to all property owners at risk. In addition, the current debt should be ad-
dressed, so that the program can use its premium income to pay the future losses
that will invariably occur.

Thank you for the opportunity to provide this testimony to the Committee.
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LETTER SUBMITTED BY SHANA UDVARDY, DIRECTOR, FLOOD
MANAGEMENT POLICY, AMERICAN RIVERS

American Rivers

Thriving By Nature

June 22,2011

The Honorable Tim Johnson

Chairman, Committee on Banking, Housing and Urban Affairs
United States Senate

Washington, DC 20510

The Honorable Richard C. Shelby

Ranking Member, Committee on Banking, Housing and Urban Affairs
United States Senate

Washington, DC 20510

Dear Chairman Johnson and Ranking Member Shelby:

On behalf of American Rivers 65,000 members and supporters across the nation, thank
you for holding two hearings on the National Flood Insurance Program (NFIP).
American Rivers is the leading conservation organization standing up for healthy rivers
so communities can thrive.

For years, American Rivers has been working to protect our “natural defenses™ - our
wetlands, rivers, floodplains, and upland and coastal areas —to safeguard communities
and the environment. We know that communities that allow room for rivers and protect
their floodplains are more resilient to the next flood and often recover more quickly from
a flood event. Flood events and increased damages will continue to cause damage and
fatalities as a result of unwise development in the floodplain, an increasingly volatile
climate with more frequent and intense storms, and reduced federal investment in
infrastructure. These shifts are likely to have dramatic impacts on communities,
threatening public health, weakening economies and decreasing the quality of life in
many places.

The NFIP is intended to be one of the Federal government’s strongest tools for managing
the Nation’s flood risk and reducing flood losses by providing flood insurance to over
five and a half million Americans. The NFIP not only reduces risk to communities, it
also provides guidance on minimum land use and building code standards that help to
reduce the loss of natural floodplains that provide beneficial functions like storing flood
waters and providing clean water. As our climate changes and as the frequency of
extreme flood events increases, the NFIP’s role in improving natural defenses will
become increasingly more important.

While the NFIP has helped Americans recover from devastating floods for over four
decades, it has a number of shortcomings that encourage risky behavior, waste taxpayer
money, and make communities more vulnerable to floods. These weaknesses, coupled
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with natural catastrophes like Hurricane Katrina, have resulted in fiscal insolvency and a
debt of $17.8 billion to the Treasury.

FEMA is currently undertaking a “Rethinking the NFIP” effort to address many of these
issues. A 2 or 3 year extension of the NFIP may be wise in order to allow Congress time
to consider these recommendations. We recommend that any flood insurance legislation
include reforms that:

* Eliminate Subsidies and Establish Risk-Based Rates

= Ensure Accurate Flood Maps

= Improve Incentives for Mitigation

= Improve Community Decision Making

Eliminate Subsidies and Establish Risk-Based Rates

Nearly a quarter of properties covered under the NFIP pay below-market rates that do not
reflect the true risk of flooding to their properties, and as a result encourage homeowners
to reside in unsafe areas. Properties that were “grandfathered” into the program at
subsidized rates when it was created were expected to gradually decline as new
construction with premium rates replaced older properties. However, this has not
occurred. Congress should eliminate all subsidies and phase in rates for all properties
that are truly risk-based, with a priority on severe repetitive loss properties, repetitive
flood claim properties, second homes and vacation homes, and commercial properties,
To address concerns with affordability of flood insurance, Congress should opt for an
option that assists low-income property owners through an explicit voucher program.

Even rates that aren’t explicitly subsidized often underrepresent the risk of flooding in
many places. For instance, FEMA uses average historical data to set rates and does not
factor in damages from catastrophic loss years, like the destructive hurricane season of
2005. FEMA also does not factor in potential changes in flood risk due to land use
changes or climate change. Itis critical that FEMA finalize their report on climate
change and that Congress consider these findings in revisions to the NFIP.

Ensure Accurate Flood Maps

FEMA'’s Flood Insurance Rate Maps (FIRMs) are a tool used to establish insurance rate
zones based on the historical 100 year flood. Properties within the special flood hazard
arca (SFHA) or the area where there is greater than a 1 percent chance of flooding in a
given year are required to purchase flood insurance. FEMA is undergoing Map
Modernization (MapMod) and Risk Mapping Assessment and Planning (RiskMAP)
Programs to update maps to reflect changes within watersheds, levee certification, and
enhanced technology. As a result many citizens are finding themselves in the SFHA
when they previously were not.

These changes have and will continue to upset constituents faced with the difficult reality
of having to purchase flood insurance. It is important to note that while some property
owners are mapped into the SFHA, approximately the same number of property owners is
mapped out of the SFHA. Congress should resist the temptation to delay the
implementation of flood maps and the mandatory purchase of flood insurance. Delaying
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implementation perpetuates the false sense of security created by flood maps and levees.
In the event of a flood citizens without flood insurance will be much worse off and the
federal government could be held responsible. In order to address the financial impact of
mandatory purchase, Congress should allow a phase in of premium rates.

Flood maps should be constantly updated and FEMA should continue to improve their
technology and use of the best available science. American Rivers supports the
redevelopment of a Technical Mapping Advisory Protocol (TMAP) Council to advise
FEMA on methods to continue improving flood maps, ensure flood insurance rates are
accurate, and communicate impacts of map changes to communities. The TMAP Council
should work with FEMA to ensure that the new protocols enhance ongoing MapMod and
RiskMAP efforts. The TMAP Council will be critical to providing FEMA with advice on
how to incorporate the best available science on future conditions including climate
change, increasing development and aging infrastructure into flood maps.

Improve Incentives for Mitigation

Often, the most cost-effective way to reduce loss of life and property due to floods is to
mitigate before a flood occurs. Mitigation techniques such as buyouts of flood prone
properties, creation of greenspace, and restoration of floodplains and wetlands, can
remove the threat of flooding to people and property and is a better use of taxpayer
dollars than to rebuild homes over and over in the same location. In fact, every dollar
FEMA spends on flood mitigation provides up to $5 in benefits. Communities that invest
in mitigation experience less severe impacts and recover more quickly, becoming more
resilient to the next flood event.

FEMA’s Flood Mitigation Assistance (FMA) Program, the Severe Repetitive Loss
(SRL) program, and the Repetitive Flood Claims (RFC) program assist communities in
mitigation efforts. These programs have helped slow the NFIP’s debt, but repetitively
flooded properties remain one of the biggest financial drains on the NFIP. According to
the GAO, these properties account for only 1 percent of the NFIP’s insured properties,
but are responsible for 25-30 percent of the claims.

Unfortunately, many communities have been deterred by the statutory requirements of
participating in the SRL program. To make FEMA’s mitigation programs more
streamlined and accessible, Congress should consolidate the RFC and SRL programs
under umbrella of the Flood Assistance Program. This will allow FEMA to more
effectively work with communities to mitigate flood losses.

Improve Community Decision Making

Local governments arguably bear the most important role in floodplain management
because they are responsible for making land use decisions and their implementation,
while individual property owners are required to bear the financial burden of those
decisions through flood insurance and recovery after a flood.

To remedy this paradox, Congress should support FEMA’s efforts to develop a
community-based flood insurance option. On the most basic level, volunteering
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communities would opt for a flood insurance policy that covers all properties within a
jurisdiction, and the local government would take responsibility for paying the premiums
in a manner suitable to the community. Ideally such a program would operate like the
Community Rating System to reduce the community’s premiums based on the mitigation
actions the community undertakes. Congress could support this effort by authorizing
FEMA and GAO to undertake studies into the feasibility of such a project as well as
giving FEMA authority to pursue community-based flood insurance through a voluntary,
pilot program.

In conclusion, thank you for holding hearings on the National Flood Insurance Program.
We look forward to working with the Committee to reform the NFIP.

Sincerely,

Shana Udvardf-
Director, Flood Management Policy
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LETTER SUBMITTED BY FRANKLIN W. NUTTER, PRESIDENT,
REINSURANCE ASSOCIATION OF AMERICA

REINSURANCE ASSOCIATION OF AMERICA

1445 New York Avenue N.W. 7% Floor Washington, DC 20005 Telephone: (202) 783-8311
Tune 28,2011 Facsimile: (202) 638-0936

hitp://www._reinsurance.org

Chairman Tim Johnson
Committee on Banking, Housing, and Urban Affairs
United States Senate
Washington, DC 20510

Dear Chairman Johnson:

The Reinsurance Association of America is pleased to provide comments for the record for the
June 23 hearing entitled Reauthorization of the National Flood Insurance Program, Part II. The
RAA strongly supports a long term reauthorization of the program that includes substantive
reforms. Please find attached a copy of our House testimony that details our positions on some of
these key issues. We support the House legislation and believe it will ensure the National Flood
Insurance Program (NFIP) can continue to provide needed flood insurance coverage to
homeowners living in flood-prone regions, while at the same time protecting U.S. taxpayers.

We would like to bring to the Senate Banking Committee's attention Section 9 — Privatization
Initiatives - provisions in the House bill that we would like incorporated into a Senate bill. We
believe that the NFIP can address its volatility and extreme event exposure and reduce the
dependence of the Program on taxpayers and Federal debt through risk transfer to reinsurance and
capital market providers. Both markets have capacity and an appetite to assume flood risk.

The legislation’s language makes it clear the FEMA Director has the authority to utilize private
reinsurance to minimize the burden on American taxpayers. Importantly, the RAA supports the
provision that directs FEMA to assess the capacity of the private reinsurance and capital markets
by seeking proposals from those markets to assume a portion of the program’s risk, and to submit
a report on such assessment six months after enactment. Directing FEMA to seek such proposals
will allow NFIP to work with modelers, underwriters and/or brokers to provide the market with
an evaluation of its risk portfolio, determine what types of risk in the NFIP are amenable to risk
transfer and then if they choose to, find and secure coverage in the private sector.

The process described above would also allow the private sector to evaluate NFIP data and
conduct their own risk assessment. Most importantly, this provision helps pave the way for NFIP
to transfer catastrophe risk from taxpayers and the Treasury to the private market. Should the
NFIP find the bids unattractive on a price or coverage basis, it would not go forward with the
placement, and the NFIP would be in the same place it is now: dependant on public debt. If the
placements were successful, the private sector would be in a position to provide financial relief to
taxpayers.

We applaud your commitment to reforming the NFIP and we urge you to include these provisions
that enhance NFIP’s ability to explore reducing taxpayer exposure by shifting the risk of loss to
the private reinsurance and capital markets.  We look forward to working with you on this

critical issue.
A

Sincerely, @

Franklin W, Nutter
President
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STATEMENT SUBMITTED BY FRANKLIN W. NUTTER, PRESIDENT,
REINSURANCE ASSOCIATION OF AMERICA

My name is Frank Nutter and I am President of the Reinsurance Association of
America (RAA). The RAA is a national trade association representing reinsurance
companies doing business in the United States. RAA membership is diverse, includ-
ing reinsurance underwriters and intermediaries licensed in the U.S. and those that
conduct business on a cross border basis. I am pleased to appear before you today
to provide the reinsurance industry’s perspective on reforms to the National Flood
Insurance Program.

Reinsurance is critical to insurers and State-based property insurance programs
to manage the cost of natural catastrophe risk. It is a risk management tool for in-
surance companies to improve their capacity and financial performance, enhance fi-
nancial security, and reduce financial volatility. Reinsurance is the most efficient
capital management tool available to insurers.

Reinsurers have helped the U.S. recover from every major catastrophe over the
past century. By way of example, 60 percent of the losses related to the events of
September 11, 2001 were absorbed by the global reinsurance industry, and in 2005
61 percent of Hurricanes Katrina, Rita, and Wilma losses were ultimately borne by
reinsurers. In 2008, approximately one-third of insured losses from Hurricane Ike
and Gustav were reinsured.

The National Flood Insurance Program (NFIP) was established on the fundamen-
tally sound principles of encouraging hazard mitigation and promoting the use of
insurance to reduce postevent disaster assistance. However, the NFIP, as it has
evolved and been modified by legislative action, compromises, rather than embraces
sound public policy, insurance principles and practices. Actions (in whole or in part)
to introduce private sector risk assessment into the NFIP, therein retaining the
proper role for Government in land-use planning and hazard mitigation, could ad-
dress those issues and reestablish the flood risk management program as a success-
ful public—private partnership.

In 1973 George Bernstein, the first Federal Insurance and NFIP Administrator,
cautioned prophetically: “It is the combination of land-use controls and full actuarial
rates for new construction that makes the National Flood Insurance Program an in-
surance program rather than a reckless and unjustifiable giveaway program that
could impose an enormous burden on the vast majority of the Nation’s taxpayers
without giving them anything in return.”

As it currently operates, the NFIP is not an insurance program. But it should be
and can be. The fuller application of risk-based rates and an appropriate risk-bear-
ing role for the private reinsurance sector would transform the program. By doing
so, the NFIP could also achieve the goal of protecting taxpayers and the Treasury,
thereby returning the Program to its original goal of being fiscally sound.

It is a commonly held belief the NFIP is fundamentally bankrupt and a private
sector risk bearing role is unachievable. Given the nearly $18 billion dollar debt to
Treasury, the Program is demonstrably a millstone on the Federal budget and U.S.
taxpayers. The assumption about a private sector risk-bearing role, however, de-
serves to be considered.

Protecting Taxpayers With Risk-Based Rates

Rates in the NFIP that have been subsidized without regard to the present char-
acter or ownership of the property should be risk-based. Subsidized rates were intro-
duced early in the Program as an inducement for communities to enter the Pro-
gram. It was a successful strategy. Nearly 22,000 communities now participate.
However, it was the intent of the original legislation that subsidized rates and the
properties to which they apply were to be gradually eliminated. In the last 20 years,
however, the number of subsidized properties has actually risen by 1.2 million. Ad-
ditionally, the Program was designed to address primary residences, yet second
homes, investment, and vacation properties continue to receive the benefit of sub-
sidized rates.

The Program’s subsidies have also facilitated the development of environmentally
sensitive coastal areas, including those at high risk to flood losses. The Government
Accountability Office (GAO) reports that repetitive loss properties account for 1 per-
cent of policies and 25-30 percent of losses. The Congressional Budget Office (CBO)
reports the number of repetitive loss properties has increased by 50 percent in the
last decade.

The Congress must also recognize that statutory caps on rates may be popular
with its beneficiaries, but the caps distort risk assessment by builders, local officials,
property buyers, and NFIP policyholders. They increase the cross subsidy from low
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or no risk persons and taxpayers to those living in high risk flood areas. The classic
“robbing Peter to pay Paul” analogy applies.

According to the GAO, subsidized-rated properties generate 70 percent of the Pro-
gram’s claims. The NFIP and the Congress should address these fundamental flaws
in the Program and remove inequitable and unjustifiable rate subsidies. Proposals
to provide needs-based subsidies independent of NFIP rates are worthy of support.

The NFIP Should Plan for Extreme Events

From 1978 to 2004, the NFIP had a net loss of just $2 billion. CBO reports that
if the “early” years, when rates were lower and community participation was not
as significant as now, were not included, the Program would have had a profit of
$600 million. As a result of losses in 2005—the year the Program had to borrow
$20 billion from Treasury—debt service of 30 percent of premiums collected is built
into the NFIP’s finances. With the addition of a contingency plan for extreme event
years and without this financing load, the Program can be fiscally sound.

FEMA represents that 75 percent of its policies are “actuarially” sound. Sound in-
surance pricing would reject this representation because the NFIP does not incor-
porate a catastrophe factor for infrequent, yet severe, loss years. The Program un-
fortunately takes into account only 1 percent of the losses from the 2005 program
year (Hurricanes Katrina, Wilma, and Rita) and relies on the “average annual loss”
model for its pricing. This ignores the fact that extreme event catastrophes must
be financed. FEMA’s average annual loss (FEMA presumes $1.3 billion) pales in
comparison to actual insured and reinsured loss costs in recent natural catas-
trophes. This average annual loss pricing model is ill-suited for natural catastrophe
risk—whether it be in the private or public sector.

Because of the pricing model, the NFIP has neither adequately planned, nor
priced for, extreme event(s) years. As a result, the GAO recently concluded the Pro-
gram does not have a viable funding model to repay the existing debt to Treasury.
No private sector solution is available for this existing debt. However, as the GAO
points out, the Program should operate like an insurance entity. If it did, it could
reduce or eliminate taxpayer exposure to future debt by laying off risk to the private
sector through reinsurance and catastrophe bonds. As the GAO admonished,

Private insurers typically retain only part of the risk that they accept from
policyholders, ceding a portion of the risk to reinsurers (insurance for insur-
ers). This mechanism is particularly important in the case of insurance for
catastrophic events, because the availability of reinsurance allows an in-
surer 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.

The Private Sector Role in the Program

In recent years, the private insurance sector has worked in partnership with
FEMA through the Write Your Own program (WYO). This role for insurers has pro-
vided the NFIP with a valuable marketing arm and administrative capability that
minimizes the need for a Federal bureaucracy to issue policies and adjust claims.

A private insurance market for flood risk has not developed. Insurers are con-
cerned about State rate regulatory manipulation and suppression and adverse selec-
tion of risk. Historic rate subsidies by the NFIP make a traditional private market
flood insurance product for homeowners noncompetitive. Without a viable private in-
surance market, the NFIP cannot be terminated or put into run-off in the short
term.

Yet, there have been positive developments in recent years: (1) recognizing there
are significant concerns about map integrity, the NFIP has established a map pro-
gram for all communities participating in the NFIP; (2) catastrophe modeling firms,
as well as some reinsurance brokers and underwriters, now provide flood models for
underwriting purposes in the U.S. and in other countries; (3) there has been growth
in private sector flood mapping entities; (4) twenty-two universities now have flood
research programs; and (5) satellite imaging has improved risk assessment.

We believe a private reinsurance risk bearing role for the NFIP can be estab-
lished, with the following conditions: (1) preserve the WYO program; (2) retain the
current Federal risk bearing role; (3) introduce the risk analysis and risk spreading
role of the private reinsurance and capital markets; (4) utilize the existing statutory
framework; and (5) consult with knowledgeable public and private interests about
long-term approaches to the development of a greater private sector flood insurance
market.
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The Role of Reinsurance: Two Complementary Options

We believe the NFIP can address its volatility and extreme event exposure and
reduce the dependence of the Program on taxpayers and Federal debt through risk
transfer to reinsurance and private market capital providers. The NFIP could also
seek the placement of catastrophe bonds to augment reinsurance. Both financial sec-
tors have significant capacity and believe flood risk can be reinsured or transferred
into capital markets. Utilizing private reinsurance or catastrophe bond risk transfer
mechanisms also introduces a private sector rating verification model into the
NFIP—thus providing an incentive and guidepost for risk-based rates.

Transactional Reinsurance: As with most State property insurance plans, and
nearly all private insurers, the NFIP could address its volatility and extreme event
problem through the purchase of reinsurance from private market capital providers.
Additionally, where appropriate, NFIP could seek the placement of catastrophe
bonds to supplement reinsurance capacity. Both markets have significant capacity
and an appetite to take flood risk. These sectors believe flood risk can be reinsured
or transferred into capital markets if properly structured. As with other govern-
mental insurance entities and private sector insurers, the NFIP would work with
modelers, underwriters, and/or brokers to provide the market with an evaluation of
its risk portfolio, determine what types of risk (by geography, insured exposure, or
category of risk) are amenable to risk transfer and then seek coverage in the private
sector. This would allow these entities to evaluate the NFIP data and introduce
their own risk assessment into the process. Like any catastrophe reinsurance and
“cat” bond program, it would transfer catastrophe risk from taxpayers and the
Treasury to the capital markets. Should the NFIP find the bids unattractive on a
price or coverage basis, it would not go forward with the placement. The NFIP
would, therefore, be in the same place as it is now: dependent on public debt. If the
placement were successful, the private sector would provide financial relief to tax-
payers. No study is necessary to evaluate this approach as the market and NFIP
officials can pursue it at this time with the full opportunity to evaluate coverage
proposals without prior commitment.

Reinsurance Pool: Section 4011 of the NFIP legislation adopted in 1968 provides
for the Director of FEMA (at the time HUD) to “encourage and arrange for appro-
priate financial participation and risk sharing . . . by insurance companies and
other insurers.” Section 4051 provides that the Director is authorized “to assist in-
surers to form, associate or join in a pool” on a voluntary basis ‘for the purpose of
assuming on such terms . . . as may be agreed upon, such financial responsibility
as will enable such insurers, with the Federal financial assistance’ to assume a rea-
sonable proportion of responsibility for the adjustment and payment of claims for
losses under the flood insurance program.” Such a pool of insurers did in fact oper-
ate as the National Flood Insurers Association from 1968 to 1978, as the adminis-
trative arm of the Program and with a risk-bearing role through a formula nego-
tiated with the Government. Section 4052 authorizes the Director to enter into
agreements with the pool to address risk capital, participation in premiums and
losses realized, and operating costs. Section 4055 authorizes the Director to enter
into a reinsurance relationship with the pool to address losses in excess of those as-
sumed by the pool.

The provisions of the statute authorizing the pool, created in conjunction with the
adoption of the Act, have long been dormant. Yet they remain a viable mechanism
for the creation of another pool. This time it would be to reinsure the NFIP—cap-
italized by those insurers that voluntarily wish to provide capacity. By doing so,
these insurers would have access to the NFIP’s flood insurance coverage and under-
writing data. The Director and those participating insurers would enter into nego-
tiations over the risk-sharing formula and could individually subscribe capacity on
an annual basis. As with the traditional reinsurance proposal noted above, FEMA
would work with modelers, underwriters, and brokers to assess its risk portfolio.
Such collaboration would determine what types of risk are appropriate, what meth-
od of reinsurance the pool would offer to the NFIP, as well as what type of reinsur-
ance, if any, FEMA would provide to the pool. As with the prior suggestion of lay-
ing-off risk through traditional catastrophe reinsurance placement, this proposal
does not change the WYO program. FEMA remains the insurer of flood risk at the
consumer level, transfers flood risk from taxpayers to the private sector and allows
those insurers that wish to participate in the risk to do so through a standing facil-
ity.

These two approaches, a traditional property catastrophe program and the reau-
thorization of a standing reinsurance facility or pool, are both complementary and
yet not exclusive to each other. The existing statutory authority may well be suffi-
cient to move forward without delay, on either or both.
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The RAA looks forward to working with Members of this Committee, the Con-
gress, FEMA, and officials from the NFIP to explore and pursue private sector rein-
surance and capital market options.

STATEMENT SUBMITTED BY THE NATIONAL ASSOCIATION OF
MUTUAL INSURANCE COMPANIES

The National Association of Mutual Insurance Companies is pleased to offer com-
ments to the United States Senate Committee on Banking, Housing, and Urban Af-
fairs on the National Flood Insurance Program (NFIP).

NAMIC believes that there are significant problems with the NFIP as it is cur-
rently structured and the best solution involves reforming and optimizing the pro-
gram. The views we share with the Committee are based on the perspective of over
1,400 NAMIC members.

Founded in 1895, the National Association of Mutual Insurance Companies
(NAMIC) is the largest and most diverse property/casualty insurance trade associa-
tion in the United States. Its 1,400 member companies write all lines of property/
casualty insurance business and include small, single-State, regional, and national
carriers accounting for 50 percent of the automobile/homeowners market and 31 per-
cent of the business insurance market. We also have over a quarter of the compa-
nies that participate in the NFIP’s “Write-Your-Own” program as members.
NAMIC’s membership truly represents a cross-section of the industry and has been
proudly protecting its policyholders throughout North America for many years.

The Nature of Flood Risk

Insurance markets function best when certain conditions are met. For example in-
dividual exposures should be independent of each other (i.e., not correlated) and
there should be a large number of individual risk exposures to allow the use of sta-
tistical predictions of future losses. Losses should be accidental or unintentional in
nature and should be generally predictable, allowing insurers to set premiums prop-
erly. Insurers must be able to spread risk over a large enough pool and each insured
must pay the cost of adding to the risk pool.

For some risks, however, private insurance markets are unable to provide suffi-
cient coverage. Certain risks are uninsurable because they defy the conditions pri-
vate markets require for operation. Flood risk is one of these unconventional risks.
Adverse selection prompts only those who believe they are at risk of flooding to pur-
chase insurance limiting the ability to properly pool risk. Flooding is extremely dev-
astating and markets face serious problems providing coverage for these truly large
and costly events. The fact that flooding involves a risk that is highly concentrated
and correlated makes flood loss especially difficult to insure. In most lines of insur-
ance (e.g., life, auto, fire insurance), the total amount in premiums collected and the
total amount paid in claims are almost continuously in balance because claim costs
for any given year are relatively predictable. This is not the case with flood risk,
which by nature tends to result in losses that are very low in some years and ex-
tremely high in other years. Additionally, unlike other traditional threats to prop-
erty, flooding has historically been spatially confined and generally limited to spe-
cific geographic locations complicating an insurer’s ability to widely spread the risk.
Compensating for these challenges requires insurers to charge high premiums to
cover the sizable cost of capital that they must hold in reserve to ensure they are
able to pay all the claims that will be filed in high-loss years.

The nature of flood risk and the factors that affect its insurability are a recipe
for adverse selection, whereby the only people willing to buy insurance are those
with the highest levels of risk. Thus the insurers flood portfolio consists solely of
these high-risk individuals. Properly priced insurance (which takes into account the
amount of surplus needed to pay claims in high-loss years) would be regarded by
most potential purchasers as a “bad buy”—property owners who perceive that there
is little likelihood they will experience loss due to flooding will conclude that the
cost of purchasing insurance is not worth it. Consequently, the only people who
would be interested in purchasing flood insurance would be those most likely to suf-
fer a significant flood-related loss, and the cost to insurers of providing coverage for
these properties would cause premiums to rise to unaffordable levels. Simply put,
the nature of flood risk makes it virtually impossible to pool risk among a large
enough population for private insurers to be able to offer a viable and affordable
insurance product.

The National Flood Insurance Program

Prior to the creation of the NFIP, flood losses were dealt with in a simple and
direct fashion by the Federal Government. As noted in a 2002 report by the Federal
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Emergency Management Agency, “major riverine flood disasters of the 1920s and
1930s led to considerable Federal involvement in protecting life and property from
flooding through the use of structural flood-control projects, such as dams and lev-
ees, with the passage of the Flood Control Act of 1936.”

These projects proved to be a costly and generally ineffective solution. Despite bil-
lions spent by the Federal Government on flood control projects during that time
the report noted that “the losses to life and property and the amount of assistance
to disaster victims from floods continued to increase.” Furthermore, the only assist-
ance available to flood victims at that time was direct Federal disaster aid, which
also contributed to the high costs of a major flooding catastrophe. Congress began
considering the potential for a national flood insurance mechanism as early as the
1950s, but quickly realized that the private market simply could not underwrite the
highly concentrated and correlated risk of massive floods. In 1968, the Federal Gov-
ernment stepped in to create the NFIP to mitigate the exposure both to taxpayers
as well as citizens in flood-prone areas. Congress sought to address the increasing
costs of taxpayer-funded disaster relief by using premium dollars taken in every
year to pay out any flood losses incurred by policyholders for the same year.

Originally, the only way property owners could purchase NFIP coverage was
through specialized insurance agents. To increase take-up rates and streamline the
claim handling process, the NFIP in 1983 created a “public—private” partnership
with private insurers known as the Write-Your-Own (WYO) program. The program
utilizes private insurers to market, sell, and administer the Standard Flood Insur-
ance Policy. These companies—WYO carriers—use their own agents and letterhead
and deal directly with the policyholders while the Federal Government retains re-
sponsibility for underwriting losses. Over 90 percent of all flood policies are written
through WYO companies. The partnership has proven very successful in facilitating
the prompt settlement of claims, even when faced with a very large volume of
claims following extreme flooding events.

For example, as of May 2006, more than 95 percent of the 162,000 claims for flood
damage caused by the 2005 Gulf and Atlantic Coast hurricanes had been settled by
the WYO companies.

Over the last 40 years, the NFIP has allowed millions of Americans to avoid seri-
ous financial losses brought about by disastrous flooding, and as of today, the pro-
gram had more than 5.6 million policies in force. However, the NFIP has many
flaws in its design and execution and is need of serious reform in order to maintain
a sound financial footing and better protect the American taxpayer. Subsidized pre-
miums have been charged on a nonactuarial basis; development has increased the
amount and value of property exposed to flood risk; take-up rates for those in need
of coverage remain extremely low (under 30 percent of those that need flood insur-
ance purchase it); and the recent severity of flood losses has demonstrated that the
NFIP is not constructed to handle major catastrophic events. Although virtually
self-sustaining for the 25 years prior, in 2005 the program incurred over $20 billion
in debt, and currently carries $17.75 billion in debt.

Optimization of the NFIP

Under the current circumstances, it is not surprising that policy makers would
raise questions about the future direction of the NFIP. Clearly the status quo is un-
acceptable. However, we urge caution to those who think we can do away with the
program entirely. Nothing about the realities of flood risk has fundamentally
changed and primary insurers are still unable to offer this coverage. The presence
of a Federal program is just as important today as it was 40 years ago. The phe-
nomenon that led to the creation of the NFIP—the absence of a viable private flood
insurance market—remains the fundamental problem, and there is no reason to be-
liexlre that dismantling the NFIP would suddenly cause a private market to mate-
rialize.

The NFIP fulfills an important role, and with the right mix of reforms, the pro-
gram can begin to address the problems of adverse selection, moral hazard, and fi-
nancial instability that have plagued it in the past. Therefore we believe that the
best and most viable option is optimization—maintaining the current NFIP frame-
work while implementing reforms that address existing weaknesses.

First and foremost, the program must be reauthorized for the long term. Constant
reauthorization debates create uncertainty and can lead to lapses in the program
as we saw in 2010. During these lapses, companies were not permitted to write new
policies, issue increased coverage on existing policies, or issue renewal policies, and
lenders and home buyers were prevented from closing on mortgage loan contracts.
The NFIP should be reauthorized for an extended period in order to bring stability
to the program and instill confidence among consumers.
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In addition to long term reauthorization we recommend a package of key reforms
designed to achieve five essential objectives:

1. Charge Actuarially Sound Rates and Eliminate Subsidies

2. Update and Improve the Accuracy of Flood Maps

3. Increase Take-Up Rates

4. Discourage Repetitive Loss Properties

5. Improve Management and Correct Operational Inefficiencies

Charge Actuarially Sound Rates and Eliminate Subsidies

Inadequate rates that do not reflect the actual costs of living in a flood-prone area
are the source of many of the NFIP’s problems. In the original NFIP legislation,
Congress tasked FEMA with setting rates to meet the “objective of making flood in-
surance available where necessary at reasonable rates so as to encourage prospec-
tive insureds to purchase such insurance.” The program was structured to subsidize
the cost of flood insurance for existing homes, while charging actuarially sound
rates for newly constructed properties built after the introduction of flood insurance
rate maps. It has been estimated that, on average, the premiums charged for these
older properties are 60 percent less than the amount that would be considered actu-
arially sound.

Moreover, it is doubtful that the rates charged for properties built after the ad-
vent of flood maps comport with most private insurers’ conception of “actuarially
sound.” The price for NFIP flood insurance is relatively low—on average nationwide,

roperty owners pay only $2.64 per $1,000 of flood coverage, or $528 per year for
5200,000 in coverage. This average is constant across all States, including highly
flood-prone States, which sustained major flood losses during the 2004, 2005, and
2008 hurricane seasons. Insofar as these rates do not reflect the true cost of pro-
viding coverage, the NFIP bears less resemblance to insurance than to a targeted
public spending or risk-management program.

Just as inadequate rates fail to reflect the true cost of providing coverage, they
also fail to reflect the actual risks of living in a flood-prone area. This has the effect
of encouraging poor land use and development in high-risk areas, thereby increasing
the total potential losses that will be incurred in the event of a flood. During the
40-plus years that the NFIP has been in place, there has been a large population
increase in flood-prone coastal States, which now account for a very large portion
of the NFIP portfolio. In Florida, for example, the population has increased from 6.8
million in 1970 to nearly 18.5 million in 2009. During the same period, there was
a sevenfold increase in the number of NFIP flood policies in force and now more
than two-thirds of NFIP policies are located in just five coastal States.

An updated rating system should include the following:

e Elimination of subsidized rates (implicit as well as explicit);

e Immediate institution of risk-based rates for nonprimary residences, repetitive
loss properties, and business properties;

Tiered structure that reflects differences in risk based on updated maps;
All new policies should charge actuarially sound, risk-based rates;

Under certain circumstances, areas significantly impacted by changes in map-
ping could be eligible for phase-ins of actuarial rates;

e Once risk-based rates are in place, credits should be given for mitigation efforts.

L]

The NFIP must begin charging risk-based rates if it is to have any chance of
being a solvent program; under the current structure there is no chance that the
program will ever repay the debt it accumulated in 2005. However, the move to ac-
tuarially sound rates is likely to be painful due to the higher premiums that will
have to be charged in many instances. For those property owners who need assist-
ance, flood vouchers might be offered on a means-tested basis to help mitigate the
costs. Any subsidies that the Government believes are necessary must be inde-
pendent of the NFIP and fully transparent. Subsidies cannot continue to be hidden
within the insurance mechanism, and homeowners should be fully aware of the real
risks of where they live.

Update and Improve the Accuracy of Flood Maps

Flood maps must be updated based on the best available science, with the goal
of ensuring that NFIP flood maps accurately reflect the risks caused by flooding.
Increasing and maintaining the accuracy of flood maps is essential to the operation
of an effective flood insurance program. The power of newer technologies must be
harnessed to provide program officials and property owners, as well as rescue work-
ers and land development officials, with the most accurate information possible.
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The availability of new technology has given FEMA the ability to better evaluate
flood exposure in every region of the country, but the more accurate maps made pos-
sible by this technology will inevitably raise protests from residents who are sud-
denly informed that their home is located in a floodplain. Not only will they face
the prospect of having to purchase flood insurance (which may be expensive assum-
ing actuarial rates are charged), but some evidence suggests that homes designated
as being in a floodplain suffer a loss in value. Elected officials will likely face pres-
sure from constituents and interest groups to postpone the starting date of the new
maps or to attack their credibility.

These considerations have led NAMIC to endorse a new mapping protocol devel-
oped by the SmarterSafer coalition, ! of which NAMIC is an active member. The coa-
lition’s proposal contains the following elements:

e Establishment of a council to develop updated and accurate flood maps. This
new body—the Technical Mapping Advisory Protocol (TMAP) Council—could be
composed of the following members:

Federal Emergency Management Agency

U.S. Geological Survey

Department of the Interior

National Oceanic and Atmospheric Administration

A data management expert

U.S. Army Corps of Engineers

A flood/stormwater management representative

Department of Agriculture’s Natural Resources Conservation Services

A State emergency management representative

U.S. Fish and Wildlife Service

National Marine Fisheries Service

A recognized professional surveying association or organization

A recognized professional mapping association or organization

A recognized professional engineering association or organization

A recognized professional association or organization representing flood haz-

ard determination firms;

e The TMAP Council should have a balance of State, local, Federal, and private
members.

e The Council should consult with stakeholders through at least four public meet-
ings annually, and seek input of all stakeholder interests including:

State and local representatives
Environmental and conservation groups
Insurance industry representatives
Advocacy groups

Planning organizations

Mapping organizations

e Within 1 year, the TMAP Council should propose new mapping standards that
ensure the following:

e Maps reflect true risk, including graduated risk that better reflects risk to
each property. This does not need to be at the property level, but should be
at the smallest geographic level possible—whole communities should not be
mapped together without taking into account different risk levels.

e Maps reflect current land use and topography and incorporate the most cur-
rent and accurate ground elevation data.

e Determination of a methodology for ensuring that decertified levees and other
protections are included in maps and their corresponding flood zone reflect
the level of protection they confer.

e Maps take into account best scientific data and potential future conditions
(including projections for sea-level rise).

e TMAP should continuously function, reviewing the mapping protocols, and mak-
ing recommendations to FEMA when they should be altered.

1Smarter Safer Coalition Flood Proposal, February 22, 2011. www.SmarterSafer.org
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e Within 6 months of TMAP recommending new mapping protocols, FEMA should
begin updating maps based on the recommendations.

e Within 5 years from the implementation of the mapping protocols, all flood
maps should be updated according to the new protocol.

e NAMIC believes the TMAP process would facilitate development and adoption
of accurate maps. Speedy adoption of these updated flood maps is essential to
ensure that the individuals and businesses in flood-prone areas can get the pro-
tection they need and we owe these people and the American taxpayer no less.

Mapping technology has significantly improved since the 1970s. Putting off the
adoption of updated flood maps does a disservice to those citizens living in flood-
prone areas who in the end, risk losing their homes and their lives.

Increase Take-Up Rates

Insurance is inherently dependent on the “law of large numbers,” thus the insur-
ance mechanism works best when everyone participates in the program. Currently
only 20 to 30 percent of individuals exposed to flood hazards actually purchase flood
insurance. To make matters worse, many of those who purchase flood insurance do
so only after suffering damage from a flood, then allow their policies to lapse after
several years have passed during which they experienced no flood loss. The program
must take steps to address this adverse selection and increase these numbers dra-
matically in order to properly pool the flood risk and achieve financial soundness.
There are several possible ways to improve these take-up rates:

o Stiffer penalties could be imposed on financial institutions that either fail to re-
quire flood insurance coverage for mortgages on properties in flood-prone areas,
or allow the policies to lapse. Although owners of properties located in special
flood hazard areas are required to purchase and maintain flood coverage as a
condition of obtaining a federally backed mortgage, experience suggests that en-
forcement of this rule is spotty at best. For example, following a Vermont flood
in 1998, FEMA discovered that of the 1,549 homes that were damaged by the
flood, 84 percent lacked flood insurance, even though 45 percent were required
to have flood coverage in place. Apparently mortgage lenders had done little to
ensure that the mandatory flood insurance purchase requirement was met.

o Require homeowners in flood-prone areas to sign a “Disaster Relief Waiver”
stipulating that they forfeit their right to disaster relief in the event they
choose not to purchase flood insurance. This requirement should apply to all
homeowners, not just those with federally backed mortgages, and would serve
to disabuse property owners of the expectation that generous Federal disaster
relief will be available to flood victims and therefore they need not purchase
flood insurance.

e The NFIP should be given a renewed mandate to improve and expand its
public education programs to ensure that more people are made aware of the
program and the benefits of having flood insurance coverage to protect their
properties.

Discourage Repetitive Loss Properties

A recent Congressional Budget Office study revealed that there are currently
about 71,000 NFIP-insured “repetitive loss properties,” which represent just 1.2 per-
cent of the NFIP portfolio but account for 16 percent of the total claims paid be-
tween 1978 and 2008. Moreover, roughly 10 percent of these repetitive loss prop-
erties have received cumulative flood insurance claim payments that exceed the
value of the home. American taxpayers should not be forced to subsidize a small
subset of NFIP policyholders who continue to rebuild in high-risk areas.

A reformed NFIP would include a system to ensure repetitive loss properties are
not a drain on the program. Options to achieve this goal include:

e A buyout program. A prioritized list of properties for buy out—those that
have had the largest payouts from the program—could be created and pur-
chase offers made. If a reasonable buyout offer is made (based on appraisals)
and a repetitive loss property owner refuses, that property could be prohibited
from purchasing flood insurance through the NFIP.

e Make owners of repetitive loss properties ineligible for NFIP coverage if they
choose to rebuild in the same place following a loss from a flood.

o Make owners of repetitive loss properties ineligible for disaster relief.
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Improve Management and Correct Operational Inefficiencies

The GAO’s report2 on at-risk Federal operations highlighted the deficiencies in
FEMA'’s data tracking capabilities. The report found that FEMA lacks clear proce-
dures for monitoring contracts and claims records, despite the investment of $40
million over 7 years for new systems. FEMA needs to be held accountable for both
establishing and executing these procedures so the program can better monitor the
flood situation. One of NAMIC’s recommendations to improve take-up rates is a
stronger enforcement of mandatory purchase and maintenance of flood insurance re-
quirements by mortgage lenders. While lenders must take steps to ensure greater
compliance, responsibility lies with the NFIP for monitoring policy data and coordi-
nating enforcement with the lenders. To achieve this goal, FEMA must develop and
institute clear procedures for monitoring contracts and claims records, effectively
communicating with lenders and triggering enforcement actions for noncompliance.

NAMIC’s Views on the COASTAL Act

Finally, NAMIC would also like to take this opportunity to comment on S. 1091,
the Consumer Option for an Alternative System to Allocate Losses (COASTAL) Act,
sponsored by Senator Roger Wicker. We believe Senator Wicker has taken a con-
structive approach to a very complex issue, and we appreciate his hard work. We
share the objective of expediting the claims resolution process for customers where
allocation of loss between wind and water is indeterminate. These cases sometimes
lead to coverage disputes, resulting in litigation between policyholders and insurers
that can take up to 2 years to decide in court. This delay in claim resolution and
payment is burdensome and unfair to all parties concerned.

Notwithstanding its laudable intent, we fear that this plan could cause more con-
fusion for insurers and consumers in the aftermath of a major natural disaster.
Most claims are settled in a matter of days or weeks. For the vast majority of policy-
holders, waiting 90 days for a determination would significantly slow the claims
payment process. More specifically, the following are four areas where we would
seek to amend or clarify.

New Federal Authority Over State Regulated Insurers

The loss allocation plan raises the specter of a greater intrusion by the Federal
Government into the private insurance market. Under the COASTAL Act, for the
first time a Federal agency would be telling State-regulated property/casualty insur-
ance companies what they have to pay in claims. We strongly believe that State in-
surance commissioners should be involved in the loss allocation process. At the very
least, State commissioners should have a seat on the arbitration panel.

Technical Questions on the Standardized Loss Allocation Model

The COASTAL Act establishes a mechanism called the “Standardized Loss Alloca-
tion” (SLA) model that will purportedly utilize the most scientifically valid deter-
minations of wind and water loss for insured coastal properties, in cases where only
a foundation, or “slab,” remains of the original property. The model is developed by
the National Oceanic and Atmospheric Administration (NOAA), and is required to
be 90 percent accurate for each individual property that is subject to the SLA sys-
tem for allocating losses. If the SLA model is less than 90 percent accurate, it will
not be used to allocate losses and claim disputes could then move to litigation, as
happened in several Gulf Coast States after the 2005 Hurricane Season.

While NOAA may have a sufficient number of weather sensors in hurricane-prone
areas, experience has shown that strong storms, which cause the greatest number
of indeterminate losses, are likely to damage the NOAA sensors relied upon for this
model, causing the sensors to fail. In this scenario, the NOAA model would not
reach 90 percent accuracy and the affected policyholders and insurers would receive
no more clarity than they have today. Ironically, the low-probability, high-impact
events whose aftermath the model is intended to address are precisely those for
which it will probably be rendered useless.

We also are concerned that the model may be overly reliant on NOAA while dis-
regarding credible private sector resources for this type of loss analysis. For exam-
ple, specialized engineering and scientific firms also offer baseline damage surveys,
topographic surveys, and meteorological analysis of such total loss properties. Such
additional input into the model would ease our concerns about NOAA’s potential
limitations. If not added to the NOAA model, independent causation analysis should
be admissible in the appeal arbitration process.

2Government Accountability Office; GAO-11-278 High-Risk Series. An Update, pp. 167-170.
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Voluntary Participation in the Loss Allocation Model

NAMIC appreciates the intent by Senator Wicker to make participation in the
SLA system voluntary for all non-Write Your Own (WYO) insurers. However, as the
bill is written, this provision appears somewhat vague. Additional language clari-
fying the category of insurers for whom participation will be truly voluntary would
be appreciated.

Furthermore, we believe this model could create an unstable business environ-
ment for the Write Your Own carriers and thus force their exit from the WYO mar-
ketplace. While we are unable to substantiate such claims before implementation,
concerns remain over the civil liabilities provision and the lack of preemption from
“bad faith” lawsuits. WYO carriers may very well determine that the number of
“slab” claims that would trigger use of the model is not great enough to cause real
concern. The true market signal will come in response to implementation of the
COASTAL Act. As such, a pilot program that includes full implementation through-
out the United States with a sunset provision requiring reauthorization may be a
prudent move by Congress.

Limitations on Private Claims Adjusting

NAMIC is concerned about limitations placed on the private insurance adjuster’s
role in the indeterminate loss allocation process. We appreciate that the bill allows
private insurance adjusters to participate in the process by determining “slab-only”
cases and contributing additional pertinent property-loss data to the NOAA storm
model. However, after the “slab” determination and data entry, the adjuster must
then cede decision-making authority and defer to NOAA’s “standard formula” as a
tool to settle the claim. Aside from our questions about the SLA model’s accuracy,
forfeiting control by private insurers to the Federal Government creates a dis-
concerting precedent.

It will be imperative that the appeals through the five-member arbitration panel
include consideration of the private insurers’ findings, both from their adjusters and
from independent causation analysis professionals.

Finally, the bill also appears to invite lawsuits against adjusters for their deter-
minations of “slab” properties, which we believe sets another dangerous precedent
that could potentially cause WYO carriers to leave the WYO program. By the same
token, it could deter adjusters from handling flood claims, especially “slab” cases.
The ensuing reduction in the number of certified adjusters handling such claims
may, in turn, result in delays in NFIP claim adjustment.

Scope of the Standardized Loss Allocation Process

As we understand the current draft of the bill, the Standardized Loss Allocation
process established by the COASTAL Act would apply only to indeterminate loss
claims where both private wind coverage and NFIP flood coverage are in place; it
would not apply in cases where the affected property was not covered by flood insur-
ance. However, some proponents of the bill have suggested that it would apply as
well in cases where no flood coverage is in place. We trust that this interpretation
is incorrect, but the fact that there is evidently some confusion on this point indi-
cates that clarifying language should be added to the bill.

Summary of COASTAL Act Viewpoint

There is no doubt that insurers and policyholders alike would benefit from the
creation of a fair and efficient method for allocating indeterminate losses that obvi-
ates the need for costly and time-consuming litigation. On the other hand, neither
insurers nor coastal property owners will benefit from a new system that ultimately
limits access to, and affordability of, homeowners insurance. We share Senator
Wicker’s goal of ensuring timely and fair claims payments to victims of natural dis-
asters. NAMIC looks forward to working closely with Senator Wicker and his col-
leagues to ensure that the measure will succeed in achieving positive results for in-
surers and policyholders while avoiding potential negative consequences.

Conclusion

The NFIP is in need of significant reforms in order to continue providing flood
protection to those who need it. As a practical matter, there is no private residential
market for flood insurance and efforts to create one will continue to be frustrated
by rate regulation, adverse selection, and capital constraints. However, other pro-
posals that seek to explore a risk-bearing role for the private sector in the NFIP
may have merit and should be given due consideration. For example, ceding a por-
tion of the NFIP’s risk to the private sector through reinsurance and catastrophe
bonds could reduce taxpayer exposure to future debt.

In sum, the objective of any reform legislation should be to maintain and optimize
the current flood insurance program. We believe that optimization is the best way
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to balance the many goals of the reform effort: fiscal soundness, affordability of in-
surance, adequate coverage for those at risk, floodplain management (reduction of
flood hazard vulnerability), economic development, individual freedom, and environ-
mental protection.

NAMIC thanks the Committee for its consideration of National Flood Insurance
Program reform. We hope that current legislative proposals will incorporate
NAMIC’s five fundamental objectives outlined in this testimony. We look forward
to working with the Committee on these and further suggestions for ways that the
current structure can be maintained and optimized.

STATEMENT SUBMITTED BY THE INDEPENDENT INSURANCE AGENTS
AND BROKERS OF AMERICA

The Independent Insurance Agents and Brokers of America, also known as the
Big “I”, is grateful for the opportunity to submit testimony to the U.S. Senate Com-
mittee on Banking regarding the reauthorization of the National Flood Insurance
Program (NFIP). The Big “I” is the Nation’s oldest and largest trade association of
independent insurance agents and brokers, and we represent a nationwide network
of more than 300,000 agents, brokers, and employees. IIABA represents inde-
pendent insurance agents and brokers who present consumers with a choice of pol-
icy options from a variety of different insurance companies. These small, medium,
and large businesses offer all lines of insurance—property/casualty, life, health, em-
ployee benefit plans, and retirement products. In fact, our members sell 80 percent
of the commercial property/casualty market. It is from this unique vantage point
that we understand the capabilities and challenges of the insurance market when
it comes to insuring against flood risks.

Background

The Big “I” believes that the NFIP provides a vital service to people and places
that have been hit by a natural disaster. The private insurance industry has been,
and continues to be, largely unable to underwrite flood insurance because of the cat-
astrophic nature of these losses. Therefore, the NFIP is virtually the only way for
people to protect against the loss of their home or business due to flood damage.
Prior to the introduction of the program in 1968, the Federal Government spent in-
creasing sums of money on disaster assistance to flood victims. Since then, the NFIP
has saved disaster assistance money and provided a more reliable system of pay-
ments for people whose properties have suffered flood damage. It is also important
to note that for almost two decades, up until the 2005 hurricane season, no taxpayer
money had been used to support the NFIP; rather, the NFIP was able to support
itself using the funds from the premiums it collected every year.

Under the NFIP, independent agents play a vital role in the delivery of the prod-
uct through the Write Your Own (WYO) system. Independent agents serve as the
sales force of the NFIP and the conduits between the NFIP, the WYO companies,
and consumers. This relationship provides independent agents with a unique per-
spective on the issues surrounding flood insurance, yet also makes the role of the
insurance agent in the delivery process of flood insurance an incredibly complex en-
deavor. Agents must possess a high degree of training and expertise and must regu-
larly update their continuing education credits through flood conferences and semi-
nars. Every agent assumes these responsibilities voluntarily and does so as part of
being a professional representative of the NFIP.

Despite our strong support of the NFIP, we also recognize that the program is
far from perfect, which was made all the more clear by the devastating 2005 hurri-
cane season. The current $18.3 billion dollar debt, incurred in 2005, reveals some
of the deficiencies of the program and has strained Government resources. It is im-
portant that Congress shore up the NFIP’s financial foundation and use this oppor-
tunity to enact needed reforms to ensure the long-term sustainability of the pro-
gram.

For this reason, the Big “I” strongly supports both reauthorizing and reforming
the NFIP.

Long Term Extension

As you know, the NFIP is a Congressionally authorized program that requires
periodic extensions. Traditionally these extensions have been for multiple years
(often for 5-year periods) but in recent years Congress has not passed a long-term
extension of the program and instead has opted to pass numerous short-term exten-
sions. Last year alone the NFIP expired three separate occasions only to be retro-
actively extended by Congress each time. Each expiration of the program led to con-
crete damage to the real estate market and the country’s economy. During one
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month-long expiration in June 2010, for example, the National Association of Real-
tors estimated that as many as 50,000 new home loans were either significantly de-
layed or canceled. While the IIABA appreciates each of the retroactive extensions,
we strongly believe that in order to provide certainty to the marketplace as well as
avoid damage to our fragile economy, Congress should pass a long term extension.

Even the short term extensions passed over the last several years, while thank-
fully staving off expiration of the program, caused their own economic damages.
Every time the program is set to expire, WYO companies send notices to their con-
sumers about the pending expiration, agents must then communicate to their clients
about what the ramifications of an expiration would be (as well as oftentimes pro-
viding real time legislative updates on extension legislation), banks must prepare
for how and if to enforce the mandatory purchase requirement of an expired pro-
gram, and Realtors and mortgage bankers must discuss with their customers how
and if to proceed with home loan closings. While not nearly as damaging as an ac-
tual expiration, the uncertainty and the increased work-load caused by short term
extensions justifies a long term extension of this critical program.

It is for these reasons that ITABA strongly urges the Senate to include a 5-year
extension in any NFIP reform legislation.

Flood Insurance Reform and Modernization Act of 2007

As you know, the Senate in May of 2008 passed the Flood Insurance Reform and
Modernization (FIRM) Act of 2007 by an overwhelming vote of 92-6. The Big “I”
strongly supported this legislation and urges the Committee to use its text as a
starting point for writing a reform and reauthorization bill in this Congress. In ad-
dition to a 5-year extension, the 2007 Senate FIRM Act included common sense re-
forms to the program that were intended to put it on the path towards financial
sustainability. Some of these common sense reforms strongly supported by the Big
“I” include the phasing out of many subsidies and the increase in the elasticity band
for annual premium increases.

The Big “I” has for many years asked Congress to explore phasing out subsidies
in the NFIP altogether and strongly supports these provisions found in the 2007
Senate FIRM Act. Almost 25 percent of property owners participating in the NFIP
pay subsidized premium rates. These subsidies 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. The subsidized rates were deliberately created by Congress in 1968
in order to help property owners during the transition to full-risk rates. However,
after 43 years the Big “I” believes it is time to start phasing out this significant
subsidization.

In addition to the fact that subsidized rates torpedo any hope that the NFIP could
ever be actuarially sound, FEMA estimates that subsidized properties experience as
much as five times more flood damage than structures that are charged full-risk
rates. Customers that are paying a full actuarial rate have a vested interest to take
measures to reduce the economic damages associated with floods. In contrast, those
with subsidized rates have less incentive to mitigate. The Big “I” supports phasing
out subsidies for commercial buildings, second and vacation homes, homes experi-
encing significant damage or improvements, repetitive loss properties, and homes
sold to new owners.

The Big “I” also strongly supported the Senate’s proposal to increase the “elas-
ticity band” with which FEMA can increase premiums in any given year. Currently
the annual elasticity band for premium increases is a maximum of 10 percent on
any property. The legislation would have proposed to increase this band to 15 per-
cent, which will hopefully allow the program to move even more properties towards
actuarially priced rates. The Big “I” hopes that any new reform legislation will in-
clude both the removal of many of these subsidies and the increase in the elasticity
band for premium adjustments.

Additional Recommendations

The Big “I” urges the Senate to consider modernizing the NFIP by increasing
maximum coverage limits and by allowing FEMA to offer the purchase of optional
business interruption and additional living expenses coverage.

The inclusion of optional business interruption coverage is particularly important
to Big “I” members and their commercial customers. If a flooding catastrophe causes
a business’ premises to be temporarily unusable, that business may have to relocate
or even close down temporarily. Property owners are still required to pay employees,
mortgages, leases and other debts during this process, and these ongoing expenses
can mount up quickly for a business on reduced income or no income at all. For
property insurance policies, business interruption insurance provides protection
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against the loss of profits and continuing fixed expenses resulting from an interrup-
tion in commercial activities due to the occurrence of a peril. The inclusion of an
optional business interruption provision at actuarial rates will provide stability to
the local economies in the areas affected by flood damage and will offset Govern-
ment disaster relief payments should the flood peril result in widespread destruction
across a region. Business interruption coverage, and the security and peace of mind
it provides, is important to our members and to small businesspeople across Amer-
ica.

The Big “I” also strongly supports the option for a consumer to purchase addi-
tional living expenses. Additional living expenses coverage would allow the con-
sumer to purchase, at an actuarial price, a dollar amount of coverage for such ex-
penses as hotel, food, replacement clothes, etc., should the consumer be dislocated
from his or her residence. This provision will provide consumers with greater secu-
rity during the often bewildering post-flood period, and will do so in an actuarial
basis as opposed to relying solely on FEMA grants and assistance.

Both the optional business interruption and additional living expense coverages
are common in the private market for other perils, but are specifically excluded for
flood insurance and are not currently available through the NFIP. Unfortunately,
this gap in coverage leaves consumers unprotected and in many cases confused, as
consumers falsely believe that they are either covered for such losses by their pri-
vate insurance or their NFIP policies.

The business interruption and additional living expenses coverage were not
present in the 2007 Senate FIRM Act, but we urge the Committee to reconsider
their inclusion in the new reform legislation. In particular, we urge the Committee
to consider modifications made to language in the House of Representatives that we
feel rein in any potential for an impingement on the private market or a deleterious
effect on taxpayers. New language added this year imposes three important factors
that must be met before FEMA could consider offering the coverages: that FEMA
charges actuarial rates for the coverage, that FEMA makes a determination that a
competitive private market does not currently exist, and that FEMA certify that
these coverages will not result in any additional borrowing from the Treasury. Addi-
tionally new language was added that limits the amount of optional business inter-
ruption coverage at $20,000 and additional living expenses at $5,000. The Big “I”
supports the goals of each of these conditions and the limits and believes their addi-
tion should put at ease any concerns that stakeholders may have over their inclu-
sion. In fact, the CBO recently released its score of the House bill and specifically
noted that they do not anticipate the business interruption and additional living ex-
penses provisions to have any impact on Federal revenues.

Finally, also chief among our additional recommendations is the proposed increase
in the maximum coverage limits. The NFIP maximum coverage limits have not been
increased since 1994. An increase in the maximum coverage limits by indexing them
for inflation will better allow both individuals and commercial businesses to insure
against the damages that massive flooding can cause and will increase the pro-
gram’s popularity and take-up rates. The CBO score on the House reform legislation
also found that indexing maximum coverage limits to inflation would have no effect
on Federal revenues.

Privatization of the NFIP

Some observers have argued that the program should be eliminated or completely
privatized. These arguments center on the assumption that the private market
could step in and offer flood insurance coverage. However, the IIABA has met with
many insurance carriers who categorically state that the private market is simply
unable to underwrite this inherently difficult catastrophic risk, especially in the
most high-risk zones where it is needed. IIABA would always prefer to utilize the
private market, and our members would almost certainly prefer to work directly
with private insurance carriers rather than a Government agency. However, where
there is a failure in the marketplace, as there is in the case of flood insurance, we
believe it is imperative that the Government step in to ensure that consumers have
the protection they need. This was the reason the NFIP was first created in 1968,
because the private market could not offer flood insurance and a series of high pro-
file floods had consumers turning to direct Federal disaster assistance as their only
recourse. We see no evidence that the private marketplace is any more prepared or
capable of underwriting flood risk in 2011 than they were in 1968.

We do not, however, oppose any Government studies on private market capacity.
We believe that these studies will likely show that the private market cannot prop-
erly underwrite flood risks, but if it can be demonstrated that a private market
could emerge in some way, we would welcome that discussion.
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COASTAL Act

The Big “I” appreciates Senator Roger Wicker’s (R-MS) efforts to address the com-
plicated issue of loss allocation of wind versus water damage on total loss properties
following named storm events. Hurricane Katrina clearly demonstrated both the
devastating power of hurricanes as well as the havoc they can wreak on home-
owners that are left with nothing more than slabs of concrete where their home once
stood. Independent insurance agents pride themselves on standing with their con-
sumer throughout the entire claims process, and the difficult and often lengthy loss
adjudication process between flood damage and wind damage following Hurricane
Katrina was clearly an undue burden on many consumers. It is important that a
clear method of allocating these losses in both a fair and timely manner is devel-
oped, and we look forward to continuing to work with Senator Wicker and this Com-
mittee on developing such a process.

Conclusion

The ITIABA is very pleased that the Committee is conducting today’s hearing on
comprehensive flood insurance reform and we urge the Senate Banking Committee
to quickly develop legislation and send it to the full Senate for action. As we have
stated, we believe the Flood Insurance Reform and Modernization Act of 2007 is a
useful starting point for developing new legislation, and urge the Committee to also
consider adding provisions allowing the offering of optional business interruption
and additional living expenses at actuarial rates. We hope very much that this hear-
ing will contribute to additional action taken by Congress to pass flood insurance
reforms and to ensure the stability of the NFIP.

STATEMENT SUBMITTED BY CRAIG POULTON, CEO OF POULTON
ASSOCIATES, INC.

My name is Craig Poulton. I am the CEO of Poulton Associates Inc. which is lo-
cated in Salt Lake City Utah. Poulton Associates is engaged in the business of prop-
erty and casualty insurance brokerage. Our organization acts as the administrator
of the Natural Catastrophe Insurance Program. The Natural Catastrophe Insurance
Program is available in all 50 States through over 2,500 independent insurance pro-
ducers. Under the Natural Catastrophe Insurance Program the perils of flood, earth-
quake and landslide may be insured for both personal and commercial properties
through Certain Underwriters at Lloyds (London). Thank you for allowing us to par-
ticipate in this hearing.

With the exception of insurance policies backed by the Federal Government
through the National Flood Insurance Program (NFIP), the Natural Catastrophe In-
surance Program is the largest provider of primary flood insurance coverage in the
United States with well over $2.2 billion in property values being insured for the
risk of flood on a primary basis.

Perhaps the most illuminating thing I could point out for your consideration is
that after 7 years of aggressively marketing the Natural Catastrophe Insurance Pro-
gram we have been able to capture only about one-tenth of one percent of the flood
insurance market represented by the 5.5 million risks insured through the NFIP.

One might initially suppose that we have been, by and large, unsuccessful in our
efforts to penetrate the primary flood insurance market because the insurance cov-
erage we offer is somehow less appealing or the pricing is much higher than that
available through the NFIP. This is not the case; in fact our product is widely recog-
nized by laypersons and insurance professionals (including the over 2,500 who mar-
ket the product) as being superior in both coverage and pricing to the insurance cov-
erage available through the NFIP.

Flood zone borrowers will often explore alternatives to the NFIP by looking for
competitively priced privately backed non-NFIP policies. They often find that our
policy is more attractive than the NFIP policy; since they have been informed that
they have the option to choose private flood insurance, they do so and submit it to
the lender to comply with the Mandatory Purchase Requirement. Often, just hours
prior to loan closing, the borrower is informed by the lender that the coverage they
have elected and paid for will not be accepted to satisfy the terms of the Mandatory
Purchase Requirement.

Often the lenders’ paradoxical rational is that the policy is a non-NFIP private
policy and is therefore not acceptable, even though as required under the Act, it was
the lender who informed the borrower that private coverage may be available. The
lender will explain that their Federal regulator/auditor will not accept anything but
NFIP coverage, even if the coverage provided by us is in the best interest of the
property owner and the lender from a coverage and pricing standpoint.
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The borrower is then forced to either cancel our policy and purchase an NFIP pol-
icy, or walk away from the purchase arrangement. As one would expect, the bor-
rower rushes to cancel our policy and purchase NFIP coverage.

The reason we have been relatively unsuccessful in our efforts is that, even
though Congress obviously intended for the NFIP to be a stepping stone to the as-
sumption of primary flood risk by the private market, the NFIP and Federal Lend-
ing Regulators have combined to preclude our program from being accepted by the
mortgage banking community as a satisfactory replacement for NFIP insurance.

This unfortunate circumstance results from the fact that regulators at the NFIP
publish a booklet known as the “Mandatory Purchase of Flood Insurance Guide-
lines” typically referred to as the Mandatory Purchase Booklet. This booklet con-
tains a series of six guidelines describing what a private insurance policy should
look like in order to be acceptable in the place of an NFIP policy. In addition the
booklet includes the following instruction, “ . a lender should understand and
comply with FEMA’s criteria for selection of private insurer and the form of Cov-
erage.”

The problem is that having published these guidelines FEMA/NFIP officially re-
fuses to interpret them. No one has been designated by FEMA or the NFIP to inter-
pret these guidelines. Like any law the guidelines need someone to interpret them.
In the United States Congress makes laws and the courts interpret those laws when
necessary. In this case, FEMA/NFIP has acted to create what has been taken for
the law but has provided no one to interpret it or adjudicate differences of interpre-
tation.

Federal Lending Regulators have implemented the Mandatory Purchase Booklet
guidelines in such a way that FEMA is now perceived as a de facto private flood
insurance regulator among Federal Lending Regulators and regulated lenders. In
FEMA'’s efforts to issue appropriate rules and regulations, FEMA has created an im-
pression of authority which is absolute but leaves Federal Lending Regulators and
regulated lenders in the dark as far as which private insurance policies are accept-
able. As a default position, most lenders simply elect to preclude all private insur-
ance policies from being accepted in the place of NFIP insurance policies.

I don’t think it is too difficult to see why with an attractively priced product pro-
viding broader coverage, we have been unable to compete effectively against NFIP.
Federal Lending Regulators, being without expertise in insurance regulation, take
what they see as the most conservative position: that if a private insurance policy
is not identical to the NFIP policy, it is not acceptable. This, of course, limits con-
sumer choice, forces taxpayers to assume even more flood risk and limits competi-
tion.

Consider, in concert with all of this, that virtually all insurance regulation in the
United States is accomplished by State insurance regulators and that the NFIP pol-
icy, which is not State regulated, has many provisions that would not be allowed
in most States. Now, consider the fact that NFIP guidelines are implemented by
Federal Lending Regulators in such a way that they require private, State regulated
policies to be exactly like the NFIP policy. This puts us in a classic “Catch 22”, with
no way to compete without violating a perceived Federal regulation or a very real
State regulation.

As part of the notification process, Congress requires the lender to provide written
notification to the borrower which includes, “ . . . a statement that flood insurance
may be purchased under the national flood insurance program and is also available
from private insurers.” And yet, Federal regulation has made private flood insur-
ance effectively unavailable.

You may find the following examples and observations about the unintended con-
sequences which have been born of the current regulatory paradigm revealing.

Because the NFIP guidelines are so vague, bank regulators reject private policies
because the private policy contains State mandated cancelation provisions beneficial
to the insured but not “allowed” by the bank regulator’s interpretation of the NFIP
guidelines and NFIP cancellation provisions. For example, NFIP will not refund any
premium if the insured cancels the policy; however, private carriers must return the
premium in order to comply with State law.

Additionally, NFIP forces each detached structure to be insured on a separate pol-
icy. State regulators disallow the practice of selling multiple insurance policies on
the same property when it could be done more inexpensively under a single con-
tract. Bank regulators consistently require that the home and the garage and the
shed and the chicken coop and the rabbit hutch be insured, each under its own in-
surance policy because “that is the way NFIP does it.” This occurs even though pri-
vate insurance policies such as ours typically provide automatic coverage on the ga-
fage, shed, chicken coop and rabbit hutch at no additional charge under a combined
imit.
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The FEMA private insurance guidelines have some obviously foolish requirements
such as that found in Section 5. Private Flood Insurance, f. Legal Recourse, which
says: “The policy must contain a provision that the insured must file suit within
1-year after the date of written denial of all or part of the claim.” The result of this
provision is to force a private insurer to limit the recourse of the buyer because
“that is the way NFIP does it.” This results in requiring the private insurance com-
pany to adopt a provision which is directly against the public interest, as well as
being against the interest of each policyholder.

In direct contradiction of the congressionally mandated requirement that notifica-
tion of the availability of private insurance is to be given to all borrowers, agencies
such as Fannie Mae and the FHA specifically require that the borrower obtain a
National Flood Insurance Policy to satisfy the Mandatory Purchase Requirement.
The Fannie Mae regulations state that flood policies should generally be issued di-
rectly by the NFIP, or alternatively, a policy may be obtained by licensed property
and casualty insurance company authorized as a “Write Your Own” (WYO) partici-
pant. The Federal Housing Administration Handbook states, “Insurance under the
NFIP must be obtained as a condition of closing and maintained for the life of the
loan for an existing property when any portion of the residential improvements is
determined to be located in a SFHA.” Thus, Fannie Mae and the FHA have sum-
marily limited choice to NFIP flood coverage only for millions of borrowers.

NFIP’s Lender Compliance Officers and Federal Lending Regulators consistently
recognize the validity of privately backed insurance policies known as “force placed”
primary flood coverage on properties where the borrower has not furnished flood in-
surance to satisfy the Mandatory Purchase Requirement. FEMA estimates that
these non-NFIP policies placed by the lender equaled approximately 100,000 to
200,000 risks in 2004. These policies obtained by the lender are typically placed
with Lloyd’s of London under a more restrictive form to the one we offer. Yet regu-
lators take no issue with lenders purchasing flood insurance on this more restrictive
Lloyds of London coverage form, while they deny individual borrowers the same
freedom of choice. Shouldn’t consumers have the same option as is allowed to the
bank in choosing the best coverage they can find?

Stretching believability by comparison, our most widely purchased policy which
provides coverage for flood, earthquake, and landslide has often been rejected by
Federal Lending Regulators because we cover MORE PERILS than the NFIP policy.
The NFIP will only cover flood while our policies routinely cover multiple perils.
This circumstance is stunning and this interpretation of the guidelines is clearly not
in the interest of the consumer, but it continues to happen because, “that’s not how
NFIP does it.”

Our program has many other enhancements not available under NFIP such as
much higher limits of coverage, a broader policy definition of flood, coverage for ad-
ditional living expense for homeowners and business income and extra expenses for
property owners, coverage for increased cost of building materials and coverage for
finished basements and basement contents, to name a few. In addition, we offer cov-
erage for the perils of earthquake, flood and landslide at a competitive price when
compared to flood only coverage from NFIP. When our flood insurance is purchased,
it is most often provided in combination with coverage for earthquake and/or land-
slide, thus insulating the Federal balance sheet from loss due to the need to provide
disaster recovery assistance for losses from the perils of earthquake and landslide.
When you think of this in relation to the fact that Federal Lending Regulators cite
to much coverage as a reason to reject our policy, it is just staggering. We have sub-
mitted as part of this testimony a brief comparison of the NFIP policy and the policy
form most purchased by consumers under our program.

By establishing the National Flood Insurance Act, Congress clearly intended that
regulators should encourage, not discourage, the acceptance of private flood insur-
ance by financial institutions in addition to, or in lieu of, NFIP coverage.

Regulatory practices should foster and support free market participation and cre-
ativity, rather than limiting the consumer to NFIP products. Insurance products
and services should be allowed to enter the market unfettered by over-reaching reg-
ulatory mandates and guidelines, thus benefiting consumers by giving them options
that meet their needs while spreading the risk of flood loss.

It seems to us that the current situation can be most easily and simply corrected
by directing FEMA and all Federal Lending Regulators to recognize that, like all
other private property insurance policies, private flood insurance is regulated by the
States. State regulators should be charged with the interpretation and enforcement
of the existing Private Insurance Guidelines published by FEMA along with any ap-
plicable State regulations. In this way, Congress will provide for interpretation of
all regulations by qualified regulators who can bring consistency and harmony to
the process of regulating private flood insurance. This course of action will improve
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outcomes for all concerned while actually reducing the cost of administration for all
parties, especially the Federal Government. It will be crucial to disallow FEMA from
creating any additional guidelines in order that unmanageable complications do not
destroy the ability of State regulators to modify, coordinate, and synchronize Fed-
eral and State regulations in the long term.

In many developed countries, flood risk is entirely shouldered by the private mar-
ket. Because the NFIP has been allowed to become “the only game in town” for so
many years, the vast majority of people are not even aware that private primary
flood insurance is available in the United States. If decisive actions to support the
private market are not taken by Congress soon, over time, there will be no private
alternative to taxpayer funded flood insurance in the United States. By taking ac-
tion now, Congress can spread the assumption of flood risk more widely, provide
consumers with real options, and give taxpayers greater protection from unneces-
sary exposure to federally funded flood insurance losses.

Thank you.
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Natural Catastrophe National Flood
Insurance Program Insurance Program
NCIP  NFIP

NFIP $250,000 Residential
Limit to §5,000,0007 Yes $500,000 Commercial
NCIP allows risks between $5 Mil and
$15 Mil in values to receive a $5 Mil imit
155.000,000 Stop Loss Limit Option? Yes No with no Coinsurance Penalty.
Covers Earthquake? Yes ho
Covers Flood? Yes IIes
Covers Landslide? Yes No
|ﬁr requires a 30 day wait after
Coverage becomes effective 15 days after policy inception before flood
Jpolicy inception for the peril of flood? Yes [No coverage is in force.
Require Annual Application? No No
NFIP requires 2 homes or two acres to
be inundated to trigger coverage. NCIP
Broad Deffinition of Flood? Yes [No has no such limitations.
NCIF Personal 5% or Choose the
"Greater of" $2,500 or 5%. NCIP
Deductible for Earthquake? Yes |No Coverage |Commercial choose 10% or 5%.
[NCIF Personal choose §1,000 or 5%
NCIP Commercial the "Greater of*
Deductible for Flood? Yes Yes $2,000 or 2%.
NCIP Personal choose $1,000 or 5%
NCIP Commercial the "Greater of*
Deductible for Landslide? Yes |No Coverage 52,000 or 2%.
|81000 Flood Dedcut in Zone A? Yes Yes Optional
Replacement Cost on Dwelling? fes Yes
Replacement Cost on Contents? Ves No |"New for Oid"
|Specified Amount for Contents? Yes No NCIP Allows Increased Contents Limit
NCIP Allows Increased Appurtenant
Specified Amount for Appurtenant? Yes No Structures Limit
iAge Limit on Dwellings? No No
Require Annual Application? No No
Pay on Commission Basis? [Yes (Yes
Renewal Commission? Yes Yes
Direct Bill on Renewal? Yes No Automatic on Renewal - NCIP
Increased Cost of Matenals? Yes No Due to Catastrophe Shartages
Cover Rental Property? Yes No |If Primary also Covered by NCIP
Cover Commercial Property? Ves __|Ves Through NCIP Commercial
Cover Additional Living Expense? Yes [No
[rcveon Dwelings? Ves No
Separate Debris Removal Limit? Yes No
Contents in Basement Covered? Ves No
Course of Construction? Yes [No
Decks Covered? Yes |16 Sq. Feet
Carports Covered? Yes IH_D
Policy Issued in Producers Office? Yes No

Rew, 6172011
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STATEMENT SUBMITTED BY THE PROPERTY CASUALTY INSURERS
ASSOCIATION OF AMERICA

Introduction

The Property Casualty Insurers Association of America (PCI) believes that the
National Flood Insurance Program (NFIP) is a necessary public policy program that
should be continued. Currently, the flood program is set to expire at the end of Sep-
tember this year.

We commend Chairman Johnson, Ranking Member Shelby, and the Members of
this Committee for taking up this issue in a timely manner. We would urge you to
pass legislation providing for a long-term reauthorization of the NFIP as soon as
possible. There have been ten short-term extensions of the program since September
30, 2008, and there were four “lapses” in the program in 2010, causing significant
disruption in the vulnerable housing markets at a time when the U.S. economy and
particularly the housing sector is struggling to recover from the recent financial cri-
sis.

While significant reforms in the NFIP are needed, we believe that such changes
should be kept to a minimum. There are more than 5.6 million NFIP policyholders
in the U.S., and a long-term reauthorization of the program is essential to help pro-
vide stable protection for the country’s property owners.

PCI believes the most important reforms are as follows, and several were ad-
dressed in the legislation that passed in the Senate in 2008 (S. 2284):

The Program Should Be Reauthorized on a Long-Term Basis (e.g., for 5 Years)

The program has been extended on a short-term basis a total of 10 times since
its original expiration on September 30, 2008, and is set to expire again on Sep-
tember 30, 2011. A long-term reauthorization will ensure that there will be no gaps
in coverage, which occurred four times in 2010 alone, each one longer than the pre-
vious.

Gaps in coverage caused significant disruption in the housing markets. Home buy-
ers in flood zones with a federally backed mortgage are required to purchase flood
coverage before the property can be closed on, and last year, over 40,000 real estate
transactions were delayed because of the NFIP expirations.

The following are specific changes in the program that should be addressed as
Congress considers improvements in the program:

Fix the Rate Structure

The rates charged for certain properties in the NFIP have been subsidized since
its inception in 1968. It is time that these subsidies end and that the true cost of
insuring property in hazardous areas is reflected in the premiums for those prop-
erties. These properties should not continue to be subsidized by other NFIP policy-
holders or U.S. taxpayers.

Long term reauthorization passed by the Senate in the 110th Congress included
raising the maximum annual rate increase from 10 to 15 percent (and up to 25 per-
cent until the appropriate premiums are being charged). This is critical as we be-
lieve that the premiums should reflect the risk of loss. The previous bill also in-
creased the minimum deductibles which we believe more appropriately represents
deductible amounts in the private market for homes and businesses. Increasing the
deductible amount should also help from a fiscal standpoint as smaller losses would
be absorbed by the policyholder and the vital protection provided for significant
losses would be protected.

PCI also believes that a reserve fund, setting aside 1 percent of total potential
loss exposure as proposed in the 2008 legislation, is important. Increasing the rates
is the first step; however, the program must begin to further offset the significant
subsidy (which FEMA states is 40-45 percent for pre-FIRM properties). The rates
need to be closer to the true market rate before any discussion related to the private
industry taking on flood risk can take place.

PCI estimates that flood insurance premiums would potentially need to double,
and in some cases triple if the private insurance market was to write this business
on a primary basis (see attached). Proposals to end the NFIP’s primary flood under-
writing are unrealistic given the current steep subsidies and the recognized unwill-
ingness of many homeowners to purchase coverage even when mandated and at
highly subsidized rates.

Depopulate the NFIP Direct Program

In 2010, the second-largest WYO program participant decided that the cost of par-
ticipation and the litigation exposure were too great given the current reimburse-
ment amount. PCI is opposed to any reduction or other proposal that would further
impact the number of WYOs participating in the program.
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The departure of the second largest WYO participant created another problem, a
700 percent growth in the amount of business being written in the NFIP “direct”
program. When a WYO insurer decides or is forced to leave the program, there are
two options for these policies through an agreement with the departing insurer and
the NFIP: (1) contracting with one or more other WYO insurers to assume the busi-
ness at renewal; or (2) placing it in the “direct” program administered by the NFIP.
The “direct” program had roughly 125,000 policies at the beginning of October, 2010.
With the departure of this large WYO insurer and a decision by that insurer to put
the business in the “direct” program, the program will now have more than 900,000
policyholders, making it the largest servicing entity in the program. This could cre-
ate significant problems regarding staff handling claims following a major flooding
event.

PCI believes that this “direct” business should be redistributed and administered
by private insurers who are part of the WYO program. As previously mentioned, the
WYO program has been a significant success with regard to increasing the aware-
ness and purchase of flood insurance nationwide. The number of policyholders in the
program has more than tripled and taxpayers, policyholders, and the Federal Gov-
ernment benefit from the private insurance industry infrastructure. PCI would en-
courage you to look at a legislative approach to reduce the size of the NFIP “direct”
program such as setting a cap and pushing policies eligible to be written by WYO
participating insurers back into the private sector. We pledge to work with you and
interested stakeholders on this important issue.

Address Servicing Issues

The “Write-Your-Own” (WYO) program, established in 1984, has been very suc-
cessful increasing participation in the NFIP; however, it has also been the subject
of legislative discussion over the past few years. There have been issues related to
loss settlement, expense reimbursement and participation in the NFIP by WYO in-
surers.

Following Hurricane Katrina, there were significant issues related to the settle-
ment of wind and water losses. However, many of these issues would have been ad-
dressed by the application of the NFIP appeals process that was included in the
Flood Insurance Reform Act of 2004. Unfortunately, that process was not ready
when Katrina hit.

S. 2284 called for a National Flood Insurance Advocate as one way to address pol-
icyholder issues. PCI is opposed to the creation of yet another Federal Government
office that would, essentially, be charged with appeals and other responsibilities ad-
dressed by the flood insurance legislation enacted in 2004. This would be duplicative
of existing methods available to NFIP policyholders. That legislation also required
that insurers file information with the NFIP related to any claims related to wind
losses. This is inappropriate. Many insurers are not involved with the NFIP pro-
gram at all. This provision would further the Federal regulation of entities already
very heavily regulated at the State level. In fact, any concerns expressed by a policy-
holder with regard to the handling of the claim fall under and can be addressed
through other methods and by State claims settlement practices acts.

A new legislative proposal calls for allocation of wind and water damages by a
Federal agency after the event as a way to solve this problem. PCI does not believe
that this approach is viable or appropriate. It calls for the use of this process only
with regard to “indeterminate losses” (i.e., where the cause cannot be determined)
for total losses (e.g., “slab” claims). We believe that despite the restrictive language,
it will be used for other flood or wind loss related claims as well. While well-inten-
tioned, this proposal has the effect of federally regulating private insurance entities
that, more likely than not, are not even involved with the Federal NFIP.

The allocation sets up the expectation for policyholders that, once the percentages
are determined, the total of the payments will equal 100 percent of the loss. In fact,
due to the many coverage differences between the property insurance policy and the
NFIP policy (e.g., the aforementioned additional living expenses included in a home-
owners policy), this will not be the case. It may also create more litigation since
there are specific State laws that require claims to be settled within a specific time
frame. Those time frames are typically significantly shorter than the proposed 90
days to establish the allocation formula. The formula would also allocate based a
general geographical area, not a specific property location. Finally, we know fol-
lowing Hurricane Ike (2008), some allocation formulas were used following this
event. This method was later challenged through litigation that has just been set-
tled for $200 million. We would be happy to discuss other issues related to this ap-
proach with Members of the Committee.

The expense reimbursement has also been the subject of debate without any
changes that would help reduce costs. Following Katrina, the NFIP worked with the



207

WYO participating insurers to revise the claims expense reimbursement when sig-
nificant catastrophes occur. The NFIP reduced the amount of the claims expense re-
imbursement where the number of losses are significant and insurers and the NFIP
benefit from some economies of scale. Another issue is that the number of actively
writing WYO participants continues to drop.

Fix the Maps

We understand that numerous issues have surfaced regarding the certification of
levees and the ongoing map modernization efforts. We believe that a phase-in for
these purchasers as well as the reestablishment of the Technical Mapping Advisory
Council are important steps in addressing these significant issues for consumers,
communities, the States and policyholders. We would ask that our industry be rep-
resented by inclusion of a representative of a flood insurance servicing carrier (a
“Write-Your-Own” company) on this Council.

PCI would encourage the extension of the Flood Insurance Reform Act of 2004
program for Severe Repetitive Loss Properties. It is time to buy-out, or otherwise
charge the appropriate premium for these properties that continually flood and are
rebuilt time after time.

PCI also supports the inclusion of nationally recognized building codes in the
floodplain management criteria. This would require FEMA/NFIP to work with the
building code councils to include this information. It would provide for better con-
struction of properties and help minimize damage from a variety of perils, including
flood as well as reduce the repetitive loss properties over time.

Include Additional Living Expenses and Business Interruption

We believe that including some minimum protection, with the appropriate risk-
based premium charge, for additional living expense coverage for residential prop-
erties as well as optional business interruption coverage is important and should be
part of any reform. Additional living expenses help consumers and business inter-
ruption coverage helps business owners immediately move forward after a flood.
This is a significant difference between the coverage that has been traditionally pro-
vided by private market property policies and the lack of such coverage in the flood
policy. This has also been the subject of policyholder problems and litigation where
there are losses under a flood policy as well as under a private or State policy pro-
viding windstorm protection.

Conclusion

PCI is very pleased that the Committee is taking up this important issue at this
time in an effort to provide for a long-term reauthorization of the program before
another lapse occurs. We are eager to work with the Committee on legislation that
would put the NFIP on a more sound financial footing by eliminating rate subsidies
and addressing mapping issues. Finally, we believe that minimizing Federal inter-
vention in private entities and providing private WYO insurers with the tools to
service NFIP policyholders and the Government with access to and the economies
of scale of our members’ infrastructure is extremely important.

Therefore, we would support passage of reauthorization and reform legislation
and pledge to work with you to improve the National Flood Insurance Program.
Thank you.
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