
Congress moves NFIP toward Fiscal Soundness
 
One year ago this month, Congress passed and the President signed the Biggert-Waters Flood Insurance Reform Act of 2012. The law extended the National Flood Insurance Program for five years, and calls on the Federal Emergency Management Agency (FEMA) and other agencies to make a number of changes to the way in which the National Flood Insurance Program (NFIP) operates. Some of the required changes have occurred already, while others will be implemented in the coming months and over time. 

The most important provisions of the legislation are aimed at putting the program on a more solid fiscal foundation and building a catastrophic reserve fund to provide for claims in years with unusually costly flood disasters. The NFIP has been operating with a debt of about $17 to $20 billion, beginning with the massive storms of 2004 and 2005. Since then, and because of the borrowing done in those years, which is still being paid back, the program is forced to borrow to pay out flood claims for catastrophic events, including Sandy. 

To strengthen the NFIP financially, Section 100205 of the new law requires FEMA to begin charging rates that reflect true flood risk. The vast majority (81%) of NFIP policies will not be affected by the new law, because their premium rates already accurately reflect their flood risk. 
Policies for properties within CRS-participating communities will still receive the community-wide CRS discount. 

Rate Changes 
Already underway, 
▬ Full-risk rates now are being applied to newly purchased property, to property not previously insured, and to policies that are re-purchased after a lapse. 
▬ Premiums for older (pre-FIRM) non-primary residences in Special Flood Hazard Areas will increase by 25% annually until they reflect the full-risk rate. 

Beginning October 2013, 
▬ Premiums for pre-FIRM business properties, severe repetitive loss properties (1–4 residences), and properties on which claims payments exceed fair market value will increase by 25% annually until they reflect the full-risk rate. 
▬ Routine rate revisions will include a 5% assessment to build a catastrophic reserve fund (see below). 

Anticipated late in 2014, 
▬ Premiums for properties affected by map changes will increase by 20% each year to reach full-risk rates. 

Who won’t be affected: 
▬ Owners of primary residences in SFHAs will keep the subsidized rates until the home is sold; the policy is allowed to lapse; a new policy is purchased; or a string of severe losses is experienced. 
▬ Post-FIRM rates for all zone classes will be unaffected by Section 100205 of the Biggert-Waters Act. 

A Reserve Fund 
The legislation requires establishment of a reserve fund to pay for future losses. A 5% premium increase on all policies will go toward the reserve fund. Preferred Risk Policies and Group Flood Insurance Policies are exempted from the 5% assessment. 


Phase-out of other Discounts 
Section 100207 of the new law calls for phasing out discounts, including grandfathering. Grandfathering allows homes that were constructed according to an earlier standard to retain that insurance rating when new maps are issued. Because of the complexity of this issue, FEMA is conducting an analysis before full implementation can take place, scheduled for late 2014. Many discussions are taking place in Congress that may further affect the implementation of this provision. 
Premiums also will increase for properties insured by the Preferred Risk Policy (PRP) Eligibility Extension, which had allowed structures mapped into a high-risk area to remain insured at lower PRP rates. 
Phase-out of both grandfathering and the Preferred Risk Eligibility Extension will begin in 2014. Rates are anticipated to rise 20% per year over a 5-year period until they reach full risk rates. 
The CRS discount rates will not be affected by the Biggert-Waters Act. 

Action to Take 
Homeowners and business owners are encouraged to learn their flood risk and talk to their insurance agent to determine if their policy will be affected by the new law. Property owners who face increased premiums should discuss options such as verifying the accuracy of the rate determination, increasing the deductible, or retrofitting to or rebuilding at a higher elevation. 

Many questions about the effect of the new Act are answered at http://www.fema.gov/national-flood-insurance-program/flood-insurance-reform-act-2012.

