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LEGISLATIVE PROPOSALS TO
REFORM THE NATIONAL FLOOD
INSURANCE PROGRAM

Wednesday, April 21, 2010

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON HOUSING AND
COMMUNITY OPPORTUNITY,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The subcommittee met, pursuant to notice, at 2:10 p.m., in room
2128, Rayburn House Office Building, Hon. Maxine Waters [chair-
woman of the subcommittee] presiding.

Members present: Representatives Waters, Cleaver, Green, Clay,
Ellison, Driehaus; Capito, Neugebauer, Marchant, and Jenkins.

Also present: Representatives Taylor, Costello, and Scalise.

Chairwoman WATERS. The Subcommittee on Housing and Com-
munity Opportunity will come to order. Thank you very much. I
would like to ask the members to take a seat at the table.

We are very pleased to have so many Members of the House with
us today. And I would like to start the hearing by getting the state-
ments from the Members. I know that you’re all busy, and you
don’t want to sit through our opening statements.

So, with us today, we have the Honorable Jerry Costello, the
Honorable Doris Matsui, the Honorable Steve Scalise, and the Hon-
orable Gene Taylor. And we will start with the Honorable Doris
Matsui.

STATEMENT OF THE HONORABLE DORIS O. MATSUI, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI-
FORNIA

Ms. Matsul. Thank you, Madam Chairwoman. I thank the chair-
woman, my friend from California, Ms. Waters, and Ranking Mem-
ber Capito for allowing me to have the opportunity to testify before
the subcommittee today, for scheduling consideration of the Flood
Insurance Reform Priorities Act tomorrow.

This legislation, which I am pleased to cosponsor, would reform
the National Flood Insurance Program, NFIP, and contains lan-
guage, H.R. 5125, that I authored, which would provide technical
changes to Federal flood zone designations.

I would also like to thank Chairman Frank and Ranking Member
Bachus for their continued advocacy for H.R. 1525. Both of them
and their incredible staffs have been invaluable during this proc-
ess.
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Additionally, I am grateful to FEMA for collaborating with Con-
gress to craft a number of NFIP modifications. From my hometown
in Sacramento to the Louisiana Bayou to the plains of the Midwest,
communities are improving their flood protection infrastructure in
order to keep Americans safe and secure. However, as we work to
conform to changing dynamics of Federal standards, these commu-
nities are seeking clarity as they work to meet Federal regulations.

Public safety is my absolute number one priority. H.R. 1525,
which was approved last summer by the House as part of the Na-
tional Flood Insurance Program Extension Act, would give commu-
nities clarity, so that they can continue to improve flood defenses.

Specifically, this legislation would update current law to take
local and State funding into account when determining flood zone
designations. Sacramento residents and the State of California
have devoted hundreds of millions of dollars toward flood protec-
tion. It is crucial that this investment be recognized by the Federal
Government. FEMA needs to identify the contributions made by
the States and cities when they review the progress made on Fed-
eral levees as they determine an area’s flood designation.

For example, on one project in my district in the Natomas Basin,
by next year, the State and local governments will have spent more
than $350 million over the last 5 years on levee improvements,
without acknowledgment from FEMA in the remapping process.
Protecting our constituents from the dangers of floods requires a
comprehensive approach. Local communities, States, and the Fed-
eral Government must all be thoughtful and committed partners.

With regard to another issue I would like to raise, I believe that
it is equally important to note that since Hurricane Katrina, FEMA
has issued new flood insurance rate maps in many parts of this
country. In my district, those maps place an area in an AE flood
zone, and trigger the Federal requirement to carry flood insurance
for more than 15,000 homeowners. There is no doubt that the
Natomas Basin, like most of Sacramento, is at risk of flooding, as
it lays at the confluence of two major rivers.

But, as I noted earlier, the Sacramento Area Flood Control Agen-
cy, SAFCA, is working with the Army Corps of Engineers and the
California Department of Water Resources to implement an aggres-
sive and ambitious levee improvement plan to achieve a 200-year
level of flood protection.

While these efforts are ongoing, flood insurance has become man-
datory, and costs homeowners more than $1,250 annually. This is
nearly 4 times the PRP rate. While I always urge homeowners in
floodplains to purchase flood insurance, I have serious concerns
about families being forced to incur higher insurance rates during
an economic recession. Increased rates on top of the annual flood
protection assessments that many residents are paying each year
compounds this problem.

I am pleased at the legislation to be considered by this committee
tomorrow with phased-in rates for newly mapped areas. This provi-
sion is a good start, but I would respectfully encourage the commit-
tees to work with FEMA to offer reduced flood insurance premiums
to those areas that have already been remapped, or implement
other policies that would ensure the affordability of flood insurance
rates. In doing so, the committee would make sure that responsible



3

homeowners across the country continue paying into the NFIP
without adding risk to the floodplain.

Thank you again for letting me address the subcommittee. I look
forward to our continuing efforts to improve flood protection. I yield
back the balance of my time, and I apologize for my hoarse voice.

[The prepared statement of Representative Matsui can be found
on page 50 of the appendix.]

Chairwoman WATERS. Thank you very much, Congresswoman.
Mr. Steve Scalise.

STATEMENT OF THE HONORABLE STEVE SCALISE, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF LOU-
ISIANA

Mr. ScALISE. Thank you, Chairwoman Waters, Ranking Member
Capito, and distinguished members of the subcommittee. I appre-
ciate the opportunity to testify before your subcommittee on H.R.
1264, the Multiple Peril Insurance Act. This bipartisan legislation
has 22 cosponsors, and makes critical reforms that are important
to the people of South Louisiana.

By adding multiple peril coverage, which includes wind and hail,
to the National Flood Insurance Program, homeowners will have
greater protection against damage caused by hurricanes and other
storms. Adding wind and hail coverage to the NFIP will give the
people in my district the peace of mind that their homes, busi-
nesses, churches, and schools will be protected in the face of cata-
strophic storm damage.

I commend Congressman Gene Taylor for his leadership and dili-
gence on this issue. I am proud to join with Congressman Taylor
in championing this bill so that no American has to experience
what the people of the Gulf Coast went through after Hurricane
Katrina.

We in south Louisiana have to live with the threat of these mas-
sive hurricanes every year. But we shouldn’t have to live without
protection from future storms. As this subcommittee well knows,
after Hurricane Katrina, many homeowners found themselves
stranded with no payments from their insurance companies. Many
homeowners were forced to sue their insurance companies in order
to recoup any money from their policies. Some insurance companies
overbilled the NFIP for flood damage, while denying homeowners
on wind damage payments.

After Hurricane Katrina hit, many private insurance companies
refused to write any policies that included wind coverage, and
46,000 people were forced into the Louisiana Citizens Property In-
surance Corporation, which is the State’s high-risk pool, and Lou-
isiana was forced to borrow $1.4 billion in order to reinsure these
additional policies.

Dumping policies into State insurers of last resort is not an effec-
tive or efficient solution to the need for wind insurance. Thousands
of homeowners who purchased both a wind policy and flood insur-
ance found that neither policy wanted to pay, even though they
were covered for both. That’s because if some storm damage was
caused by wind and some caused by flood, it was up to the home-
owner, in many cases, to prove whether wind or flood came first.
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This added insult to injury for thousands of homeowners who lost
everything to the storm, and just wanted to get their homes re-
paired. Yet many had to take their insurance companies to court,
just to enforce these policies they had been paying premiums on for
years.

This important legislation takes vital steps to implement lessons
learned, and prevent history from repeating itself. Our current sys-
tem creates an inherent conflict of interest between private insur-
ance companies and the Federal Government over who pays what
when both water and wind cause damage. This legislation elimi-
nates that conflict by providing homeowners with the option to pur-
chase one multi-peril policy for both wind and water. No longer will
homeowners be forced into State-run wind pools when private in-
surance companies refuse to write wind coverage.

Adding wind and hail coverage to the NFIP allows us to spread
the risk geographically, and in a much more efficient manner.
State-run wind pools concentrate the risk, and a large portion of
those policies through the State pool could all be affected by the
same disaster, thus making it very difficult for State-run pools to
build up enough reserves to pay, in the event of a major disaster.

This problem is not limited to the Gulf Coast alone, though.
Wind damage is a risk all across the coastal United States, and it
is important to note that 55 percent of American citizens live with-
in 50 miles of a coast. Clearly, this is an issue that affects all
Americans, not just on the Gulf Coast.

I recognize that some Members may be concerned that this bill
puts American taxpayers on the hook for coastal disasters. To the
contrary, this legislation is designed to be actuarially sound. Ac-
cording to the Congressional Budget Office, this legislation would
pay for itself through the premiums that would be assessed.

Another important component of this bill is the additional loss of
use coverage. After Hurricane Katrina, the Federal Government
paid out $34 billion in disaster housing assistance alone. Adding
loss of use coverage would reduce reliance on the Federal Govern-
ment for disaster assistance in the face of catastrophic damage.
This bill alleviates some of the burden on taxpayers, as opposed to
adding to it, by relying on disaster assistance that is often expen-
sive and subject to fraud.

It is time to enact real reform so that homeowners have com-
prehensive hurricane insurance protection. Enacting reforms to
NFIP will allow us to move forward with a 5-year extension and
put an end to these short-term extensions that expire when Con-
gress fails to act. Chairwoman Waters’ bill is a step in the right
direction towards that full 5-year extension. And I look forward to
continuing to work towards this goal.

As we approach hurricane season, enacting these reforms and
passing a long-term extension becomes more critical every day. The
ultimate goal of our region is to build a comprehensive hurricane
protection system that allows us to look back at Katrina and say,
“Never again.”

I appreciate the opportunity to testify before your committee, and
I look forward to working with you in the future to achieve this
fundamental goal. Thank you, and I yield back.
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[The prepared statement of Representative Scalise can be found
on page 60 of the appendix.]

Chairwoman WATERS. Thanks. Next we will hear from the Hon-
orable Gene Taylor.

STATEMENT OF THE HONORABLE GENE TAYLOR, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF MIS-
SISSIPPI

Mr. TAYLOR. Thank you, Madam Chairwoman, for holding this
hearing, and thank you for your many visits to the Gulf Coast re-
gion to see for yourself why the present situation isn’t working and
doesn’t need to be repeated.

The bill before you that you were so kind to cosponsor would do
several things. Number one, it would increase the amount of cov-
erage for those people who either have their homes destroyed, or
substantially destroyed in the course of a storm. Something that
shocked all of us who lost our homes was just the incredible cost
of replacing them. So it increases that value up to $500,000. It in-
creases the value of the contents up to $150,000. Because for all
of us, again, it was a shock how much that stuff in your house was
worth when you went to replace it.

Most importantly, though, Madam Chairwoman, it does a couple
of things. As my colleague from Louisiana pointed out, it would
prevent the horrible situation where tens of thousands of home-
owners have to sue their insurance company to have a claim paid
that should have been paid the day after the storm. In many in-
stances, it took years. And it wasn’t just average joes. The presi-
dent of the United States Senate, Federal judges—if you can say
one thing about the insurance companies after Katrina, they
screwed everyone equally. But the sad part is that they screwed ev-
eryone.

The second thing is, as Steve pointed out, the people who pay
these premiums ought to cover the cost for the loss, not the Amer-
ican taxpayer. But after Katrina, we will prove beyond a shadow
of a doubt, it was the American taxpayer who paid.

And lastly, in response to this, the insurance companies, al-
though they have opposed this measure, have walked away from
this responsibility only to have another level of government assume
that responsibility, and that’s the State level. Why is the present
situation untenable?

Number one is that the present situation has a conflict of inter-
est built in, where we hire the private sector to sell the policy, no
problem there. But we hire the private sector to adjust the claim.
After Katrina, agents for State Farm, Allstate, Nationwide, etc.,
walked onto a piece of property where the house was gone, and had
to make the decision. Did the wind do it, which means their com-
pany pays, or did the water do it, which means the National Flood
Insurance pays? Every time they walked on that piece of property,
they said the water did it, and the Federal Government has to pay.

As a matter of fact, an attorney for Nationwide, before the Mis-
sissippi Supreme Court, when asked point blank if the house was
95 percent destroyed by the wind before the water ever got there,
how do you apportion that claim, how much would Nationwide pay,
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is quoted as saying, “Not one dime.” For those of you who are fiscal
conservatives, you know that is not right, and that has to change.

Number two, it has become a governmental function where the
States have picked up the liability. And in the case of a typical
State—Florida, for example, now has about $436 billion of expo-
sure. The State of Florida has exposure in a State that has a $70
billion general fund budget. So, imagine if they have the 4 storms
that occurred in 2004, again, you would simply bankrupt the State.
In my home State, $6 billion of exposure, $6 billion general oper-
ating budget.

And the private sector is going to come back and say, “Well, the
private reinsurance is going to take care of that.” Quite frankly, if
you look through that closely, you will find that most of these rein-
surance policies come out of Bermuda. And the experience of the
people of Mississippi, Louisiana, and Texas, after the last round of
storms, was if we can’t get companies in Springfield, Illinois, and
Hartford, Connecticut, to pay claims, how on earth do you expect
people in Bermuda to pay those claims?

So, the other thing that happens is—again, trying to look at this
from the Federal responsibility—we paid that bill last time. When
Steve mentioned—when the insurance companies didn’t pay—a
typical homeowner’s policy says if your home is lost, if your home
is in a way that you can’t live in it, they will pay to put you up,
based on the value of that home. Well, when they totally deny your
claim, as they did, then the Federal Government has to step in: $7
billion, just for manufactured housing; $15 billion for housing
grants; $7 billion of SBA loans; and about $3 billion just for trailers
to put people up on a temporary basis that the Nation paid for,
that the insurance companies should have paid for.

So, Madam Chairwoman, I'm trying to live by your 5 minutes.
You have been down there a number of times. But the fact of the
matter is the present situation is unsustainable. The present situa-
tion is now where a typical person trying to rebuild in coastal Mis-
sissippi faces a bigger insurance premium for his wind coverage
than his mortgage. And when you drive around south Mississippi
today and see the thousands of driveways where there used to be
a house and there is no longer a house, it’s pretty simple. They
can’t afford to rebuild, because the insurance is so expensive be-
cause of the situation that has occurred since Katrina.

So, I would ask that you give serious consideration to this. I very
much appreciate you having this hearing. And with your permis-
sion, I have a much longer statement for the record. But I have
been trying to live within the 5 minutes allotted, and apparently,
I have done just that.

[The prepared statement of Representative Taylor can be found
on page 63 of the appendix.]

Chairwoman WATERS. Thank you very much. And I want to
thank you for appearing before the subcommittee today. Without
objection, your written statements will be made a part of the
record. Without objection, it is so ordered.

And I would now like to ask unanimous consent that Representa-
tives Matsui, Scalise, and Taylor—and Representative Costello, if
he shows up—be allowed to be considered members of the sub-



7

committee for the duration of the hearing. And please join us at the
dais, if you would like. Thank you very much.

Good afternoon, ladies and gentlemen. I would like to thank
Ranking Member Capito and the other members of the Committee
on Financial Services for joining me for today’s hearing on legisla-
tive proposals to reform the National Flood Insurance Program.

The Flood Insurance Program provides valuable protection for
approximately 5.5 million homeowners. Unfortunately, the lack of
a long-term authorization has placed the program at risk. The pro-
gram has lapsed twice since the beginning of this year, for 2 days
in March, and for 18 days in April. These lapses meant that FEMA
was not able to write new policies, renew expiring policies, or in-
crease coverage limits.

This also meant that, each day, 1,400 home buyers who wanted
to purchase homes located in floodplains were unable to close on
their homes. Given the current crisis in the housing market, this
instability in the Flood Insurance Program is hampering that mar-
ket’s recovery, and must be addressed.

I am also concerned about the impact of new flood maps on com-
munities. I recently was able to assist homeowners in the Park
Mesa Heights area of Los Angeles, who had been mistakenly placed
in a flood zone. I am pleased that FEMA acted quickly to correct
this mistake. However, there are thousands of homeowners nation-
wide who now find themselves in floodplains, and subject to man-
datory purchase requirements.

The Flood Insurance Reform Priorities Act of 2010 would restore
stability to the Flood Insurance Program by reauthorizing the pro-
gram for 5 years. It would also address the impact of new flood
maps by delaying the mandatory purchase requirement for 5 years,
then phasing in actuarial rates for another 5 years. The bill also
makes other improvements to the program by phasing in actuarial
rates for pre-FIRM properties, raising maximum coverage limits,
providing notice to renters about contents insurance, and estab-
lishing a flood insurance advocate similar to the taxpayer advocate
at the Internal Revenue Service.

Today’s hearing will also examine H.R. 1264, the Multiple Peril
Insurance Act of 2009. This legislation, authored by Mr. Taylor of
Mississippi, would allow the Flood Insurance Program to provide
optional wind coverage. Following Hurricane Katrina, many insur-
ers refused to pay out claims for wind damage, and instead insisted
that the damage was caused by flood, even when there was evi-
dence to the contrary. The gentleman from Mississippi has per-
sonal experience with this. By allowing homeowners to buy wind
policies, H.R. 1264 would end this abuse of the Flood Insurance
Program.

I am eager to hear the testimony of our witnesses today, and I
would now like to recognize our subcommittee’s ranking member to
make her opening statement. Ms. Capito?

Mrs. CapiTo. Thank you, Madam Chairwoman. And thank you
for holding this important legislative hearing on the Flood Insur-
ance Reform Priorities Act of 2010, and the Multiple Peril Insur-
ance Act of 2009. I am looking forward to hearing the testimony
of our witnesses today, including our colleagues who have brought
their perspectives on the various issues related to flood and wind
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storm risks in their communities, as well as their efforts to protect
against those risks faced by many of their constituents at home.

Floods are among the most frequent and costly natural disasters.
And in recent years, storms that have caused flooding have been
increasing in frequency and severity. Because private insurance
against flooding is generally not available, more than 5 million
property owners and 20,000 communities participate in the Na-
tional Flood Insurance Program, NFIP. While the program con-
tinues to provide protection and some measure of financial security
for many homeowners and businesses, there are many serious chal-
lenges to the financial viability in the years ahead that we must
address.

I would depart from my written statement and say this is almost
like the never-ending story, because we keep extending for months,
o}1’"1 a few more months, and here we need to seek a resolution to
this.

So, first and foremost, the NFIP carries a debt of more than $18
billion, and has been placed on a list of high-risk government pro-
grams by the Government Accountability Office for the past several
years. The program continues to subsidize the premiums of more
than one million policyholders, charging them significantly less
than the full risk rate.

Furthermore, the NFIP does not collect sufficient premiums to
build up reserves for unexpected disasters, such as what we experi-
enced during the 2005 hurricanes.

I want to commend the chairwoman for proposing her legislation
to advance reforms, many of which I believe are steps in the right
direction toward improving the program. While the discussion draft
does not address the NFIP’s debt, which weighs heavily on the pro-
gram’s financial future, it does propose many good reforms that
were included in legislation previously approved by this committee
and the House.

H.R. 1264, the Multiple Peril Insurance Act, is intended to pro-
vide property owners with an option to purchase an insurance pol-
icy from the NFIP that covers both flood and wind storm experts.
Unlike flood insurance, industry experts maintain that wind storm
insurance is generally available, either from private insurance car-
riers or State-based residual market insurance pools. But as we
have heard from the testimony of both of our congressional col-
leagues, this has presented huge challenges when trying to make
these programs work to the benefit of the many constituents that
were influenced.

I am concerned that FEMA may not be prepared to handle this
additional responsibility, and that the taxpayers in general could
be subjected to greater losses. Perhaps we can find another way to
address the issue, or these issues that this measure seeks to ad-
dress. As I have already stated, the NFIP has an $18 billion deficit,
and I do have concern that adding wind storm coverage while it is
struggling financially could be a recipe for a fiscal disaster.

I look forward to working with Chairwoman Waters and other
members of the committee, and my other colleagues, on this legis-
lative initiative as we begin deliberation on this.

Chairwoman WATERS. Thank you very much. Mr. Green, for 5
minutes.
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Mr. GREEN. Thank you, Madam Chairwoman. Our colleague, Mr.
Costello, has arrived. I will yield my time to him.

Mr. CosTELLO. I thank the chairwoman for recognizing me. Let
me apologize. I was supposed to be with the Member panel, but I
was chairing an aviation subcommittee down the hall. But I do ap-
preciate the opportunity to address the subcommittee, and ask
unanimous consent to place my full statement into the record.

Chairwoman WATERS. Yes, certainly, without objection.

STATEMENT OF THE HONORABLE JERRY F. COSTELLO, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF ILLINOIS

Mr. CoSsTELLO. Madam Chairwoman, for the past year, I have
been working closely with a bipartisan working group of 40 Mem-
bers, and established the Congressional Levee Caucus with Con-
gressman Rodney Alexander, to discuss issues related to the FEMA
map modification process. A common theme that ran through every
one of our meetings was: one, the local jurisdictions need more time
and more accurate information to address the impact of the new
flood maps; and two, the burden of mandatory flood insurance for
individuals and communities would be too much to bear during this
economic downturn.

The bill introduced yesterday by Chairwoman Waters addresses
both of those concerns, and builds on legislation that I introduced
last year, H.R. 3415. The solution crafted in this legislation will
help a broad range of member congressional districts and commu-
nities across the country. Under Chairwoman Waters’ proposal,
new flood insurance rate maps will take effect on schedule, to en-
sure that communities and homeowners have full information
about the risk.

However, the mandatory flood insurance requirements will not
take effect for 5 years in newly mapped areas, and mandatory in-
surance rates will be phased in over the subsequent 5 years.

I strongly support these provisions, as it will provide an incentive
for communities to take quick action to fix levees or complete other
work to mitigate flood risk. Prior to and during the delay and
phase-in of rates, homeowners will be encouraged to voluntarily
buy flood insurance and provided information about flood risk, the
availability of flood insurance, and the potential consequences of
the failure to purchase insurance. To qualify for this delayed and
phased-in, local communities must develop a communication and
evacuation plan to educate the community about flood risk, which
are two provisions I included in our legislation, my bill, H.R. 3415.

Allowing the flood insurance maps to take effect will achieve
FEMA’s goal of communicating flood risk to the community, and
ensuring homeowners will have complete information. With the
delay in the onset of mandatory insurance, homeowners will be
able to prepare for the high cost of insurance when the new flood
maps take effect.

I am an original cosponsor of Chairwoman Waters’ bill, and I be-
lieve it will achieve the goals that I have stated all along: provide
local communities incentives to rebuild their levees; protect home-
owners from the high cost of mandatory insurance; and effectively
communicate the risk associated with living in a floodplain.
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Again, I thank Chairwoman Waters, Chairman Frank, Ranking
Member Capito, and Ranking Member Bachus, and the staff of the
Financial Services Committee for working with me on these impor-
tant issues. And I look forward to seeing the legislation marked up
and brought to the Floor for passage.

I thank the Chair for giving me this time, and I look forward to
continuing to work with you on these important issues.

[The prepared statement of Representative Costello can be found
on page 43 of the appendix.]

Chairwoman WATERS. Are there any other opening statements
from this side of the aisle, Ms. Capito? If not, we will move toward
having our second panel make their presentations: the Honorable
Craig Fugate, Administrator, Federal Emergency Management
Agency; and Ms. Orice Williams Brown, Director, Financial Mar-
l(«:)ef“;_s and Community Investment, U.S. Government Accountability

ice.

I am pleased to welcome our second panel. And without objec-
tion, your written statements will be made a part of the record.
You will now be recognized for a 5-minute summary of your testi-
mony. Mr. Fugate?

STATEMENT OF THE HONORABLE CRAIG FUGATE, ADMINIS-
TRATOR, FEDERAL EMERGENCY MANAGEMENT AGENCY, DE-
PARTMENT OF HOMELAND SECURITY

Mr. FUGATE. Thank you, Madam Chairwoman, Ranking Member
Capito, and distinguished members of the subcommittee. I am
pleased to be here today to discuss reauthorization of the National
Flood Insurance Program. Since I have been at FEMA for the last
11 months, I think one of our great challenges, as you pointed out,
is the short-term reauthorizations and the gaps that occur, and the
impacts, as people try to buy homes and provide insurance for their
purchases.

It is important that we understand what the original intent of
the Flood Insurance Program was. It’s to protect communities
against flood. It’s to provide affordable flood insurance. And it’s to
reduce the financial burden on the Federal Government in pro-
viding that.

That program is pretty straightforward, but the implementation
is quite difficult. And as the discussion goes in many of my con-
versations with the Members here, as well as your colleagues in
the Senate, we do not have a lot of flexibility to address unique
challenges as we move forward. And so, we appreciate the work
being done in looking at what kind of flexibility could be provided
to FEMA, and trying to address some of these needs.

But it comes with a cost. As was pointed out, we have an existing
debt over $18 billion. But I also think it’s important to talk about
what the potential exposure is. Recently, the Miami Herald ran an
article about what would happen if a major hurricane hit south
Florida, and what kind of exposure would occur, just from flood
damages and storm surge. In a major category 5 hurricane, it
would be up in the almost $60 billion range. But what was really
disturbing was, even in a category 1 hurricane, over $20 billion
worth of damage would be flood-related. There are not $20 billion
worth of flood insurance policies in effect in south Florida.
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So, again, the potential loss, versus what the program has in-
sured, does not always match up. But it does illustrate the large
exposure with the Flood Insurance Program against these events.

This also goes back to the mandatory purchasing, in that the
only people who are required to buy flood insurance are those at
the highest risk—within a 1 percent or greater risk of a flood. We
know that over 40 percent of the flood damages occur outside of
that, yet less than 1 percent of those homeowners have flood insur-
ance.

So, you're trying to maintain a program to protect homeowners
and provide a reasonable cost for this program, yet the only re-
quirement to purchase it is at the highest risk. It would be as,
again, a pre-existing condition is the only people who are required
to be in this program, yet we’re trying to be actuarially sound. It
creates a lot of challenges as we go forward, and we continue to
map.

The steps we can take to ease this burden, I think, are again,
as we do new maps and we do change rate designations, I think
it’s important we look at existing homeowners and provide grad-
uating scale for increases. I very much support giving us the flexi-
bility to recognize that when levees are being improved but did not
require or involve Federal dollars, that we give them the same rec-
ognition as we do as those with Federal dollars, and then recognize
that work should defer and provide extended periods for imple-
menting any changes. There shouldn’t be a distinction between
Federal and local and State dollars if the work is being done to pro-
tect the community, and we very much support that.

We know that there will be many challenges as we go forward,
and we continue to pledge to work with the committee on all the
policy recommendations from FEMA. But our challenges are
daunting. As was pointed out, about 25 percent of the policies in
effect are below actuarially sound rates, which means that we are
not collecting enough money to cover that exposure. We have the
existing balance of about $18.8 billion we owe, which we do not
have any real ability to pay down. We currently pay about $100
million in interest back to the Treasury.

So, we have that debt, plus the exposure, plus the fact that we
have policies that are actuarially below what the cost would be to
service those policies.

And again, we're reminded that this program is necessary to pro-
tect homeowners and protect their mortgages. And when there are
lapses in the programs, we literally stop home sales in these areas.

We, again, support a longer extension. We continue to work on
this. Americans depend upon this program. Where we have good
flood insurance programs, and people do participate, it does reduce
the cost to the taxpayer. We look forward to working with this sub-
committee and Congress as we go forward, and I will be happy to
answer any questions that the committee may have, Madam Chair-
woman.

[The prepared statement of Administrator Fugate can be found
on page 119 of the appendix.]

Chairwoman WATERS. Thank you very much.

Ms. Brown?
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STATEMENT OF ORICE WILLIAMS BROWN, DIRECTOR, FINAN-
CIAL MARKETS AND COMMUNITY INVESTMENT, U.S. GOV-
ERNMENT ACCOUNTABILITY OFFICE

Ms. BROWN. Good afternoon, Madam Chairwoman, Ranking
Member Capito, and members of the subcommittee. I appreciate
the opportunity to participate in today’s conversation concerning
the condition of the National Flood Insurance Program, and options
to reform it.

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

My statement today is based on GAO’s past and ongoing work,
and focuses on NFIP’s financial condition, its operational and man-
agement challenges, and possible actions that could be taken to ad-
dress them.

While the structural issues were well known, the management
challenges have become more evident in the past several years. We
have made recommendations addressing virtually every aspect of
the program.

For example, we have recommended that FEMA take action to
improve NFIP’s management of data quality, the rate setting proc-
ess, oversight of the insurers that sell flood insurance, the expense
reimbursement process, its contractor oversight, and its claims
processes. While preliminary results of our ongoing review of
FEMA’s management reveal that many of these problems are ongo-
ing, for the first time we are encouraged by FEMA’s new tone, be-
ginning with its acknowledgment that it faces a number of chal-
lenges and is willing to engage in a dialogue with GAO about them.

While acknowledgment of a problem is an important first step,
we also expect to see FEMA take actions necessary to meaningfully
address these challenges. We are currently engaged in a com-
prehensive review of NFIP that builds on our past work, and plan
to issue a report later this year. We hope that this report will pro-
vide a road map for identifying root causes and addressing many
of these outstanding issues.

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

For example, many premium rates for properties are subsidized
by law, and rate increases are capped for a number of reasons, in-
cluding offsetting the cost of catastrophe relief. These decisions in-
volve trade-offs that have to be balanced with the goals of NFIP.
Specifically, while mitigation is viewed as vital to limiting the gov-
ernment’s exposure, charging rates that do not reflect risk may
hamper mitigation efforts by encouraging property owners to build
in harm’s way, and not adequately mitigating.
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Moreover, the current NFIP structure increases the likelihood
that the program will have to borrow from Treasury when losses
exceed premiums collected, thereby exposing the taxpayer to great-
er financial risk.

Part of this conversation must include a dialogue about the ap-
propriate role of government in paying for losses for natural catas-
trophes, which, in 90 percent of the cases, include flooding. The
other part deals with who should pay for the losses. That is, Con-
gress must decide how much of the cost associated with flooding
the government should pay, versus property owners.

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

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

Thank you. And I am prepared to answer any questions that you
may have.

[The prepared statement of Ms. Williams Brown can be found on
page 74 of the appendix.]

Chairwoman WATERS. Thank you very much. I will recognize my-
self for 5 minutes.

The map modernization process has caused a lot of concerns for
Members and the communities they represent. What kinds of out-
reach is FEMA doing to communities to make them aware of this
process, and to alert them to the possibility of mandatory purchase
of flood insurance?

Mr. FUGATE. Madam Chairwoman, the process is, when we go to
begin map modernization, we work with the community and begin
the work of preliminary data, preliminary map findings. There is
an appeal process.

But one of the things that has been pointed out to me by various
members at times is the communication with the public has not al-
ways been as strong, particularly when we’re looking at what
would be considered for many people in the public an adverse find-
ing, in that we increase the area in the special high risk which
would require mandatory purchasing.

So, again, as we go through this process, there are numerous
steps to go through for communities to appeal. But we know that
we have to continue to work on the outreach, and communicate to
the public what these potential changes may mean, as far as man-
datory requirements.

As you point out, about 60 percent of the mapping is done. About
80 percent of the total maps are in a point where we will be accom-
plishing that in the next fiscal year. And about 20 percent remains
to be done. Just off the top, about 7 percent of the new maps in-
crease the risk of designation for high risk. About 1 percent drop
out.
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And so, again, it’s that communication, where 7 percent of the
findings may increase the risk, that communication early, and ex-
plaining to people why it’s important to have flood insurance, par-
ticularly as those changes occur.

Chairwoman WATERS. Can you explain to me the role that cities
and counties play in this remapping? When we had the problem in
Los Angeles, we discovered that there had been some notification
to the City—they had done nothing—and that there was old map-
ping that had been done in cooperation with the county that you
were still using as a basis for your information. How does that all
work?

Mr. FUGATE. It works based upon each city, each county is indi-
vidual, as we try to work and identify who is the authority within
that community responsible for mapping. Sometimes it’s in public
works, sometimes it’s in community planning.

And again, as you found out in that situation, we had overlap-
ping mapping being done, but not necessarily by the jurisdiction we
initially talked to.

So, again, what we have found is we have to do multiple out-
reach, and try to understand how mapping is being done, how it’s
going to be implemented, and the jurisdictions that would have au-
thority, whether it be a city, a county, or, in some cases, a water
management district, or other flood control boards, such as a levee
board or levee authority that may have some piece of that we have
to work with.

Chairwoman WATERS. Thank you very much. Ms. Brown, in your
testimony, you note that severe repetitive loss properties make up
1 percent of all flood insurance policies, but are responsible for up
to 30 percent of all claims. What action should FEMA take to re-
duce the claim rates of these properties?

Ms. BROWN. GAO has looked at this issue over the years, and we
believe that many of the current actions need to be ongoing. And
there are also some structural changes that need to be made
around definition.

There are many challenges, in terms of forcing these particular
homeowners to mitigate the properties. And there is also a dialogue
that needs to take place between the program and local officials.
We believe this is an area where a common definition would be
helpful, in terms of defining what a significant event is, and when
the particular issue of a repetitive loss is triggered, and what ac-
tions homeowners would have to take.

We found examples where homeowners were able to ignore let-
ters from FEMA and the NFIP involving losses on their property.
And by not responding to an offer involving mitigation, they were
able to avoid being forced to take any type of action.

Chairwoman WATERS. I see. Thank you very much. Ms. Capito?

Mrs. CApiTO. Thank you. I would like to ask the Administrator,
in your comments, and also in Ms. Brown’s comments, you both
said that the rates that are being charged to the NFIP do not re-
flect the risk, and they’re underpriced. What kind of action items
do you have to solve this issue at the present time?

Mr. FUGATE. Not many. Part of our challenge with the Flood In-
surance Program is how it’s structured, and how we were required
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to provide insurance, and the rates we’re allowed to charge. And
that does—

Mrs. CapITO. Is that statutory?

Mr. FUGATE. It’s both statutory and rule. And—

Mrs. CAPITO. And—oh, rule, okay.

Mr. FUGATE. And again, what we have found ourselves facing is,
in trying to phase in or do some of the things that are actually
being recommended, we would continue to subsidize that risk, and
that risk may actually grow