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MANAGEMENT AND OVERSIGHT
OF THE NATIONAL FLOOD
INSURANCE PROGRAM

Thursday, October 20, 2005

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 10:06 a.m., in
Room 2188, Rayburn House Office Building, Hon. Robert Ney
[chairman of the subcommittee] presiding.

Present: Representatives Ney, Harris, Pearce, Neugebauer,
Fitzpatrick, Waters, Scott, and Cleaver.

Ex officio present: Representatives Oxley and Frank.

Also present: Davis of Virginia, Kelly, Melancon, and
Blumenauer.

Chairman NEY. Today the Subcommittee on Housing and Com-
munity Opportunity meets to continue its review and oversight of
the National Flood Insurance Program. Specifically, today’s hearing
will focus on GAQ’s report on issues related to the NFIP, its man-
agement and oversight by the Federal Emergency Management
Agency, FEMA, and FEMA’s implementation or reforms to the
NFIP that were mandated by the Bunning-Bereuter-Blumenauer
Flood Insurance Reform Act of 2004.

Last year this committee spent considerable time and effort on
legislation to reauthorize and reform the National Flood Insurance
Program. The legislation includes provisions to strengthen the
operational and financial aspect of the NFIP by providing States
and local communities with an additional $40 million a year for
flood mitigation efforts to try to help with repeatedly flood-prone
properties. It allows for increases in flood insurance premiums on
properties that refuse Government mitigation offers.

While the Flood Insurance Reform Act addresses a number of
procedural problems with the NFIP, additional concerns were
raised during the deliberations on the legislation.

Incidental evidence showed that policyholders often did not have
a clear understanding of their policies. Insurance claims often did
not understand what they were selling or how to process claims
correctly. Many policyholders did not know of or understand the
appeals process, and many questioned the adequacy of payments in
the adjustment system.
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The Flood Insurance Reform Act mandated the GAO conduct a
study on these issues. The study released this week concluded that
improvements are needed to enhance oversight and management of
the NFIP.

As evidenced by Hurricanes Katrina and Rita, floods have been
and continue to be one of the most destructive and costly natural
hazards to our Nation. During this past year there have been three
major floods in my district in the State of Ohio. All three of these
incidents qualified for Federal relief granted by President’s execu-
tive order, and recent flooding in January of this year resulted in
historic levels in several local dams, and in Tuskares county three
communities in the district were forced to evacuate, which dis-
placed 7,000 people in a county out of 70,000.

I was obviously able to witness firsthand the devastation when
I toured the damaged properties in Tuskares and Guernsey coun-
ties. Of course, we have colleagues who have witnessed unbeliev-
able devastation in their areas of the United States.

Today marks the fourth hearing the Housing subcommittee has
held since enacting the Flood Insurance Reform Act. Last week I
conducted two productive emergency management summits in Bel-
mont and Athens counties back home. Discussions focused on the
devastation of the Gulf Coast and how these recent disasters have
amplified many of the shortcomings in the National Flood Insur-
ance Program. It is critical we take the next step forward and re-
view the GAO report and find out why there are so many stum-
bling blocks to the success of the NFIP.

The National Flood Insurance Program is a valuable tool in ad-
dressing the losses incurred throughout this country due to floods.
It ensures that businesses and families have access to affordable
flood insurance that would not be available on the open market.

Last year’s Flood Insurance Reform Act achieved significant re-
forms to this important Federal program. I look forward to hearing
from our witnesses today as we discuss how best to implement the
legislation, as well as determine whether new reforms and initia-
tives are in order to complement the work we accomplished last
year.

I want to thank our witnesses this morning for taking the time
to share their testimony, their important testimony, with this sub-
committee, especially Chairman Richard Baker, Congressman Gene
Taylor. Also, I want to thank David Maurstad of FEMA, who
should be designated as an honorary member of the Housing sub-
committee for his numerous appearances here before this sub-
committee. I also believe Congressman Melancon may be—oh, I'm
sorry—is here to our right.

I also want to thank our ranking member, Maxine Waters, all
her work on this, and also the ranking member of the committee,
Barney Frank, and his staff. Mr. Reilly came to Ohio, has had dif-
ferent hearings on disaster issues, along with our staff, Tallman
Johnson, Clinton Jones, and Cindy Chetti, who have worked on
this issue.

And I will recognize, without objection, the gentleman from Or-
egon, Mr. Blumenauer, and the gentleman from Louisiana, Mr.
Melancon, will be permitted to participate in today’s hearing. And,
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I'm sorry, very important, the gentlewoman Jo Ann Davis from Vir-
ginia. The gentleman from Massachusetts?

Mr. FRANK. Thank you, Mr. Chairman. I appreciate the diligence
you have been showing in this effort to deal with the terrible
events that befell the residents of the Gulf Coast.

As people who follow this closely know, we actually anticipated
the need for changes in the Flood Insurance Program. It was inter-
esting afterwards to have people say, “Well, okay with flood insur-
ance, but you’ve got to do these things,” many of which had been
done as a result of the initiative of this committee.

The gentleman from Louisiana, with his knowledge of it, had a
major role in shaping this bill. There was a genuinely bipartisan
effort in the last Congress. Our former colleague, Mr. Bereuter of
Nebraska, and our current colleague, Mr. Blumenauer of Oregon,
worked together to do this. And we will be talking, obviously, both
about what can be done here, but also—and I noted our Senate col-
leagues raised some questions.

Again, it was bipartisan. It was both the Senator from Kentucky,
Mr. Bunning, and the Senator from Maryland, Mr. Sarbanes, who
pressed for better implementation of some of the things we put into
the bill last year, including mitigation.

We are sometimes accused of just sending out money and the leg-
islative work we did last year clearly refutes that. And in a bipar-
tisan way, we and the initiative to come out of this committee—
and the chairman of the full committee was one of those most re-
sponsible for it happening—we restructured that program and put
into it many of the safeguards, both environmental and fiscal, that
people wanted.

I was very pleased when that bill was being pushed that it had
strong support from the taxpayer groups concerned about a better
use of Government money and the environmental groups. So there
are some aspects of that bill that are not being implemented. Obvi-
ously, we understand the focus right now on the aftermath of
Katrina, but that’s only for the last month and a half. And there
is I think an obligation on the part of those responsible to explain
to us why more hasn’t been done to implement last year’s bill and
to give us more assurance.

Beyond that, I want to express my strong support for the efforts
that our colleague from Mississippi, Mr. Taylor, has taken. And
New Orleans, obviously, is a picturesque and famous part of Amer-
ican culture celebrated in movies, and books, and song, and has
been the focus of a lot of attention, understandably, but it is not
the only part of the region that was hit.

Mr. Taylor represents a part of the region in the Gulf of Mis-
sissippi that was hit very hard. He has been absolutely tireless
from the very first moments in calling attention to that, and work-
ing responsibly to try and get some aid for those people he rep-
resents, and we are talking particularly about people who don’t
have vast resources.

And again, as I said, people sort of saw the TV pictures of the
victims of this disaster in New Orleans. We have other victims who
deserve every bit as much attention, and Mr. Taylor has been re-
minding all of us of that, and I was particularly pleased to work
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with him on his legislation that would provide some help for people
who did not have flood insurance.

And I think to let people’s—to let the situation rest where people
of moderate income, low income obviously, but even people of mod-
erate income whose houses have been wiped out, to get no help
whatsoever when their houses are wiped out through events over
which they had no control is a great mistake.

And I believe that we have the capacity to respond. I think we
can respond in ways that do not encourage future irresponsible be-
havior. There were people who were badly advised. There were
flaws in the Federal program. I do not think the moderate income
homeowners of the Gulf Coast of Mississippi ought to bear that
burden, and we also want to understand that by helping them, we
also avert serious damage to our financial system.

One of the things that I most fear, and I know many other mem-
bers of the committee share this, is a continued move in this coun-
try towards larger and larger banks and a threat to the smaller
community banks. We need a mix. We don’t want to see the small-
er banks and the credit unions forced out of business.

If, in fact, the most responsible banker in the world, the most re-
sponsible credit union official in the world whose locus was in Mr.
Taylor’s district or in parts of Louisiana had made home loans that
were perfectly reasonable, he or she would now find the situation
where the bank’s future is threatened, not because of any error
anybody made, but because of an entirely unanticipated event.

And if we allow the individuals to go uncompensated, not only
do we have serious problems for them as individuals to which I
think we should respond, but we get systemic problems. We will
see bank failures. We will see credit unions go under that cost the
Government some money on the insurance front. But even more
negatively, it undermines our ability to keep this network of com-
munity banks.

So, the legislation Mr. Taylor has put forward I think is a very
responsible way to provide desperately needed help for individuals
who have worked hard all their lives, did nothing wrong, and found
themselves in this distress, but also, as part of our responsibility
to the Banking Committee, averts a further push towards the kind
of excessive consolidation of the industry, which is not a good
thing.

Thank you, Mr. Chairman.

Chairman NEY. Thank you. Without objection, I have several
statements for the record: a statement of the National Association
of Professional Insurance Agents, a statement of the Independent
Insurance Agents, a statement of Representative Jo Ann Davis, a
statement of Steve J. Kanstoroom. Without objection, it will be part
of the record.

[The following information can be found on pages 52, 145, 149,
152 in the appendix.]

Any opening—Mr. Pearce, opening statement? Mr. Scott, opening
statement?

Mr. ScorT. Very brief, Mr. Chairman. First, let me thank you for
the excellent leadership you are providing on this issue, and I cer-
tainly look forward to hearing from Mr. Baker and Mr. Taylor, of
Louisiana and Mississippi areas that were hit so impactfully. We
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have no better twosome in this Congress that can deal with it and
help us understand the magnitude of the tragedy because they, in-
deed, were in the eye of the storm, as were their constituents.

It seems to me we have two issues to consider when reviewing
flood disaster responses. The first is to determine if flood maps are
updated and accurate and if enough homes are covered by the in-
surance.

The second issue is whether or not Federal agencies are prepared
to work with State and local authorities to plan for and execute a
disaster plan. FEMA has estimated that national flood insurance
claims for Hurricanes Katrina and Rita could exceed $22 billion.
This amount would surpass the total payout since the program
began 37 years ago.

Now we have Wilma that is now headed to Florida according to
the latest estimates of direction. It could change at any time, how-
ever, but Florida seems to be directly in the path, and it is esti-
mated to be one of the most powerful storms ever on record.

It is imperative that flood mapping be quickly updated in all
coastal communities while insuring that those homes adjacent to
flood plains have adequate protection.

Most of the ninth ward residents in New Orleans were not re-
quired to purchase flood insurance since Federal flood maps as-
sume that these neighborhoods would be protected by the levee sys-
tem. There are concerns that many of these residents will now lose
their homes.

I look forward to the hearing. And, hopefully, we can address
some very critical questions. For example, should FEMA be inde-
pendent from the Department of Homeland Security? How would
you grade FEMA’s ability to work with State and local officials in
flood map development? We need to elaborate on the current efforts
of the Department of Homeland Security, to work with local com-
munities to plan for disasters and terrorist preparedness.

We need to determine are we finding that other communities are
not following through on their preparedness. These are very critical
questions for a very critical time in our Nation, and I look forward
to this hearing and hearing from this distinguished committee.
Thank you, Mr. Chairman.

Chairman NEY. Well, I thank the gentleman. The gentlelady, our
ranking member from California?

Ms. WATERS. Thank you very much, Mr. Chairman. I would like
to submit my statement for the record and just briefly say that it
is not enough to say how frustrated I am with the lack of support
and protection for the victims of these hurricanes.

Mr. Chairman, you have held hearings where we have attempted
to get at vital information about the National Flood Insurance Pro-
gram. And I think that on more than one occasion we have been
misled.

And it appears that just as FEMA was in chaos following the
hurricane, not equipped or able or competent to respond in a timely
manner, now we are learning that the National Flood Insurance
Program appears to be not what some of us thought it was. And
many of the allegations that have been made about adjusters, et
cetera, appear to be true.
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And so, I am going to let us get on with this hearing today and
have some questions to answer later. And I will submit my state-
ment for the record.

Chairman NEY. I want to thank the gentlelady also on her work
on this issue.

Mr. Cleaver has no opening statements. Mrs. Davis? The
gentlelady is not—Mr. Neugebauer?

Mr. NEUGEBAUER. Well, just briefly, Mr. Chairman, I think this
is an important hearing. And one of the things I think that we
need to continue to think about is ways that we make this flood
insurance program an insurance program that works.

But I think what we do also need to understand is what the limi-
tations to a flood insurance program are. And one of the things
that I believe that we are going to have to do is go to a risk-based
system where we are in areas where there is a higher risk for the
kind of events that we have witnessed in the past few months, that
there may have to be a higher premium for that.

Because certainly what we don’t want—and we have to have a
system where there is participation and not the anticipation that
every time one of these events happens, that the Federal Govern-
ment is going to have to step up and be responsible for the losses
that occur. And I think that the perfect system is one that, hope-
fully, maybe incorporates more in providing a partnership with the
Federal Government and the private sector to determine what
these risks are, and how to adequately build a premium base that
will support those programs.

But obviously, there is much more risk in a river rising in cer-
tain areas than there is a hurricane wall that none of us can fore-
see the surge that might happen during that time. So I look for-
ward to having some important dialogue about this program.

Chairman NEY. The gentleman from Louisiana, do you have an
opening statement?

Mr. MELANCON. No. I think anything that I would express would
be expressed by Mr. Taylor or Mr. Baker. Thank you, Mr. Chair-
man.

Chairman NEY. Thank you. The gentleman from Pennsylvania,
do you have an opening statement? Thank you.

With that, we will move on. I just wanted to—did want to say
a couple of things. The ranking member, I think, was one of the
first non-Gulf Members of Congress on the scene in the New Orle-
ans area and in other parts of the Gulf, extensively looking also at
the shelter situation down there.

And also, the first hearing we had was requested by the
gentlelady, actually, from Virginia, Mrs. Davis, and we appreciate
you starting us rolling.

And I am going to move on right away. I want to say one other
thing, too, that I don’t think the public knows. And I know it wear-
ing another hat, chairman of the House Administration Committee.
I just want to give credit to the Members sitting here, the three
Members from the Gulf, and the other Members, both sides of the
aisle, from the Gulf and their staffs.

When this all happened, we extensively dealt with the Members.
If the staff couldn’t get a phone call through, they tried 900 more
times until it happened. They wanted to make sure they were there
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for the constituents, the Members and your staff. They did a re-
markable job under a very terrible situation to make sure that they
were there for your constituents, as you all were. So I credit you
for that.

With that, we will start with Mr. Baker, Chairman Baker.

STATEMENT OF HON. RICHARD BAKER, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF LOUISIANA

Mr. BAKER. Thank you, Mr. Chairman. I want to express my ap-
preciation to you and the Members for your continuing attention to
these difficult subject matters.

As to your responsibility in House Administration, I certainly
want to acknowledge the extent to which you and your staff went
in trying to facilitate just the simplest of tasks. Just communica-
tion was extraordinarily difficult. And your team went well beyond
any expectation in trying to assist us in meeting our obligations.
And for that, I am grateful.

I think to speak to this issue this morning, I want to start with
just a brief historical story to establish my credentials on this mat-
ter. My dad is now a retired Methodist preacher. Years ago, served
a church in Baton Rouge for 10 years. And when I went to the
church—I was 6 when we left—I was 16, so I was affectionately
known in the church as Little Richard. That causes some confusion,
I'm sure.

[Laughter.]

Mr. BAKER. However, when my dad would meet with individuals
after our departure from the church, he ran into a lady, a senior
lady, who said, “Well, Reverend, how is Little Richard these days?”

And he gave the usual kinds of explanations about legislature
and elected to Congress, and so forth. And when she heard, “He is
now a Member of Congress,” she dropped her head and said, “Oh,
he used to be such a nice young man.”

I think the flood insurance program and I enjoy similar regard.
And I am speaking here today in defense of the flood insurance
program. I would like to establish that when any natural disaster
affects any region of the country, the only natural disaster which
has a structured program where we collect premium and pay out
benefits is the flood insurance program.

Whether earthquake, tornado, mudslide, fire, we simply write
checks out of the United States Treasury. Questions have not been
asked, “How do we have budget offsets for those expenditures?” We
respond because people are in need.

Since 1988, every dollar advanced to pay claims for the National
Flood Insurance Program have been repaid with interest, with pre-
miums paid by policyholders.

Now that doesn’t mean that the system can’t be made better.
Two years ago—Mr. Frank made reference to the reforms that were
adopted relative to repetitive lost properties. I will admit, Lou-
isiana was one of the contributors to a significant problem. There
was one property I know of where there were 21 claims submitted
and paid. There is no excuse for that.

The reforms adopted 2 years ago went to great lengths to elimi-
nate abusive and inappropriate practices, and there are still limita-
tions in the program’s implementation. But I will say to you, Mr.
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Chairman and members, in principle, what the flood insurance pro-
gram provides is a well structured program that operates as in-
tended with room for improvement. There is no other natural dis-
aster that can lay claim to any such structure.

Therefore, I find the discussion of whether we should have a
flood insurance program, that it’s abusive or wasteful, frankly, very
inappropriate. Mr. Taylor, I know, has a remedy for needs he has
identified. I have my own program that I am introducing today
that addresses some needs.

Certainly we ought to have a discussion about how we can im-
prove on it. But the idea that this is taxpayer money flowing out
the door without accountability is simply not accurate.

Where do we go from here? One of the matters which I think
needs to be addressed is the current limitation on the line of credit.
As I indicated, if you have a rush of claims and there is no cash
in the drawer, you can go borrow money, which is subsidized by the
taxpayer—today, up to $2 billion.

As has been mentioned by members earlier, the expected losses
to be paid merely for Katrina are approaching—and they, in fact,
exceed—$20 billion. There will be a necessity to increase that line
of credit for borrowings to pay obligations as they come due.

I think it appropriate when we are addressing the line of credit
that we also address the issue of the $250,000 limit. For those not
familiar with the aspects of the program, if you choose to buy all
of the flood insurance one can attain through this program, the
maximum you can get for your structure is $250,000, and $100,000
for contents, for a total of $350,000.

As people on the lakefront of New Orleans are painfully learning,
who may live in a $1 million or $2 million or $3 million home, the
flood insurance won’t buy the lot back after this disaster. And so,
it ought to be made available on an actuarial basis where a person
can acquire whatever flood insurance they think appropriate for
the risk they face.

Enforcement. Louisiana is only second to Florida in the number
of policy holders who pay premium. We're about 42, 43 percent,
somewhere in that range. I do not understand why financial insti-
tutions do not mandatorily force place flood insurance coverage
when they issue a loan to an individual.

Let me, for sake of reference, bring to the committee’s attention
the map dated March 1, 1984, for the principal area known as New
Orleans. There is a notation on this map. By the way, all of this
is—would be normally—in the flood zone. But it’s designated as
Flood Zone B. There are a whole host of flood zone designations
which relate to the rate you pay, your premium. All zone B areas
are protected from the 100 year flood by levee, dike, or other struc-
ture, subject to failure or overtopping during larger floods.

March 1, 1984, Mr. Chairman. Why is it that a financial institu-
tion extending hundreds of thousands of dollars of credit would not
take the fiduciary responsibility to require flood insurance on those
properties for which they are extending credit? It makes no sense.

I think we should have a requirement that within a certain num-
ber of miles of a coastal zone—from New York, which experienced
a hurricane in 1938, to Washington State—the entire coastal area
of the United States should be mandatorily required to participate
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in paying premium to the flood insurance program. That is the only
way we can address Members’ concerns about repayment of lines
of credit extended to meet obligations of Rita, Katrina, and—God
help us all—Wilma.

We all know they are going to come. We all know that coastal
areas are exposed. Why don’t we address it and simply say, “Every-
body is in the deal.” That’s what keeps prices low. That’s what
keeps taxpayers from being unnecessarily under financial duress.
It’s logical, defensible. I'm from Louisiana. I live 8 feet above sea
level. I can do this. The rest of the Congress should be able to do
this.

This past two weekends, we watched as New England unexpect-
edly suffered extraordinary flooding loss and loss of life. What is
not generally described or known, outside the 100-year flood
plain—everybody is familiar with the 100-year flood plain. If you're
in the 100-year flood plain, everybody says you ought to have in-
surance. Twenty-five percent of all the claims paid by the National
Flood Insurance Program are for properties outside the 100-year
flood plain.

Now we can’t simply say, “Because you're outside the 100-year
flood plain, you have no obligation to protect your property.” We
need to have better mapping and assessment. We need to have an
identification of risk and people obligated to participate in the flood
insurance program and assessed a premium in relation to their ac-
tuarial rate exposure.

I will introduce today legislation to create a Louisiana Recovery
Corporation. The corporation will be empowered to issue debt off
budget, subject to approval by the Treasury, to get us out of the
recurring necessity to come to this Congress and fight appropria-
tions battles.

We cannot tell you today the cost for our environmental remedi-
ation. We cannot estimate the cost to give people the opportunity
to move on with life. That information will develop over years as
we move forward with our redevelopment effort.

There is no local authority. The State government doesn’t have
the ability. Fitch, Moody’s S&P have all downgraded our ability to
issue debt. We're on a negative credit watch. It’s only a matter of
time before our ability to sell debt obligations in the capital mar-
kets will be so impaired it will make no sense. We have to have
the Federal Government’s ability to borrow.

I understand there is an obligation to each of you and your con-
stituents to be transparent and responsible for the money we spent
and, to the best of our ability, repay what we are borrowing from
the rest of the generosity of the Nation.

To that end, we should empower this organization to go in and
acquire large tracts of land, respecting private property rights. If
you want to take a cash settlement and move on, fine. You’re going
to take a loss. So is the bank. The banks are going to come in for
a big hit on this. So are the insurers.

If you want to stay with us, and live through the redevelopment,
and have your tract of land back when it’s done, fine. We're not
going to pay you anything; you're just going to be a partner in rede-
velopment.
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If you would like to have a cash payment and have an option of
first right of refusal on the redevelopment of property, that’s fine
too. We will give you that shot. And if you want to come back and
buy at market rate that tract of land, that’s fine.

If you don’t want to do any of it, if you want to just sit it out
on your tract of land where you are today with no help from any-
body, that’s your choice. You can do that too. Respecting private
property rights. There is not going to be bulldozers running wild
down the middle of New Orleans taking people’s property away
from them.

At the same time, in order for a redevelopment to occur, some-
body has to be able to provide for levee restoration, environmental
remediation, basic infrastructure so we can have large tracts of de-
velopable property made available to the market.

Last week of this month, we will have the GSE reform bill on
the floor. One of the important assets of that bill is an affordable
housing fund. It will make available $500 million to about $1 bil-
lion annually of affordable housing money for Katrina/Rita victims.

This redevelopment plan will not be about making rich people
richer; it will be about rebuilding Orleans and the surrounding
area in a way which is a modern community that affords oppor-
tunity for everybody, from subsidized housing, multi-family, to giv-
ing those who have good fortune an opportunity to reclaim some of
their loss.

Mr. Chairman, I hope you and members of the committee will
carefully review the legislation known as the Louisiana Recovery
Corporation, and in concert with your ongoing examination of the
flood insurance program, in concert with the massive redevelop-
ment requirements that are going to be needed for Mr. Taylor, my-
self, Mr. Melancon—and I want to get that on the record; it’s
Melancon—that we are going to be around for a long time asking
for a lot. We know it.

We need to be held accountable; we need to be subject to report-
ing standards. We want to do this the right way.

I thank you, Mr. Chairman.

Chairman NEY. Thank you.

The gentleman from Mississippi.

STATEMENT OF HON. GENE TAYLOR, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF MISSISSIPPI

Mr. TAYLOR. Mr. Chairman, thank you very much for letting me
appear before your committee. And on a private note, as someone
from possibly the most affected area by the storm, I want to thank
you in your capacity as the chairman of Oversight for allowing me
to hire, within the limits of my budget, a couple of extra staffers
because of the unprecedented amount of casework that has been
generated by this storm. I thought that was incredibly generous on
your part, and I think it should be noted by my colleagues.

Mr. Chairman, I'm going to take about as long as Mr. Baker, so
please indulge me. It’s going to take—this is of such great impor-
tance to so many people, that I just can’t say it in 5 minutes. I do
think it’s important to walk my colleagues through this.

Like most of you all during the August break, I took a couple of
days off. Like most of you all during the August break, at night I
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gave speeches. But on the nights when I didn’t give speeches, I
made shutters. I bought $2,000 worth of plasticized decking. No
telling how many hundreds of dollars worth of stainless steel
screws, deck caulking, and every night I made at least a pair of
shutters, and many nights as many as three.

On the weekends, when my son wasn’t working, we installed
those shutters. I come from hurricane country. Preparing your
house for a hurricane is not only a part of your life, it’s a part of
your job as a dad, to show your son how to do it, just like my dad
showed me.

On the day of the storm, we actually finished installing the last
pair of shutters, about 3:00 in the afternoon. The wind was kicking
up to about 30 knots, and you can imagine how much fun it is
being on a second story ladder trying to hold a drill in one hand,
a screwdriver in the other, and a 50-pound shutter in your third
hand, while your son is helping you.

We got them all up. And then the routine is you move inside, and
you start taking your furniture—none of which would be fancy by
your standards—but you take the least desirable furniture, and
you put it on top of the kitchen counter. You take the stuff that’s
a little bit better than that, you put it on top of that. You take the
stuff that you might have inherited from your folks, and you put
that on top.

Again, I live in a place that’s only 14 feet above sea level. But
in the 28 years that I have lived it, I have never lost a shingle; it’s
never flooded. But I do know that in Hurricane Camille it took
about 2 feet of water, and that in Hurricane—I’'m sorry, about 4
feet of water. And Hurricane Betsy took about 2. We live in an area
that comes to accept that.

But the point that I'm trying to make in all this is there are
some cynics in this town who would have you believe that somehow
the people of Mississippi weren’t prepared for the storm, that they
didn’t take the steps necessary to protect themselves. And that’s
shear nonsense.

The people of Mississippi—what happened in my home was going
on in every home in south Mississippi simultaneously. Fathers and
sons were buying plywood, boarding up their windows. They were
taking the family possessions and trying to get them up off the
ground if they thought their house was going to flood, or if they
thought the roof was going to get blown off, or trying to find some
common ground, as I did, when you imagine that both things could
happen. And you want to take those things that are precious to you
and try to protect them.

My wife, simultaneously, was taking the family photos, putting
them in Rubbermaid tubs, and taking them with us when we left.
She had learned that lesson because both of her grandparents lost
everything they owned in Hurricane Camille, including the family
photos. And so, again, you learn to cope with this. It’s just a way
of life. It’s like a disease. You try to prevent it, but you know if
it comes you take the necessary steps to minimize it.

So, for those people who were saying that somehow the people
of my district, or any district, are trying to game this into getting
rich, don’t kid yourself. Every one of us would rather have our
houses back. All we’re trying to do is help make people whole.
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Historically, it is a place where people stay for a long time. My
family has been there for 53 years. We're relative newcomers, but
the old timers can tell you about the storms in the early 1900s.
They can tell you about the 1947 hurricane, the storm in the early
fifties, Betsy and Camille. They can tell you about lashing a wood-
en skiff behind the house so that when worse came to worst, you
pulled the skiff up, you put your family in it, and you went inland.

In the case of my neighbor, Larry Larue, if it was a mild storm
like Betsy, he went to his daughter’s house a quarter of a mile
away. If a bad storm like Camille, he went to his brother’s house
a half-a-mile away by boat. Again, you deal for this. You know it’s
coming, and you take the necessary steps.

What I am asking today, though, is to help those people who
could not have envisioned this storm being as bad as it was. You
see, houses that made it through Betsy, houses that made it
through Camille—like mine—no longer exist. They are gone. There
is nothing there but a line of debris.

And you could say, “You should have known better,” but these
places were there, in many instances, since the Frenchmen landed
in 1699. They were also backed up not only by local knowledge, but
by the knowledge that our Nation provides for us the Federal Flood
Insurance Plan.

One of the things I would like to point out is that there will be
some people who say that, “You should have known your house was
going to go, you should have bought flood insurance. And if you
didn’t, shame on you.”

This is a Federal flood insurance map drawn by Government ex-
perts in Long Beach, Mississippi. This area fairly close to the water
is the flood plain. As Congressman Baker pointed out, if you live
in this area and you go to buy a house, your banker is going to tell
you you have to have Federal flood insurance. They won’t guar-
antee your loan if you don’t have Federal flood insurance. So every-
one in this area buys it. I was one of those people who lived in an
area that required Federal flood insurance. I had it.

This is the map that another Government agency, the Corps of
Engineers, tells us—the exact same block. Remember? One was
very close to the water. This is what the Corps of Engineers tells
people south of Mississippi that in the event of a bad storm, “All
you guys need to get out of here.”

So, we have the National Flood Insurance telling folks basically
just down here you need to worry about a storm, but the Corps of
Engineers telling you all the way up here—now this is about 10
miles—“In the event of a bad storm, you need to get the heck out
of there,” based on Government information.

This is what happened in just one of the towns I represent. This
is Long Beach, Mississippi. Now it’s a little strange looking at it
from the sky, but it’s the same map as the first one. This lighter
stuff that you’re seeing is debris. It was people’s houses. You don’t
see any big chunks of houses because they have been just broken
up into small pieces again.

What you will find very interesting is, again, that flood line of
where you are required to have Federal flood insurance because the
American experts told them so is about right here. What this is is
a 100-foot-long barge that at light draft draws 3 feet of water, but
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this one was full. So it draws over 6 feet of water. It’s several
blocks inside where the Government—I'm sorry, it’s several blocks
above where our Nation’s experts told these people they had to
have Federal flood insurance.

This was a casino barge. Used to be down here floating. It’s now
on the wrong side of Highway 90. This is another barge on the
wrong side of Highway 90. The storm surge, as you can see—this
is where it ended; this is where the pieces of people’s houses ended
up, well beyond what our Nation’s experts told them the storm
would take them to.

Now why do I say all this? The point is not to help me, because
I had flood insurance. It’s to help those tens of thousands of south
Mississippians and south Louisianans who lived outside of the
flood plain that our Nation’s experts told them they should expect,
who their bankers, like Congressman Baker just told you, said,
“Look, you're outside the flood plain; you don’t need flood insur-
ance, no use wasting your money.” And it is relatively inexpensive.

But I will take it a step further. In August, the Consumer Fed-
eration of America, the folks that are supposed to be out looking
for us, helping us out, actually issued a press release talking about
ways that people waste money on insurance. One of the things they
listed in the way that people waste money on insurance, one of the
examples was those people who live outside the federally-mandated
flood plain who buy flood insurance.

So when you say that maybe these guys should have known bet-
ter, I hope I have provided you with some examples of why they
don’t. And there is probably some people who say, “Well, they are
just dumb Bubbas.” You know? “Who cares about them?”

Well, Jerry St. Pe, the former president of Ingalls Shipbuilding,
13,000 employees, builds one half of our Nation’s surface fleet, isn’t
a dumb Bubba. Ricky Matthews, the publisher of the Gulf Pub-
lishing Company, his son Harold, is not a dumb Bubba. U.S. Dis-
trict Judge Lou Guirola, appointed by this administration, is not a
dumb person. My predecessor, Cy Faneca, one of the smartest at-
torneys in south Mississippi, is not a dumb man.

What all these people have in common? They lived outside the
federally mandated flood plain; they did not have flood insurance;
and they are getting no coverage. Now, why are they getting no
coverage? Every one of them had wind insurance, every single one
of them. But if you read down in that wind policy, there is a provi-
sion in there that says if there is wind-driven water, they don’t
pay.

So, if the wind knocks a tree into your house during the storm,
you're okay. If the wind blows your neighbor’s house into your
house during the storm, you're okay. But if the wind generates a
30-foot wall of water that caused the kind of devastation—that’s
just in Long Beach; there are actually places worse than Long
Beach—a 30-foot wall of water that picked up the Bay St. Louis
bri(ilige and threw it over in the bottom of the bay, you're not cov-
ered.

I'm trying to make those people whole. Like the rest of us, they
probably had credit card bills. Like the rest of us, they had mort-
gages. But now, unlike the rest of us, they suddenly have a house
that’s either uninhabitable, at best, or gone, at worst. And their in-
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surance company is saying, “We’re not going to pay you a dime be-
cause that was water and not wind.”

There are a couple of ways we could address that. We, as a Con-
gress, don’t make the sun rise and set. But we, as a Congress, do
decide what to call the number of—the time of day that that sun
comes up and the sun goes down. We call it Daylight Savings Time.

We, as a Congress, could say to the insurance companies, “That
was wind-driven water, that 8 inches of rain don’t cause a 30-foot
flood of water, and you are going to honor those insurance claims.”
I'm not so sure that my colleagues are willing to do that.

Second thing we could do is just come up with some money, just
give them a grant. Again, I got here; I got elected on the day of
the San Francisco earthquake. One of the first things I did was to
vote to help those people. Since that time, there has been a big
flood in the Midwest. I voted to help those people. Hurricanes in
South Carolina, in Florida, Texas, I voted to help those people.

So we could just vote to give them some money. Or we could take
a third step. And we could allow those people—prudent, smart peo-
ple, who lived outside the flood plain, who weren’t required to have
flood insurance, but now find themselves in this horrible bind—we
could allow them to pay 10 years back premiums, take a 5-percent
penalty, and then file a claim up to the value of their wind cov-
erage, or the $250,000 that Mr. Baker told you about, whatever is
less, and file a claim as if they had been in the program all along.

Furthermore, much like Congressman Baker is telling you about,
we would then require them to stay in the program as long as they
own that house so that they can’t game the system, get a check
today, tell us goodbye tomorrow, and so that they don’t file the
multiple claims that he is concerned about. And I share his con-
cerns.

That’s what the legislation does. I am very fortunate to have
about 40 of my colleagues co-sponsor it. I am very fortunate to have
Congressman Frank help us put this together. It has been endorsed
by the Mississippi mortgage lenders; it’s been endorsed by the Mis-
sissippi bankers. I would hope it would be endorsed by you.

You know, basically what it’s doing is in a time of severe—and
believe me, you guys have been great. Every one of you, at one
time or another, has walked up to me since the storm and said,
“What can we do?” This is something you can do.

I am asking basically the same thing we asked for as
congresspeople. We got here because we asked other people to help
us, and we got here—and the other thing we got in our lives is
every one of us got a second chance. I am asking to give the little
league coach, the preacher, the people who have invested in south
Mississippi a second chance because if they don’t get it, tens of
thousands of Mississippians will have their mortgages foreclosed.
We can sit back and do nothing, or we can help them. I am asking
you to help them.

Thank you, Mr. Chairman.

[The prepared statement of Hon. Gene Taylor can be found on
page 140 in the appendix.]

Chairman NEY. Thank you. I want to thank both gentlemen for
your very compelling testimony. And I will turn—are there ques-
tions of the members? Gentlelady from California?
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Ms. WATERS. Yes. First, let me just say to the Members rep-
resenting these areas that you are absolutely correct about the feel-
ing of your colleagues about what you are going through and what
your constituents are going through. And we certainly appreciate
each—everything that you do to try and make your constituents
whole, to try and help them. This has been a monumental disaster.
We all recognize that, and we want to help.

I am listening to the bills that you are proposing, and of course
I want to take a close look at them to see if there are more ques-
tiorﬁs that I may want to raise with you, starting with you, Mr.
Baker.

I want you to know that even though you describe this as not
being taxpayer money, that we care as much about constituents
who pay premiums as we do about just taking the money from the
Federal coffers if there were no premiums involved. We believe that
these people should be respected, and we should do everything that
we can to help them.

When you talk about creating a new authority, does this mean
that this overrides the city role and the State role in helping to
bring about some relief and some rehabilitation? How has this idea
come together? Are all of these entities involved in some way? Who
is the appointing authority, and who will run this authority? Who
will sit on this authority?

Mr. BAKER. As you are aware, Mayor Nagin has appointed his
commission; Governor Blanco has appointed her commission; the
President has said he would like to see the redesign of communities
adversely impacted be built from the bottom up, meaning local
community, homeowners, elected officials, local planners come up
with the ideas of how they would like their community to be re-
structured.

The proposal that I am offering is only the mechanism by which
we pay for whatever it is the local community decides should be
done. Public hearings, involvement—as I indicated in my testi-
mony, if an individual doesn’t want to participate, you can stay
right where you are with whatever asset you have got, and you are
outside the process. If you want to take money and move on, we
provide that option. If you want to be a partner in the develop-
ment, we provide that option. If you want to take money, and wait
and see, and come back and buy in later, we provide that option.

This is a homeowner-sensitive plan where homeowners decide
what should be done with their property. We merely provide mech-
anisms for them to have choice. It does not require that anyone
take any step at all.

But when you are very pragmatic about the problems we face, if
you look at Mr. Taylor’s community where there is no fire station,
there is no police department, there is no school, there is no bak-
ery, there is no daycare, who goes in first?

We have to have levee restoration first, environmental remedi-
ation second, to get the bad stuff out, and then we need to prepare
large tracts of land for development to occur. The plan can be gen-
erated at the local level. The debt that will be issued will be ap-
proved by the Treasury.

The commission, which—will be a presidentially-appointed com-
mission with the Governor submitting names for positions on the
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commission to be appointed by the President, and it’s the meeting

of what I call taxpayer accountability to your constituents with

local planning saying how we would like to have resources de-

ployed, done in the full light of day where everybody can under-
stand where their stake is in the future development.

b gc is not an attempt to take anybody’s property away from any-
ody.

Ms. WATERS. Is the debt scored against the budget?

Mr. BAKER. No, it is not. And let me also quickly add that if this
tract looks like this table, and it’s clean, and we have a plan devel-
oped by the community, and we have 10 guys who come in and
submit proposals, then the commission can accept which proposal
they think makes the most sense, not just from a taxpayer view,
but from a community view.

So if a guy has got green space, he’s got all sorts of community
services involved in his proposal, that’s the proposal we take, and
that’s the taxpayer take-out. They buy the land back from the com-
mission for their development purpose. So that’s where the tax-
payers get some relief.

This is different. We have never done it this way before, but
there are models. We have had three different Government agen-
cies in our history which have been real estate acquisition and dis-
position entities, and this is modeled after those.

Ms. WATERS. But a little aside from this—and if you will bear
with me, Mr. Chairman—I had not intended to ask this question,
but because I am so deeply involved in the issue of eminent do-
main, I want to ask it of you now.

As you know, the Supreme Court decision in Callo basically al-
lows for the taking of private property for private use. Would you
support efforts that are being put together here in Congress that
will protect those homeowners from having their property taken for
private use, private property for private use?

Mr. BAKER. Certainly. And as I said at the outset, if an indi-
vidual chooses not to participate, wants to take their land, as it is,
without any——

Ms. WATERS. That’s okay. That’s fine. I got that.

Mr. BAKER. And secondly, the only utilization of the authority of
eminent domain would be if you decide to sell, and if you are nego-
tiating price—and keep in mind, you have decided to sell, and you
want to move on—that a dispute as to value will enable us to take
property and then litigate value in court so the development may
proceed.

But it is only after you decide that you want to dispose of your
asset that the right of eminent domain may be deployed. And it
comes after a very extensive process. But as to utilization of an in-
dividual’s property

Ms. WATERS. In the taking of land for a public purposes——

Mr. BAKER. Correct, I understand.

Ms. WATERS.—fair market value is decided. What would be dif-
ferent in this situation that you are describing?

Mr. BAKER. Well, only that the individual thinks the fair market
value is different from that established——

Ms. WATERS. But that’s not how it works in eminent domain for
public purposes. An individual may ask $1 million for a $200 piece
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of property, but fair market value ends up ruling the assessments
that are done.

Mr. BAKER. You do have a judicial right to dispute——

Ms. WATERS. Yes.

Mr. BAKER.—to go to court——

Ms. WATERS. Yes.

Mr. BAKER.—to litigate that value. And that’s all that I am say-
ing. While that litigation dispute is ongoing, you cannot then hold
up the recovery of a community where your property is essential
for that public purpose to proceed.

Ms. WATERS. So you would support, under some circumstances,
the taking of private property for private use?

Mr. BAKER. In this case, it’s taking a private property for a pub-
lic use. The restoration of communities is a public use. If I were
going to take your property and turn it into a casino, I would have
a problem with that. If I want to take your property and turn it
into a city, I think that’s a public use. What we are doing here is
restoration of cities.

Ms. WATERS. Well, that is going to be an issue that a lot of peo-
ple would have to take a very close look because the implications
are so great, and we—this is a great opportunity to watch and see
what happens, not only with that Supreme Court decision, but
what we are able to formulate here, as public policy, to deal with
that particular issue.

And finally, let me just ask you some questions about mapping
because you are very knowledgeable about the flood insurance pro-
gram, and one of the big complaints, as I remember it, is that the
mapping is outdated, that it did not take into consideration, often
times, the flood plain areas, et cetera, et cetera.

And if that is true, does Government bear some responsibility in
a very special way if people thought they were not at risk because
of the outdated mapping or the incompetent mapping in these
areas?

Mr. BAKER. You are correct. A flood is an animal. It changes
shape every day. If you are living in a community that historically
had no flooding problem and there is a development above you in
the flood plain—a shopping center where now you have concrete
where there once was grass—if downstream maintenance by an-
other political subdivision has not kept pace and there is growth
in the drainage outlet so you have more water coming down more
quickly with an inhibited ability to drain water, historically, that
fglot C({u&, in consequence is the person in the middle of that pipe gets

ooded.

It’s not of their own making. It’s not even within their political
jurisdiction. But the consequence is water is in their home.

The mapping really needs to be done almost annually because
the dynamics of development and the inhibitions to drainage are
continually changing. We have snapshots. And we say, “Because
you look like this, in March of 1984,” or whatever the date might
be, that determines whether or not you are compliant with the
rules. That is a very unfortunate system.

Given our technological capabilities today, it ought to be an an-
nual assessment requirement. At least a fly-over with aerial pho-
tography
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Ms. WATERS. Will that be reflected in your legislation?

Mr. BAKER. My legislation only deals with the recovery of
the——

Ms. WATERS. It does not deal with the mapping problem?

Mr. BAKER. That’s correct.

Ms. WATERS. Okay. One more—this is—I'm so sorry.

Mr. BAKER. I've got one answer left.

Ms. WATERS. I beg your pardon?

Mr. BAKER. I said I have one answer left, so let’'s——

Ms. WATERS. No, I bet you got a lot. I've never known you not
to have an answer.

[Laughter.]

Chairman NEY. Let’s just compromise, one question and one brief
answer.

Ms. WATERS. Well, maybe I don’t have another question. So you
can reserve that answer.

Mr. BAKER. I will save it for next time.

Ms. WATERS. No, you give it to somebody else. I know you are
just waiting to do it. Okay, thank you very much.

Mr. BAKER. I thank the gentlelady——

Chairman NEY. If there are no further—Mr. Neugebauer?

Mr. NEUGEBAUER. Thank you, Mr. Chairman. I was down in New
Orleans last Sunday and saw the tremendous devastation, not only
just in the New Orleans area, but then we flew out to the LaFay-
ette area and flew over the rural areas. And you know, we've got
people who have lost all of the infrastructure that’s necessary to
carry on their agricultural activities.

I think in some ways I associate myself with both of your re-
marks because one is the frustration that we have insurance com-
panies that are carrying insurance in that area, and yet they have
excluded, you know, maybe the greatest risk in those storms.

I know that, from a home-building standpoint, being a former
home-builder, we have done a lot of innovation as far as building
new structures and buildings to where they are able to sustain the
high winds of hurricanes. And so, from a wind standpoint, we have
beelé1 able to mitigate a lot of the damage that occurs from the
wind.

But I almost think, Chairman Baker and Congressman Taylor,
I mean, one of the things we may need to look at is coastal insur-
ance and not just hurricane insurance or flood insurance. But
maybe what we need to look at—and I agree with what the gen-
tleman said about the technology today—we have the ability to fly
over those areas, digitize them, and then model what could occur
in certain kinds of storms.

And certainly we’re not going to be able to model every storm
that occurs, but I think we can do a better job of modeling that.

Then, I think we’ve got to take that modeling data to the insur-
ance industry and say to them, “Let’s come up”—and I think also
to allow people to carry coverage that the risk they’re taking, that
if 'm going to go build a $1 million home on a beach area, that
I am responsible for covering the risk that I am taking. But we
have to provide a product for them to cover that risk.

And I have dealt with flood maps, and they are easy to amend.
And basically, what we’re talking about is rising water in a rain-
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storm, most of the time of just falling rain or rising water in—from
other drainage areas.

But I think one of the things that’s not in place, and what’s so
terrible about that, is that we have got people in three States now
waiting to see what the United States Congress is going to do so
that they can get on with their lives.

Where if in place they had a coastal coverage, it’s a question of
adjusters coming out and saying, you know, “Here is—you have
sustained a loss, and here is your check,” and then people can
make the decisions that they need to make to go on with their life.

Chairman Baker, I like your idea because one of the things that
struck me when I was in New Orleans, being in the land develop-
ment business, is that what needs to happen is there needs to be
a market-driven activity developed into that plan. We can’t assume
that everybody is coming back to that location. And there may be
areas that are not going to be adequately protected in the future,
and those areas will have to be dealt with.

I want to look more at your plan, but I do like the fact that it
provides a basis for some private activity. I think that if we send
a signal to those States that the Federal Government is going to
come in here and try to fix all of this, the private sector will stay
home. I do not think they will participate.

But I think if we provide an adequate environment where the
private sector can come and participate, where we have then a plan
in place, or a coastal coverage in place, where if I'm going to come
back in to New Orleans, or going to come back in to Mississippi,
that—and I'm going to build that home—that if I build it, I can
cover the risk that I am taking of building that.

So I think a multi-faceted plan has got to really think coastal
flooding, and not just certain kinds of storm surges, but what hap-
pens in these catastrophic situations and with the understanding
to the insurance industry that we can’t cover every risk. There are
just certain things that happen. I mean, who knew that 9/11 was—
we were going to be worried about airplanes flying into buildings?

But I do believe today, in some cases, the flood insurance pro-
gram does work. But I think what we have seen in the coastal
areas is that we do not have an adequate one. And it has got to
be one—and as you said, Chairman Baker—where we encourage
participation.

And you can do that in two ways. You can in the quality of the
product, but I think you also have to say to Randy Neugebauer
that, “If you come and build that million dollar house on the beach,
and you don’t cover the insurance, it’s your risk, and you’re not
going to ask the American people to take that risk for you.” And
I think that’s a fair thing.

So, I look forward to having some meaningful debate with both
members because I think we have seen a hole in the system that
we do need to address.

Mr. BAKER. I thank the gentleman, I just want to make a brief
response in that in my capacity as chairman of capital markets,
which has jurisdiction over insurance matters, we will have a very
thorough examination of the practice of how we address the expo-
sure and the risk.
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As insurance is constructed, you spread risk across a broad num-
ber of participants on the belief that, ultimately, only a certain
numl:()ler of people will make claims and, therefore, it is actuarially
sound.

Mr. NEUGEBAUER. That’s right.

Mr. BAKER. Today, we have a concentration of loss without a
broad distribution of premium payers. And I think it’s pretty evi-
dent one of the remedies that might be pursued.

Secondly, a discussion going forward about wind-driven water
versus wind-driven trees is a pretty intriguing one. And the dif-
ference during the storm, if your house burned down you got the
face value of the policy. If you bought more insurance than the loss,
and it burned, you get the face value. If it’s wind-driven, you get
actual loss; and if it’s flood, you get $250,000. I don’t care what you
want to buy. There is no logic to that insurance strategy.

And so, we need to have good public discussion, and going for-
ward, talking about how—the risk people face, living in coastal
areas.

And the last point. People have to live in New Orleans. Your
home heating oil bill will reflect that this year. Your price at the
gas pump will reflect it. If you are a Midwestern farmer exporting
corn or grain, 65 percent of that goes through our ports. If you like
seafood, 32 percent of the Nation’s seafood—I mean, fir, for good-
ness sakes, comes out of Louisiana. I mean, I didn’t know that.

We are a big producer of matches. Where did that come from?
This area is economically essential, and people are going to go
where the jobs are. Therefore, people are going to live next to the
coast and have this risk, and we need to have an adequate insur-
ance net to keep a catastrophic loss to the American taxpayer.

Mr. TAYLOR. If I may?

Chairman NEY. Mr. Taylor?

Mr. TAYLOR. To your point—and I guess I'm a lot closer to this
than I wish I was, since I'm one of those people whose house now
looks like that debris line—what’s really frustrating is—and I will
point to myself—when the agent came to what was my house,
walks around a piece of tin roof that’s a half-mile back, piece of
slate floor over here, sink is quarter of a block over that way.

And what they do is they say, “Well, we’re prepared to pay on
your flood insurance,” to which I reminded them that’s mighty gen-
erous of them. “That’s Federal money, not”—I won’t name the com-
pany, “—not your money.”

He says, “Well, we’re not so sure about this wind policy.” What
really tens of thousands of people are seeing now, despite the full-
page ads being run by the insurance industry saying, “We’re there
for you,” is the insurance industry really trying to find every rea-
son that they can not to pay the claim.

And it really is the little individual down on his luck, worst of
circumstances, out of a house, out of a job, still got that mortgage
to pay, and the great big insurance company saying, “And by the
way, where is the evidence for you to prove that it was water and
not wind, and wind and not water,” because they’re trying to play
it both ways.

One of the things that I would hope would come of this—it was
after Hurricane Camille, the devastation of Hurricane Camille,
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that this Nation started the Federal Flood Insurance Program so
that people could pay to mitigate their own risk, those people who
live in areas that are going to have hurricanes.

But what we have seen is that when you leave a loophole, the
smart guy is going to figure out a way not to pay. If the private
sector doesn’t step up to the plate—and I will leave that “if”
there—then I think we, as a Nation, are in the business of looking
out for people.

And if the private sector won’t do it, then I think we, as a Na-
tion, have a responsibility to do it. And maybe it shouldn’t be called
flood insurance; maybe it should be called natural disaster insur-
ance so that we, as a Nation, aren’t trying to find a reason not to
pay people claims, people who have paid their premiums faithfully
for 10, 20, 30 years. Maybe we, as a Nation, will treat them a little
bit better.

And by the way, Congressman Baker is exactly right. We, as a
Nation, doing a pretty good job of paying our claims on the flood
insurance program. Yes, the losses are limited to a quarter of a
million dollars—and again, in a lot of places that’s a lot of money.
For some of these newer homes that have been put up in the past
few years, that doesn’t begin to pay for them. And certainly, raising
the cap absolutely is something we need to look into.

But the other thing is, if the private sector isn’t going to treat
the people of Mississippi, of Louisiana, of Texas, of Florida, South
Carolina, wherever it occurs—80 percent of all Americans in the
next 50 years are going to live within 50 miles of the coast. And
if the private sector is not going to step forward and treat them
properly, as someone who has voted for almost every single tort re-
form measure that has come before this Congress, I will be the first
to say if they’re not going to do their job, then I think our Nation
has to step up and do it.

Chairman NEY. I want to thank you. I want to also remind mem-
bers we can continue to question, ask questions of the members.
We have a vote at 11:45. We do have an, I think, important panel
with Mr. Maurstad and Mr. Jenkins, but again, if you would like
to ask questions—gentleman from Massachusetts?

Mr. FrRANK. Let me first yield to the gentlewoman from Cali-
fornia.

Chairman NEY. All right.

Ms. WATERS. Thank you very much, and I will be quick with this,
and I would like to ask both of the members if you are willing to
support the cost of what you are advocating even if there are no
offsets, as it has been discussed by the administration—because I
think you have good ideas—when you establish a commission, for
example, it costs money. And some of the other aspects that you
can’t enough determine now will cost money.

And I am feeling very strange by the rumblings that I am hear-
ing that we can’t pay for making these citizens whole and taking
care of this problem unless we find some deep cuts in other places
that offset. How do you feel about that, and are you going to stand
up for your constituents even if it costs money to do so that you
can’t find offsets for?

Mr. BAKER. I come to agreement with you, Ms. Waters, and from
a slightly different perspective. To a great extent, I am so over-
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whelmed by the Nation’s generosity, private and public dollars that
have been made available to us; we have not been the recipients
of that kind of assistance before.

But you have written one check. How do I come back to you and
say, “I'm going to cut your programs and make you pay twice?” I'm
asking you to make two commitments to me. I'm not going there.

Now, I don’t know what the thinking is. The plan I'm putting for-
ward has a provision for the sale of property at the end to get tax-
payers some money back. I feel I've got to do that. I feel we need
to be very transparent, very accountable, show you where every
dollar goes, and if you find something that’s wrong, let’s correct it.
That’s the way we—at least I believe—we should conduct ourselves
in this disaster.

Chairman NEY. Mr. Taylor?

Mr. TAYLOR. Ms. Waters, I—my vote sent over close to 2,000
young Americans over to Iraq to die. My vote also sent billions of
American dollars over there to build schools, build roads, build
water lines, build sewer lines. I didn’t ask for an offset to help the
people of Iraq. I'm not going to ask for an offset to help the people
in Mississippi, Louisiana, or Texas.

Ms. WATERS. All right. I yield back to the gentleman from

Mr. FRANK. I thank the gentlewoman.

Ms. WATERS. Thank you.

Mr. FRANK. And let me just say that I am impressed by the dig-
nity, as well as the moral seriousness, of both answers, and I hope
that it becomes the public policy.

I would just say that the gentleman from Louisiana, he has also
been in the forefront of our effort—because one of the things we’re
going to have to do, and obviously there is room for the private sec-
tor, but when it comes to building housing to be inhabited by peo-
ple who are $40,000, $30,000 a year in income and below, there
should be no way that’s going to be build without some public—
some other source of funds, particularly in an economy where peo-
ple have lost their jobs and have lost what they had.

So I think that makes it all the more important to pass the Af-
fordable Housing Fund, and the gentleman from Louisiana has
been working diligently on that. And I hope that next week we can
get that through, and that would be another source of money.

Beyond that, I just wanted to ask Mr. Taylor—and I must say
this has now started to hit me. People may have been reading or
watching on television the story of a dam in Massachusetts that is
on distress. It’s in my district, in the city of Taunton. I was up
there yesterday, along with my Senators bringing our considerable
engineering expertise to the job and maybe a little money as well.

But—and it was pointed out to me by Mr. Riley on my staff that,
you know, one of the problems is, I guess, if you live behind the
dam, you don’t have to get flood insurance. I've got people, it now
turns out, in my district who may be facing flood damage who
aren’t insured. And one of the things I will do as of next week
when this crisis has passed is to do something that I wish I had
thought of before, which is to begin to tell people, “You better buy
flood insurance, even though it’s optional.”

But let me ask Mr. Taylor, because that’s something for the fu-
ture. But for those people he is talking about—and I know there
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is some reference to million dollar homes, they’re doing this—how
many million dollar homes in your district are we concerned about,
Mr. Taylor?

Mr. TAYLOR. Again, Mr. Frank, I hope I have made it clear—I'm
first to admit I'm bad to mumble—I hope I made it clear we're only
asking in the bill that you and a number of others have helped me
put together to pay up to the amount that people had insured
themselves in the wind pool, or a quarter of a million dollars,
which is the existing limit in the Federal Flood Insurance Program,
whichever is less.

Mr. FRANK. Thank you.

Mr. TAYLOR. If someone only thought enough of their place to in-
sure it for, for example, $160,000 in the wind pool, there is no rea-
son for the taxpayers to insure it to the

Mr. FRANK. All right, then let me ask you this. And I do think—
and you’ve done this, and it’s painful, but I—and we often, when
we are focused on legislation, talk about what people think will be
the problems if we pass it.

If we do nothing, if we don’t pass the bill that you have spon-
sored, that I'm proud to co-sponsor, or we do nothing else to deal
with the situation and the people whose housing losses will not be
covered—and there will be lawsuits and things, but I'm not opti-
mistic, I must say, and you’ve said the notion of—likelihood of us
passing a bill that makes that decision about what coverage is, I
think, is even less likely than your bill—if there was no congres-
sional action, if things don’t change and the current situation
doesn’t change, what happens to the people in your district?

Mr. TAYLOR. Well, again, I am very appreciative that the Presi-
dent of the United States has been down to the district probably
five times. I'm very appreciative that many of my colleagues have
taken time out of their busy schedule to go see. Because even
though you can see it on television, you really don’t get a grasp for
_l'iusl;c how bad that is until you stand and look at that mountain of

ebris.

The likelihood that tens of thousands of south Mississippians will
lose their houses as a result of this is extremely high. The Presi-
dent’s plan calls for tax breaks for people who come in from out-
side, invest in places like these down in Mississippi, and then after
theyf fix something up and sell it high, they get to get those profits
tax free.

Well, that’s great for the fellow who comes in and preys on the
misery of the poor guy who has got to sell his house. It does abso-
lutely nothing for the poor guy who has got to sell his

Mr. FRANK. What happens—if they lose their houses, what is the
prospect for all these people—working people we're talking about,
maybe making $30,000 or $40,000 a year—what is the prospect
that, having lost the house they had and lost the money they had
sunk into it, and lost the downpayment, lost whatever mortgage
payments, what is the prospect for large numbers of them getting
a new house? How is that going to happen?

Mr. TAYLOR. I think, Congressman Frank, you can answer your
own question. I mean, two bad things can come out of this. They
can have on their record that the bank foreclosed on their mort-
gage, or they can have on their record that they, you know, bought




24

a house for $100,000 and sold it for $20,000 and that because of
that then, therefore, could not pay off their credit card bill, could
not pay off other loans that they may have had out. Their credit
history is probably ruined from that point, and their chances of
buying another house have been substantially diminished.

We can try to make those people whole. Not even whole, just
make them closer to where they were the day before the storm.
Every one of them would rather have their house back. But at least
we're saying that we, as a Nation, are going to step up and try to
help you save your house. And again, I appreciate my colleagues
who have signed on to this bill.

Believe me, if we could think of a better way, I would welcome
anyone’s thoughts on a better way to make these people whole.

Mr. FRANK. Thank you. And Mr. Baker indicated that he had
something to add.

Mr. BAKER. I just wanted to contribute. I come at it with a simi-
lar motive but a slightly different direction, with the Recovery Cor-
poration, where we do provide for a mechanism not to make whole,
but to provide for some reimbursement at the owner’s choice: cash,
move on, stay part of the new development——

Mr. FRANK. Let me ask you, too. Your bill is Louisiana-specific.
Is there any reason why that couldn’t be broadened, or

Mr. BAKER. The only reason it is Louisiana-specific is because of
the varying amount of debt that would be issued between Texas,
Louisiana, Mississippi, Alabama, and we don’t want to have States
competitive within Treasury——

Mr. FRANK. But the logic of your proposal would be that each
State should have their own——

Mr. BAKER. Yes, that is correct.

Mr. FRANK. Thank you. Thank you, Mr. Chairman.

Chairman NEY. I would like to move on to the second panel un-
less members have a compelling desire to ask questions.

Mr. PEARCE. If you don’t mind me making a quick comment—and
I understand the sensitivity of the matter—I will just tell you—it
needs better explanation—but in understand that we need to get
to the next panel; the devastation is apparent. But I will tell you
that there are single individual losses that occur every day that,
because they don’t have the visibility, will never get paid. And we
ﬁre dasking people who are devastated individually to pick up the

urden.

And I would use examples of ranchers on the border that, due
to the policy of our U.S. Government, we have fences stolen and
the Government will not reimburse that. And people say, “Well,
they should be ranching at a better place; they should have
known,” same things that Mr. Taylor is saying, that they should
not be on the border of where the people come up to the border and
steal their goods.

Just south of my district in Texas, the town of Zaragosa, Texas,
about 15 years ago the entire town was blown away by a tornado,
and it was not rebuilt with Federal funds.

When we look at compassion—someone said if the private sector
is not going to pay, we, as a Nation, should pay—when we begin
to use the Government for compassion, I will tell you it is very dif-
ficult because compassion to one is uncompassion to another. And
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if we go back and review the decision to pay the people $1 million-
plus at 9/11, it was full of compassion, full of heartfelt under-
standing of the loss.

But what it said to the families—my district was the one who
was at Bataan, it was the Mexico National Guard that served and
died in the Bataan Death March—and what it said to those people
who lost loved ones in Bataan is that, “Your loss is somehow not
compensationable.” That’s not a very good term, but we are not
going to compensate your loss, but we are going to compensate the
victims of 9/11 because it is so much more apparent, and it is so
much more—we have got the political desire to do that.

I will tell you that we are all going to wrestle with this problem.
I understand the economic devastation, but keep in mind it was in
my district, a district with no earthquake experience throughout
our history, and about 15 years ago an earthquake came. We've got
oil wells which stick 7,000 and 10,000 feet deep, and those oil wells
were completely broken.

There was no one there to say, “We should pick up the pieces for
you; we should try to recreate the jobs; we should do these things.”
And I will tell you that as emotional as it is, if we pay for one and
don’t pay for every one, we are making some judgement errors that
we will live with a long time. Thank you, Mr. Chairman.

Mr. TYLER. You know, I hope you know I pride myself on my de-
sire to balance the Nation’s budget. And we probably look at this
differently. I voted against almost every tax break because I didn’t
see how we could simultaneously increase spending, cut taxes, and
somehow make it all work, and prepare for things like this and fu-
ture wars.

I guess what is different is the scale, quite frankly. I also feel for-
tunate to know people who have survived the Bataan death march.
I know a guy who at 16 received the Congressional Medal of Honor,
lied about his age to get into the Marine Corps, dove on two hand
grenades at the Battle of Iwo Jima. He’s a south Mississippian.

There are 38,000 people in south Mississippi who don’t have
homes. Seventy percent of the people in my home county either
have no home or now own a home that is uninhabitable. I think
it’s the shear scale of it. And I do understand we can’t do every-
thing for everybody.

But, you know, there is going to be some cynic out there—maybe
one of the next panelists—who is going to say, “They should have
known better.” You know, that blind cleric by the name of Raman
got a guy to drive a truck full of explosives into the twin towers
with the idea of setting off an explosion in the basement, toppling
one tower into the other, and killing all the occupants. That hap-
pened around 1994.

I guess a person could say, “Well, those people should have
known it was a target of terrorists,” but I didn’t say that. I voted
to help make those people’s—I can’t bring back the people who
died, but I tried to make the people—the lives of the survivors a
little bit better. I thought it was a prudent thing for our Nation to
do.

And you're right. When you consider that compared to what hap-
pened at the Bataan Death March, or the people in World War 1I,
the guys who were slaughtered on the beaches in Normandy, you
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can’t make every wrong right. But you can do some things. And
those things we can do, we should do.

Chairman NEY. Thank you. Mr. Blumenauer?

Mr. BLUMENAUER. Mr. Chairman, I appreciate your courtesy in
permitting me to sit in on this. I want to commend these two gen-
tlemen for the big picture that is being offered up. And I am hope-
ful that there is a way to approach it in the spirit that I think in
which it is offered.

I think we heard people ask for tweaks. We have been privileged
to work with Mr. Taylor as he has brought this concept forward.
But I think we are putting on the table two big items in terms of
scale of reconstruction and type of partnership.

I commend Mr. Baker for calling the question, and look forward
in various committees, how we can come together to see what can
come from this challenge. And his approach is the biggest scale I
have seen to this point, and I think it is worthy of serious consider-
ation.

And I appreciate Mr. Taylor and the work that he has done in
terms of calling the question about the nature of the flood insur-
ance program and how this committee has already acknowledged
that more money is going to be needed anyway. This is an oppor-
tunity to deal with this issue in a more comprehensive way keeping
the integrity of the program, but dealing with people who have
really been taken unawares.

I appreciate the spirit with which both gentlemen have offered
their proposals and the way the committee has been approaching
them. And I think there are lots of us on the outside world that
would really love to continue working with you and with them be-
cause this is the sort of thing that I think is ultimately going to
get us to the situation and resolving it.

Chairman NEY. I am sure that this will not be the last of these
discussions. Any other members? Mr. Melancon?

Mr. MELANCON. I want to thank both of my colleagues, Mr. Tay-
lor and Mr. Baker, who I am proud to say I served with. The efforts
are good. We have got a long way to go.

To the gentleman who was concerned just a minute ago, just for
the record, tornadoes are covered by property insurance policies. So
if they rebuilt, if they had insurance, they didn’t have a problem.

This is a situation where people had insurance, and they are not
covered. And this is a situation where in St. Bernard Parish alone
I think the number is 24,000 or 34,000 homes are uninhabitable
and not covered if the insurance companies have their way, by the
policies that they thought would take care of them.

Mr. BAKER. If the gentleman would yield on that point, I have
also learned that when a properly conducted business owner ac-
quired business interruption insurance, if your supplier was in Or-
leans and the supplier was wiped out, you're covered. But if your
business was in Orleans and you were flooded, you're not covered.

Mr. MELANCON. That’s right.

Mr. BAKER. So smart business people buying product they
thought to protect them prudently turned out not to be so prudent.

Mr. MELANCON. Thank you, sir.

Chairman NEY. Any other members?

[No response.]
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Chairman NEY. I want to thank both the gentlemen.

Moving on right away to panel two, I think what we will do is
have a vote. We should probably do that and come back. I won’t
return; I have got another appointment—I thought this would end
by noon—but somebody will be here, you know, obviously, to chair.

So I just wanted to make one comment because I won’t be back
here. I think that if we—well, my question is going to be—and it
will be asked for me—is, is the White House actually going to sub-
mit a request for—to up the debt relief.

And just a personal opinion, if that happens, we ought to have
instantaneous accurate mapping if we are going to spend all that
money.

On another note, we would remind members that you are not
going to be able to answer all the FEMA questions that we want
answered about housing and situations like that. But as a personal
editorial, if we are looking just for FEMA’s information—not
yours—but if we're looking for helping people down there, taking
away Davis-Bacon living wage is not a way to help people down in
that affected area.

With that, we will recess.

[Recess.]

Mr. PEARCE. [presiding] The meeting will come to order. Our sec-
ond panel is Mr. David I. Maurstad, acting director and Federal in-
surance administrator, mitigation division, the Federal Emergency
Management Agency, the emergency preparedness and response di-
rector in the Department of Homeland Security. And if he has to
announce his title every day, it takes about a third of the work day
just to say that.

And the second witness will be Mr. William O. Jenkins, Jr., di-
rector of homeland security and justice, U.S. Government Account-
ing Office.

Mr. Maurstad?

STATEMENT OF DAVID 1. MAURSTAD, ACTING DIRECTOR AND
FEDERAL INSURANCE ADMINISTRATOR, MITIGATION DIVI-
SION, FEDERAL EMERGENCY MANAGEMENT AGENCY, EMER-
GENCY PREPAREDNESS AND RESPONSE DIRECTORATE, DE-
PARTMENT OF HOMELAND SECURITY

Mr. MAURSTAD. Thank you, Mr. Pearce, members of the sub-
corlrllmittee. If I can have the written remarks part of the record, I
wi

Mr. PEARCE. Could you ensure that your microphone is on and
pulled up close?

Mr. MAURSTAD. Yes, sir. Is that better? Thank you. And let me
first say that I appreciate the opportunity to appear this afternoon.
I have personally observed the area down in the Gulf Coast area,
the damaged areas, and been there and witnessed the devastation
that was talked about earlier, and have been working with the in-
surance commissioners of the affected States, and want to continue
to express my sympathy and prayers for all of those that are af-
fected.

I would like to focus my remarks, oral remarks, on the financial
condition of the National Flood Insurance Program, as seen
through the prism of Hurricanes Katrina and Rita.
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However, I want to take the opportunity, in addition, to empha-
size that NFIP is more than just an insurance program. It is flood
risk identification, the importance of which is demonstrated with
the 5-year $1 billion flood map modernization effort that is under-
way with the support of Congress and the Administration, which
leads to an important aspect, and that’s the company participation
and community participation in the National Flood Insurance Pro-
gram.

There are over 20,100 communities that voluntarily agree to par-
ticipate in the program. Part of that agreement deals with the
mapping. The Federal Government doesn’t impose the referenced
maps on local communities. Communities agree to participate; they
agree to adopt the flood maps to guide them with the second aspect
of what I want to share with the committee that deals with flood
plain management.

So when they adopt those flood maps, the proposed flood maps
that we provide to them, they are adopted on the basis that that
is the minimum requirement to participate in the National Flood
Insurance Program. Communities have the ability to adopt maps
that go beyond the 100-year flood, and many communities do do
that.

The sound flood plain management component of the NFIP saves
this country an estimated $1.1 billion in preventative flood dam-
ages annually. That means that since 1996, the Nation has reduced
the risk of flood by $10 billion. In addition, the structures built to
NFIP criteria experience 80 percent less damage than structures
not built to those standards.

Having said that, let me return to the financial situation of the
National Flood Insurance Program on the heels of Katrina of Rita.
On September 20, 2005, the President signed H.R. 3669, which in-
creased the NFIP’s borrowing authority from $1.5 billion to $3.5
billion.

However, as Katrina and Rita-related claims will exceed this
amount, I am authorized to request from the committee that $5 bil-
lion be added to this authority. This stop gap measure should allow
sufficient borrowing authority to cover claims through mid to late
November, which would enable us to work with this committee and
others to complete meaningful program reform recommendations.

It is also important to note that since 1986, the NFIP has been
financially self-supporting. During periods of high losses, the NFIP
has borrowed from the U.S. Treasury, which is an essential part
of NFIP’s financing for heavy loss years. These loans have been re-
paid with interest from policy-holder premiums and related fees at
no cost to the Nation’s taxpayer.

Hurricane Katrina was a catastrophic event, going well beyond
what the NFIP was intended to address from premium revenues
alone. In that context, let me refer to the charts that have been
provided to subcommittee staff and, hopefully, are available to you.

I direct your attention first to the chart that is about National
Flood Insurance Program Estimate of Ultimate Paid Losses from
Hurricane Katrina. There is a similar report——

Mr. PEARCE. Which panel—which sheet is that, CRS37?
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Mr. MAURSTAD. I believe I provided these charts to staff, along
with the oral testimony, sir. And we have copies if you need copies.
Do you need copies? There should be three documents

Mr. PEARCE. Yes, you can go ahead. Thank you.

Mr. MAURSTAD. Okay, thank you. Two of them are identical in
format, one dealing with losses from Hurricane Katrina, and the
other from Rita. I'm not going to go through this chart line by line.
I just point out to you that this is the basis by which we have de-
veloped what we believe that the ultimate paid losses from the hur-
ricanes will be, broken down by State and by affected counties.

What we have provided in that is the total policy in force in a
particular county, the total coverage associated with those policies
and then as you move across to the right, what we estimate the
assumed frequency for the number of losses on that total policy
count, which leads us to the next column, which is the estimated
number of claims that we are looking at for that particular county.

The next column, we estimate what we believe to be the severity
of the individual losses, with the final column being, of course, the
total of the estimated number of claims times the assumed sever-
ity.

If you go down to Louisiana, we also break that severity down
to a little bit finer level in the assumption of the percentage of
claims that would be paid at policy limits, those that would have
a $40,000 severity, and the remaining at $50,000 severity.

So we have used this as the guide, in addition to the information
that has been generated from our requests from the 96 write-your-
own companies. But primarily in this area there are about seven
major insurance companies that administer the National Flood In-
surance Program on behalf of the Federal Government in our what
was biweekly calls and now weekly calls and the reporting that we
have set up for them to tell us the number of claims that they are
getting reported.

And as time goes on, when those claims are being closed, and the
amount that they’re being closed, so that we can keep as close an
accounting, real time, as much as possible, given the cir-
cumstances, so that we know what to present to you as to the con-
dition of the fund is.

The third sheet that we provided is the projection of the Federal
cash flow from the claim payments, and which is guiding us to—
it is the basis by which we requested the additional $2 billion of
borrowing authority and now are requesting an additional $5 bil-
lion of borrowing authority.

And you can see that our expectation is, on a weekly basis, that
by mid to late November, our current borrowing authority will not
be sufficient to take care of the claims that were expected to be
closed and payments made to policy holders during the period be-
tween now and then, and then we carry that on out to the ultimate
of $23 billion being the expectation for this event.

I indicated in my written testimony how that compares with his-
torical, and it clearly is many, many, many times beyond what the
program has ever experienced in the 38-year history.

Let me conclude my comments and then be certainly available
for questions, either about the reports or my testimony. The $23
billion in estimated claims from those whose homes and businesses
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have been damaged or destroyed by Hurricanes Katrina and Rita
is not a new obligation. It is the result of a legal promise we made
to these homeowners and business owners when Congress passed
the National Flood Insurance Act of 1968 and the subsequent revi-
sions.

Homeowners and business owners agreed to pay the premiums;
communities agreed to adopt building codes to mitigate flood dam-
ages; and the Federal Government agreed to provide insurance cov-
erage to policy holders after a disaster.

Every single one of these claims represents someone who has
taken the responsible course of action by purchasing flood insur-
ance and faithfully paying the premiums. We not only have a legal
obligation to honor our commitments, we have a moral obligation
to provide the coverage we promised to provide.

To do anything less would not only result in dire consequences
for the NFIP, the write-your-own insurance companies whose
names are on the policies, and the communities working hard to
manage their flood risks, it would simply be wrong.

Once again, thank you for the opportunity to testify. And cer-
tainly, as in the past, I'm available to the committee.

[The prepared statement of David I. Maurstad can be found on
page 132 in the appendix.]

Mr. PEARCE. Thank you. Mr. Jenkins?

STATEMENT OF WILLIAM O. JENKINS, JR., DIRECTOR OF
HOMELAND SECURITY AND JUSTICE, U.S. GOVERNMENT AC-
COUNTING OFFICE

Mr. JENKINS. Congressman Pearce and members of the sub-
committee, I appreciate the opportunity to be here today to discuss
the challenges facing the National Flood Insurance Program.

The devastating effects of Hurricanes Katrina and Rita have
placed unprecedented demands on the NFIP. As of October 13th,
FEMA reported that 192,809 claims had been filed, and NFIP had
paid almost $1.3 billion to settle 7,664 of these claims. This number
of claims is more than twice as many as were filed in all of 2004,
itself a record year.

The NFIP combines property insurance for flood victims, maps to
identify the areas at greatest risk of flooding, and incentives for
participating communities to take actions that reduce future flood
damage.

A key characteristic of the NFIP is the extent to which FEMA
must rely on others to achieve the program’s goals. FEMA’s role
primarily is to one, establish policies and standards that others
generally implement on a day-to-day basis, and two, provide finan-
cial and management oversight of those who carry out those day-
to-day responsibilities.

My statement today focuses on FEMA’s management and over-
sight of the sales and service of flood insurance policies. FEMA
faces a challenge in providing effective oversight of the 96 insur-
ance companies and thousands of sales agents and claims adjusters
who are primarily responsible for the day-to-day process of selling
and servicing flood insurance policies, including claims adjustment.

About 40 FEMA employees, assisted by about 170 program con-
tractor employees, are responsible for managing the NFIP. Man-
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agement responsibilities include establishing and updating NFIP
regulations, administering the National Flood Insurance Fund,
analyzing data to actuarially determine flood insurance rates and
premiums, and offering training to insurance agents and adjusters.

In addition, FEMA and its program contractor are responsible for
monitoring and overseeing the performance of the write-your-own
companies to assure that the NFIP is administered properly. For
example, assuring that policies are properly priced, and claims ap-
propriately handled.

FEMA told us that its principal method of monitoring perform-
ance and identifying and resolving problems is to conduct an oper-
ational review about once every 3 years, of each of the 95 write-
your-own companies. In addition, FEMA’s program contractor is to
check the accuracy of claim settlements, do quality assurance re-
inspections of a sample of claims adjustments for every flood event.

We examined 15 operational reviews completed from 2001 to
February of 2005. We found that these 15 operational reviews met
both FEMA'’s standards for identifying critical errors, such as viola-
tion of policy or an incorrect payment, and that FEMA tracked a
company’s progress in correcting any identified critical errors.

We also found that FEMA’s method of selecting the sample of
claims for reinspection was useful for identifying some specific
problems and risks. But the sample was not representative of all
claims settled and, thus, could not be used to assess the overall
performance of private insurance companies and adjusters who
process claims in a specific flood event.

An instructor for adjuster training cited several problems he had
identified in reinspecting claims, such as one, improper room meas-
urements, two, improper allocation of costs caused by wind dam-
age, and three, poor communication with homeowners in the proc-
ess followed to inspect the property and settle the claim.

Additional payments were made for about half of the 2,294
claims that used the appeals process set up for Isabel claims, prin-
cipally, for two reasons: the adjuster did not include some items he
should, and higher payments for materials, labor, or personal prop-
erty than originally allowed were allowed on appeal.

FEMA has made progress, but not fully implemented the require-
ments of the 2004 Flood Insurance Reform Act. For example, in
September, FEMA posted on its website its flood insurance claims
handbook, which outlined a basic four-step process for appeals, but
has not yet completed the design and implementation of its full ap-
peals process.

We recommended that FEMA develop plans that include mile-
stones for completing requirements of the 2004 Act and assigning
accountability for meeting those milestones.

FEMA faces a formidable challenge in providing effective direc-
tion and oversight for processing the record number of flood insur-
ance claims that have arisen and will arise from the recent hurri-
canes. This record number of claims only reinforces the importance
of effective oversight and the need for clearly defined, understand-
able, and consistently applied processes for policy holders on filing
claims and appealing claims settlements.
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It also highlights the need for effective communication with the
thousands of anxious policy holders, many of whom have been dis-
placed from their homes and many who have lost everything.

As part of the body of work GAO is beginning on the preparation
for a response to and recovery from Hurricanes Katrina and Rita,
our work on the NFIP will continue. That concludes my statement,
Mr. Chairman. I will be pleased to respond to any questions you
or the other members of the committee may have.

[The prepared statement of William O. Jenkins, Jr. can be found
on page 55 in the appendix.]

Mr. PEARCE. Thank you. I would yield to myself to start the
questions.

And Mr. Maurstad, I guess if I'm looking backwards, it looks like
maybe in 2004 we were about $60 million—we had $60 million in
the bank right? And then we had the losses of $2.28 billion in 2004,
so we ended up borrowing $220 million. And you said that money
has entirely been paid back?

Mr. MAURSTAD. We originally had borrowed $300 million earlier
this year. We paid back $75 million. And so the statement that we
had paid for 1986 now is up to that point in time.

Mr. PEARCE. I understand. But you have—you make—you take
loans out and you make repayments. So I am looking at a revenue
picture of $2 billion a year. Is that about what the Agency gets in
in premiums?

Mr. MAURSTAD. In premiums and in fees from the policy holders.

Mr. PEARCE. About $2 billion in revenues?

Mr. MAURSTAD. Yes.

Mr. PEARCE. Now if I were going to go to a bank and borrow $22
billion with $2 billion worth of revenue, 22 versus 2, I would have
to have it amortized over a long number of years. How many years
is it going to take to pay back just Katrina?

Mr. MAURSTAD. We

Mr. PEARCE. Just the $22 billion or $23 billion that you are esti-
mating.

Mr. MAURSTAD. It is my opinion that the program does not have
the ability to repay the portion of the—of what we are looking at
here, beyond about $1 billion, unless we extend it

Mr. PEARCE. Okay. So we don’t have the ability to repay.

Mr. MAURSTAD. Not

Mr. PEARCE. And in another part of your testimony, you said
that we have made a legal promise. Why are we making legal
promises that we don’t have the capability to fulfill? That becomes
a critical question in the administration of the program.

Mr. MAURSTAD. When the program was designed, back in 1968,
and since then, it was designed from the premise that premiums
would be generated that would be able to take care of the—an av-
erage loss year, and that borrowing authority would be extended to
move—enable the program to move from year to year in those ups
and downs that are going to occur from an average loss year.

Mr. PEARCE. Basically, you are saying we miscalculated.

Mr. MAURSTAD. No, I'm saying that without—it’s my opinion that
the idea that if a catastrophic event ever occurred such as we're
facing now, that the Federal treasury would be the means by which
that difference would be made up, that the program was not cap-
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italized, that the previous looks at whether or not reinsurance
made more sense turned out to be more costly than if we continued
to work the program based on average loss years with the nec-
essary borrowing authority to get through the ups and downs.

Mr. PEARCE. What—you said that all the check marks—in other
words, the responsibility is on the part of others. Your comments
were we made a legal promise to pay, but that people have a re-
sponsibility to buy; the communities had a responsibility to develop
building codes.

And are you telling me that if I am to look at your other sheet
showing 235,000 estimated claims, 235,944 estimated claims that
the building codes for all of those have been adequately—the check
marks have been adequately made and that we have done our due
diligence through all parts of society in order for us to say that we
haV(?) the moral obligation to pay, which is your ultimate conclu-
sion?

Mr. MAURSTAD. It is the responsibility of the program to make
sure that the communities

Mr. PEARCE. And have they done that?

Mr. MAURSTAD.—the——

Mr. PEARCE. And have they done—you said building codes was
an important parameter.

Mr. MAURSTAD. Yes.

Mr. PEARCE. And have all the building codes been put in place
and complied with?

Mr. MAURSTAD. Yes.

Mr. PEARCE. Could I get documentation to that effect, that you
would, in your words, say that all building codes have been put in
place, and they have been 100 percent complied with?

Mr. MAURSTAD. When they are—when non-compliance is discov-
ered, either by our inspections and community visits that occur, or
if we are made aware of those violations, then we address them
and require the communities to rectify the problem, or we go
through the process of suspending them from the——

Mr. PEARCE. Mr. Jenkins, in your testimony you have indicated
some oversight of—or some looking at introspection of the program.
Would in your estimation we have complied with 100 percent of the
building codes in the requirements for communities to do their due
diligence in these 235,000 claims that are going to be filed?

Mr. JENKINS. Well, I think there is one thing that is in Mr.
Maurstad’s statement that is not a fault of FEMA, but there is a
significant number of repetitive loss properties that by definition
don’t necessarily meet those regulations because they were essen-
tially grandfathered into the program. And there are roughly
212,000 of those in Louisiana, for example, for which there would be
claims.

So, in particular, for the repetitive loss properties—these are
properties that were built before the flood maps were created, and
when they were built it wasn’t known that they were necessarily
in a flood plain.

So to the extent that there are these properties in the program—
and they are about 24 percent of all the properties that are in the
program are in this category—then they don’t necessarily meet the
building codes.
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Mr. PEARCE. Thank you. I appreciate that. Ms. Waters, I yield
to you. I will have additional questions, so if you would like to have
two sets of questions ready, we will go at least a second round.

th. WATERS. Thank you. Thank you very much. I appreciate
that.

Mr. Maurstad, there have been, as you know, a lot of criticism
and many complaints about the program. I think when you were
here before, we requested information from you about interrog-
atories and document requests that Steve Kanstoroom—several
committee members in July.

You answered to the question—you said you had responded, or
you were in the process of responding to every request that came
ti)l y01‘1?r office. I have not received anything. Have you sent me any-
thing?

Mr. MAURSTAD. Ms. Waters, I regret to let you know that we
have not responded to those questions for the record. They are in
the concurrence process now, and I am working with my cohorts in
the office of general counsel in getting those answers for your ques-
tions, and getting them to you and the committee.

Ms. WATERS. How long do you think it will be before we get those
answers? What’s the time frame?

Mr. MAURSTAD. Very soon.

Ms. WATERS. This year?

Mr. MAURSTAD. Yes, ma’am.

Ms. WATERS. Next month? This month? Next month?

Mr. MAURSTAD. Hopefully. I will work——

Ms. WATERS. Before December?

Mr. MAURSTAD. Yes, ma’am.

Ms. WATERS. Some time in November. Okay, we will look for-
ward to that.

Mr. MAURSTAD. I will do my best.

Ms. WATERS. All right. There are some questions about the com-
petency of some of the people that work for the Agency. And there
is some information that I received about an adjuster training ses-
sion, all these problems about—questions about the adjusters.

A training session that took place in Mississippi shortly after
Katrina, and according to a Mr. Jackson, many of the prospective
adjusters had never adjusted a claim of any type, and that the CSC
trainer provided the test answers to more than 500 adjusters, and
he believed that these untrained adjusters were being used, un-
leashed on unsuspecting Katrina and Rita victims. How do you re-
spond to that?

Mr. MAURSTAD. I am not aware of that. We will certainly check
into that. I would say to you that if there are independent adjust-
ers, they have to be certified with the program for 4 years. If—we
certainly have a provision where if a less experienced adjuster is
needed because of the sheer volume of claims that we’re looking at,
that they have to work with one of our certified adjusters and, in
essence, in a buddy system, so to speak, apprentice system.

And so there aren’t any adjusters out there that have never
worked flood insurance claims that have the authority to settle the
claim. They would be working with one of the certified adjusters.

Now the adjusters that work for the companies that we primarily
write the policies—that write the policies on behalf of the program,
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95 percent of the policies are written by the write-your-own compa-
nies. They use their adjusters, and they train those adjusters, and
they provide the assertion to us as a part of their arrangement
with the program that those adjusters are trained.

But your specifics about somebody providing answers to test
questions, I will have to look into. That’s not my understanding. I
don’t have a firsthand understanding of that.

I did attend adjuster training sessions right after Katrina hit in
Alabama and Mississippi and Louisiana, and I didn’t witness any
of that.

Ms. WATERS. What is the Jones Insurance Agency?

Mr. MAURSTAD. The Jones Insurance Agency that I am familiar
with is located back in Nebraska. It’s an independent insurance
agency that operates in a few of the communities in Nebraska. I
am sure there are a number of other Jones Insurance Agencies
throughout the country.

Ms. WATERS. Is there one that is doing business as Maurstad In-
surance Services?

Mr. MAURSTAD. That agency purchased the agency that I was a
corporate officer of back in 2003, I believe.

Ms. WATERS. Are you a principal, a beneficiary in any way, of the
Jones Insurance Agency at this time?

Mr. MAURSTAD. No. No, I am not.

Ms. WATERS. When did you sever your relationship with them?

Mr. MAURSTAD. I believe it was March 1, 2003. I can provide—
if that’s not correct, I will correct the record.

Ms. WATERS. Okay. Would you say that for me, again? March?

Mr. MAURSTAD. First of 2003. The agreement, I believe, was ef-
fective, actually, you know, January 1, 2003.

Ms. WATERS. What was the period of overlap in your service,
your job, and the overlap with your

Mr. MAURSTAD. As acting Federal insurance administrator, none.

Ms. WATERS. Give me the dates from the——

Mr. MAURSTAD. March 1, 2003. I was appointed acting Federal
insurance administrator, I believe, June 25, 2004.

Ms. WATERS. Do you have any interest or participation in any
other insurance-related business or entity at this time?

Mr. MAURSTAD. No, I do not.

Ms. WATERS. Well, I have a lot of questions here that relate to
conflict of interest, and I don’t want to just simply put you on the
spot, because these are very serious questions. But you should be
aware that there are a number of allegations and inquiries that are
being made about past conflicts of interest, potential conflicts of in-
terest, even to a point where you were licensed to serve as a
broker.

So what I am going to do is I am going to set up some time with
you to talk this over with you first and go through these questions
so that you will have an opportunity to tell me what you know
about these issues. And then we will see what happens from

Mr. MAURSTAD. Yes. And I have provided this information to the
ethics officer of the department. I have filed all the necessary fi-
nancial disclosures as required.

Ms. WATERS. Okay.
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Mr. MAURSTAD. I would be pleased to be able to sit down with
you as well.

Ms. WATERS. Okay, thank you. We will do that. My time up?

Mr. PEARCE. Yes.

Ms. WATERS. Thank you very much.

Mr. PEARCE. There will be a second round if the gentlelady would
like to take that.

Ms. WATERS. All right.

Mr. PEARCE. I think my first question would be that, Mr.
Maurstad, I understand that you said we could sustain about $1
billion repayment, and the rest of it really should not be in the
form of a loan. Is that more or less correct?

Mr. MAURSTAD. Yes, sir.

Mr. PEARCE. In your initial opening statement, you had talked
about $1.5 billion to $3.5 billion has already been authorized, and
another $5 billion would be authorized. Now, it was my under-
standing you were talking in terms of a loan at that point.

Mr. MAURSTAD. Yes, sir.

Mr. PEARCE. Why would we be—why would FEMA be requesting
a loan when you don’t have capability to repay anything exceeding
$1 billion. Is that—shouldn’t we just get the terminology out on the
table right now?

Mr. MAURSTAD. The reason that we are requesting the additional
loan authority is so that we can work with the committee and work
with others in developing a program to—recommendations to
strengthen the program when that—the ultimate decision that
you're talking about would be made.

Mr. PEARCE. And what recommendations to strengthen the pro-
gram involve—I mean, just basically financially, what rec-
ommendations are you going to make? Are there going to be pre-
mium increases for the affected areas? What?

Mr. MAURSTAD. Well, premium—there would not be premium in-
creases for just the affected areas because the same rates are
charged throughout the country based on the risk associated with
a particular zone on the flood map. So more isn’t charged——

Mr. PEARCE. I understand.

Mr. MAURSTAD. Okay.

Mr. PEARCE. Just premium increases across the board, then?

Mr. MAURSTAD. Certainly. We increased premiums last year.

Mr. PEARCE. How much did premiums go up last

Mr. MAURSTAD. Those policies that are at less then risk, about
8 percent. The actuarial-rated policies that make up about 75 per-
cent of the program, at about—my memory is between 2 and 3 per-
cent. I can provide that, those specific increases, to you.

Mr. PEARCE. What about the repetitive losses that Mr. Jenkins
mentioned? You have got 22,000 repetitive losses. I was watching
a guy on TV one night saying that he had rebuilt two or three
times and collected every time. Do you have any idea that you're
going to begin to curtail those practices of paying repetitive losses?

Mr. MAURSTAD. We were given authority in 1994 and started the
flood mitigation assistance program that was targeted at repetitive
loss properties that was funded from part of the fees that were gen-
erated from the policies.
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You know, last year we had about $20 million go towards that
effort trying to address repetitive loss property

Mr. PEARCE. How are we trying to address those?

Mr. MAURSTAD. Excuse me?

Mr. PEARCE. How are we trying to address them?

Mr. MAURSTAD. We either relocate or elevate the structures
abgve the base flood elevation are the two primary ways that that
is done.

And, of course, the—in the reauthorization in 2004 that included
a provision to address severe repetitive loss properties—and, you
know, we're pleased that with the signing of the Department of
Homeland Securities budget a couple of days ago—we will now
have the ability to transfer funds from the National Flood Insur-
ance Fund to support the beginning of the severe repetitive loss
property, as directed by the authorization——

Mr. PEARCE. You're not going to stop—you won’t cease paying
claims on repetitive properties? You will actually buy them out and
physically move them, is that correct?

Mr. MAURSTAD. In the previous policy it was on a willing buyer/
willing seller basis that you provide a mitigation opportunity to a
property owner and provide grant assistance to do that. We have
two other programs——

Mr. PEARCE. Well, I think if we took a—did you take a look at
some of the people? I mean, I suspect if I go back and explain to
my constituents that we are paying—I think if we took a balance
sheet of some of the people that we’re buying their properties, and
the number of times they have received compensation for those
properties, I suspect I would not have a good time explaining to
people in my district.

Our average income is about $21,000, $22,000 a year, and we are
paying those repetitive losses to people, I suspect, with bank ac-
counts larger than net worths of people in my district. I really
question that whole process.

You have got—you have 40 full-time employees, 170 contract em-
ployees. How many people is it going to take to administer Hurri-
cane Katrina by itself?

Mr. MAURSTAD. Well, one of the benefits of the way the program
is structured—and again, that we rely on the 96 write-your-own
companies to administer the program—is primarily their resources
that are being used to handle the claims that are going to—that
are outlined in the hand-outs that I provided you.

And so, although this is certainly beyond what a normal event
would be, right now we have set up processes by which companies
would be able to streamline some of the claims handling for those
losses that are going to clearly exceed policy limits.

So we are working with the write-your-own industry to handle
these claims as quickly and as fairly as possible. But the benefit,
again, of the system—to get directly to your question—is we utilize
the private insurance industry to deal with the magnitude of this
event.

Mr. PEARCE. And I realize my time has expired, but just to follow
up, is that, the cost for that use of the private insurance industry
to administer, is that calculated into the cost?

Mr. MAURSTAD. Yes. Some of it is, sir, yes.
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Mr. PEARCE. Ms. Waters, do you have additional questions?

Ms. WATERS. Well, you know, I am so concerned about all of
these losses, and all of these citizens who will be placed in the posi-
tion of trying to recover, trying to get insurance companies to pay,
trying to get you to compensate them fairly.

And we have had so many complaints, and people are in the un-
derstanding, often times, that they are to be made whole, that the
adjusters, you know, are not doing the work in a way that respects
and recognizes their tremendous losses.

Now I am looking at this GAO report, and it said that FEMA has
not yet fully implemented provisions of the Flood Insurance Reform
Act 2004 requiring that the Agency provide policy holders with “a
flood insurance claims handbook that meets statutory requirements
to establish a regulatory appeals process,” on and on and on, and
that the deadline was December 30, 2004. What’s with this?

Mr. MAURSTAD. There are some aspects of the reauthorization
that we are—have not fully completed to this point. But as my
written testimony indicates, beginning back in September, we are,
in fact, providing the claims handbook to policy holders. We are in
the process of the companies providing the summary of coverage to
the policy holders as those policies are now beginning to be re-
viewed—or renewed.

So there are certain—the agent training component of the reau-
thorization, we have completed that, working as directed with the
insurance commissioners across the country. So there are certain
parts of the reauthorization that we have complied with and com-
pleted. There are other parts that we are in various stages of com-
pleting. We are working very aggressively at getting it all done.

Ms. WATERS. That’s a real problem.

Mr. MAURSTAD. And if I could——

Ms. WATERS. Let me just tell you—and I think you know this—
one of the greatest complaints that we are going to hear from the
victims of Katrina and Rita is that they are not being treated fair-
ly, that the adjusters are not treating them fairly.

So we are going to hear a lot of this. And we just hope that you
can do something that will demonstrate that you are bending over
backwards to treat these people fairly. I mean, they have gone
through an awful lot.

Mr. MAURSTAD. Yes——

Ms. WATERS. Having said that, this handbook and information
that helps to educate people and helps to help them to walk
through these processes and these procedures is so very important.
And that should not be underestimated. And I would like to see
this fully implemented.

Mr. MAURSTAD. Yes, ma’am. We agree with you. And we want-
ed—and part of the delay, quite frankly, was working with the
write-your-own companies, working with the agent groups, to make
sure that the tools that we develop have the effectiveness that
you're talking about.

So we work with them and consult with them to make sure that
we do that. We agree that the better information we can provide
to policy holders, the more easily they are going to understand the
process and be able to have their claims handled fairly. We
have
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Ms. WATERS. Do you think we should set up a program for the
payment of premiums that will protect beyond $250,000, if people
are willing to pay a little more?

Mr. MAURSTAD. We certainly—that figure has not been changed
since 1994. We certainly need to look at

Ms. WATERS. Have you recommended——

Mr. MAURSTAD. We would certainly need to look at, as we try to
move forward on how we can strengthen the program, whether the
fund can support that increase in limit of insurance. It certainly is
on the table and certainly needs—and we are reviewing it.

Ms. WATERS. So—but you have not made a recommendation to
that effect anyplace?

Mr. MAURSTAD. No, I have not.

Ms. WATERS. But this would be with an increase in premiums for
those who are willing to pay?

Mr. MAURSTAD. There will certainly be

Ms. WATERS. Can afford to pay? Who have properties that are in
excess of $250,000? You think that’s a legitimate way to deal with
coverage of some of these properties?

Mr. MAURSTAD. I certainly think it’s legitimate and certainly
think that it’s one of the things that we need to look at as we work
together to try to strengthen the program if that, in fact, is——

Ms. WATERS. What’s taking you so long? You didn’t just start
thinking about this today.

Mr. MAURSTAD. No. Part of the reason—I started, actually think-
ing about it a year ago, after some of our conversations and after
reviewing some of the complaints that had been registered before.

But at that time, we were on the heels of the four hurricanes
that we were affected by in 2004, causing the greatest number of
claims in the history of the program, and the fund was in a bor-
rowing position. And so to increase the limit of insurance at that
point in time, it seemed to be prudent to wait and see as we contin-
ued to look at that. So it’s on the table.

Another—what you’re getting at is another concern of mine in
that we need to continue to educate people and make people aware
of, and that’s insuring the value. Many times, when people do buy
a flood insurance policy, they only buy it for a minimum amount.
And then, when they have a devastating loss, they again don’t have
the necessary insurance proceeds to help them rebuild. So we need
to do a better job of getting the 4.7 million policy holders that we
have now to insure to value, similar to what they do on their nor-
mal homeowner policy.

Ms. WATERS. Well, what’s taking you so long to have gotten that
job done?

Mr. MAURSTAD. Well, we are working very aggressively. We have
a public awareness campaign that we have shared with you before,
floodsmart.gov. We have a national campaign we targeted to areas
that have the greatest losses to try to make sure people understand
their flood risk, encourage them to contact their local agent and
buy a policy, provide the necessary information to them through
our floodsmart.gov website

Ms. WATERS. Okay, that’s good. What about mapping? What
have you done about that?
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Mr. MAURSTAD. Mapping, we are working very aggressively,
again, with our stakeholders. My programs all deal with working
with States and local communities, associations like the Associa-
tion of State Floodplain Managers, and we are working with them
in implementing the flood map modernization. We are about—we
are starting our, I think, fourth year of that 5-year program. We
are on track.

But it takes time to develop maps, from an engineering point of
view, working with the corps, working with private engineers. But
then also, it takes time once we deliver those maps on a prelimi-
nary basis to the communities for them to have the public hearings
necessary and to formally adopt those maps.

So the process is one that is 2 to 3 years in time. That’s the way
it is designed to be for the necessary public protections.

Ms. WATERS. Finally, do you support Mr. Taylor’s bill for dealing
with those people who have no flood insurance?

Mr. MAURSTAD. No. I do not.

Ms. WATERS. Why not?

Mr. MAURSTAD. Well, I think that it would provide a disincentive
for people to purchase flood insurance. There is already a percep-
tion out there that one of the reasons why—I am told, when people
are asked why they don’t have a flood insurance policy—is one,
they think that—they erroneously believe that it is covered under
their homeowner’s policy, but second, there is a perception that the
Federal Government will come in at the time of a disaster, and——

Ms. WATERS. So what should happen to these people?

Mr. MAURSTAD.—provide them assistance. And it does not——

Ms. WATERS. What should happen?

Mr. MAURSTAD.—encourage people to do the right thing and
buy

Ms. WATERS. What should happen to these people who—this
great disaster?

Mr. MAURSTAD. I think that there are a number of efforts, not
only within the Department, but within the Federal Government
and within the private sector to try to develop the best way to meet
those unmet needs.

Ms. WATERS. No, we’re not talking about meet unmet needs;
we're talking about people who have lost everything they have,
their home, everything they have.

Mr. MAURSTAD. I have seen it. Yes, I have seen it. And maybe
I didn’t phrase my answer very well. What I am getting at is that
beyond this program that is designed to provide payment of insur-
ance claims for people that had insurance policies, there are many
other efforts underway to try to help those people

Ms. WATERS. Such as?

Mr. MAURSTAD. Well, the individual assistance programs in the
disaster support—

Ms. WATERS. Such as?

Mr. MAURSTAD. The Individual Assistance Program, rental as-
sistance, that there is actually—part of that program is called
“Unmet Needs.” Temporary housing——

Ms. WATERS. Okay, see, it’s all

Mr. PEARCE. The gentlelady’s time is expired.
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Ms. WATERS.—talk in generalities about other programs, et
cetera, but let me just say this, Mr. Chairman, and I am finished.

You have a lot of excuses, not only about mapping, about not
making recommendations to the Congress of the United States
about how to expand the program, excuses about why we have not
done the education job you further exacerbate by telling me that
people don’t understand their own homeowner policies and think
that they are covered, and because they are stupid and they are ig-
norant, that they should have to suffer, you know, the con-
sequences.

Please, try and think about this differently. Try and think about
what it means to a family to lose that home. I mean, that is the
American dream. That is everything. And there may be—even
though I have heard some discussion here today about how do we
meet all of the needs and whether or not we are doing it for people
with earthquake—there comes a time when the disaster is so cata-
strophic, it is so huge, that we need to do something special.

And we have got to be particularly sensitive at a time like this.
And I want you to think about how you can strengthen our ability
to provide protection in ways that people really understand it. And
in this case, with Katrina, Rita, et cetera, how we do something ex-
traordinary.

Thank you very much. And I appreciate that, Mr. Chairman.

Mr. PEARCE. The gentlelady’s time has expired. The gentleman
from Oregon, Mr. Blumenauer, is recognized.

Mr. BLUMENAUER. Thank you. And I do appreciate the sub-
committee’s courtesy in permitting me to join in this effort. I have
been shuttling back from—with another committee I am on that’s
looking, actually, at some of the same things.

Mr. PEARCE. And the chair is about to have to do that, also.

Mr. BLUMENAUER. I will be very brief. I would like to ask about
the nature of the report on the value of mitigation that was re-
quired, I think, in the HUD appropriations bill of 2003. My under-
standing is that you contracted with somebody; the report is done;
you have reviewed it; it has been forwarded off to Homeland Secu-
rity someplace. Do you have a sense of when this report is going
to be released?

It seems to me that if there was ever a time when it would be
useful for Congress to be able to understand the value of mitiga-
tion, it would be as we are looking at these sensitive issues. When
can we get this report?

Mr. MAURSTAD. Sir, I have seen a draft of the report. We have
seen—but the actual report has not been formally transferred to
the Department or to the mitigation division.

It’s my understanding that that’s going to happen any day now.
I agree with you on the timeliness of the findings of that report.
And—but that is, as I understand it, the current status.

We have worked with the multi-hazard mitigation council that—
the briefing that I received a number of months ago, as they were
winding down the report, the scientists that they used on the re-
port, I think it’s going to be a very valuable tool, and I also am
anxiously waiting for that report to be provided to us.

Mr. BLUMENAUER. Well, it would be helpful if we could pin this
down and get a specific answer about where this is. I was told that
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it had been cleared by FEMA and had been sent off to the Depart-
ment of Homeland.

Mr. MAURSTAD. Sir, we have seen a draft of it, and I am waiting
for the multi-hazard mitigation council to provide me with the for-
mal report. And it was my understanding last week that it was on
its way.

Mr. BLUMENAUER. Good to know. I am wunclear about the
progress on the implementation on the regulations for the Flood In-
surance Reform Act.

What are some of the critical issues that have been highlighted
by your consultation of the States and communities, and when are
we going to see that promulgated?

Mr. MAURSTAD. What—I guess I am not sure what—are you talk-
ing about the agent training component that you asked us

Mr. BLUMENAUER. The regulations that would be attended to the
flood insurance reform.

Mr. MAURSTAD. Are you talking about the severe repetitive loss
pilot program?

Mr. BLUMENAUER. There are regulations with that, and I thought
there were some other regulations that had not yet been promul-
gated.

Mr. MAURSTAD. Well, we just received the ability to transfer the
funds from the National Flood Insurance Fund to provide the re-
sources to start the severe repetitive loss program.

We held that consultation meeting, actually, late last year, as re-
quired by the legislation, and are now in the—beginning with the
authority that happened a couple of days ago, with beginning the
rulemaking process.

Mr. BLUMENAUER. And when do you think the rules will be fin-
ished?

Mr. MAURSTAD. Well, I am hopeful—

Mr. BLUMENAUER. This is a conversation you and I had 6 months
ago.

Mr. MAURSTAD. Well, we didn’t have the authority six months
ago to be able to begin the pilot program. We now have that au-
thority. I am hopeful that if we get some of our—when we get some
of our staff back from the field that are still helping the respond
and recover to Katrina and Rita, that rulemaking process as we
both know it, some time in the March/April time frame of next
year.

Mr. BLUMENAUER. I had submitted a series of questions after our
April hearing and resubmitted them in writing in September. To
the best of my knowledge, we haven’t yet—and I understand things
have been going on

Mr. MAURSTAD. That’s correct, and I—as I indicated to Ms. Wa-
ters, I made a commitment to her to work with the other parts of
our department to get those answers back to you some time next
month.

Mr. BLUMENAUER. I would just conclude—one thing that would
be useful to have, because we have been having conversations in
the past—I appreciate your courtesy—but by the nature of the
business that FEMA is involved with, there is always something
going on. You would wish there wouldn’t be, but the reason you're
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there is because we have emergencies. And we had four hurricanes
last fall; we've got Katrina; we’ve got a whole range of things.

I have been working with FEMA for the last 5 years to try and
get resources to the Agency, new tools, money, and authorization
so that it’s easier for you to do the job. And I have appreciated the
professionalism with a whole host of folks who have given us back
information as we have tried to craft legislative responses.

What would be helpful would be to have a candid response from
the Agency about what you need to be able to deliver what’s in the
pipeline, what we have been trying to do. I don’t like being in a
sort of a give-and-take situation because I have tried to be on your
side for 5 years. And I see some of our old friends in the back of
the room who have been there and have been constructive.

But what would be very helpful for some of us who have been
trying to be constructive partners with FEMA is to understand
what it is that we can give you to clarify, to provide resources, and
to move us forward.

We are going to be spending—I think we’re spending $14 million
an hour, last I calculated. I mean, it's—after a while it’s real
money. But number of things that we have talked with you about
here, and that the committee is looking at, are not that expensive
in the overall scheme of things. But they will make a huge dif-
ference on saving long-term costs, helping people get out of harm’s
way, and helping us get ahead of the curve, rather than you folks
scrambling to catch up.

And so my specific request is to have some of your certified
smart people who have been through this before and given what’s
happened informed by your year or so in this“ squirrel cage,” get
some specifics so that we can go to bat with our authorizing com-
mittees and our appropriating committees, to make sure that what-
ever it is to clear up ambiguity or to provide resources happens, so
we're not in a situation like you’re telling me, that something we
passed last year we’re going to talk about maybe promulgating reg-
ulations next year.

I am interested in ways that we can get ahead of the curve, and
I look forward to working with the committee and the committee’s
staff on these recommendations so that we can—so we’re not going
to rehash this. And I offer it from the perspective of somebody who
has been trying to work with you folks for 5 years.

Mr. MAURSTAD. Well, sir, we—as I have indicated before, we ap-
preciate your support. My Member of Congress, of course, worked
very closely with you—now retired Congressman Bereuter. I have
had conversations with him. We appreciate your support.

The rep loss pilot program, now that we have that authority, pro-
vides some assistance for staff in that area that we didn’t have the
capability of before, but we will certainly look at your request and
have that continued discussion with you.

Mr. BLUMENAUER. Thank you. Mr. Chairman, thank you for your
courtesy——

Mr. PEARCE. I thank the gentleman from Oregon. And I just have
two last questions, and I appreciate your indulgence. You have
been very gracious with your time, and you got caught in a vote,
and the first hearing lasted somewhat longer.
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Mr. Jenkins, I am going to ask you last—but you're going to be
thinking about it based on your previous work—of the $22 billion
or $23 billion in losses that are declared on this page, how much
problem do you think—how many dollars problems would you
think would be involved in there based on the lack of oversight and
people overestimating? So that will be the wrap-up question.

Mr. Maurstad, you indicated legitimacy to upping the ceiling, the
cap. If we change from $250,000, say, to $500,000—that’s a nice,
round number; it’s twice. If that were the case, how much would
your columns change by here, and how much would you have
changed in Katrina?

And then I suspect if you talked about raising the caps—which
you said the Agency has talked about—you have gone back and
plugged in to the losses for 2004, that was $2.28 billion—how much
would those losses have gone up through the increased caps, and
h}(l)w much more exposure do we have here? If you can give
those

Mr. MAURSTAD. Well, I would try—your—an answer to your
question would require a number of assumptions based on how
many people that currently have the maximum amount of insur-
ance, $250,000, would pay the additional premium to go to a higher
level. That would be the first assumption that comes to my head
that would have to be made.

But most importantly, what we would do is we would go back
and actuarially determine what the additional premium amounts
would need to be, given the higher limit of insurance that we would
be making a commitment to paying for, if there were a loss, and
determining what those appropriate premium levels should be.

And then, you would—we would have to determine—and it would
be most accurate after the fact—how many people decided to in-
crease their limit of insurance, pay that additional premium that
would then provide the additional resources to pay claims.

Mr. PEARCE. Am I to understand, then, that you have not put in
any projections? As a business owner, I would tell you how I would
approach it. I would approach it to the maximum risk. That is, the
maximum number people take it as possible, and we suffer the
maximum number of losses. That is, this loss sheet extended to the
maximum. And then you would project the increase of premiums.

And am I to understand that even though you are suggesting
that we want to go up on the caps, you haven’t figured out what
it’s going to actually cost the taxpayer in New Mexico?

Mr. MAURSTAD. Well, again sir, as also a former small business
owner, I would look at things in a certain fashion. And I know,
from my experience, that the actuaries are going to look at it in
3 whole other fashion to make sure that what’s being done is

one

Mr. PEARCE. I understand that. We're just talking about a busi-
ness model.

Mr. MAURSTAD. But

Mr. PEARCE. If I'm going to come to the Congress and suggest
that we up the caps, I think I would be prepared to say, “If we did
that and if everybody had upped their premiums and upped their
purchases, the losses, instead of $22 billion, would be $33 billion,”
or something. I just think that’s a fair question for us to ask, and
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a business-like question to ask, so that we know the stakes of going
up on our premiums.

And, likewise, because this is an extraordinarily high loss year,
it would be very, very pragmatic to scoot back to 2004, which was
the period of greatest loss, but at 1/10th the level and say, you
know, “We are not going to always get these big years, but even
in this bad year, this 1/10th year, here is what we would have ex-
pected.”

Mr. MAURSTAD. That modeling would go on. And again, we would
base it as—absent any other substantive program changes—based
on an average loss year, as to the ability to generate the necessary
premium from the policy holders to pay the claims that come in
during that year.

Mr. PEARCE. I understand that. My point is that you said that
you saw certain legitimacy to the idea, that you all had talked
about it internally. And to talk about it internally without meas-
uring the possible consequences, to me, is upside down, that as we
are talking about the legitimacy, we should be talking about the
consequences.

Mr. Jenkins, would you like to wrap up? We really do need to
finish this.

Mr. JENKINS. You asked about the potential extra cost.

Mr. PEARCE. Yes.

Mr. JENKINS. I would say that, basically, if you take the Isabel
model and assume that it, with some adjustment, sort of applies to
this, you had roughly 10 percent of people who had an opportunity
to appeal their claim did appeal their claim. And then, of those peo-
ple, half got more money, and they got about 10 percent more than
their average claim for various reasons.

So you could say, based on that model, that whatever this esti-
mate is, it’s probably not unreasonable to assume it’s about 10 per-
cent higher. Particularly if you have an appeals process.

The thing that—the mitigating factor in that compared to Isabel
is that a lot of these people whose homes have been completely
wiped out are going to get the maximum that their policy pays, so
you’re not going to have some of the issues, in terms of what the
repair costs are, and the schedule of costs that ought to be used,
and that kind of thing, because it’s not an issue for those particular
claims.

Mr. PEARCE. Using your knowledge of the system, did you have
a chance to review the charts——

Mr. JENKINS. No, we have not seen those.

Mr. PEARCE. Just going to assume severity and the bulk of the
losses are going to occur in Jefferson Parish, where there is a loss
of $75,000 per unit projected, and 73,000 homes, a loss in Orleans
Parish, of 100,000.

Using your estimates, would those severity calculations be fairly
accurate, or is it just too far out of your realm to guess?

Mr. JENKINS. Just—we would really have to look at it. I
mean——

Mr. PEARCE. Okay, all right.

Mr. JENKINS. Just let me give you additional information.

Mr. PEARCE. Yes.
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Mr. JENKINS. We have some data, this October 13th data that we
got, and we know it has to have an error in it. The average claim
that that data shows for Louisiana is $663,000. That’s pretty un-
likely that that’s the actual average amount being paid.

Mr. PEARCE. Right. Thank you both, and again, Mr. Maurstad,
these are very difficult days, very difficult times, and the questions
that we have to wrestle with are tremendous. But the ones that
you have to see firsthand are even worse. So I thank you for your
service and thank your Agency.

The chair notes that some members may have additional ques-
tions for this panel, which they may wish to submit in writing.
Without objection, this hearing record will remain open for 30 days
for members to submit written questions to these witnesses and to
place the responses in the record.

[No response.]

Mr. PEARCE. Hearing none, this hearing is adjourned.

[Whereupon, at 1:15 p.m., the subcommittee was adjourned.]
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Statement of Sue Kelly

Thank you Chairman Ney for holding this
important hearing and inviting me to sit with
the subcommittee.

On April 14 and July 12th of this year, before
Hurricanes Katrina and Rita, this
subcommittee held hearings on the flood
insurance program that exposed major
problems at FEMA, especially with its
customer service. Too many of the citizens and
homeowners of my district in New York did
not hear from FEMA until far too late during
devastating flooding this spring in Port Jervis
and other communities of Orange County. I
was told point-blank by the witness before us
that FEMA was unwilling to engage in
comprehensive outreach to make sure all valid
claims under the flood insurance program
were filed.

Today, the whole word has discovered the
failures at FEMA Chairman Ney worked to
uncover. FEMA has a new director who is
committed to making his agency work better
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at both flood insurance and emergency
assistance. I am concerned, however, that the
communities that depend on the flood
insurance program, such as my district, are
not given the priority they need in handling
claims and knowing their rights. My concern
rose when I read GAO’s testimony that FEMA
is in violation of the law, specifically the Flood
Insurance Reform Act of 2004, and has yet to
issue simple new forms to customers and
regulators.

FEMA must honor its commitment to our
constituents by ensuring all eligible claims are
filed. Earlier this year we learned that
outreach by FEMA expanded the number of
claims filed in Florida after Hurricane Isabel
increased paid claims by 2 percent. Victims of
every storm deserve 100 percent restitution,
not 98 percent.

FEMA must also make sure that incentives
for mitigation, program participation and
claims are separated so that no official is
conflicted between seeing more customers are
served, seeing more homeowners paid, and
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costs to the program. Flood Insurance
program officials say they are overworked
from the more than 7 major hurricanes and
storms in the last two seasons, and they are
right. But when things aren’t working we
change them. The National Flood Insurance
Program administration must be
compartmentalized so that outreach,
mitigation, and actuarial work is not crippled
by operational responses to storms.

According to FEMA’s own documents 154
workers are at NFIP HQ, but they are divided
into 7 branches and 16 sections and offices.
The result is many small offices that become
swamped in an emergency. NFIP must be
restructured around simpler stovepipes that
can focus on their tasks without being
overwhelmed. I stand ready to work with
members on both sides on legislation to
strengthen NFIP outreach and planning to
better serve customers and communities.

Citizens along the Delaware and Hudson in
my state know that flood insurance is needed
to protect their homes and property. Those
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who elected not to buy flood insurance at low,
government-subsidized premiums chose to
keep that money and insure themselves.
Policy holders should not be forced to
subsidize those who failed to share the risk of
flooding with them. I strongly oppose any
attempt to extend retroactive eligibility for
flood insurance to areas that have suffered
losses, and I condemn the efforts of the
Mississippi Attorney General to use the
suffering of his constituents as an excuse to
extort money from insurance companies that
did not insure against floods.

I look forward to hearing from our witnesses.
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REPRESENTATIVE JO ANN DAVIS

HOUSE OF REPRESENTATIVES HOUSING AND COMMUNITY
OPPORTUNITY SUBCOMMITTEE

MANAGEMENT AND OVERSIGHT OF THE NATIONAL FLOOD
INSURANCE PROGRAM

OCTOBER 20, 2005

Mr. Chairman, thank you for holding this hearing and thank you for allowing me to be

here today.

In April of this year | was here along with several of my constituents talking about the
National Flood Insurance Program and the problems experienced following Hurricane
Isabel in 2003. Two of my constituents explained to this sub-committee their experiences
with mismanaged claims and misled policies. I've repeatedly contacted the Department
of Justice, Department of Homeland Security and even the White House outlining these

concerns.

But we are back, facing many of the same problems outlined in April. This time things
are much worse. Unfortunately, it took two devastating hurricanes for the failings of

FEMA to finally get everybody’s attention, not just unfortunate flood victims.

Hurricane Isabel highlighted many problems and shortcomings within the National Flood
Insurance Program. I still have constituents living in FEMA trailers, trying to rebuild
their lives two years after the storm. I’ve seen examples of mismanaged claims and
misled policy holders. FEMA has failed to meet many requirements contained in the

Flood Insurance Reform Act. It has failed to

® establish insurance agent and adjuster education and training requirements.

* FEMA has failed to explain coverage and the claims process to policyholders.
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= It has failed to establish an appeals process for claimants.

Members of this Committee and Members of the House expected FEMA to act when

Congress passed the Flood Insurance Reform Act of 2004.

P'm afraid FEMA’s failure to act has resulted in Isabel like failures on a grand scale.
20,000 claims followed Isabel; a hundred thousand will likely follow Katrina. It’s past
time that FEMA implement the provisions of the Flood Insurance Reform Act and if
FEMA isn’t going to do it, I hope my colleagues will agree that Congress nceds to take

further legislative action.

Thank you again, Mr. Chairman, for your continued concern about this issue. 1

appreciate everything you and your committee are doing to address these problems.
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Congressman Michael G. Fitzpatrick

Subcommittee on Housing and Community Opportunity
“Management and Oversight of the National Flood Insurance Program”
October 20, 2005

In September of 2004 and April of 2005, the families of the 8® Congressional district of
Pennsylvania suffered two incredibly destructive floods. As a result, the district suffered
millions of dollars damage. More importantly, the lives of many families were turned
upside down,; they were forced out of their homes and their businesses.

As a former Bucks County Commissioner and now as a Member of Congress, I have
continued to hear from my constituents that they have received pennies on the dollar for
their flood claims. The administrative problems plaguing the National Flood Insurance
Program (NFIP), like the claim processing and inconsistencies in interpretations about the
standard used to determine claim amounts, have long been documented by this
Subcommittee prior to Hurricane Katrina.

According to the GAO, FEMA is not living up to its management and oversight duties.
“...FEMA cannot determine the overall accuracy of claims settled for specific flood
events or access the overall performance of insurance companies and their adjusters in
fulfilling responsibilities — actions that are necessary for FEMA to have reasonable
assurance that program objectives are being achieved....” Equally as concerning, FEMA
has not fully employed the provisions in the Flood Insurance Reform Act even though the
statutory deadline was December 30, 2004.

[ want to know why FEMA is inadequate in running NFIP. Is this a question of ability or
funding? 1 would like FEMA to answer the questions I submitted months ago and 1
would like to receive the documents I requested from FEMA.

Chairman Ney, thank you for your continued leadership on this very important issue.
These flood victims need to rebuild their homes and their lives.
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of the Flood Insurance Reform Act of
2004. It also offers observations on
broader issues facing the NFIP
including its financial structure and
updating flood maps.

What GAO Recommends

GAOQ recommended that FEMA use a
statistically valid method to select
clairas for review and esmblxsh
il for i of
the Flood Insurance Reform Act.
FEMA expressed concemns about
dings related to its

WWW.G0. gov/cgHbin/Getipl ?GAQ-06-183T.

To view the full product, including the scope
and metl , chick on the link above.
For more information, contact Wilkam O.
denkins, Jr. at (202) 512-8777 or
jenkinewo @ gao.gov.

appeals process, and to ensure that i agents meet education
and training requirements. The statutory deadline for implementing these
changes was December 30, 2004. Efforts to impleraent the provisions are under
way, but have not yet been completed. FEMA has not developed plans with

for ility and g when progr
improvements will be made, so that improvements are in place to assist victims
of future flood events.

As GAO has previously reported, the NFIP, by design, is not actuarially sound.
The program does not collect sufficient premium income to build reserves to
meet long-term future expected flood losses, in part because Congress
authorized subsidized insurance rates to be made available for some properties.
FEMA has generally been successful in keeping the NFIP on a sound financial
footing, but the catastrophic flooding events of 2004 (involving four major
hurricanes) required FEMA, as of August 2005, to borrow $300 million from the
U.S. Treasury to help pay an estimated $1.8 billion on flood insurance claims,
Following Hurricane Katrina in August 2005, legislation was d to i
FEMA's borrowing authority from $1.5 billion to $3.5 billion through fiscal year
2008,

United States

Office
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Mr. Chairman and Members of the Sub ittee:

1 appreciate the opportunity to participate in today’s hearing on the
National Flood Insurance Program (NFIP) to discuss the Federal
Emergency Management Agency's (FEMA) role in the management and
oversight of the NFIP. The NFIP bines property i for flood
victims, mapping to identify the boundaries of the areas at risk of flooding,
and incentives for communities to adopt and enforce floodplain
management regulations and building standards to reduce future flood
damage. The effective integration of all three of these elements are needed
for the NFIP to achieve its goals of:

» providing property flood insurance coverage for a high proportion of
property owners who would benefit from such coverage;

« through this insurance coverage reducing taxpayer-funded di
assistance when flooding strikes, and

» reducing flood damage through flood plain management and the

enforcement of building standards (such as el g str €s).

The Federal Emergency Management Agency (FEMA) within the
Department of Homeland Security (DHS) is responsible for the oversight
and management of the program.' Under the program, the federal
government assures the liability for the insurance coverage and sets rates
and coverage limitations, among other responsibilities.

Floods are the most common and destructive natural disaster in the
United States. According to NFIP statistics, 90 percent of all natural
disasters in the United States involve flooding. However, flooding is
generally excluded from homeowner policies that typically cover damage
from other losses, such as wind, fire, and theft. Because of the
catastrophic nature of flooding and the inability to adequately predict
flood risks, private insurance companies have largely been unwilling to
underwrite and bear the risk of flood insurance.

'In March 2003, FEMA and its approximately 2,500 staff became part of the Department of
Homeland Security (DHS). Most of FEMA-—including its Mitigation Division, which is
responslble for administering the NFIP—is now part of the department’s Emergency

and R Di However, FEMA retained its name and individual
1dent|ty within the di Under a plan by the current
Secretary of DHS, the di and Di would be
abolished, and FEMA would repon directly to the Undersecretary and Secretary of DHS.
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Congress established the NFIP pursuant to the National Flood Insurance
Act of 1968 to provide policyholders with sore i coverage for
flood as an ab ive to di i and to try to reduce
the escalating costs of repairing flood damage. In creating the NFIP,
Congress found that a flood insurance program with “large-scale
participation of the Federal Government and carried out to the maximum
extent practicable by the private i industry is feasible and can be
initiated.™ In keeping with this purpose, FEMA has contractual
agreements with 95 private insurance company pariners to sell policies
and adjust and process claims. Flood insurance is available to owners and
occupants of insurable property in flood-prone areas. Our work focused
on insurance coverage for horneowners. However, coverage is also
available for other structures, such as apartment buildings, schools,

coop iations, and condc

associations.

As of August 2005, the NFIP was estimated to have approximately 4.6
million policyholders in about 20,000 communities with $828 billion of
insurance in force. Since its inception, the program has paid about $14.6
billion in insurance claims, primarily from policyholder premiums that
otherwise would have been paid through taxpayer-funded disaster relief or
bome by home and business owners themselves. According to FEMA,
every $3 in flood insurance claims payments saves about $1 in disaster

i P ts, and the combination of flood plain management and
mitigation efforts saves about $1 billion in flood damage each year.

As we finalized the report released this week, the exact extent of the
devastation from Hurricanes Katrina and Rita in August and September
2005 was still being assessed; however, the acting director of FEMA's
Mitigation Division testified on October 18, 2005 that the NFIP would pay
$15 to 25 billion in claims for damage resulting from these two storms. As
of October 18, 2005, FEMA had received 192,809 flood insurance claims
and the NFIP had paid nearly $1.3 billion to settle 7,664 of these claims.
The number of claims filed is more than twice as many as were filed in all
of 2004, itself a record year. Clearly, these two disasters will challenge the
NFIP with demands the program has never before faced in its more than
35 year history. Already, a record number of flood insurance claims have

“The National Flood Insurance Act of 1968, as amended, is codified at 42 U.S.C. 4001 to
4128,

242 1.8.C. 4001(0)(2).
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been filed in 2005, and Congress has increased the NFIP's authority to
borrow from the United States Treasury from $1.5 billion to $3.5 billion.

GAO is beginning a body of work on the preparation for, response to, and
recovery from Hurricanes Katxina and Rita. As GAQ moves forward with
this work, we will continue to work with t.h:s and other congress:onal

and the bility federal oY
generals, state and city audxtom———regardmg the scope of our future work
on emergency issues, including the NFIP. Our goal is to apply

our resources and expertise to address long-term concerns, such as those
we are discussing today, and to avoid duplicating the work of others.
Currently, we have tearas in the Gulf Coast states collecting data and
observations from hurricane victims and federal, state, local, and private
partici in the prep ion for, response to, and recovery from these
devastating hwrricanes, including the flooding they caused.

My tesnmony today discusses the report we issued on October 18, 2005
that d FEMA’s and oversight of the flood insurance
program.* This report was mandated by the Flood Insurance Reform Act of
2004.° It includes recoramendations on two pre-Hurricane Katrina flood-
insurance related issues that pose a challenge for FEMA. These are (1)
xmprovmg FEMA's management and oversight of the NFIP and (2) FEMA’s

ion of provisions of the Flood Insurance Reform Act of 2004
to provnde pohcyholders aflood i insurance claims handbook that meets
q o aregulatory appeals process, and to

ensure that flood insurance agents meet minimum NFIP education and
training requirements.

The report is based on interviews with FEMA officials, decumentation of
its monitoring and oversight processes, and our field observations of
FEMA’s monitoring and oversight activities. In addition, we analyzed the
National F'lood Insurance Act of 1968, as amended, xts leglslatwe history,
and FEMA's impl lations, and we d doc jon
and interviewed officials about FEMA's efforts to comply with provisions
of the 2004 Flood Insurance Reform Act. We did our work from December

*GAQ, Federul En Agency: b Needed to Enh
Oversight and M of the National Flood In: Program, GAO-06-119
(Washington, D.C.: Oct. 18, 2005).

*Bunning-Bereut Flood Reform Act of 2004, Pub. L. No. 108-264,
118 Stat. 712, 727 (2004).
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2004 to August 2005 in accordance with lly accepted gov
auditing standards.

A Key characteristic of the NFIP is the extent to which FEMA must rely on
others to achieve the program’s goals. FEMA’s role is prmcxpally one of
establishing policies and dards that others ! ona
day-to-day basis and providing financial and management oversight of
those who carry out those day-to-day responsibilities. These
responsibilities include ensuring that property owners who are required to

hase flood i do so, ing flood plain and
bmldmg regulations, selling and servicing fiood insurance policies, and
updating and maintaining the nation's flood maps. We have issued reports
and testified before this and other congressional committees on these and
other issues related to the program.® In the report we are releasing today,
we note that FEMA faces a challenge in pmvxdmg effective oversight of
the 951 e panies and thc ds of i e agents and claims
adjusters who are primarily responsible for the day-to-day process of
selling and servicing flood insurance policies.

My testimony today addresses four topics:

. i e coverage available under the NFIP, including coverage
limitations;

« FEMA's role in monitoring and oversight of the program;

« FEMA's progress in imp} ting the requi of the National

Flood Insurance Reform Act of 2004; and
« Some broader challenges facing the program.

*See, for exa.mple the following GAO repons and testimonies: Flood Insurance: Extent of
with Pui Unknoum, GAQ-02-326 (Washington, B.C.:
June 21, 2002); National Flood Ins'umm;e Program: Actions to Address Repetitive Loss
Properties, GAO-04-401T (Washington, D.C.: March 25, 2004); Flood Map Modernization:
Program Strategy Shows m"nse, but Challenges Remmn GAC-04-117 (Washmglon,
D.C.: March 31, 2004); Federal £ ency: Ch ing the
National Flood Insurance Program, GAO-06-174T (Washmgwn D.C: Oet. 18, 2005)
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Available Insurance
Coverage and
Limitations Under the
NFIP

The amount of i coverage available to ho under the
NFIP is limited by requirements set forth in statute and regulation. Asa
result of these limitati i to clay for flood
damage may not cover all the costs of repairing or replacing flood-

d d property. For le, there is a $250,000 statutory ceiling on
the of flood i h can 2 for the building

structure and a $100,000 ceiling on the amount they can purchase for
certain personal property. Thus, homes that might sustain more than
$250,000 in damage cannot be insured to their full replacement cost.

In addition, to the statutory limitations on coverage amounts, Congress
also gave FEMA broad authority to issue regulations establishing “the
general terms and conditions of insurability,” " including the classes, types,
and locations of properties that are eligible for flood insurance; the nature
and limits of loss that may be covered, the classification, limitation, and
rejection of any risks that FEMA iders advisable; and the of
appropriate loss deductibles. Pursuant to this delegation of authority,
FEMA has issued lati including a “Standard Flood I

Policy,” that further delineate the scope of coverage.® All flood insurance
made available under the NFIP is subject to the express terms and
conditions of the statute and lations, including the dard policy.’
The Federal Insurance Administrator within FEMA is charged with
interpreting the scope of coverage under the standard policy.”

In addition, NFIP policies cover only direct physical loss by or from flood.
Therefore, losses resulting primarily from a preexisting structural
weakness in a home or prior water damage, and losses resulting from
events other than flood, such as windstorms or or earth movements, are
not covered by the NFIP. Personal property is covered, with certain
limitations, only if the homeowner has purchased separate NFIP personal
property insurance in addition to coverage for the building. Finally, the
method of settling losses affects the amount recovered. For example,
homes that qualify only for an actual cash value settlement—which

42 US.C. 4013(a).
f’l‘he insurance coverage regul?.tions appear at 44 C.F.R. Part 61, and the Standard Flood

Policy is an to these ions, set forth at 44 C.F.C. Part 61,
ix A(1), “S Flood b Policy Dwelling Form.”
44 CFR.614.

Id. 61.4(b), 61.14.
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represems the cost t.o replace damages property, less the value of physical

11

uid p receive that are less than
homes that qualify for areplacement cost settlement, which does not
deduct for depreciation. Finally, the recoverable under the SFIP is
limited to the thst ds the applicable deductible ! Our report
di the limitations on ¢ age and rec ble losses in greater

detail.

Monitoring and
Oversight of NFIP
Identifies Specific
Problems, but Does
Not Provide
Corprehensive
Information on
Overall Program
Performance

About 40 FEMA employees, assisted by about 170 contractor employees,
are responsible for ing the NFIP. M ponsibilities
include establishing and updating NFIP regulations, administering the
National Flood Insurance Fund, analyzing data to actuarially determine
flood i rates and premi and offering training to insurance
agents and adjusters. In addition, FEMA and its program contractor are
responsible for monitoring and overseeing the quality of the performance
of the write-your-own corpanies to assure that the NFIP is administered
properly.

To meet its monitoring and oversight responsibilities, FEMA is to conduct
periodic operational reviews of the 95 private insurance companies that
participate in the NFIP. In addition, FEMA's program contractor is to
check the accuracy of claims settlements by doing quality assurance
remspectxons of a sample of claims adjustments for every flood event. For
op , FEMA i are to do a thorough review of the
companies’ NFIP underwriting and claims settlement processes and
internal controls, including checking a sample of claims and underwriting
files to determine, for example, whether a violation of policy has occurred,
an incorrect payment has been made, and if files contain all required

de , FEMA’s program contractor is responsible for
conducting quality assurance reinspections of a sample of claims
adjustments for specific flood events in order to identify, for example,
whether an insurer allowed an uncovered expense, or missed a covered
expense in the original adjustment.

Operational revi of flood i ies participating in the
NFIP that are conducted by FEMA staff are FEMA's primary internal

“SFIP section V1, Deductibles. Applicable deductible amounts are not listed in the SFIP
itself, but are shown on the Ix Page, a summary of the
information provided by the insured in the insured’s application. This page is part of each
insured’s flood insurance policy.
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control mechanism for monitoring, identifying, and resolving problems
related to how insurers sell and review NFIP policies and adjust claims.
For all aspects of operational reviews, the examiners are to determine
whether files are maintained in good order, whether current forms are
used and whether staff has a proficient knowledge of requirements and
procedures to properly underwrite and process flood claims. Examiners
are also to look at internal controis in place at each company. When
problems are identified, examiners are to classify the severity of the
errors. Each file reviewed is to be classified as satisfactory or

y. Unsatisfs y files contain either a critical error (e.g., a
violation of policy or an incorrect payment) or three non-critical errors
(e.g., violations of procedures that did not delay actions or claims).

Write-your-own companies with error rates of 20 percent or higher of the
total number of files reviewed for the specific underwriting or claims
operation review would always receive an unsatisfactory designation. In
such cases, FEMA requires that the company develop an action plan to
correct the problems identified and is to schedule a follow-up review in 6
months to determine whether progress has been made.

The operational reviews and follow-up visits to insurance companies that
we analyzed during 2005 followed FEMA's internal control procedures for
identifying and resolving specific problems that may occur in individual
insurance companies’ processes for selling and renewing NFIP policies
and adjusting claims. According to information provided by FEMA, the
number of operational reviews completed between 2000 and August 2005
were done at a pace that allows for a review of each participating
insurance company at least once every 3 years, as FEMA procedures
require. In addition, the processes FEMA had in place for operational

and quality e reinspections of claims adjustments met our
internal control standard for monitoring federal programs.

Program Contractor
Reinspections of NFIP
Claims

In addition to operational reviews done by FEMA staff, FEMA's program
contractor conducts quality assurance reinspections of claims for specific
flood events. The program contractor employs nine general adjusters who
conduct quality assurance reinspections of a sample of open claims for
each flood event.” Procedures for the general adjusters to follow are

*n addition to doing reinspections, these general adj are ible for
damage from flood events, inating claims adj ivities at disaster X
and conducting adjuster training,
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outlined in FEMA’s Write Your Own Financial Control Plan. According to
the general adjusters we interviewed, in addition to preparing written
reports of each reinspection, general adjusters discuss the results of the
reinspections they perform with officials of wnteyour—own companies
that process the claims. f a § adj that the i
company allowed an expense that should not have been covered, the
company is to reimburse the NFIP. Conversely, if a general adjuster finds
that the private-sector adjuster missed a covered expenses in the original
adjustment, the general adjuster is to take steps to provide additionat
payment to the policyholder.

An instructor at an adjuster refresher training session, while observing
that adjusters had performed very well overall during the 2004 hurricane
season, cited seveml errors that he had identified in reinspections of
claims, includi room di jon measur and improper
allocation of costs caused by wind damage (covered by homeowners’
policies) versus costs caused by flood damage. In addition, the instructor
identified as a problem poor cc ication with ho! on the
processes followed to inspect the homeowner's property and settle the
claim. Overall error rates for write-your-own companies are monitored.
Procedures require additional monitoring, training, or other action if error
rates exceed 3 percent. According to the general adjusters we interviewed
and FEMA's program contracmr, qualify assurance reinspections are
forwdrded from 1 s to the program comractor where results
of reinspecti are to be aggregated in a rei tion database asa
method of providing for broad-based oversight of the NFIP as its services
are delivered by the write-your-own companies, adjusting firms and
independent flood adjusters.

Sampling Methods Used to
Conduct Operational
Reviews and Quality
Assurance Reinspections
Do Not Provide
Management Information
On Overall Performance

The process FEMA used to select a sample of claims files for operational

i and the p its program or used to select a sample of
adjustments for reinspections were not randomly chosen or statistically
representative of ail claims. We found that the selection processes used
were, instead, based upon jud ! criteria including, among other
1tems the size and location of loss and complexity of claims. As a resuit of

ions in the ling p FEMA cannot project the results of

these monitoring and oversight activities to determine the overall accuracy
of claims settled for specific flood events or assess the overall
performance of i [ jes and their adj 3 in fulfilling their
responsibilities for the NFIP—actions necessary for FEMA to meet our
internal control standard that it have reasonable assurance that program
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objectives are being achieved and that its operations are effective and
efficient.

To strengthen and improve FEMA’s monitoring and oversight of the NFIP,
we are recommending in today’s report that FEMA use a methodologically
valid approach for sampling files selected for operational reviews and
quality claims reinspections.

FEMA Has Not Fully
Implemented NFIP
Program Changes
Mandated by the
Flood Insurance
Reform Act of 2004

As of September 2005, FEMA had not yet fully implemented provisions of
the Flood Insurance Reform Act of 2004. Among other things, the act
requiresFEMAtoprovide licyhold: aﬂood‘ claims
h k; to blish a latory appeals process for clai and to
blish mi ducation and training requirements for insurance
agents who sell NFIP polxcxes * The 6-month statutory deadline for
these ch was D ber 30, 2004.

In September 2005, FEMA posted a flood insurance claims handbook on
its Web site. The handbook contains information on anticipating, filing and
appealmg a claim through an informal appeals process, which FEMA

ds to use p 1g the blist of a regulatory app process.
However, because t.he handbook does not contain information regarding
the appeals process that FEMA is statutorily required to establish through
regulation, it does not yet meet statutory requirements. With respect to
this appeals process, FEMA has not stated how long rulemaking might
take to establish the process by regulation, or how the process might
work, such as filing requirements, time frames for considering appeals,
and the composition of an appeals board. Therefore, it remains unclear
how or when FEMA will establish the statutorily required appeals process.
With respect to minirmum training and education requirements for
msuxance agents who sell NFIP policies, FEMA published a Federal

notice on Sep 1, 2005, which included an outline of

training course materials. In the notice, FEMA stated that, rather than
establish separate and perhaps duplicative requirements from those that
may already be in place in the states, it had chosen to work with the states
to impl the NFIP requi through already established state
licensing schemes for insurance agents. The notice did not specify how or
‘when states were to begin implementing the NFIP training and education
requirements. Thus, it is too early to tell the extent to which insurance

“Flood Insurance Reform Act of 2004, Pub. L. No. 108264, sections 204, 205, and 207.
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agents will meet FEMA's minimum standards. FEMA officials said that,
because changes to the program could have broad reaching and significant
effects on policyholders and private-sector stakeholders upon whom
FEMA relies to implement the program, the agency is taking a measured
approach to addressing the changes mandated by Congress. Nonetheless,
without plans with milestones for completing its efforts to address the

provisions of the act, FEMA caninot hold responsible officials acc bl

or ensure that ily required impr are in place to assist

victims of future flood events.

We are recommending in today s repott that FEMA develop documented

plans with mil fori of the Flood

Insurance Reform Act of 2004 to provide olicyhold afloodi

claims handbook that meets y requir ts, to blish a

regulatory appeals process, and to ensure that flood insurance agents meet
NFIP ed ion and training i

FEMA did not agree with our recommendations for both its sampling

hodology and impl ion of the requi of the Flood
Insurance Reform Act of 2004. It noted that its current sampling
methodology of selecting a sample based on knowledge of the population
to be sampled was more appropriate for identifying problems than the
statistically random probability saruple we recommended. Although
FEMA's current nonprobability sampling strategy may provide an
opportunity to focus on particular areas of risk, it does not provide
management with the information needed to assess the overall
performance of private insurance companies and adjusters participating in
the program-—information that FEMA needs to have reasonable assurance
that program objectives are being achieved.

FEMA also disagreed with our characterization of the extent to which
FEMA has met provisions of the Flood Insurance Reform Act of 2004. We
believe that our deseription of those efforts and our recomrnendations
with regard to implementing the Act’s provisions are valid. For example,
alt.hough FEMA commented that it was offering claimants an informal

in its flood i e claims handbook, it must establish
regu.latxons for this process, and those are not yet complete.
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Some Broader Issues
Facing the NFIP

The NFIP Pays Expenses
and Claims with
Premiums, but Its
Financial Structure Is Not
Designed to be Actuarially
Sound

To the extent possible, the NFIP is designed to pay op P

and flood insurance claims with premiumns collected on flood insurance
policies rather than with tax dollars. However, as we have reported, the
program, by design, is not actuarially sound because Congress authorized
subsidized insurance rates to be made available for policies covering some
properties to encourage communities to join the program. As a result, the
program does not collect sufficient premium income to build reserves to
meet the long-term future expected flood losses.* FEMA has statutory
authority to borrow funds from the Treasury to keep the NFIP solvent.”

Until the 2004 hurricane season, FEMA had been generally successful in
keeping the NFIP on sound financial footing. It had exercised its authority
to borrow from the Treasury three times in the last decade when losses
were heavy and repaid all funds with interest. As of August 2005, the
program had borrowed $300 million to cover more than $1.8 billion in
claims from the major disasters of 2004, including hurricanes Charley,
Frances, Ivan, and Jeanne, which hit Florida and other East and Gulf Coast
states. The large number of claims arising from Hurricanes Katrina and
Rita will require FEMA to borrow heavily from the Treasury, because the
NFIP does not have the financial reserves necessary to offset heavy losses
in the short-term. Following Hurricane Katrina in August 2005, legisiation
was enacted that increased FEMA's borrowing authority from $1.5 billion
to $3.5 billion through fiscal year 2008." Additional borrowing authority
may be needed to pay claims arising from Hurricanes Katrina and Rita.

“GAO, Flood Msurance: Information on the Financial Condition of the National Flood
Insurance Program, GAO-01-992T (Washington, D.C.: July 2001).

¥See 42 US.C. 4016.

"*The National Flood | Program Enhanced A ity Act of 2005, Pub.
L. No. 10965 (Sept. 20, 2005).
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Some Repetitively-Flooded
Properties Are Subsidized
under Provisions of
Authorizing Legislation
and Continue to
Financially Strain the
Program

In reauthorizing the NFIP in 2004, Congress noted that “repetitive-loss
properties”—those that had resulted in two or more flood insurance
claims payments of $1,000 or more over 10 years—constituted a significant
drain on the resources of the NFIP. " These repetitive ioss properties are
probi ic not only b of their vut bility to fiooding but also
because of the costs of repeatedly repairing flood damages. While these
properties make up only about 1 percent of the properties insured under
the NFTP, they account for 25 to 30 percent of all claims losses. At the time
of our March 2004 report on repetitive loss properties, nearly half of all
nationwide repetitive loss property i ts had been made in
Louisiana, Texas, and Florida. According to a recent Congressional
Research Service report, as of December 31, 2004, FEMA had identified
11,706 “severe repetitive loss” properties defined as those with four or
more claims or two or three losses that exceeded the insured value of the
property.” Of these 11,706 properties almost half (49 percent) were in
three states—3,208 (27 percent) in Louisiana, 1,673 (13 percent) in Texas,
and 1,034 (9 percent) in New Jersey.

As the destruction caused by horrendous 2004 and 2005 humcanes area
driving force for improving the NFIP today, d natural

in the 1960s were a primary reason for the national interest in creating a
federal flood insurance program, In 1963 and 1964, Hurricane Betsy and
other hurricanes caused extensive damage in the South, and, in 1965,
heavy flooding occurred on the upper Mississippi River. In studying
insurance alternatives to disaster assistance for people suffering property
losses in floods, a flood insurance feasibility study found that premium
rates in certain flood-prone areas could be extremely high. As a result, the
National Flood Insurance Act of 1968, which created the NFIP, mandated
that existing buildings in flood-risk areas would receive subsidies on
premiums because these structures were built before the flood risk was
known and identified on flood insurance rate maps.*® Owners of structures
built in flood-prone areas on or after the effective date of the first flood
insurance rate maps in their areas or after December 31, 1974, would have
to pay full actuarial rates.” Because many repetitive loss properties were

Flood Insurance Reform Act of 2004, Pub, L. No. 108-264, section 2(3),(4), (5), 118 Stat.
712, 713 (2004).

Congressional Research Service, Federn! Flood Insurance: The Repetitive Loss Problem,
RL32972 (Washington, D.C.: June 30, 2005).

%42 11.5.C. 4014(a)(2), 4015(z), (b).
*49 U.5.C. 4014(a)(1), 4015(c).
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built before either December 31, 1974 or the effective date of the first flood
insurance rate maps in their areas, they were eligible for subsidized

premium rates under provisions of the National Flood I Actof
1968,

The provision of subsidized premiums encouraged cormmunities to
participate in the NFIP by adopting and agreeing to state and
[ ity floodplain lations to reduce future flood

damage. In April 2005, FEMA estimated that floodplain management
regulations enforced by communities participating in the NFIP have
prevented over $1.1 billion annually in flood damage. However, some of
the properties that had received the initial rate subsidy are still in
existence and subject to repetitive flood losses, thus placing a financial
strain on the NFIP.

For over a decade, FEMA has pursued a variety of strategies to reduce the
number of repetitive loss properties in the NFIP. In a 2004 testimony, we
noted that congressional proposals have been made to phase out coverage
or begin charging full and actuariaily based rates for repetitive loss
property owners who refuse to accept FEMA'’s offer to purchase or
mitigate the effect of floods on these buildings.” The 2004 Flood Insurance
Reform Act created a 5-year pilot program to deal with repetitive-loss
properties in the NFIP. In particular, the act authorized FEMA to provide
financial assistance to participating states and communities to carry out
mitigation activities or to purchase “severe repetitive loss properties.”™
During the pilot program, policyholders who refuse 2 mitigation or
purchase offer that meets program requirements will be required to pay
increased premium rates. In particular, the premium rates for these
policyholders would i by 150% following their refusal and another

*GAQ, National Flood Insurance Program: Actions to Address Repetitive Loss
Properties, GAO-04-401T (Washington, D.C.: Mar. 25, 2004).

“Flood Insurance Reform Act of 2004, 118 Stat. 712, 714 (2004). The act defines a “severe
repetitive loss property” to mean single-family properties that have received at least
$20,000 in flood insurance payments based on 4 or more claims of at least $5,000 each. The
act requires FEMA to define in future regulation which multi-family properties constitute
“severe repetitive loss properties.”
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150% following future claims of more than $1,500.% However, the rates
charged cannot exceed the applicable actuarial rate.”

1t will be important in future studies of the NFIP to continue to analyze
data on progress being made to reduce the inventory of subsidized NFIP
repetitive loss properties, how the reduction of this inventory contributes
to the financiat stability of the program, and whether additional FEMA

'y Steps or ¢ ional actions could contribute to the financial
solvency of the NFIP, while meeting committnents made by the
authorizing legislation.

Data Inconclusive on
Compliance with
Requirements for
Mandatory Purchase of
NFIP Policies

In 1973 and 1994, Congress d requi for datory purch

of NFIP policies by some property owners in high risk areas. From 1968
until the adoption of the Flood Disaster Protection Act of 1973, the
purchase of flood insurance was voluntary. However, because voluntary
participation in the NFIP was low and many flood victims did not have
insurance to repair damages from floods in the early 1970s, the 1973 act
required the mandatory purchase of flood insurance to cover some
structures in special flood hazard areas of communities participating in the
program. Homeowners with mortgages from federally-regulated lenders on
property in communities identified to be in special flood hazard areas are
required to purchase flood insurance on their dwellings for the amount of
their outstanding mortgage balance, up to a maximum of $250,000 in
coverage for single family homes. The owners of properties with no
mortgages or properties with mortgages held by lenders who are not
federally regulated were not, and still are not, required to buy flood
insurance, even if the properties are in special flood hazard areas—the
areas NFIP flood maps identify as having the highest risk of flooding.

FEMA determines flood risk and actuarial ratings on properties through
flood insurance rate mapping and other considerations including the
elevation of the lowest floor of the building, the type of building, the
number of floors, and whether or notthe b hasab among

Ly

®d., , 118 Stat. 712, 717-718 (2004).

“DHS' proposed appropriation for fiscal year 2006 includes $40 million to carry out the

pilot program, Both houses of Congress passed the bill, and it was presented to the

President on October 14, 2005, but, as of October 17, 2005, the President had not signed the
islation. Dy of Homeland Security iations Act, 2006, H.R. 2360, 109th

Cong,, title IT1 (2005).
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other factors. FEMA flood maps designate areas for risk of flooding by
zones. For example, areas subject to damage by waves and storm surge
are in zones with the highest expectation for flood loss.

Between 1973 and 1994, many policyholders continued to find it easy to
drop policies, even if the policies were required by lenders. Federal agency
lenders and regulators did not appear to strongly enforce the mandatory
ficod i purchase req: g 10 arecent
Congressional Research Service study,” the Mldwest flood of 1993
highlighted this problem and reinforced the idea that reforms were needed
to compel lender li with the requir of the 1973 Act. In
response, Congress passed the National Flood Insurance Reform Act of
1994. Under the 1994 law, if the property owner failed to get the required

C ders were ired to purchase flood insurance on their
behalf and then bill the property owners. Lenders became subject to civil
monetary penalties for not enforcing the datory purchase requi

In June 2002, we reported that the extent to which lenders were enforcing
the datory purchase requi was unknown. Officials involved
with the flood insurance program developed contrasting viewpoints about
whether lenders were coraplying with the flood insurance purchase
Tequirements primarily because the officials used differing types of data to
reach their conclusions. Federal bank regulators and lenders based their
belief that lenders were Hy lying with the NFIP's purchase

on 1 3 inations and reviews cond dto
mommr and verify lender compliance. In contrast, FEMA officiais believed
that many lenders fre ly were not complying with the requi
which was an opinion based largely on noncompliance estimates
computed from data on mortgages, flood zones, and insurance policies;
limited studies on compliance; and anecdotal evidence indicating that
insurance was not always in place where required. Neither side, however,

“Fhe federal entities for lerding regulation are the Board of Governors of the Federal
Reserve System, the Office of the Comptroller of the Currency, the Office of Thrift
Supervision, the Federal Deposit Insurance Corporation, the National Credit Union
Administration, and the Farm Credit Adruinistration.

*Congressional Research Service, Federal Flood Insurunce: The Repetitive Loss Problem
(June 30, 2005).
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‘was able to substantiate its differing claims with statistically sound data
that provide a nationwide perspective on lender compli #

Accurate, Updated Flood
Maps Are The Foundation
of the NFIP

Accurate flood maps that identify the areas at greatest risk of flooding are
the foundation of the NFIP. Flood maps must be periodically updated to
assess and map ch in the boundaries of floodplains that result from
[ ity growth, devel ion, and other factors that affect the
boundaries of areas at risk of flooding. FEMA has embarked on a multi-
year effort to update the nation's flood maps at a cost in excess of $1
billion. The maps are principally used by (1) the approximately 20,000
communities participating in the NFIP to adopt and enforce the program’s
minirur building standards for new construction within the maps’
identified flood plains; (2) FEMA to develop accurate flood insurance
policy rates based on flood risk, and (3) federal regulated morigage
lenders to identify those property who are ily required
purchase federal flood insurance. Under the NFIP, property owners whose
properties are within the designated “100-year floodplain” and have a
mortgage from a federally regulated financial institution are required to
purct flood i e in an equal to their outstanding
mortgage balance (up to the statutory ceiling of $250,000).

FEMA expects that by producing more accurate and accessible digital
flood maps, the NFIP and the nation will benefit in three ways. First,
communities can use more accurate digital maps to reduce flood risk
within floodplains by more effectively regulating development through
zoning and building standard. Second, accurate digital maps available on
the Internet will facilitate the identification of property owners who are
statutorily required to obtain or who would be best served by obtaining
flood insurance. Third, accurate and precise data will help national, state,
and local officials to accurately locate infrastructure and transportation
systems (e.g., power plants, sewage plants, railroads, bridges, and ports)
to help mitigate and manage risk for multiple hazards, both natural and
man-made.

Success in updating the nation’s flood maps requires clear standards for
map development; the coordinated efforts and shared resources of federal,
state, and local governments; and the involvement of key stakeholders

TGAO, Flood Insurance: Extent of Noncompliance with Purchase Requirements is
Unknown, GAO-02-306 (Washington, D.C: June 21, 2002).
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who will be expected to use the maps. In developing the new data system
to update flood maps across the nation, FEMA's intent is to develop and
incorporate flood risk data that are of a level of specificity and accuracy
with ities’ relative fiood risks. Not every

community may need the same level of specificity and detail in its new
flood maps. However, it is important that FEMA establish standards for
the appropriate data and level of analysis required to develop maps for all
communities of a similar risk level. In its November 2004 Multi-Year Flood
Hazard Identification Plan, FEMA discussed the varying types of data

liection and analysi hanil the agency plans to use to develop flood
hazard data in order to relate the level of study and level of risk for each of
3,146 counties.

FEMA has developed targets for resource contribution (in-kind as well as
dollars) by its state and local partners in updating the nation’s flood maps.
At the same time, it has developed plans for hing out to and includi

the input of communities and key stakeholders in the of the
new maps. These expanded outreach efforts reflect FEMA’s understanding
that it is dependent upon others to achieve the benefits of map
modernization.

Concluding
Observations

The most immediate challenge for the NFIP is processing the flood
insurance claims resulting from Hurricanes Katrina and Rita. FEMA
reported, as of October 13th, that it had received 192,808 flood insurance
claims and had paid nearly $1.3 billion 1o settle 7,664 of these claims. The
number of elaims is more than twice as many as were filed in all of 2004,
itself a record year. The need for effective ication and cc

and appropriate application of policy provisions will be particularly
irmportant in working with anxious policyholders, many of whom have
been displaced from their homes.

In the longer term, Congress and the NFIP face a complex challenge in
assessing potential changes to the program that would improve its
financial stability, increase participation in the program by property
owners in areas at risk of flooding, reduce the number of repetitive loss
properties in the program, and maintain current and accurate flood plain
maps. These issues are complex, interrelated, and are likely to involve
trade-offs. For le, increasing p: i to better reflect risk may
reduce voluntary participation in the program or encourage those who are
required to purchase flood insurance to limit their coverage to the
minimum required amount (i.e., the amount of their outstanding mortgage
balance). This in turn can increase taxpayer exposure for disaster
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assistance resulting from ficoding. There is no “silver builet” for inproving
the current structure and operations of the NFIP. It will require sound data
and analysis and the cooperation and participation of many stakeholders.
Mr. Chairman and Members of the C ittee, this ludes my prepared
statement. I would be pleased to respond to any questions you and the
Committee Members may have.
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What GAO Found

The amount of insurance coverage available to homeowners under the NFIP
is limited by requirements set forth in statute and FEMA's regulations, which
include FEMA's standard flood insurance policy. As a result of these
limitations, insurance p to clai for flood d may not
cover all of the costs of repairing or replacing flood-damaged property. For
example, homes that could sustain more than $250,000 in damage cannot be
insured to their full replacement cost, thus limiting claims to this statutory
ceiling. In addition, NFIP policies cover only direct physical loss by or from
flood. Therefore, losses resulting primarily from a preexisting structural
weakness in a home or losses resulting from events other than flood, such as
windstorms, are not covered by NFIP policies.

To meet its monitoring and oversight responsibilities, FEMA is to conduct
periodic operational reviews of the 95 private insurance companies that
participate in the NFIP, and FEMA's program contractor is to check the
accuracy of claims settlements by doing quality assurance reinspections of a
sample of claims adjustments for every flood event. FEMA did not use a
statistically valid method for sampling files to be reviewed in these
monitoring and oversight activities. As a result, FEMA cannot project the
results of these reviews to determine the overall accuracy of claims settled
for specific flood events or assess the overall performance of insurance
companies and their adjusters in fulfilling responsibilities for the NFIP~
actions necessary for FEMA to have reasonable assurance that program
objectives are being achieved.

In the months after Hurricane Isabel, FEMA took steps intended to address
concerns that arose from that flood event. In April 2004, FEMA established a
task force to review claims settlements from Hurricane Isabel claimants. As
aresult of task force reviews, almost half of the 2,294 policyholders who
sought a review received additional payments. The additional payment
amount averaged $3,300 more than the original settlerment—for a total
average settlement of about $32,400 per claimant. In most cases, the
additional funds were for repairing or replacing buildings or property not
included in the initial adjuster’s loss determination, or to cover additional
material or labor costs.

FEMA has not yet fully implemented provisions of the Flood Insurance
Reform Act of 2004 requiring the agency to provide policyholders with a
flood insurance claims handbook that meets statutory requirements, to
establish a regulatory appeals process, and to ensure that insurance agents
meet minimum NFIP education and training requirements. The statutory
deadline for implementing these changes was December 30, 2004. Efforts to
implement the provisions are under way, but have not yet been completed,
FEMA has not developed plans with milestones for assigning accountability
and projecting when program improvements will be made, so that
improvements are in place to assist victims of future flood events.
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Ninety percent of all natural disasters in the United States involve
flooding. Although homeowner insurance policies typically cover damage
and losses from fire or theft and often from wind-driven rain, they do not
cover flood damage because private insurance companies are largely
unwilling to bear the economic risks associated with the potentially
catastrophic impact of flooding. To provide some insurance protection for
flood victims, as well as incentives for communities to adopt and enforce
floodplain management regulations to reduce future flood damage,
Congress established the National Flood Insurance Program (NFIP) in
1968. NFIP coverage is available to owners and occupants of insurable
property in flood-prone areas.' The Federal Emergency Managernent
Agency (FEMA) within the Department of Homeland Security is

' Our report focuses on homeowners’ NFIP coverage; NFIP coverage is also available for
other structures such as apartment buildt schools, ch i i
associations, and condominium associations.
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responsible for, among other things, oversight and management of the
NFIP.*

To implement the NFIP, FEMA principally relies on private insurance
companies that sell flood insurance policies and adjust claims from
policyholders after floods occur. FEMA is assisted in its management and
oversight functions by a program contractor. As of August 2005, the NFIP
had about 4.6 million policyholders in about 20,000 communities. As of
August 2005, the program had paid a total of about $14.6 billion in
insurance claims financed primarily by policyholder premiums. Without
the NFIP, the costs to repair damage covered by these claims would
otherwise have been paid through taxpayer-funded disaster relief or by the
flood victims themselves.

Policyholders’ concerns regarding the processing and payments of NFIP
claims after Hurricane Isabel in 2003 focused congressional attention on
the program. Specifically, some policyholders cited inadequate payments
for flood damages they incurred and a lack of clarity regarding their
insurance policies and the procedures for filing and adjusting claims for
flood damage.

The Flood Insurance Reform Act of 2004,° which mandated that FEMA
implement new processes and requirements for selling NFIP policies and
adjusting flood insurance claims, also mandated that we study and report
on issues related to the processing of flood insurance claims and FEMA’s
oversight and management of the program. To address this mandate, this
report assesses (1) the statutory and regulatory limitations on
homeowners’ coverage under the NFIP; (2) FEMA's role in monitoring and
overseeing the NFIP; (3) FEMA's response to concerns regarding NFIP
payments for claims related to Hurricane Isabel; and (4) the status of
FEMA's implementation of provisions of the Flood Insurance Reform Act
of 2004.

*1n March 2003, FEMA and its approximately 2,500 staff became part of the Department of
Homeland Security (DHS). Most of FEMA—including its Mitigation Division, which is
responsible for administering the NFIP--~is now part of the department’s Emergency
Preparedness and Response Directorate. However, FEMA has retained its name and
individual identity within the departient. The Secretary of DHS has proposed a
reorganization of DHS in which FEMA would report directly to the Secretary and
Undersecretary of DHS.

* Bunni g-Bereuter-Bl: Flood T Reform Act of 2004, Pub. L. No. 108-264,
118 Stat. 712 (2004).
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As we finalized this report, the extent of the devastation from Hurricanes
Katrina and Rita in August 2005 and September 2005 was not yet fully
determined, as the nation struggled to respond to the immediate needs of
populations of entire cities and towns for food, water, shelter, and basic
health care. Although impacts from Hurricane Katrina and Rita were not
part of our mandate for this report, clearly this disaster will challenge the
NFIP with demands the program has never before faced in its more than
30-year history. Already, a record number of flood insurance claims have
been filed in 2005, and Congress has increased the program’s authority to
borrow from the United States Treasury from $1.5 billion to $3.5 billion.

To determine the statutory and regulatory limitations on homeowners’
coverage under the NFIP, we researched The National Flood Insurance
Act of 1968, as amended,’ its legislative history, and FEMA’s implementing
regulations, which include FEMA's “Standard Flood Insurance Policy”
(SFIP). We also discussed the results of our analysis with officials of the
DHS Office of General Counsel. To assess FEMA's NFIP monitoring and
oversight role, we examined program requirerments and reports and
observed NFIP training programs for insurance agents and adjusters. We
also observed a FEMA review of an insurance company’s operations, and
we analyzed reports of the results of all reviews of insurance operations
and follow-up visits at insurance companies where FEMA identified
critical errors over a 10-year period, from 1996 to April 2005-—a total
sample of 15 reports. We interviewed officials of FEMA and its program
contractor about their oversight activities and discussed aspects of the
process with private-sector insurance officials from four of the five largest
insurance companies participating in the NFIP based on the number of
claims filed in 2004. We also obtained documentation on how reviews of a
sample of claims adjustments are done after flood events and talked with
staff employed by FEMA's contractor about how they reinspect the work
of private-sector adjusters who prepare flood damage estimates and how
they select properties to visit for these reviews, We interviewed them
because they had performed quality reinspections of clairas adjustments
for damage from Hurricane Isabel, as well as from hwrricanes in Florida in
2004.

To determine FEMA's response to concerns about Hurricane Isabel claims
payments, we discussed the actions FEMA took to address concerns of

* The National Flood I Act of 1968, as ded, is codified at 42 U.8.C. 4001 to
4129.
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Hurricane Isabel claimants with FEMA officials, and we reviewed a
statistically valid sample of 100 files from claimants in Maryland, Virginia,
and North Carolina who were dissatisfied with their initial claims
settlements resulting from Hurricane Isabel and who had their claims
reviewed by a special FEMA task force. We based our analysis of these
claims on the information in the files we reviewed; we did not
independently verify the accuracy of the information in the claims files. To
test the overall reliability of the NFIP database, we reviewed a statistically
valid sample of 250 claims for all flood events that occurred in 2003 and
2004. We conducted this reliability testing to assure ourselves that
information from the NFIP database was sufficiently accurate for our
reporting purposes. To determine the extent to which FEMA implemented
provisions of the Flood Insurance Reform Act of 2004, we examined
documentation of the agency’s efforts and interviewed officials. We
conducted our work from December 2004 through August 2005 in
accordance with generally accepted government auditing standards. Our
scope and methodology are discussed in greater detail in appendix 1.

Results in Brief

The amount of insurance coverage available to homeowners under the
NFIP is limited by requirements set forth in statute and regulation. As a
result of these limitations, insurance payments to claimants for flood
damage may not cover all of the costs of repairing or replacing flood-
damaged property. For example, there is a $250,000 statutory ceiling on
the amount of flocd insurance homeowners may purchase; thus, homes
that might sustain more than $250,000 in damage cannot be insured to
their full replacement cost. In addition, NFIP policies cover only direct
physical foss by or from flood. Therefore, losses resulting primarily from a
preexisting structural weakness defect in a home or prior water damage,
and losses resulting from events other than flood, such as windstorms or
earth movements, are not covered by the NFIP. Moreover, 2a homeowner’s
personal property is covered, with certain limitations, only if the
homeowner has separately purchased NFIP personal property insurance
in addition to coverage for the building. Finally, the method of settling
losses affects the amount recovered. For example, homes that qualify only
for an actual cash value settlement—which represents the cost to replace
damaged property, less the value of physical depreciation—would
presumably receive payments that are less than homes that qualify fora
replacement cost settlement, which does not deduct for depreciation.

To meet its monitoring and oversight responsibilities, FEMA is to conduct

periodic operational reviews of the 95 private insurance companies that
participate in the NFIP. In addition, FEMA's program contractor is to
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check the accuracy of clairas settlements by doing quality assurance
reinspections of a sample of claims adjustments for every flood event. For
operational reviews, FEMA examiners are to do a thorough review of the
companies’ NFIP underwriting and claims settlement processes and
internal controls, including checking a sample of claims and underwriting
files to determine, for example, whether a violation of policy has occurred,
an incorrect payment has been made, and if files contain all required
documentation. Separately, FEMA'’s prograin contractor is responsible for
conducting quality assurance reinspections of a sample of claims
adjustments for specific flood events in order to identify, for example,
whether an insurer allowed an uncovered expense or missed a covered
expense in the original adjustment. The operational reviews and follow-up
visits to insurance companies that we analyzed followed FEMA's internal
control procedures for identifying and resolving specific problems that
may occur in individual insurance companies’ processes for selling and
renewing NFIP policies and adjusting claims. According to information
provided by FEMA, the number of operational reviews completed between
2000 and August 2005 were done at a pace that allows for a review of each
participating insurance company at least once every 3 years, as FEMA
procedures require. In addition, the processes FEMA had in place for
operational reviews and quality assurance reinspections of claims
adjustments raet our internal contrel standard for monitoring federal
programs. However, the process FEMA used to select a sample of claims
files for operational reviews and the process its program contractor used
to select a sample of adjustments for reinspections were not randomly
chosen or statistically representative of all claims. We found that the
selection processes used were, instead, based upon judgmental criteria
including, among other items, the size and location of loss and complexity
of claims. As a result of limitations in the sampling processes, FEMA
cannot project the results of these monitoring and oversight activities to
determine the overall accuracy of claims seftled for specific flood events
or assess the overall performance of insurance companies and their
adjusters in fulfilling their responsibilities for the NFIP—actions necessary
for FEMA meet our internal control standard that it have reasonable
assurance that program objectives are being achieved and that its
operations are effective and efficient.

In the months after Hurricane Isabel, FEMA took steps intended to
uniquely address concerns that arose from that flood event. In April 2004,
FEMA established a task force to review claims settlements from
Hurricane Isabel claimants. This was the first time in the history of the
NFIP that a formal claims review process was established. As a result of
task force reviews, almost half of the 2,294 policyholders who sought a
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claims review received additional payments. The additional payment
amount averaged $3,300 more than the original settlernent—for a total
average settlement of about $32,400 per claimant. In most cases, the
additional funds were for repairing or replacing buildings or personal
property not included in the initial adjuster’s loss determination; or to
cover additional material or labor costs. For example, in one instance the
original adjuster had not included coverage for a kitchen countertop and a
cable television outlet that the task force added to the claims settlement.
In other claims, reviewers allowed higher prices for paint, dry wall,
insulation, and other building materials than had been allowed in the
initial loss report. An NFIP manager said that the original pricing was not
an error in many cases, but that the costs of the materials had increased
between the time of the initial loss and the final settlement offer. Among
reasons that clairas reviewed by the task force were closed with no
additional payment were that the reviewer agreed with the original
determination that (1) flood damage to parts of a basement were not
covered and that (2) damage was not due to flood but to wind-driven rain.

As of September 2005, FEMA had not yet fully implemented provisions of
the Flood Insurance Reform Act of 2004. The act requires FEMA to
provide policyholders a flood insurance claims handbook and other new
materials for explaining their coverage when they purchase and renew
policies; to establish a regulatory appeals process for claimants; and to
establish minimum education and training requirements for insurance
agenis who sell NFIP policies. The 6-month statutory deadline for
implementing these changes was December 30, 2004. While FEMA advised
us that it finalized statutorily required informational materials in
September 2005, its flood insurance claims handbook does not yet fully
comply with statutory requirements. The handbook contains information
on anticipating, filing and appealing a claim, but does not include
information regarding the appeals process that FEMA is statutorily
required to establish through regulation. In its comaments on our draft
report, FEMA stated that it was offering claimants an informal appeals
process pending the establishment of a regulatory process, and that the
handbook describes this informal appeals process. However, by statute,
the claims handbook must describe the regulatory process, which FEMA
has yet to establish. With respect to this appeals process, FEMA has not
stated how long rulemaking might take to establish the process by
regulation, or how the process might work, such as filing requirements,
time frames for considering appeals, and the composition of an appeals
board. With respect fo minimum training and education requirements for
insurance agents who sell NFIP policies, FEMA published a Federal
Register notice on September 1, 2005, which included an outline of

Page 6 GAO-08-119 Federal Emergency Management Agency



88

training course materials. In the notice, FEMA stated that, rather than
establish separate and perhaps duplicative requirements from those that
may already be in place in the states, it had chosen to work with the states
to implement the NFIP requirements through already established state
licensing schemes for insurance agents. The notice did not specify how or
when states were to begin implementing the NFIP training and education
requirements. Thus, it is too early to tell the extent to which insurance
agents will meet FEMA’s miniraum standards. FEMA officials said that,
because changes to the program could have broad reaching and significant
effects on policyholders and private-sector stakeholders upon whom
FEMA relies to implement the program, the agency is taking a measured
approach to addressing the changes mandated by Congress. Nonetheless,
without plans with milestones for completing its efforts to address the
provisions of the act, FEMA cannot hold responsible officials accountable
or ensure that statutorily required improvements are in place to assist
victims of future flood events,

To strengthen and improve FEMA's monitoring and oversight of the NFIP,
we are recomnmending that FEMA use a methodologically valid approach
for sampling files selected for operational reviews and quality assurance
claims reinspections. To help ensure that actions are taken in a timely
manner to address legislative requirements established in the Flood
Insurance Reform Act of 2004, we are recommending that FEMA establish
documented plans with milestones for completing its efforts and hold
NFIP officials accountable for implementing these plans.

In commenting on a draft of this report, FEMA expressed concerns about
our findings related to NFIP program management and oversight.
Specifically, FEMA was concerned that we did not directly address the
issue of whether Congress intended the NFIP to restore flood-damaged
properties to their pre-flood conditions. We believe we have addressed
the issue consistent with our statutory mandate by explaining the statutory
and regulatory provisions that affect both dollar ceilings and other
coverage limitations. In other words, flood insurance policies can only
restore victims to pre-flood conditions within, but not beyond, the doliar
ceilings and other coverage limitations established by law and regulation.
FEMA also questioned our characterization of its operational reviews and
claims reinspection processes in the context of FEMA's overall financial
and management control efforts. However, our focus was on overall NFIP
program t and oversight, not on FEMA's fiduciary
responsibilities or additional internal control measures. During our review,
FEMA managers described the operational reviews and claims inspections
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as the primary methods FEMA used for monitoring and overseeing the
NFIP.

FEMA also noted that its method of selecting its sample for operational
reviews was more appropriate than the statisticall y random probability
sample we recommended. We believe that, although FEMA's current
sarpling strategy may provide an opportunity to focus on particular areas
of risk, it does not provide management with the information needed to
assess the overall performance of private insurance companies and
adjusters participating in the program-——information that FEMA needs to
have reasonable assurance that program objectives are being achieved

In addition, FEMA disagreed with our characterization of the extent to
which FEMA has met provisions of the Flood Insurance Reform Act of
2004. We believe that our description of those efforts and our
recommendations with regard to implementing the Act's provisions remain
valid. FEMA's comments are contained in appendix H. In addition, FEMA
provided technical comments, which we incorporated into the report as
appropriate,

Background

Nearly 20,000 communities across the United States and its territories
participate in the NFIP by adopting and agreeing to enforce state and
community floodplain management regulations to reduce future flood
damage. In exchange, the NFIP makes federally backed flood insurance
available to homeowners and other property owners in these
communities. Homeowners with mortgages from federally regulated
lenders on property in communities identified to be in special high-risk
flood hazard areas are required to purchase flood insurance on their
dwellings. Optional, lower-cost coverage is also available under the NFIP
to protect homes in areas of low to moderate risk. To insure furniture and
other personal property items against flood damage, homeowners must
purchase separate NFIP personal property coverage. Although premium
amounts vary according to the amount of coverage purchased and the
location and characteristics of the property to be insured, the average
yearly premium for a 1-year policy was $448, as of June 2005.

The National Flood Insurance Act of 1968" established the NFIP. Congress
mandated that the NFIP was to be implemented “based on workable

* The National Flood I Act of 1968, as is codified at 42 U.8.C. 4001 1o
4129.
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methods of pooling risks, minimizing costs, and distributing burdens
equitably among those who will be protected by flood insurance and the
general public.™ To make “flood insurance coverage available on
reasonable terms and conditions to persons who have need for such
protection,” the NFIP strikes a balance between the scope of the coverage
provided and the premium amounts required to provide that coverage.
Coverage limitations arise from statute and regulation, including FEMA’s
standard flood insurance policy (SFIP), which is incorporated in
regulation and issued to policyholders when they purchase flood
insurance.

To the extent possible, the program is designed to pay operating expenses
and flood insurance claims with premiums collected on flood insurance
policies rather than by tax dollars. However, as we have reported, the
program, by design, is not actuarially sound because Congress authorized
subsidized insurance rates to be made available for policies covering
certain structures to encourage communities to join the program. As a
result, the program does not collect sufficient premium income to build
reserves to meet the Jong-term future expected flood losses.” FEMA has
statutory authority to borrow funds from the Treasury to keep the NFIP
solvent.’ Following Hurricane Katrina in August 2005, legislation was
enacted that increased FEMA’s borrowing authority from a total of $1.5
billion to $3.5 billion through fiscal year 2008." FEMA has exercised its
borrowing authority four times in the last decade when losses exceeded
available fund balances. For example, as of August 2005, FEMA had
borrowed $300 million in 2005 to pay an estimated $1.8 billion on flood
insurance clairas resulting from the 2004 hurricane season. As it has done
when it has borrowed in the past, FEMA intends to repay these funds with
interest, according to agency officials, however, the officials had not yet
estimated NFIP claims amounts anticipated for flood damage from
Hurricane Katrina in August 2005.

42 US.C. 4001(d).
" Id. 4001(a)(4).

¢ GAO, Flood Insurance: Information on the Fi ial Ct ition of the Nati Flood
Insurance Program, GAO-01-982T (Washington, D.C.: July 2001).

? See 42 U.S.C. 4016

™ The National Flood Insurance Program Enhanced Borrowing Authority Act of 2005, Pub.
L. No. 109-65 (Sept. 20, 2005).
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Participation in the NFIP As shown in figure 1, the number of NFIP policies in force has grown
and Claims Payments Have steadily over the past 27 years to a total of about 4.6 million policies in
Grown force as of May 31, 2005.

Figure 1: NFIP Policies in Force, 1978-2005
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As shown in figure 2, NFIP claims payments have varied widely by year
over the life of the program depending on the number and severity of flood
events; however, as the number of policies in force increased (see fig. 1),
the claims payments have trended upward. Claims paid in 2004 were the
highest amount in the history of the NFIP-—-more than $1.9 billion for all
flood events.
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Figure 2: Total NFIP Payments to Claimants, 1972-2004
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Tables 1 and 2 provide information on payments by flood event in 2003
and 2004. In 2003, the NFIP paid about $478 million on more than 21,0600
claims from 5 named flood events and an additional $287 million on 15,232
claims filed for damage from unnamed floods. Of those clairas, more than
half resulted from damage from Hurricane Isabel in six states and
Washington, D.C. Hurricane Isabel was a category 5 hurricane at its peak
with sustained winds in excess of 165 miles per hour. It made landfall on
Septeraber 18, 2003, near Drum Inlet, North Carolina, as a category 2
storm. As it traveled across Virginia, Maryland, and Pennsylvania, Isabel
weakened to a tropical storm, but its heavy rains caused storm surge
flooding,
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Table 1: NFIP Claims Payments on Flood Events in 2003

Dollars in thousands

Number of

Flood event/state(s) paid losses Amount paid
Hurricane isabel (Delaware, Maryland, 19,523 $455,869
North Carolina, Pennsylvania, South

Carolina, Virginia, and Washington, D.C.)

Delaware fiooding (Delaware) 10 64
Torrential rain (Puerto Rico) 261 1,366
Hurricane Claudette (Texas) 1,035 10,884
Tennessee flood (Tennessee} 309 8,759
Named flood event total 21,138 477,942
Unnamed flood total 16,232 287,317
Totat 36,370 $765,259

Source: GAQ analysis of FEMA data.

For 2004 flood events, as of April 30, 2005, the NFIP paid more than $1.9
billion on more than 52,785 NFIP claims from storms including Hurricanes
Charley, Frances, Ivan, and Jeanne that caused major damage in Florida

and other East Coast and Gulf Coast states.

Table 2: NFIP Claims Payments on Flood Events in 2004

Doltars in thousands

Number of
Flood event/state(s) paid losses Amount paid
Kentucky Flood (Kentucky) 279 $5,717
Hurricane Alex {(North Carolina) 249 2,436
Hurricane Charley (Florida and North 2,434 46,369
Carolina)
Hurricane Frances (Florida) 4,737 139,866
Hurricane tvan (Alabama, Fiorida, Georgia, 25,558 1,233,964
Louisiana, Mississippi, Ohio, Pennsylvania,
Virginia, and West Virginia)
Hurricane Jeanne (Florida and Puerto Rico) 3,994 78,355
Named flood event total 37,251 1,506,707
Unnamed flood total 15,534 442,678
Total 52,785 $1,949,385

Source: GAQ analysis of FEMA data.
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Private Insurers Sell
Policies and Adjust NFIP
Claims under FEMA
Oversight and
Management

The work of selling, servicing, and adjusting claims on NFIP policies is
carried out by thousands of private-sector insurance agents and adjusters
who work independently or are employed by insurance companies or their
designated subcontractors. According to FEMA, about 95 percent of the
NFIP policies in force are written by insurance agents who represent 95
private insurance companies that issue policies and adjust flood claims in
their own names.” The companies, called write-your-own companies,
receive an expense allowance from FEMA of about one-third of the
premium amounts for their services and are required to remit premium
income in excess of this allowance to the National Flood Insurance Fund.*
The write-your-own companies also receive a percentage fee—about 3.3
percent of the incurred loss—for adjusting and settling claims. The
insurance companies share the FEMA expense allowance and fee for
claims settlements with insurance agents who sell and service the policies,
a vendor, or subcontractor, if the company has subcontracted with one to
handle all or part of its flood insurance business, and flood claims
adjusters.”

Figure 3 shows the key participants in the process: a homeowner; an
insurance agent, an insurance company, and, in many cases, a flood
insurance vendor, or subcontractor, to assist with aspects of the NFIP
business; and a flood adjuster. FEMA and its program contractor manage
and oversee the NFIP and the National Flood Insurance Fund accounts
into which premiums are deposited and claims and expenses paid.

" The other 5 percent of policies are sold and serviced by state-licensed insurance agents
and brokers who deal directly with FEMA.

# The fund, which was established in the Treasury by the 1968 legislation authorizing the
NFIP, is the account into which premiums are deposited and from which losses and
operating and administrative costs are paid. See 42 U.S.C. 4017.

¥ For example, the flood program manager from one insurance company said that agents

receive a conumission of 15 percent of the policy amount as an incentive to write flood
insurance and may receive other incentives during special flood marketing campaigns.
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Figure 3: Key Participants in the NFiP
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Insurance agents under contract to one or more write-your-own insurance
company are the main point of contact for most policyholders to purchase
an NFIP policy, seek information on coverage, or file a claim. In order to
sell flood insurance, agents must meet basic state insurance licensing
requirements, Based on information the insurance agents submit, the
insurance companies issue policies, collect premiums from policyholders,
deduct an allowance for expenses from the premium, and remit the
balance to the National Flood Insurance Fund. In some cases, insurance
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companies hire subcontractors—flood insurance vendors—to conduct
some or all of the day-to-day processing and management of flood
insurance policies.

Insurance companies work with certified flood adjusters to settle NFIP
claims. When flood losses occur, policyholders contact their insurance
agents to report the loss. The agent then contacts the write-your-own
company to report the loss and it assigns a flood adjuster to assess
damages, Flood adjusters may be independentor employed by an
insurance or adjusting company. These adjusters are responsible for
assessing damage, estimating losses, and submitting required reports,
work sheets, and photographs to the insurance company, where the claim
is reviewed and, if approved, processed for payment. Adjusters determine
prices for repairs by reviewing estimates of costs prepared by
policyholders and their contractors, consulting pricing software and
checking local prices for materials, Claims amounts may be adjusted after
the initial settlement is paid if claimants submit documentation that some
costs were higher than estimated. An adjuster must have a least 4
consecutive years of full-time property loss adjusting experience and have
attended an adjuster workshop, among other requirements, to be certified
by FEMA to work on NFIP claims,. To keep their certifications current,
adjusters are required to take a I-day refresher workshop each year and
pass a written examination testing their knowledge each year.

Flood claims adjusters employed by write-your-own companies are paid
salaries and sometimes bonuses for working long hours after major flood
events from a percentage fee-—about 3.3 percent of the incurred loss,
which the NFIP pays write-your-own companies for settling claims,
according to an NFIP official. Independent adjusters who work for
multiple insurance companies are also paid based on a standard NFIP fee
schedule that varies adjuster compensation according to the size of the
claim. For example, the fee schedule pays $1,000 for a claim settlement of
between $25,000 and $35,000. If the independent adjuster is registered with
an independent adjusting firm, a portion of the fee goes to the adjusting
firm.

About 40 FEMA employees, assisted by about 170 contractor employees,
are responsible for managing the NFIP. Management responsibilities
include establishing and updating NFIP regulations, administering the
National Flood Insurance Fund, analyzing data to actuarially determine
flood insurance rates and premiums, and offering training to insurance
agents and adjusters. In addition, FEMA and its program contractor are
responsible for monitoring and overseeing the quality of the performance
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of the write-your-own companies to assure that the NFIP is administered
properly.

Due to Statutory and
Regulatory
Limitations, NFIP
Payments May Not
Cover All Costs to
Repair or Replace
Flood-Damaged
Property

The amount of insurance coverage available to homeowners under the
NFIP is limited, based on requirements set forth in statute and regulation.”
First, by statute, there are limitations on the amount of insurance coverage
homeowners may purchase for their dwellings and personal property. In
addition, FEMA has further defined the general terms and conditions of
flood insurance coverage pursuant to a broad grant of congressionally
delegated authority, issuing regulations that inctude a SFIP. Because of
these statutory and regulatory linnitations, insurance payments to
claimants for flood damage may not cover all of the costs of repairing or
replacing damaged property.

In terms of statutory limitations, there is a ceiling on the amount of
insurance coverage available for single-family homes, which is $250,000.”
Because of this statutory ceiling, homes that could sustain more than
$250,000 in damage cannot be insured to reflect full replacement costs.
Furthermore, while homes whose full replacement cost is less than
$250,000 may be fully insured, this is not statutorily required. There is a
“mandatory purchase” requirement for homeowners in special high-risk
flood hazard areas who hold mortgages from federally regulated lenders,
but they are only required to insure their homes for the amount of their
mortgages, which may be less than their homes’ full replacement cost.”
For homeowners in areas of low- to moderate-flood risk, the purchase and
amount of insurance is optional, up to the $250,000 statutory maximum,"”
As a resuit of the $250,000 ceiling and the “mandatory purchase” floor,
insurance on a given home may be less than its full replacement cost.
Homeowners may also separately elect to insure the contents of their
homes under the NFIP, although they are not required to do so. As with
the $250,000 cap on building coverage, there is also a statutory limit on the

"As with homeowners' coverage, statutory and regulatory limitations apply to NFIP
coverage for other types of property. See 44 C.F.R. Part 61, appendix A(1), “Standard Flood
Insurance Policy Dwelling Form,” appendix A(2), “Standard Flood Insurance Policy
General Property Form,” and dix A(3), dard Flood | Policy Residential
Condominium Building Association Form.”

¥ 42 U.5.C. 4013(D)(2).
 Id. 4012a(a), (b)(1).
" See id. 4012,
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amount of personal property coverage homeowners can buy, By statute,
homeowners can purchase no more than $100,000 in personal property
coverage, even if the value of their personal property exceeds this
amount."

In addition to the statutory limitations on coverage amourits, Congress
also gave FEMA broad authority to issue regulations establishing “the
general terms and conditions of insurability,” including the classes, types,
and locations of properties that are eligible for flood insurance; the nature
and limits of loss that may be covered; the classification, limitation, and
rejection of any risks that FEMA considers advisable; and the amount of
appropriate loss deductibles.” Pursuant to this delegation of authority,
FEMA has issued regulations, including a “Standard Flood Insurance
Policy,” that further delineate the scope of coverage.” All flood insurance
made available under the NFIP is subject to the express terms and
conditions of the statute and regulations, including the SFIP.*

The SFIP is a coniractual document that contains the terms of coverage
and is issued to homeowners when they purchase flood insurance. Some
of the principal SFIP limitations concern whether particular events, losses,
building property and personal property are covered, and what deductible
amounts and loss settlement methods apply when an insured files a claim.
While either FEMA or private write-your-own insurance companies may
issue flood insurance policies, FEMA's regulations prohibit any change to
the SFIP provisions without the express written consent of the Federal
Insurance Administrator, the FEMA official responsible for administering
the NFIP.* The Administrator is also charged with interpreting the scope
of coverage under the SFIP.*

* 1. 4013(0)(3).

¥ 1d. 4013(a).

* The insurance coverage regulations appear at 44 C.F.R. Part 61, and the SFIP is an
appendix to these regulations, set forth at 44 C.F.R. Part 61, appendix A(1), “Standard
Flood Insurance Policy Dwelling Form.”

Y44 CFR. 614

* 1d. 61.13(), (.

# 14, 81.4(b), 6L.14.
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The SFIP covers only “direct physical loss by or from flood.™ It does not
cover losses resulting from events other than flood, such as windstorms or
earth movements. Additionally, if the losses primarily result from
conditions inherent to the dwelling or within the control of the insured,
they are not covered by the SFIP.* Nor does the SFIP provide coverage if
the flood is already in progress when the policy begins or when the
insured adds coverage. Finally, the SFIP only covers direct, physical flood
losses, not indirect losses such as loss of revenue or profits, interruption
of business, access to and use of the insured property, or living expenses
incurred while property is uninhabitable.”

The SFIP limits what type of building property is covered, considering
such things as the property’s use, permanence, and degree of enclosure.
For coverage purposes, the SFIP defines a “building” as a manufactured
home; a travel trailer affixed to a permanent foundation; or a “structure
with two or more outside rigid walls and a fully secured roof, that is
affixed to a permanent site.”™ A building under construction may be
covered even if not yet walled or roofed if the construction is underway at
the time the losses are incurred.” Detached garages may be covered, but
not if the garage is used for residential, business, or farming purposes,” in
which case it must be separately insured. Certain iters of property are
considered part of the building. In general, these are items buiit in or
affixed to the building, for example, stoves, ovens, refrigerators, central air
conditioners, and permanently installed cabinets and carpets. At the
basement level, building coverage is more limited and does not extend to
finishing materials. For example, whereas the SFIP covers permanently

* The SFIP defines 2 flood as “{a} general and temporary condition of partial or complete
inundation of two or more acres of normally dry land area or of two or more properties”
caused by specified events such as the overflow of inland or tidal waters. SFIP section I,
Definitions {“Flood™).

* SFIP section V, Exclusions. For example, the SFIP would not cover water damage that
primarily resuited from a structural defect in the insured's dwelling.

* SFIP section V, Exclusions.

* SFIP section 1T, Definitions (“Building”).

* SFIP section 11, Property Covered (Coverage A - Building Property). However, if the
building under construction does not have at least two walls and a roof, the deductible
amount is twice that which would otherwise apply. SFIP section VI, Deductibles,

* SFIP section 1il, Property Covered {(Coverage A - Building Property). Coverage for a

detached garage is limited to no more than 10 percent of the building’s limit of liability. Use
of this insurance is optional but reduces the building’s limit of liability.

Page 18 GAO-06-119 Federal Emergency Management Agency



100

installed paneling and wallpaper above the basement level, coverage in the
baserent is limiited to unfinished drywall.”

The SFIP only insures for personal property if the homeowner purchases
personal property coverage and the personal property is inside a building.”
Personal property includes movable items such as portable microwaves,
window-type air conditioning units, and carpets that are not permanently
installed. In a basement, coverage is limited to certain iterns installed in
their functioning location and, if necessary for operation, connected to a
power source, for example, portable air conditioning units and clothes
washers and dryers. Certain types of personal property are specially
limited to payment of no more that $2,500, regardless of the magnitude of
the loss. These objects include artwork, collectibles, jewelry, furs, and
property used in any business.” Personal property coverage does not
extend to such things as currency, postage, deeds, and other valuable
papers.”

Certain types of property are wholly excluded from both building property
and personal property coverage. The first type of excluded properties are
those that are generally separate from the main dwelling, such as
recreational vehicles; self-propelled vehicles and machines; land, plants,
and animals; walkways, driveways, patios; and hot tubs and swimming
pools. The second type of excluded properties are those with a close
relationship with water or that are located below ground, including
buildings and personal property located entirely, in, on, or over water;
boathouses, wharves, piers, and docks; underground structures or
equipment; and buildings and contents where more than 49 percent of the
actual cash value of the building is below ground.™

The amount recoverable under the SFIP is limited to the amount that
exceeds the applicable deductibie.” Applicable deductible amounts are not
listed in the SFIP itself, but are shown on the Declarations Page, a

* SFIP section 111, Property Cavered (Coverage A - Building Property).
* SFIP section 111, Property Covered (Coverage B — Personal Property),
* SFIP section 111, Property Covered (Coverage B - Personal Property).
* SFIP section IV, Property Not Covered.

* SFIP, section IV, Property Not Covered.

* SFIP section V1, Deductibles.
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computer-generated summary of the information provided by the insured
in the insured’s application. The Declarations Page is part of each
insured's flood insurance policy. ™

The final type of limitation found in the SFIP derives from the methods of
settling losses. There are three loss settlement methods under the SFIP:
(1) “replacement cost,” which homeowners may only purchase for single-
family dwellings in which they principally reside; (2) “special loss
settlement,” which only applies to large manufactured homes;” and (3)
“actual cash value,” which applies to any property that does not gualify for
replacement cost or special loss settlement.

The only difference between replacement cost and actual cash value is the
significance attached to the property’s physical depreciation. An actual
cash value loss settlement represents what it would cost to replace
damaged property, less the value of its physical depreciation.” Because of
depreciation, actual cash value will presumably be less than the full cost to
repair or replace the damage.” A replacement cost loss settlement, on the
other hand, does not deduct for physical depreciation. If replacement cost
coverage applies, the policy will pay the actual arnount spent to repair or
replace the damage with materials of like kind and quality, subject to the
applicable deductible and the building’s limit of Lability.*

Homeowners can only obtain replacement cost coverage for their single-
family dwellings, not for multi-family dwellings or items of personal
property, which are subject to actual cash value coverage. In addition, not
all single-family dwellings are eligible for replacement cost coverage. To

* SFIP section TI, Definitions (“Declarations Page”).

» “Special Loss Settlement” i 1 of cost and actual cash value
settlements. Under the “Special Loss” rules, totally destroyed dwellings receive either
replacement cost coverage or 1.5 times the actual cash value, whichever is less, up to the
dwelling's Hmnit of liability. Partially damaged dwellings are entitled to replacement cost
coverage.

* SFIP section 11, Definitions (“Actual Cash Value”).

* An actual cash settlement may be increased to reflect a greater proportion of the costs of
repairing or replacing damaged property, without deduction for depreciation. The SFIP
provides a formula for calculating the proportion of the repair or replacement costs an
insured with actual cash coverage is eligible 10 receive, The SFIP will pay this proportional
amount if it is greater than the actual cash settlement.

“ SFIP section VII, General Conditions, subsection V, Loss Settlerent.
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qualify for such coverage, a home must be insured for 80 percent or more
of its full replacement cost or the maximum coverage amount of $250,000,
and it must a principal residence. If a home does not meet both criteria,
the policy will pay the actual cash value for the covered damage.

An additional limitation in replacement cost coverage applies when the
full cost of repair or replacement is greater than $1,000 or 5 percent of the
entire amount of insurance on the dwelling. In that case, the SFIP provides
that it “will not be liable for any loss unless and until the actual repair or
replacement is completed,” unless the insured foregoes a replacement cost
settlement and makes a claim for actual cash instead.” If the insured
eventually spends more on the repair or replacement than the actual cash
settlement, the individual may file a claim for additional replacement cost
liability, provided he or she provides a notice of intent to do so within 180
days after the date of loss. *

We developed the following hypothetical property adjustment example
with the assistance of FEMA's director of NFIP claims to illustrate how
applicable limitations could reduce coverage for claimants whose property
is damaged by flood:

Hypothetical: A poorly maintained 30-year-old home located ina
designated flood zone was damaged when a nearby river overflowed.
The home’s full replacement cost was $60,000. The homeowner
purchased an NFIP policy for $30,000 in coverage. Although a
contractor estimated it would cost $40,000 to repair damages to the
structure and personal property losses totaled another $10,000, a NFIP
adjuster determined that payment on the claim was $8,000 because:

« The homeowner had chosen not to insure his personal property.
» The adjuster determined that some problems that needed to be

addressed had not been caused by the flood (e.g., leaking pipes in
the bathroom and preexisting mold in the basement).

' SFIP section VIL, General Conditi ion V, Loss Settl

“ FEMA officials told us that the agency did not require Hurricane Isabel claimants to wait
untit after making repairs to obtain the full replacement cost. They also said that FEMA
plans to amend its regulations to delete the requirement from the SFIP.
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*  The basement of the home, where the largest amount of damage
occurred, was finished, and coverage was limited to drywall
damage.

» Actual cash value will be paid for repairs or replacement of damage
to the dwelling because the homeowner did not insure the structure
for at least 80 percent of its full replacement cost. Because the
condition of the home before the flood was poor, the actual cash
value was low. In this hypothetical case, the adjuster determined
that the actual cash value of damaged property covered by the
policy was $9,000.

» A $1,000 deductible applied, reducing the $9,000 actual cash value
payment to $8,000.

Monitoring and
Oversight of NFIP
Identifies Specific
Problems, but Does
Not Provide
Comprehensive
Information on
Overall Program
Performance

FEMA’s primary method to monitor and oversee the NFIP is to conduct
operational reviews of the 95 write-your-own insurance companies
participating in the NFIP. In addition, FEMA'’s program contractor is to
reinspect a sample of clains adjustments for every flood event to identify
errors, among other things. The operational reviews and follow-up visits
we analyzed followed FEMA's internal control procedures on the
processes for examiners to follow in conducting the reviews and for doing
the reviews at a pace that allows for a review of each write-your-own
company on at least a triennial basis. The processes FEMA followed also
met our internal control monitoring standard that requires federal
agencies to ensure that the findings of audits and other reviews are
promptly resolved. However, in doing these monitoring and oversight
activities, neither FEMA nor its program contractor used a statistically
valid method for sampling files selected for operational reviews or claims
reinspections. As a result, FEMA did not meet our internal control
standard that federal agencies have internal controls in place to provide
reasonable assurance that program objectives are being achieved and that
program operations are effective and efficient. Without a statistically valid
sampling methodology, the agency cannot project the results of these
monitoring and oversight activities to determine the overall accuracy of
claims settled for specific flood events or assess the overall performance
of insurance companies and their adjusters in fulfilling their
responsibilities for the NFIP.

Page 22 GAQ-06-118 Federal Emergency Management Agency



104

FEMA's Operational
Reviews of Insurers We
Analyzed Identified and
Followed Up on Problems

Operational reviews of flood insurance corapanies participating in NFIP
that are conducted by FEMA staff are FEMA's primary internal control
mechanism for monitoring, identifying, and resolving problems related to
how insurers sell and renew NFIP policies and adjust claims. Qur analysis
of reports of all 15 operational reviews and follow up visits at companies
that were identified as having critical errors (e.g., incorrect payments)
found that FEMA checked information and conducted file reviews in
accordance with the requirements and procedures outlined in its Write
Your Own Financial Control Plan.® In addition, our analysis found that
FEMA followed up at all of the companies where operational reviews had
identified critical errors to monitor the progress these companies made
over time in addressing and resolving critical errors. Monitoring the guality
of performance over tire and ensuring that the findings of audits and
other reviews are promptly resolved is an internal control standard that
we have identified for the federal government.”

According to the FEMA director of NFIP claims, one or two examiners
from FEMA's NFIP Claims and Underwriting sections go on-site to review
the operations of the 95 write-your-own companies. If vendors handle all
or part of a company’s NFIP business, operational reviews are conducted
at the vendor locations and reviews of all of the companies doing business
with the vendor can be completed during one visit. Seven FEMA staff in
the Mitigation Division underwriting section and two staff in the claims
section have primary responsibility for conducting operational reviews in
addition to other responsibilities including writing insurance manuals and
regulations, providing technical assistance, and responding to inquiries
from policyholders, Members of Congress and others. As discussed below,
FEMA directs examiners to conduct three steps for each operational
review—a general underwriting review, a specific underwriting review,
and a claims operation review of each insurance company’s NFIP
business. Requirements and procedures for the operational review are
outlined in FEMA's Write Your Own Financial Control Plan.

In the general underwriting review, examiners are to review how the
company has handled applications for NFIP policies and how policies are
issued and cancelled among other items. The examiners are to check a

* National Flood Insurance Program, The Write Your Ouwn Program Financial Conirol,
Plar, Requirements and Procedures, revised December 1, 1999,

* See GAO, Standards for Internal Control in the Federal Government (Washington, D.C.:
Nov. 1999).
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sample of files to determine, for example, whether NFIP policies were
renewed using correct payment rates and whether appropriate
docurentation was included in the file. In the specific underwriting
review and the claims operation review, examiners are to conduct detailed
examinations of files to check for completeness and accuracy. For
example, they must make sure that elevations are calculated correctly on
new policies and that photographs document damage on flood claims,

For all aspects of the operational reviews, the examiners are to determine
whether files are maintained in good order, whether current forms are
used and whether staff has a proficient knowledge of requirements and
procedures to properly underwrite and process flood claims. Examiners
are also to look at internal controls in place at each company. When
problems are identified, examiners are to classify the severity of the
errors. Each file reviewed is to be classified as satisfactory or
unsatisfactory. Unsatisfactory files contain either a critical error {e.g, a
violation of policy or an incorrect payment) or three non-critical errors
(e.g., violations of procedures that did not delay actions on clairos).

Write-your-own companies with error rates of 20 percent or higher of the
total number of files reviewed for the specific underwriting or claims
operation review would always receive an unsatisfactory designation. If a
company receives an unsatisfactory designation, FEMA requires that it
develop an action plan to correct the problems identified and is to
schedule a follow-up review in 6 months to determine whether progress
has been made. The action plans developed by the companies generally
must contain a timetable for addressing deficiencies, including a plan for
making progress reports to FEMA and developing more stringent internal
quality control procedures, If a company continues to have problerus and
fails to implement an action plan, it can ultimately be withdrawn from the
NFIP. According to FEMA officials, a company has been required to
withdraw from the NFIP once in the program’s history in part because of
issues raised in operational reviews and in part due to other financial
problems.

In our analysis of reports of all 15 operational reviews and follow-up visits
done at insurance companies that were identified as having critical errors,
we found that examiners checked information and did file reviews in
accordance with the requirements and procedures outlined in the Write
Your Own Financial Control Plan. We also determined that FEMA
followed up to monitor the progress the companies made in addressing
and resolving critical errors. For example, in one instance after a write-
your-own company received two unsatisfactory designations, it was
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directed by FEMA to rewrite ail of its policies to be sure that the correct
premiums were being charged to policyholders. In another instance,
FEMA required a write-your-own company to take more extensive action
than was proposed in its plan to address deficiencies.

In addition, according to information provided by FEMA, operational
reviews completed since 2000 were on pace to meet FEMA's policy that
each of the 95 write-your-own companies be operationally reviewed at
least once every 3 years. Table 3 shows the number of operational reviews
reported by FEMA from January 2000 through August 2005, FEMA has
scheduled a review of 31 write-your-own companies at a large vendor
location for later in 2005.

Table 3: Total Number of Operational Reviews of Write-Your-Own Companies
Conducted by FEMA (January 2000 to August 2005}

Number of
Year companies reviewed
2000 43
2001 10
2002 33
2003 9
2004 42
January to August 2005 L2l
Total 148

Source: FEMA,

Reinspections of NFIP
Claims Conducted by
Program Contractor

In addition to operational reviews done by FEMA staff, FEMA’s program
contractor conducts quality assurance reinspections of claims for specific
flood events. The program contractor employs nine general adjusters who
conduct quality assurance reinspections of a sample of open claims for
each flood event.” Procedures for the general adjusters to follow in
conducting these reinspections are outlined in FEMA's Write Your Own
Financial Control Plan. According to the general adjusters we
interviewed, in addition to preparing written reports of each reinspection,
general adjusters discuss the results of the reinspections they perform

* In addition to doing reinspections, these general adjustors are responsible for estimating
damage from flood events, coordinating claims adjustment activities at disaster locations,
and conducting adjuster training.
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with officials of the write-your-own companies that process the claims. if a
general adjuster determines that the insurance company allowed an
expense that should not have been covered, the company is to reimburse
the NFIP. If a general adjuster finds that the private-sector adjuster missed
a covered expense in the original adjustment, the general adjuster will
take steps to provide additional payment to the policyholder. An instructor
at an adjuster refresher training session, while observing that adjusters
had performed very well over all during the 2004 hurricane season, cited
several errors that he had identified in reinspections of claims, including
improper measurement of room dimensions and improper allocation of
costs caused by wind damage (covered by homeowners’ policies) versus
costs caused by flood damage. In addition, the instructor identified a
problem that arose, namely, poor communication with homeowners on the
process followed to inspect the homeowner's property and settle the
claim. Overall error rates for write-your-own companies are monitored.
Procedures require additional monitoring, training, or other action if error
rates exceed 3 percent. According to the general adjusters we interviewed
and FEMA'’s program contractor, quality assurance reinspections are
forwarded from general adjusters to the program contractor where results
of reinspections are to be aggregated in a reinspection database as a
method of providing for broad-based oversight of the NFIP as its services
are delivered by the write-your-own companies, adjusting firms and
independent flood adjusters.

Sampling Methods Used to
Conduct Operational
Reviews and Quality
Assurance Reinspections
Do Not Provide
Management Information
on Overall Performance

FEMA used nonprobability sarapling processes rather than random
sampling to select files for operational reviews and claims for quality
assurance reinspections. In nonprobability sampling, staff select a sample
based on their knowledge of the population’s characteristics. The major
limitation of this type of sampling is that the results cannot be generalized
to a larger population, because there is no way to establish, by defensible
evidence, how representative the sample is. A nonprobability sample is
therefore not appropriate to use if the objective is to generalize about the
population from which the sample is taken.*

For the operational reviews, specific guidance on how to select files for
review is not documented, although guidance is provided on the number
of files to review based on the size of the write-your-own companies’
volume of NFIP business. The process used to select claims for review, as

* GAO, Policy Manual {Washington, D.C.: Jan.1, 2004).
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it is described by FEMA managers who oversee operational reviews,
identifies problems at the write-your-own companies, but it is not designed
to assess overall performance. For the specific underwriting portion of the
review, exarniners use a process described by a FEMA official as adverse
selection, or selection of files for review that include the most difficult
new policies that the company underwrote in the period since the last
operational review under the assumption that if the company addresses
difficult underwriting issues correctly, it will also be able to do routine
underwriting issues correctly. According to this official, some examples of
the most difficult underwriting issues are policies covering properties in
the flood hazard areas closest to bodies of water and elevated buildings
that have enclosures undemeath them. For the claims operation portion of
the operational review, like the underwriting portion, an examiner said
that FEMA attempts to select the more difficuit or potentially troublesome
claims files to review. In addition, files that are closed without payment
and those with particularly large settlements are to be included in the
sample of files reviewed. Thus, the operational reviews provide FEMA
with management information on specific problems that occur at write-
your-own companies but, by design, do not assess the overall performance
of the companies.

For quality assurance reinspections, procedures are included in the
written FEMA guidance on the number of claims to sample, but not on the
sample selection process. General adjusters employed by FEMA’s
contractor are to reinspect a sample of properties based on the total
number of clairs the write-your-own company is processing for the flood
event. A FEMA official said that this number is up to about 4 percent of
claims for each flood event based on the total number of claims filed for
the flood event. Although the two general adjusters we interviewed said
their inspection sample selection process was random, the selection
process they described involved choosing properties to reinspect based
upon criteria they considered to be important. The general adjusters said
that they generally reinspected the adjustments done on properties from a
variety of neighborhoods that represented different types (i.e., single
family and condominium) and values of houses, and varying flood loss
claims amounts. A FEMA manager said that this process was comparable
to the approach used by all nine of the general adjustors. While these
eriteria, if properly applied, would lead to some variety in the selection of
claims to review, the selection process is not random or statistically valid
for purposes of projecting results to overall performance. By exercising a
maore rigorous sample selection process, without incurring additional costs
or selecting larger sample sizes, FEMA would improve its internal control
processes.
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Because FEMA's primary means of providing oversight are its operational
reviews and quality assurance reinspections, statistically-valid information
from these oversight activities is essential. However, FEMA's use of an
approach that lacks statistical validity for selecting files for operational
reviews and claims for reinspections does not provide management with
the information needed to assess the overall performance of the write-
your-own companies, including the overall accuracy of the underwriting of
NFIP policies and the adjustment of claims—information that FEMA
needs to have reasonable assurance that program objectives are being
achieved. Without a statistically valid sampling methodology, FEMA did
not meet our internal control standard that federal agencies provide
reasonable assurance that program objectives are being achieved and that
program operations are effective and efficient.”

FEMA Task Force
Closed about Half of
Hurricane Isabel
Claims Reviewed with
Additional Payments

FEMA took unique actions to respond to concemns regarding NFIP
payments for Hurricane Isabel flood claims. In April 2004, about 7 months
after Hurricane Isabel, FEMA established a task force to review claims
settlements based on requests by Hurricane Isabel claimants.” It was the
first time in the history of the NFIP that a formal review process was
established for NFIP claimants who were not satisfied with actions taken
on their claims. According to an NFIP official, the task force was
comprised of about 50 cuwrrent and former certified flood adjusters from
various private sector flood insurance adjusting firms, the nine general
adjusters employed by FEMA's program contractor, and three FEMA staff.
Adjusters were assigned to review claims outside of states where they had
previously adjusted clairas for Hurricane Isabel damage, according to the
official.

As shown in figure 4, FEMA officials said they sent notifications to 23,770
1sabel claimants in six states® and Washington, D.C,, to advise claimants

I addition, the Improper Payments Information Act of 2002, Pub. L. No. 107-300, 116
Stat. 2350, (2002), requires each executive agency to review all of its programs and
activities annually and identify those that may be susceptible to significant improper
paynents, If DHS determines during the annual review that the NFIP is susceptible to
significant improper payments, it will be reguired, in accordance with Office of
Management and Budget (OMB) guidance, to repott statistically valid estimates of
improper NFIP payments to Congress before March 31 of the following applicable year.

* Afier the task force was created, the Senate Committee on Banking, Housing, and Urban
Affairs affirmed the need for an independent review of Hurricane Isabel claims. See S. Rep.
No. 108-262, at 5 (2004).

® Maryland, North Carolina, Virginia, Delaware, Pennsylvania, and South Carolina.
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that they could have their claims reviewed by a special FEMA task force if
they were unhappy with actions taken to settle them. Claimants could
request a review by the FEMA task force in person at a community
meeting, by {elephone, mail, or fax. About 10 percent of the claimants who
were notified (2,294)-—all with property in Maryland, Virginia, and North
Carolina—responded. In reviewing those claims, the task force
determined that 1,229 of the claims should be closed with no additional
payraent and that 1,065 claims should be closed with additional payments.

oo ST Ao T S o e
Figure 4: Disposition of Hurricane Isabel Claims Reviewed by the FEMA Task Force

Totatl Isabel claimants: 23,770

46%

2,294
Responded

1,229 1,065
Claims closed Claims closed
with no. i
additional additional
21,476 payment payment

No response

Source; GAO analysis of FEMA data.

Based on our review of a statistically representative sample of claims files
selected from the 2,294 claimants that responded to FEMA that they
wanted a task force review of their claims, the task force closed claims
with no additional payment for a variety of reasons. For example:

» Task force agreed with the original determination that flood damage to
parts of a basement were not covered.

« Task force agreed with the original determination that damage was not
due to flood but to wind-driven rain.

» Task force agreed with the original determination that a claimant did
not have coverage for personal property.
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Based on our analysis, reviewers allowed additional payments most
frequently to:

» Repair or replace building or personal property iteras that the initial
adjuster did not include in the loss report.

+ Pay a higher amount for materials, labor, or personal property items
than the original adjuster had allowed.

In more than 90 percent of claims closed by the task force with additional
payment, the reviewer determined that additional payments were due for
one of these two reasons.” In 48 percent of the claims, additional
payments were allowed for items that the initial adjuster did not include in
the loss report, and in 43 percent of claims, additional payments were
allowed to pay a higher amount for costs than the original adjuster had
allowed. For example, in one claim we reviewed, the original estimate did
not include coverage for a kitchen countertop and a cable television outlet
that the reviewer included in the final claim settlement. In other claims,
reviewers allowed higher prices for paint, dry wall, insulation, base
molding, ceramic floor tile, and window trim, among other items, than had
been allowed in the initial loss report. One general adjuster for FEMA’s
program contractor said that the original pricing was not an error in many
cases, but that the costs of the materials had increased between the time
of the initial loss and the final settiement offer.

Based on our analysis of the statistically representative sample of 100
claims files reviewed by the FEMA task force, the average amount paid on
claims closed with payments and for which claimants requested a review
by the task force was $32,438." The average additional payment amount

*1n9 percent of the cases, the task force allowed recoverable depreciation not allowed in
the original settlement or determined that the claim should be paid for a primary residence
at replacement cost value rather than for a seasonal residence at actual cash value. Some
claimants received additional payments for more than one reason.

* This information was current at the time of the review of the claim by the task force and
does not reflect any subsequent actions taken on the claim by the write-your-own
companies. FEMA's program contractor reported that about 3,866 Hurricane Isabel claims
were closed without any payment. Most frequently Hurricane Isabel claims were closed
without payment because the adjuster report determined that the damages did not exceed
the amount of the deductible on the NFIP policy. In other instances, policyholders filed a
claim but failed to follow up by providing appropriate documentation of loss. In several
instances, claims were filed for damage to seawalls, which are specifically excluded from
coverage under the NFIP.
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determined by the task force for claims that were closed with an
additional payment was $3,340. In comparison, as illustrated in figure 5,
the average closed payments for 2002, 2003, and 2004 for claims closed
with payment were $16,878, $19,980, and $30,668, respectively.”

Figure 5: Compari: of Claims U A ts for Hurricane isabel Claims
Reviewed by the Task Force and Al Claims Closed with Payment (2002-2004)
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Source: GAQ analysis of NFIF data

* For claims in our file teview, the median settlement amount—the point at which half of
the cases were settled at lngher amount and half were settled at a lower amount—was
$13,583 before the task force review and $19,826 after the task force review. Data on
median settlement amotunts for 2002, 2003, and 2004 was not available.
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FEMA Has Not Fully
Implemented NFIP
Program Changes
Mandated by the
Flood Insurance
Reform Act of 2004

As of September 2005, FEMA had not fully implemented NFIP program
changes mandated by the Flood Insurance Reformn Act of 2004 to (1)
develop supplemental materials for explaining coverage and the claims
process to policyholders when they purchase and renew policies and (2)
establish, by regulation, an appeals process for claimants. The 6-month
statutory deadline for implementing these changes was December 30,
2004. The act also required FEMA to establish minimum training and
education requirements for flood insurance agents and to publish the
requirements in the Federal Register by December 30, 2004. Although
FEMA published a Federal Register notice of its requirements on
September 1, 2005, the notice explained that FEMA intended to work with
the states to implement the minirsum NFIP standards through existing
state licensing schemes for insurance agents. Thus, it is too early to tell the
extent to which insurance agents will meet FEMA’s minimum
requirements.

For purposes of esplaining coverage and the claims process to
policyholders, the Flood Insurance Reform Act of 2004 required FEMA to
develop three types of informational materials. The required materials are:
(1) supplemental forms explaining in simple terms the exact coverage
being purchased; (2) an acknowledgement form that the policyholder
received the SFIP and any supplemental explanatory forms, as well as an
opportunity to purchase coverage for personal property; and (3) a flood
insurance claims handbook describing the process for filing and appealing
claims.™ FEMA officials said they had drafted an acknowledgement form
and new insurance program forms to explain coverage to policyholders
when they purchase and renew their insurance, FEMA officials said that
these forms were final as of September 2005, and that they expected
distribution to policyholders to begin in October 2005, While FEMA
appears to have completed its implementation efforts with respect to the
supplemental and acknowledgement forms, its flood insurance claims
handbook does not yet fully comply with statutory requireraents. FEMA
posted a flood insurance claims handbook, dated July 2005, on its website
in September 2005. The handbook contains information on anticipating,
filing and appealing a claim, but does not include information regarding
the appeals process that FEMA is statutorily required to establish through
regulation. In its comments on our draft report, FEMA stated that it was
offering claimants an informal appeals process pending the establishment

5 Sections 202, 203 and 204 of the Flood Insurance Reform Act of 2004 confain these
requirements.
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of a regulatory process, and that the handbook describes this informal
appeals process. However, by statute, the claims handbook must describe
the regulatory process, which FEMA has yet to establish.

The establishment of a regulatory appeals process is required by section
205 of the Flood Insurance Reform Act of 2004. To address this
requirement, FEMA officials said they had discussed the feasibility of
maintaining a permanent task force to consider appeals—like the one
created to review Hurricane Isabel claims. In commenting on a draft of
this report, the acting director of FEMA’s Emergency Preparedness and
Response Directorate said that FEMA had rejected this plan, but he did
not disclose any alternative plan detailing key elements of an appeals
process such as how to initiate an appeal, time frames for considering
appeals, the size of an appeals board, and the qualifications for
membership, or how long the rulemaking process to provide for appeals
by regulation might take. Therefore, it remains unclear how or when
FEMA will establish the regulatory appeals process, as directed by the
Flood Insurance Reform Act of 2004.

Finally, section 207 of the Flood Insurance Reform Act of 2004 required
FEMA, in cooperation with the insurance industry, state insurance
regulators, and other interested parties, to establish minimum training and
education requirements for all insurance agents who sell flood insurance
policies and to publish the requirements in the Federal Register. On
September 1, 2005, FEMA published a Federal Register notice in response
to this requirement.” In the notice, FEMA provided a course outline for
flood insurance agents, which consisted of eight sections: an NFIP
Overview; Flood Maps and Zone Determinations; Policies and Products
Available; General Coverage Rules; Building Ratings; Claims Handling
Process; Requirements of the Flood Insurance Reform Act of 2004; and
Agent Resources. FEMA further stated that, rather than establish separate
and perhaps duplicative requirements from those that may already be in
place in the states, it had chosen to work with the states to implement
NFIP requirements through already established state licensing schemes for
insurance agents. However, the notice did not specify how or when states
were to begin implementing the NFIP training and education
requirements. Given the recent publication of the Federal Register notice,
and the states’ eventual role in implementing FEMA's training and

 See Flood Insurance Training and Education Requirements for Insurance Agents, 70 Fed.
Reg, 52,117 (2005).
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education requirements, it is too early to tell the extent to which insurance
agents will meet FEMA’s minimum standards.

FEMA officials said that developing and implementing changes to the
NFIP can have broad reaching and significant impacts for the millions of
NFIP policyholders, as well as the private sector stakeholders upon whom
FEMA relies to implement the program. As a result, the agency is taking a
measured approach to making the mandated changes to ensure that it
achieves results and minimizes any negative effects on policyholders and
NFIP stakeholders. Nonetheless, without plans with milestones for
completing its efforts to provide policyholders with a flood insurance
claims handbook that meets statutory requirements, to establish a
regulatory appeals process, and to ensure that insurance agents meet
minimum NFIP education and training requirements, FEMA cannot hold
responsible officials accountable and track progress to ensure that these
impro s are in place to assist victims of future flood

events.

Conclusions

A key challenge that FEMA faces in its role as coordinator of the federal
disaster response efforts, including the NFIP, is to ensure through its
monitoring and oversight efforts that programs are implemented in
accordance with statutory and regulatory requirerents across the nation.
It is a difficult challenge to meet, as services are delivered primarily
through a deceniralized system of private-sector contractors, their
employees, and their subcontractors. However, it is increasingly important
that FEMA have assurances that program requirements are followed in
light of the growing participation and increasing costs of its programs.

While FEMA's NFIP monitoring and oversight processes have identified
specific problems with the delivery of services, the lack of statistically
representative saraples for processes to assess the accuracy of claims and
adjustments limits FEMA's ability to project the results of its analyses in
order to provide management information on the private sector’s overall
implementation of the program. Without such information, the value of
FEMA's monitoring processes—operational reviews and quality assurance
reinspections—as critical internal control activities is limited. Such
information could also help the agency better identify potential needs for
such things as additional training requirements or clarification of NFIP
coverage and claims guidance, as identified in the Flood Insurance Reform
Act of 2004,
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FEMA officials have been working to address the consequences of the
most devastating hurricane season on record, and these efforts have
understandably put pressure on FEMA's resources, particularly since
claims began to be filed for the damage from Hurricane Katrina.
Nonetheless, the agency may continue to face challenges like those posed
by Hurricane Isabel in implementing the NFIP until plans for addressing
some of the key legislative requirements of the Flood Insurance Reform
Act of 2004 are developed and implemented. Without establishing a
roadmap and a schedule for meeting mandated time frames that have
already elapsed, FEMA is limited in its ability to project when program
improvernients will be made.

Recommendations for
Executive Action

To improve FEMA's oversight and management of the NFIP, we
recomimend that the Secretary of the Department of Homeland Security
direct the Under Secretary of Homeland Security for Emergency
Preparedness and Response to take the following two actions:

+ use a methodologically valid approach to draw statistically
representative samples of claims for underwriting and clains portions
of operational reviews and for quality assurance reinspections of
claims by general adjusters; and

» develop documented plans with milestones for implementing
requirements of the Flood Insurance Reform Act of 2004 to provide
policyholders with a flood insurance claims handbook that meets
statutory requirements, to establish a regulatory appeals process, and
to ensure that insurance agents meet minimum NFIP education and
training requirements.

Agency Comments
and Our Evaluation

On October 12, 2005, the Acting Director of FEMA's Mitigation Division
provided written comments on a draft of this report. FEMA offered
substantive comments on three issues (App. [I). FEMA offered comments
principally in three areas: (1) its disappointment that we had not directly
addressed the issue of whether Congress intended the flood insurance
program to restore damaged property to its pre-flood condition; (2) its
view that the method of choosing its sample for operational reviews was
appropriate and that its financial and internal controls are wide-ranging
and include processes that we did not address; and (3) its view that
contrary to the impression given in our draft report, FEMA has worked
diligently to implement the requirements of the Flood Insurance Reform
Act of 2004.
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FEMA expressed disappointment that our report made no explicit,
unambiguous statement regarding whether Congress intended flood
insurance to restore damaged property to its pre-flood condition. We
believe we have addressed the issue consistent with our statutory
mandate by explaining the statutory and regulatory provisions that
affect both doliar ceilings and other coverage limitations. Section 208
of the Flood Insurance Reform Act of 2004 mandated GAO to conduct a
study of aspects of the National Flood Insurance Program (NFIP),
including “the adequacy of the scope of coverage provided under flood
insurance policies in meeting the intended goal of Congress that flood
victims be restored to their pre-flood conditions, and any
recommendations to ensure that goal is being met.” To address this
mandate, it was necessary to consider the legal framework of flood
insurance coverage established by the National Flood Insurance Act of
1968, as amended, and FEMA'’s implementing regulations. The
amounts and limitations of flood insurance policy coverage are
affected by both the statute and the regulations. In other words, flood
insurance policies can only restore vietims to pre-flood conditions
within, but not beyond, the limits established by law and regulation. To
address our mandate, we therefore explained the stafutory and
regulatory provisions that placed limitations on the amount claimants
could recover under their flood insurance policies. Our April 2005
testimony™ and this report make clear that the statutory ceilings on the
maximum amount of coverage that can be purchased and the policy
limitations that result from FEMA reguiations may resultina
policyholder’s insured structure not being restored to its pre-flood
condition.

FEMA highlights a number of oversight and management procedures
for the program, including those for financial management. It also
noted that its method of selecting its sample for operational reviews
was more appropriate than the statistically random probability sample
we recommended. Most of the additional oversight and management
processes and controls FEMA noted in its comments are for financial
management-—an area not included in the scope of our work. Our
work focused on program implementation and oversight. During our
review, FEMA managers described the operational reviews and claims
inspections as the primary methods FEMA used for monitoring and
overseeing the NFIP.

* See GAQ, National Flood f Program: Ot
Claims, GAO-05-523T (Washingtor, D.C.: April 14, 2005).

ight of Policy I and
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« Insupport of its current sampling strategy for its operational reviews,
FEMA cites a report it had commissioned in 1999—a report FEMA had
not previously mentioned or provided to us. Thus, we cannot comment
on that report or its recommendations. Nevertheless, although FEMA’s
current sampling strategy may provide an opportunity to focus on
particular areas of risk, it does not provide management with the
information needed to assess the overall performance of the write-
your-own corapanies, including the overall accuracy of the
underwriting of NFIP policies and the adjustment of claims—
information that FEMA needs to have reasonable assurance that
program objectives are being achieved

« With respect to FEMA's implementation of program changes mandated
by the Flood Insurance Reform Act of 2004, we described several
actions FEMA had taken in its efforts to comply with the Act, while
noting that it had not fully implernented the Act's requirements. Inits
comments on our draft report, FEMA said that it had been working
diligently to meet the Act’s requirements and had made further
progress on certain initiatives, for example, by finalizing “Summary of
Coverage” forms required by section 202 of the act and distributing
them to policyholders purchasing or renewing their coverage after
September 21, 2005. We have updated our draft report to reflect the
new status information, but work remains to be done before FEMA
fully implements other requirements of the Flood Insurance Reform
Act of 2004. As we noted in our report, section 205 of the Act requires
FEMA to establish a claim appeals process by regulation, and section
204 of the Act requires FEMA to describe this regulatory appeals
process in its flood insurance claims handbook. Although FEMA
commented that it was offering claimants an informal appeals process
pending the establishment of a regulatory process, it must establish the
regulatory process to be in compliance with the informational
requirements of section 204 and the procedural requirements of section
205 of the act. Finally, although FEMA published minimum education
and training requirements for flood insurance agents in the Federal
Register in September 2005, FEMA has not established how or when
states are to begin imposing these requirements on flood insurance
agents. Thus, we believe our recommendation that FEMA develop
documented plans with milestones for implementing the requirements
of the Flood Insurance Reform Act of 2004 remains appropriate.

FEMA also offered a number of technical comments that we incorporated
as appropriate.
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We are sending copies of this report to the Secretary of the Department of
Homeland Security. We will also make copies available to others upon
request. In addition, the report will be available at no charge on GAO’s
Web site at http://www.gao.gov.

If you have any questions, please contact me at (202) 512-8777 or
Jjenkinswo@gao.gov or Christoper Keisling, assistant director at (404) 679-
1917 or keislinge@gao.gov. Contact points for our offices of Congressional
Relations and Public Affairs may be found on the last page of this report.
GAO staff who made major contributions to this report are listed in
appendix IIL

s g

William O. Jenkins, Jr.
Director, Homeland Security and Justice Issues
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Appendix I: Scope and Methodology

To address provisions in the Flood Insurance Reform Act of 2004 for a
GAO study and report on issues related to the processing of flood
insurance claims and the Federal Emergency Management Agency’s
(FEMA) oversight and management of the program, we assessed (1) the
statutory and regulatory limitations on homeowners' coverage under the
National Flood Insurance Program (NFIP); (2) FEMA's role in monitoring
and overseeing the NFIP; (3) FEMA's response to concerns regarding
NFIP payments for Hurricane [sabel claims; and (4) the status of FEMA’s
impl tation of requirements of the Flood Insurance Reform Act of
2004.

To determine the statutory and regulatory limitations on homeowners’
coverage under the NFIP, we reviewed the National Flood Insurance Act
of 1968, as amended, its legislative history, and FEMA's implementing
regulations, including its “Standard Flood Insurance Policy.” We also
discussed our review with officials of DHS Office of General Counsel.

To assess FEMA's role in monitoring and overseeing the NFIP, we
examined program requirements and reports. We analyzed the results of
16 operational reviews and follow-up visits FEMA completed from 2001
through February 2005 to determine whether they were done in
accordance with requirements and procedures outlined in FEMA's Write
Your Own Financial Control Plan and GAO's Standards for Internal
Control in the Federal Government. To determine whether FEMA met the
standard for assessing the quality of performance over time and ensuring
that findings of its operational reviews were addressed, we analyzed
reports of the results of all reviews of insurance operations and follow-up
visits at insurance companies where FEMA identified critical errors over a
10-year period, from 1996 to April 2005—a total of 15 reports. All of the
reviews and visits for this 10-year period occurred from 2001 to April 2005
because for several years prior to 1899, FEMA did not conduct operational
reviews. The reviews were restarted on a “practice” basis in 1999 and a
regular basis in 2000. We also observed FEMA examiners as they
conducted a portion of an operational review at a flood insurance vendor
location and obtained information on the schedule of operational reviews
from 2000 to June 2005. We obtained documentation on how quality
assurance reinspections of claims adjustments are done after flood events
and reviewed copies of several reinspection reports and examples of data
maintained in the NFIP reinspection database, as well as aggregate
information on the number of quality assurance reinspections done from
2000 to June 2005. We interviewed officials of FEMA and its program
contractor about their oversight activities, and we discussed aspects of the
process with private-sector insurance officials from four of the five largest
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A dix I: Scope and M 1

write-your-own companies in terms of the number of claims filed in 2004.
For example, we talked with FEMA officials about how claims files were
selected for each operational review to examine write your own
companies’ claims underwriting and adjustment activities and talked with
two of the nine general adjusters employed by FEMA’s program contractor
about how they reinspect the work of adjusters who prepare flood damage
estimates and how they select properties to visit. We interviewed these
two general adjusters because they had performed reinspections of claims
adjustments for damage from Hurricane Isabel and from hurricanes in
Florida in 2004. We did not evaluate FEMA’s methodology for selecting
sample sizes for its monitoring and oversight activities,

To determine FEMA's response to concerns about Hurricane Isabel claims
payments, we reviewed a statistically valid sample of 100 claims files of
claimants in Maryland, Virginia, and North Carolina who were not satisfied
with their initial claims settlements and had their claims reviewed by a
special FEMA task force. The claims files included documentation of
actions taken on the claims by the write-your-own companies and the
FEMA task force, as well as correspondence and documentation provided
by the claimants. For this representative sample of claims, we determined
the average additional amount paid on claims that were closed with an
additional payment; the average amount of claims reviewed by the task
force; and reasons claims were closed by the task force with and without
additional payments. We based our analysis on the information in the files
we reviewed; we did not verify the accuracy of the information in the
claims files, We tested the reliability of claims payments amounts for the
NFIP database on a statistically valid sample of 250 claims for all flood
events in 2003 and 2004. We determined that the NFIP database was
sufficiently reliable for our reporting purposes. We discussed the actions
FEMA took to address concerns of Hurricane Isabel claimants with FEMA
officials, as well as the two general adjusters we interviewed, other
officials of FEMA's program contractor, and private-sector insurance
officials. We did not interview NFIP policyholders who filed claims for
flood damage after Hurricane Isabel because (1) such interviews would
have provided anecdotal information that could not be used to make
judgments about Hurricane Isabel claimants as a group or any subset of
the group; and (2) we started our review more than a year after Hurricane
Isabel occurred; thus, testimonial information would have been dated.

To determine the extent to which FEMA had implemented provisions of
the Flood Insurance Reform Act of 2004, we examined documentation of
the agency’s efforts, including draft materials FEMA had prepared for
distribution to policyholders. We also interviewed officials to determine
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what progress had been made and what milestones, if any, had been
established to meet the legislative mandates.

We conducted our work in accordance with generally accepted
government auditing standards between December 2004 and August 2005,
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Appendix II: Comments from the Federal
Emergency Management Agency

LS. Departameat of Hometand Secority
500 Soees, SW
Washingeon, DC 20472

FEMA

October 12, 2005

William O. Jenkins, Jr.
Director

Homeland Security and Justice
441 G 8t, NW

Washington, DC 20548

Dear Mr. Jerkins:

Thank you for providing the draft GAO report entitled, “Improvements Needed to Enhance
Oversight and Management of the National Flood Insurance Program” for FEMA's review and
comment. Based on FEMA's review, I am providing general and specific comments on this report.
FEMA’s primary comments fall in three areas, as follows:

« Aslindicated to the GAO in my letter of September 23, 2005, to Norman . Rabkin, fam
disappointed that the issue regarding restoration of policyholders to their “pre-flood” condition
and Congressional intent has not been directly addressed as FEMA would have expected based
on the fanguage 1 the Reform Act of 2004 and the GAQ letter dated October t, 2004 that DHS
received pros to the initiation of this study. The GAQ was instructed to investigate and report
with regard to this issuc and should provide an unambiguous statement as o its findings, Since
in the subject report it is stated that the legislative history of the National Flood Insurance
Program (NFIP} as well as the authorizing statute were examined, it would seem that the GAO
found ne expression of intent to restore properties completely to pre-floed condition.

A relevant, simifar issue was addressed by the GAO for Congress in 1986 when FEMA
implemented certain fimitations to basement coverage under the Standard Flood Insurance
Policy. In that report, the GAD stated that

“Under Section 1306, FEMA’s Diector is authorized to provide, by regulation, the
general tenns and conditions of insurability. This Section includes authority to specify
the nature and limits of loss or damage in any arcas covered by flood insurance; the
classification, limitation, and rejection of risks; and any other terms and conditions
retating to Wmsurance coverage or exclusion which may be needed to carry out the
program.

FIA said its decision to fimit flood insurance coverage of basement contents is
authorized under several provisions of the act, including those cited above. We concur
with this position.” {Appendix I, page 8, “Flood Insurance — Federal Emergency
Management Agency's Basement Coverage Limitations,” GAO/RCED-86-10F8,
January 1986).

wiew fomngov
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Appeudix II: Comments from the Federal
Emergency Management Agency

William O, Jenkins , Ir.
October 12, 2005
Page2

‘The basement coverage changes went through a public comment process as well as
Congressional scrutiny and were sustained

The GAQ has given prominence to a concern that is not the main issue and is based on only
partial review of Program controis. With its report title and “highlights™ section GAQ bas
chosen to 1z¢ 2 father arcane with regard to statistical sampling without
noting, as the report itself states on Page § that ... the processes that FEMA had in place for
operational reviews and quality assurance reinspections of claims adjustments met our internal
contro! standard for monitoring federal programs”™ and later on page 21 that “The processes
FEMA followced also met our internal control monitoring standard that requires federal agencies
ensure that the findings of audits and other reviews are promptly resolved.” Further, the report
does not put operational reviews and claims reinspections in the appropriate context within the
entircty of what FEMA does to provxde ovcmg)\t of the NFIP and the Write Your Own (WYQ)

.

Companies. ftis di reviews as “FEMA’s primary
method to monitor and aversee Lhe NHP (Page 27) While very important, these operational
reviews, as well as the claims are only parts of 2 ive Financial Control

Plan that has effectively provided oversight and controt of the WYO insurance operations of the
NFIP as discussed below. Biennial audits by CPA finms, annual inspector General financial
audits, monthly editing of policy and claims transactions along with the statistical and financial
reconciliations provide an abundant amount of random sampling and thorough review of WYO
transactions. This information does not appear to have been considered by the GAG in its study.
‘However, these monitoring and control mechanisms do have a bearing on the design and use of
operational reviews and claims reinspections. It is difficult to understand how the GAO can
reach a conclusion that FEMA is not meeting an internal contro! standard without a thorough
consideration of all the controls and processes that FEMA has in place to provide oversight of
the Program.

FEMA is pleased to find that in one of its primary areas of inquiry, the GAQ does not criticize
FEMA’s handling of the extensive review process of the loss settlements resulting from the
devastating impact of Hurricane Isabel.

FEMA's Oversight and Mascagemeat of the NFIP
The WYO Financial Control Plan was developed as part of the otiginal implementation of the WYQ

Program in 1983. All WYO companies must adhere to it. The Plan consists of the following
clements inciuding the operation reviews and the clai program;

»  Part | requires companies to have 2 CPA firm, on a biennial basis, conduct independent
financial, underwriting and claims audits following GAO “yellow book” requirements. As part
of these audits, random sampling of claims and underwriting files is required. The audit results
are provided to FEMA.
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Appendix iI: Comments from the Federal
Emergency Management Agency

Withiam O. Jenkins , Jr.
October 12, 2005
Page 3

« Part 2 provides the procedures for the monthly reconciliation and review of financial statement
and detailed policy and claim transactions submitted by the WYO companies.

Part 3 is the claims reinspection program reviewed by the GAO.

Part 4 requizes monthly company certifications of the reconciled financial and statistical data
submitted by the WYO companies.

Part § incorporates the Transaction Record Reporting and Processing Plan (TRRP Plan) that
requires the companies’ monthly submissions of detailed policy and clsims transactions. As
already mentioned, these statistical records are reconciled each month with company financial
statements. Routine system editing of the statistical transactions allows for reviews of such
things as the proper rating of policies and whether claims have been submitted for valid policies
in force and claim settlements being within policy limits. This requirement is for all records, not

..

for only a sample.
* Parté the WYO A ing Pr res Manual.
* Part 7 lays out the for the U iting and Claims O i Reviews that the
GAQ focused on in the report.

A Standards Committee comprised of both insurance indusiry and Federal excoutives assists in
providing oversight of WYQ companics in meeting the requirements of the Financial Control
Plan and provides ons to the FEMA Mitigation Division Director on actions that
shouid be taken when a WYO company is failing to meet its responsibilitics.

T is important to nete that FEMA also continues to fund and participate with the Office of the
Inspector General’s annual financial statement and operations audit. Each year six WYO companies
and the NFIP Direct business contractor are audited, This audit includes random sampfing of policy
and claims files as well as auditing of system transactions and financial statements.

As a result of the WYO Financial Control Plan activities, and conscientious follow up by FEMA
with regard to various audit findings, the NFIP portion of the Inspector General’s financial audit has
always received a clean, unqualified audit opinion.

In 1999, prior to FEMA's ing the ing and claims i reviews, Deloittc and
Touche, in a report by FEMA, that the reviews should be
largely based on the findings of their study to target certain areas. They further recommended thata
broad based general operational review would not be sffective to improve file handling weaknesses,
but that there should instead be a focused approach. Additionally, they recommended that the intent
of the operational reviews should not be oriented. These ions, along with
FEMA's risk and ination of resource availabifity for this aspect of’

and program control led to the current design of the operational reviews, This design is oriented to
keying on certain higher risk and higher consequence aspects of underwriting and claims that might
not be ferreted out through the variety of other Financial Control Plan mechanisms. Thus, there is a
bias in the sampling of files. However, this affords the best opportunities to provide immediate
feedback to companies on ptoper procedures and to rapidly effect changes.
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Appendix 1I: Comments from the Federal
Emergency Management Agency

Witliam O. Jenkins , Jr.
October 12, 2005
Page 4

In summary, regarding FEMA’s oporations review and claims reinspection process, the draft report
does state that FEMA, follows the reguirements of the Financial Controi Plan (Page 21). The report
also states that FEMA's process meets the GAQ's internat control standard in that “the findings of
audits and other reviews are promptly sesolved” (p. 21). However, it also states that the GAO’s
standards are not met because FEMA does not use a statistically valid sampling techuique to select
files for the operations reviews or for the claims reinspections (introduction and Pages. 5, 21, 25, 26,
27,34). In response, FEMA comments that the operations reviews do include a random sampling
technigue but were never intended to be based on statistically valid samples. Instead, they are nsed
to sefect the more difficult cases based upon the judgment of FEMA's professional staff for the
‘purposes of correcling improper handling by the WYO Companics and for training purposes. The
claims reinspections and financial reviews ar ofa financial
control plan.

FEMA's Actions in Carrying Out the Mandates of FIRA 2004

Contrary to the impression conveyed by the draft report’s ather primary criticism, FEMA has
worked diligently to meet the requirements of FIRA 2004. The materials required by Sections 202
form), 203 {A form), and 204 (Flood Insurance Claims Handbook)
have been developed and distribution began 2}. The WYO Companies are now sending,
out the Supplemental {Summary of Coverage) form and af claim time the Claims Handbook. In
connection with policy issuance the Bureau and Statistical Agent will begin sending out the Claums
Handbook, the prior loss history required by Section 202 and the Acknowledgement form in
December based on the NFIP statistical system reports for the month of October. The appeals
process required by Section 205 to be established by regulation will be placed in the FEMA/DHS
concurrence process this month, afler which it will go to OMB for concurrence. The report to
Congress on the use of Increased Cost of Complignce (ICC) coverage required by Section 206 is
being prepared and will be placed in the FEMA/DHS concurrence process by the end of Novembet
20605. The minimum taining and education requirements for flood insurance agents in Section 207
have been established and published 48 a notice in the Federal Register on September 1, 2005, 23
required. A bulletin providing for the charging of additional premium only prospectively was been
isswed on May 23, 2005 in accordance with Section 209. In the next revision to the Standard Flood
Insurance Policy, which requires regulatory action, these changes will be made in the policy.
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Appendix IL: Comments from the Federal
Emergency Management Agency

William O. Jenkins , fr.
Qctober 12, 2005
Page 8

Thank you for giving FEMA the opportunity to provide input on the draft report,
Sincerely,
MBS P\ xcaniTil
David 1. Maurstad,
Acting Director/Federal Insurance Administrator
Mitigation Division
Emergency Preparedness
and Response Directorate
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Testimony of
David 1. Maurstad
Acting Director and Federal Insurance Administrator
Mitigation Division
Federal Emergency Management Agency
Emergency Preparedness and Response Directorate
Department of Homeland Security
Before
The United House of Representatives
Committee on Financial Services
October 20, 2005

Good morning Chairman Oxley, Ranking Member Frank, and Members of the
Committee. I am David Maurstad, Acting Mitigation Division Director and Federal
Insurance Administrator for the Federal Emergency Management Agency (FEMA)
within the Department of Homeland Security. I appreciate the opportunity to
appear today before the Committee to discuss the status of the National Flood
Insurance Program (NFIP), particularly after the devastating effects of Hurricanes
Katrina and Rita.

FEMA’s Mitigation Division manages the NFIP — the cornerstone of the Nation’s
strategy to prepare communities for flood events. When I accepted the position of
Acting Director of Mitigation, the NFIP became one of my most important
responsibilities and a top priority. During my tenure, I have used my 25 years of
experience in the insurance industry to help guide the successful implementation of
this program.

This year’s hurricane season represents a significant challenge for the NFIP.
Hurricane Katrina was a monumental flooding event that was further exacerbated
by the impact of Hurricane Rita. The magnitude and severity of flood losses
related to these storms are unprecedented in the history of the NFIP. The
challenges these storms have presented to the Mitigation Division — in terms of
flood insurance claims handling, floodplain management, and mitigation planning
and grants management — have never been encountered, on this scale, before.

Let me provide a context for what the NFIP, and the Nation, is facing. Since the
NFIP’s inception in 1968, $15 billion has been paid out to cover more than 1.3
million losses. In 2001, Tropical Storm Allison resulted in the NFIP’s first billion-
dollar storm with over 30,291 claims received totaling $1.1 billion. Just last year
the 2004 hurricane season resulted in over 75,022 claims totaling close to $2
billion dollars paid out in NFIP coverage.
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We estimate that Hurricanes Katrina and Rita will result in flood insurance claims
that significantly exceed the highest number of claims filed from any single event
in the NFIP’s history, and well more than triple the total number of claims filed in
2004. Katrina and Rita-related NFIP claims could exceed $22 billion, far
surpassing claims paid in the entire history of the NFIP.

These claims from those whose homes and businesses have been damaged or
destroyed by Hurricane Katrina are not a new obligation — they are the result of a
legal promise we made to these homeowners and business owners when Congress
passed the National Flood Insurance Act of 1968 and subsequent revisions.
Homeowners and business owner agreed to pay premiums, communities agreed to
adopt building codes to mitigate flood dangers, and the federal government agreed
to provide insurance coverage to policyholders after a disaster. Every single one of
these claims represents someone who has taken the responsible course of action by
purchasing flood insurance and paying premiums to the government. We not only
have a legal obligation to honor our commitments, but we have a moral obligation
to provide the coverage we’ve promised to provide.

Since the tragic events of the past six weeks, I have traveled to the Gulf Coast to
meet and work closely with the Insurance Commissioners from the affected areas.
After seeing the devastation first-hand and listening to State and local government
representatives, insurance industry representatives, and flood victims, we have
developed a post-disaster mitigation strategy that will carry us forward in the days,
months, and years ahead. Now, more than ever, we must build on these already
strong partnerships and remain engaged in developing and implementing
innovative approaches and solutions to meet the many challenges we will face as
we help the Gulf Coast rebuild stronger, safer, and smarter.

Today, I will focus on the National Flood Insurance Program’s financial status, and
highlight several aspects of our post-disaster mitigation strategy. This strategy
aggressively provides critical flood insurance information to State and local
officials, adjusters, home and business owners, and policyholders in the affected
areas so that they may rebuild a stronger, less vulnerable Gulf Coast.

NFIP Financial Status and Related Issues

Congress authorized NFIP in 1968 following a series of hurricanes in the mid-
1950’s and 1960’s. At that time, affordable flood insurance was not generally
available from the private insurance industry. The concept was that the Federal
government would make flood insurance available to the people if local
governments would adopt and enforce measures to make future construction safer
from flooding.

Today, more than 20,100 communities in all 50 States and U.S. Territories
voluntarily participate in the NFIP, representing about 95 pexrcent of all properties

2
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in the Nation’s Special Flood Hazard Areas. The NFIP provides these
communities with maps that identify flood risks and help local government
decision makers determine how flood-prone areas are used and how buildings in
these areas should be constructed. These maps, which we are in the process of
modernizing and making more accessible to homeowners, are also used to
determine flood insurance rates.

As previously stated, $15 billion has been paid out since the NFIP’s inception to
cover more than 1.3 million losses. Many of these claims occurred as a result of
smaller flood events where no other Federal disaster assistance was available. Yet
these property owners endured as much of an individual loss as those in larger
events. In this regard, studies have indicated that insurance is the most efficient
and equitable method of providing disaster assistance.' Since 1986, the NFIP has
been financially self supporting for the average historical loss year. During periods
of high losses, consistent with the law, the NFIP has borrowed from the U.S.
Treasury. These loans have been repaid, with interest, from policyholder
premiums and related fees, and at no cost to the Nation’s taxpayers. Last year’s
claims activity represented a significant loss year for the NFIP, and the program
exercised its borrowing authority in the amount of $225 million. This was only the
fourth time since 1990 that the Program was in a borrowing position.

The NFIP currently insures in excess of $800 billion in assets. This covers more
than 4.7 million policies for homes, businesses, and other non-residential property
owners. Each year the NFIP collects approximately $2 billion in premiums and
fees.

Hurricane Katrina was a catastrophic event. More than 225,000 flood insurance
claims are likely to be filed.

The NFIP provides insurance at actuarial (risk-based) rates, including
consideration for catastrophic losses, for newer construction, with approximately
76 percent of policyholders paying actuarial rates. For structures built prior to the
mapping and imposition of NFIP floodplain management requirements less than
full-risk rates are charged because flood risks were not fully known when these
structures were built. Approximately 24 percent of policyholders pay less than
full-risk rates. It is important to note the NFIP has never been capitalized.

Our authority to borrow from the Treasury is an essential part of the NFIP’s
financing for heavy loss years. Because of Hurricane Katrina, on September, 20,
2005, the President signed into law H.R. 3669, which increased the NFIP's
borrowing authority by $2 billion.” Current flood insurance claims projections for
Hurricanes Katrina and Rita indicate additional borrowing authority will be

' See GAO Report, PAD-80-39.
* See Pub. L. 109-65.
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necessary. The total payout for Katrina alone may be as much as 10 times the
highest annual loss, and 20 times the program's average historical annual losses.

As it has become increasingly apparent that Katrina/Rita-related claims will exceed
the new borrowing authority by a substantial margin, the Administration will
request that $5 billion be added to this authority. This “stop-gap” measure should
allow sufficient borrowing authority to cover claims through mid- to late
November, and also would enable us to work with this Committee and others to
complete meaningful program reform recommendations. Such recommendations
will be based on FEMA'’s long-term commitment to reduce the Nation’s flood
risks, as well as the NFIP’s comprehensive mitigation principles to:
* Protect the NFIP’s integrity by covering existing commitments and
liabilities;
¢ Charge policyholders fair and actuarially sound premiums by phasing out
subsidized premiums;
¢ Increase NFIP participation incentives and improving mandatory purchase
enforcement where warranted;
* Increase risk-awareness among homeowners and consumers by improving
information quality; and
¢ Reduce risk through proven mitigation practices and exploring new
mitigation opportunities.

Protecting the NFIP’s Integrity — Streamlining the NFIP Claims Process
Based on the first principle above, it is my job to ensure that, consistent with
statute and regulations, flood insurance claims are handled fairly, equitably and in
a timely manner. Given the catastrophic impact these events have had in the Gulf,
a critical first step was to implement a simplified and streamlined claims process to
help policyholders settle their claims quickly.

Utilizing state-of-the-art aerial imagery, up-to-date water-depth data, and
information from extensive underwriting files, the Write-Your-Own (WYO)
insurance companies are rapidly identifying insured properties that have been
washed off their foundations, have had standing water in them for an extended
period, or have only pilings or concrete slabs remaining. Under such
circumstances, adjusters are waiving proof of loss requirements and fast-tracking
claims up to the maximum insured value.

Using these streamlining methods, we expect to substantially reduce our normal
adjustment times from what one would normally see under such extreme
circumstances. To ensure all claims are handled quickly and fairly, we are closely
monitoring the performance and procedures of the WYO carriers that are using
these Katrina-specific processes.
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Phasing Out Subsidized Premiums by Addressing Repetitive Loss Properties
As Gulf Coast reconstruction gets underway, and elements of the second principle
— phasing out subsidized premiums — become salient, FEMA will continue seeking
ways to remove repetitive loss properties (properties with two or more $1,000
flood insurance claims within a 10-year period) from the NFIP policy base. FEMA
will work with the States, local governments, and Community Rating System
(CRS) communities to mitigate these properties through elevation, relocation,
flood proofing, localized flood control, and acquisition/demolition.

The Alabama and Mississippi areas affected by Katrina contain about 2,200 and
2,500 repetitive loss properties respectively (as of October 5, 2005). The
Louisiana Parishes affected by Katrina contain nearly 20,000 repetitive loss
properties.

Title I of the 2004 Flood Insurance Reform Act authorized FEMA to establish a
Severe Repetitive Loss pilot program to address properties that flood more
frequently and severely than the repetitive loss properties I just described. am
pleased that the FY 2006 Department of Homeland Spending bill that Congress
recently passed authorized FEMA to transfer up to $40 million from the National
Flood Insurance Fund to mitigate these properties. Louisiana Parishes affected by
Katrina contain nearly 2,000 Severe Repetitive Loss Properties.

FEMA has designed a Severe Repetitive Loss Pilot and we are looking forward to
implementing that pilot.

Increasing Program Participation through Incentives

The NFIP’s foundation embodies the principle of increasing incentives for
communities to participate in the Program, and a significant part of FEMA’s Gulf
Coast Mitigation Strategy looks to encourage communities to rebuild stronger.
Our Community Rating System will play a major role in this effort. CRS provides
insurance discount incentives to communities that are actively reducing their flood
risk by implementing comprehensive floodplain management criteria that go
beyond the NFIP’s minimum requirements.

CRS communities that continually reduce their flood risks receive flood insurance
premium discounts for their citizens representative of the degree of risk reduction
achieved. Over 66 percent of the NFIP’s policy base resides in CRS communities,
and 3.1 million NFIP policyholders residing in these communities receive over
$150 million in discounts annually.

There are currently 68 CRS communities in the Gulf Coast area. Our goal is to
increase that number as our Gulf Coast area participating communities become
engaged in a process that focuses on rebuilding stronger and smarter.

U
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Improved Information to Increase Risk Awareness

Increasing risk awareness among homeowners and consumers with improved,
succinct information also is one of the NFIP’s basic principles. FEMA, through an
aggressive education and outreach campaign, is continuously designing and
upgrading informational material to increase the public’s awareness of flood risks
and to effectively keep our policyholders informed.

For instance, immediately following Hurricane Katrina, we distributed two
documents to policyholders to help them through the claims process: The NFIP
Summary of Coverage and the Flood Insurance Claims Handbook. With the
Chairman’s permission, I would like to submit copies of these documents for the
record. These easy-to-understand documents have been available in our Joint Field
Offices, Disaster Recovery Centers, and Flood Response Centers — as well as in
Town Meetings — since September 1, 2005. I have personally handed these
materials to State Insurance Commissioners in Alabama, Mississippi, and
Louisiana, and we have distributed an informational CD containing these
documents and other ready-to-print materials to field offices, State and local
government offices, and the media.

Also, recognizing that a significant number of policyholders were displaced,
FEMA has implemented several systems to reach policyholders early in the claims
process. These systems have been particularly useful to those who are cut off from
their usual sources of information and communication. For example, in the days
immediately following Katrina, we cross-referenced a National Processing Service
Center report of all callers who applied for disaster assistance and indicated they
had flood insurance. We matched the addresses of damaged properties to NFIP
policy addresses and connected insurance companies to their flood insurance
policyholders. This system will now become standard operating procedure in
future flooding events. It has enabled the WYO Companies to reach out to their
NFIP policyholders and help them immediately when they needed it most.

This innovative system, and others, reflect FEMA’s initiative to reach out to
policyholders as early in the claims process as possible, with easy-to- understand
information, recognizing that the sooner claims are settled, the sooner people can
start rebuilding their lives and communities. For comprehensive information on
the NFIP and flood insurance, policyholders can access our FloodSmart website at
www.floodsmart.gov.

Reducing Future Risks through the NFIP

As the focus shifts from disaster response to disaster recovery, areas impacted by
Hurricanes Katrina and Rita will begin considering the opportunities for rebuilding
a less vulnerable Guif Coast. However, the overwhelming desire to rebuild
immediately must be balanced with the need to rebuild wisely.

6
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Effective planning — based on updated risk assessments, sound floodplain
management, solid mitigation principles, and applicable environmental
management and historic preservation considerations — is a primary principle of
our mitigation and NFIP strategies, and a critical first step in the Guif’s recovery
process. We are teaming up with our Federal, State, and local partners to (1)
provide communities with the resources they need to get the job done right; and (2)
integrate NFIP code compliance assistance and incentives into our mitigation grant
processes.

(1) Providing Resources

FEMA is committed to working with its partners to provide communities with
state-of-the-art tools and resources they need to make informed planning and
rebuilding decisions. We are working closely with our Federal partners, such as
the Army Corps of Engineers and the National Oceanographic and Atmospheric
Administration, to gather and use the best available data for developing advisory
information and NFIP recovery maps. We are also working with the
Environmental Protection Agency and the Department of Health and Human
Services on cleanup issues related to reconstruction. Finally, we are engaged with
the Heritage Emergency Task Force to ensure that mitigation strategies in the Gulf
region adequately consider historic preservation and related matters.

Our Mitigation Assessment Teams are in the field gathering data on the
performance of buildings and infrastructure. These teams are working closely with
State and local officials to recommend improved building design and construction
techniques, advocate new building codes and enforcement measures, and suggest
mitigation activities that will improve community-wide disaster resistance.

Overall, FEMA, along with its Federal, State, community, and private sector
partners, is making sure that technology, information, and resources are
expeditiously provided to the Gulf coast and properly used during the rebuilding
process.

(2) Increased Cost of Compliance and Mitigation

FEMA also is coordinating with States, local governments, and CRS communities
to integrate Increased Cost of Compliance funds — money for NFIP policyholders
to bring their structures up to existing flood-related building codes — into all
relevant mitigation efforts. Finally, our Federal, State, and local government
partnership will ensure that all Gulf-area mitigation proposals are based on sound
risk assessments and approved mitigation plans.

Sound floodplain management planning and regulations save this country an
estimated $1.1 billion in prevented flood damages annually, and structures built to
NFIP criteria experience 80 percent less damage than structures not built to such
standards. FEMA is determined to help Gulf Coast communities make

7
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reconstruction decisions that are based not only on sound floodplain management,
risk assessment, and mitigation planning principles, but on higher protection
standards. Creating stronger and safer communities reduces loss of life and
property, enables individuals and localities to rapidly recover from future events,
and lessens the financial impact on State, Tribal and local governments, as well as
the United States Treasury.

Conclusion

In the wake of Hurricanes Katrina and Rita, FEMA is committed to supporting the
Gulf Coast’s recovery. In the near term, this will require ensuring adequate
funding to fulfill our commitment to our NFIP policyholders. For the longer term,
it will require working closely with the Gulf Coast’s affected States, local
governments, communities, and private-sector entities to support a reconstruction
effort that results in safer places to live, work, and do business.

I would be pleased to answer any questions Committee Members may have.
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Thank you, Chairman Ney and Ranking Member Waters, for aflowing me the
opportunity to testify about the failure of the National Flood Insurance Program.

Hurricane Katrina produced an unprecedented storm surge of more than 30 feet
on the Mississippi Gulf Coast. Thousands of homes, businesses, churches, and
other structures were destroyed; including many that had never flooded since the
French landed in 1699. FEMA Is still not able to give us totals for the number of
properties that suffered storm surge damage and how many of those did not
have flood insurance, but it is clear that the surge damaged or destroyed tens of
thousands of homes that had wind coverage but not flood coverage.

Now, the people whose properties were destroyed by an unimaginable disaster
are being ridiculed by NFIP Director David Maurstad, former federal insurance
Administrator Bob Hunter, and others who blindly defend the failed program.
They would have you believe that the homeowners were all too stupid or too
cheap to buy flood insurance and deserve no sympathy or federal assistance.

I publicly invite them to come to the Mississippi Coast, at my expense, and teil
that to Jerry St. Pe, the former President of Northrop Grumman Ship Systems, to
Ricky Matthews, the publisher of the Sun Herald newspaper, to U.S. District
Judge Lou Guirola, and to prominent attorney and community leader Cy Faneca.
Those diligent professionals share a common fate with thousands of other South
Mississippians. Their homes were not in the mapped flood plain, they were

Taylor Flood Insurance Testimony, October 20, 2005 Page 1 of 5
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never advised that they would need flood insurance, they purchased plenty of
wind coverage to protect their homes from hurricane damage, and their insurers

now are classifying their damage as flooding and denying their claims.

David Maurstad and other NFIP officials will claim that they encourage property
owners outside the 100-year flood plain to buy flood insurance, but there has
been no substantial effort to market flood insurance or even to educate lenders
and insurers. The reliance on loan officers and insurance agents to sell flood
insurance has been an absolute failure. They are not flood plain experts. They
just look at the maps and tell their customers they do not need flood insurance.

My legislation, H.R. 3922, the Hurricane Katrina and Hurricane Rita Flood
insurance Buy-in Act, is a fair way to help homeowners who did not purchase
flood insurance because they were poorly advised of their risk by their
government and by their insurance agents. Only those properties that are
outside of FEMA's special flood hazard areas are eligible for the buy-in. The bill
would allow the owners to buy-in to the flood insurance program and file claims
for Katrina damage. To buy in, the owner would have to pay the equivalent of 10
years of premiums plus a five percent penalty, even if they owned the property
for less than 10 years. The premium and penalty could be deducted from their

claim payment.

The buy-in properties would be eligible for coverage for Katrina damage only up
to the amount of their wind coverage. This would ensure that the new flood

coverage would match the owner's own efforts to insure against storm damage.

The buy-in customers would have to sign an agreement that would require the
property to be covered by flood insurance in the future. The buy-in will cover the
structure only, not its contents. All of these restrictions would help ensure that
those who buy-in will not have better coverage than those who have been paying

into the program. The bill specifies that funding must come from a separate
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appropriation so that current NFIP policyholders are not adversely affected by the
buy-in. Also, the buy-in payments are not to be considered by NFIP in setting

premiums in the future,

The defenders of the current dysfunctional program have criticized my bill by
claiming it would discourage people from purchasing flood insurance. | have to
ask them, “Who is buying it now, except those required by their mortgages and
those who have previously suffered a flood?”

| am astonished that so many people would try to defend such a failed program.
The current framework for flood insurance is very badly flawed. The federal and
state governments have enabled insurance companies to exclude flood coverage
everywhere, not just in high-risk areas. The federal flood insurance program is
mandatory only within the 100-year flood zones, and only then for properties with
a federally guaranteed mortgage. That setup is designed to fail. It guarantees
that there will be many properties at low to moderate risk of flooding that will not
have flood coverage but are vulnerable to a major flood event.

That coverage gap is much worse if the 100-year flood maps are as grossly
inadequate as the maps in Mississippi. FEMA now says the 100-year flood
elevations shouid have been as much as eight feet higher on the Mississippi
Coast. The map makers are now admitting that many of the properties that were
flooded by Katrina should have been in the 100-year flood zones where flood
coverage is mandatory. This admission means the owners will have to purchase
flood insurance in the future if they are able to borrow the funds to rebuild their
homes, but they get no apology or assistance for our nation’s costly errors,

' would like to show you a few maps and images of the Gulfport coastal area to
demonstrate just how inadequate the FEMA maps are.

Taylor Flood Insurance Testimony, October 20, 2005 Page 3 of 5
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First poster: FEMA Flood Insurance Rate Map for West Gulfport. The darkest
areas are the 100-year flood zone, the only area where flood insurance is
mandatory. The gray areas are the 500-year flood zone. Most of the map is
white, meaning it is not in the 500-year flood zone.

Second poster: NOAA aerial photo of Gulfport two days after Hurricane Katrina.
Barges and containers from the Port of Gulfport came to rest beyond the 500-
year flood zone. Only the foundations remain of many of the houses. The
railroad, about 20 feet above sea level, served as a levee, dividing the

catastrophic damage from the severe damage.

Third poster: US Army Corps of Engineers Evacuation Map of Gulfport. The
Corps’ evacuation map is based on storm surge inundation models.

Evacuation Zone A could be inundated by a Category 1 or Category 2 hurricane.
Evacuation Zone B could be inundated by a Category 3 hurricane.

Evacuation Zone C could be inundated by a Category 4 or 5 hurricane.

The Army Corps of Engineers evacuation maps are much more accurate than
the NFIP flood maps. I the flood insurance program had used accurate maps,
such as the Corps’ maps, most of the damaged properties would have been

covered by flood insurance.

Last week, FEMA presented advisory flood elevations to local officials and flood
managers. FEMA has admitted that the 100-year flood elevations in the current
maps are as much as 8 feet too low along the Mississippi Coast. However,
FEMA says they cannot require new elevations and standards because their
official process of revising the maps will take about two years. They are
recommending that local governments raise the base flood elevations byBto8
feet in Harrison County, 4 to 6 feet in Hancock County, and 3 to 5 feet in Jackson
County. They also recommend that local governments require stronger “V-zone”

construction standards in some areas that obviously are subject to waves. At
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least a few local elected officials have made it clear that they do not want the
responsibility of telling home and business owners that they must build higher. I
the federal government wants properties to be rebuilt to the new elevations and
standards, Congress should implement interim flood elevations while we wait for

the new maps.

As we consider the future of flood insurance, | encourage my colleagues to
challenge the whole idea of separating wind coverage from water coverage.
Wind and water are not separate events in a hurricane or tropical storm. Peopie
should be able to buy one insurance product that would cover all their storm
damage. They should not need engineers to determine whether their neighbors'
house was slammed into their home by wind or by water. Wind and water should
be included in one policy; either a private insurance product backed by a risk
pool or a government reinsurance fund or, if the insurers refuse to participate, by

a government disaster insurance program that is mandatory in coastal areas.

I can only guess that the current system was created by and for the insurance
industry. They get government sanction to exclude water damage everywhere,
not just in high risk areas. They get a commission of 30% of the first year's
premium, while assuming no risk, yet still do not try to sell many policies. There is
an obvious conflict of interest when their adjusters are allowed to determine
whether storm damage was caused by wind or by water. | urge the committee to
rethink our approach to insuring citizens against hurricanes and other disasters.

Thank you again for allowing me to testify today. | will close by urging the
committee to pass H.R. 3922 so that the residents of the Guif Coast can rebuild
their homes. | know that assistance for those without flood insurance could be
expensive, but the alternative is costly also. Without some help for the
homeowners, the economy of the region will be depressed for years to come,
there will be many bankruptcies and defaults, and far too many people will be
dependent on FEMA trailers and other government assistance.
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This report and its embedded links to documents and video referenced herein can
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Mr. Chairman, thank you on behalf of my organization, www.femainfo.us , for allowing
me to submit testimony on this vital issue.

I have investigated problems within the Federal Emergency Management Agency
(FEMA), its National Flood Insurance Program (NFIP) and its business partners for two
years. 1 have found substantive wrongdoing that has impacted victims from 16 states.
My investigation is ongoing.

I regret that I was unable to testify in person. I am currently in the Gulf Coast Region
helping to publicize the plight of the victims who have been wrongfully denied disaster
assistance and, in many cases, flood insurance claims payments.

The problems that I testified to in April, and spoke with you about in July, are continuing
unabated in the Gulf Coast Region. Particularly problematic is the sales agent/flood
adjuster training disparity.

Pre-flood Condition
Much has been said about the original intent of the NFIP, and if it was ever meant to
restore policyholders to their pre-flood condition for a covered peril.

Since we last spoke, FEMA whistleblowers have come forward and offered their account
of the intent of the program at its inception. They would very much like to testify before
your Committee. Hopefully the GAO report will be in synch with the whistleblower
accounts.

Regardless of the intent of the program, or the GAOQ report, the NFIP continues to train
sales agents that the policy will restore victims to their pre-flood condition for their



146

covered perils, yet simultaneously trains claims adjusters to allow only narrowly defined
coverage in limited amounts.

Regardless of what may be said about the original intent of the NFIP, to sell the NFIP
product as a Replacement Cost Value insurance policy, as the NFIP does, and deliver
only fractional coverage, is flat wrong.

Claims Adjuster Abuses and Reports of Fraudulent Testing

Like so many before them, Hurricane Katrina survivors in the Gulf Coast states are now
being victimized by the same tactics that have plagued survivors of prior floods. The
tactics are described in general in my April 14, 2005 written testimony before this
Committee, and in particular in Attachment 14 .

In many cases, the adjusting abuses are being carried out by some of the same firms that
are named in the $2 billion lawsuit that was filed in June 2005 alleging fraud against
FEMA, its business partners and others.

Other equally serious problems have surfaced. For example, the current NFIP regulations
do not require claims adjusters to have any training if they are working on behalf of the
private insurance carriers that sell flood insurance, known as “Write Your Own” (WYO)
carriers, such as Allstate, State Farm and Fidelity. The adjusters are only required to be
NFIP certified, “in some cases” according to FEMA’s website. The certification consists
of a one day training and written test. The test does not contain any questions that relate
to construction knowledge; however, it does test rudimentary knowledge of the policy.

I received the attached affidavit from a flood claims adjuster, Mr. Alan L. Jackson. Mr.
Jackson is also a practicing attorney. Mr. Jackson states in the affidavit that Computer
Sciences Corporation (CSC), the company that handles the day-to-day affairs of the
NFIP, provided the test answers to test takers.

Mr. Jackson described an adjuster training session that took place in Mississippi shortly
after Katrina struck. According to Mr. Jackson, many of the prospective flood adjusters
had never adjusted a claim of any type, and remarkably, the CSC trainer provided the test
answers to more than 500 adjusters. It is believed that these untrained adjusters were
then unleashed on unsuspecting Katrina and Rita victims.

I'received a similar account of a CSC training that was conducted in another state prior to
Katrina.

Moreover, victims from the Gulf Coast Region are reporting the same low-balling tactics
that [ brought to the Committee’s attention in April. The bottom line is that Katrina and
Rita victims are wrongfully receiving pennies on the dollar for their flood claims and,
like thousands before them, will be unable to rebuild their homes and lives without
immediate action on the part of Congress.
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Many of the fundamental solutions to these problems are contained in my April 14, 2005
testimony in Attachment 14.

Document Requests and Interrogatories

In May I wrote document requests and interrogatories for Committee members to submit
to FEMA on the record. As you know, this method was used in part to ameliorate the
issues with the Department of Homeland Security Inspector General’s office that
Congresswoman Davis attempted to bring to the President’s attention in January 2005.

I understand that to date, FEMA has failed to respond to the requests, yet I believe it will
become increasingly evident that these documents and responses will reveal the
underlying cause of many of the NFIP’s problems.

Moreover, when Congresswoman Waters asked Acting Director David Maurstad about
the status of the requests two months later at the July 12, 2005 hearing, Mr. Maurstad
stated “we have responded or are in the process of responding to every request that came
to our office.” Yet, I am told by Congressional staffers that no response from FEMA has
been received.

Nebraska Department of Insurance

I believe it is important that the Federal Insurance Administrator have an understanding
of insurance. It is public knowledge that Mr. Maurstad had close ties to the insurance
industry.

At the time that the interrogatories and document requests were made, the Nebraska
Department of Insurance (DOI) website indicated the Mr, Maurstad had been licensed to
sell insurance for a number of the same companies that NFIP records show he was
regulating. Since the document requests and interrogatories were submitted, the Nebraska
DOI website no longer has any reference to the brokerage licenses that Acting Director
Maurstad held.

White House Response

Shortly after Katrina struck, the White House responded to Congresswoman Davis’
January letter. The response indicated that no problems exist in the NFIP. It was silent
on the training disparity and seemed to confuse premium funded NFIP policies with
taxpayer funded Federal Disaster Assistance. The letter was also silent on the Inspector
General’s issues.

Summary

Whistleblowers have continued to come forward sending me in some cases massive
amounts of insider documents which demonstrate wrongdoing on a large scale within
FEMA, its NFIP and its busincss partners. Beginning in August and continuing through
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October, six defendants in the NFIP suit have resigned, including the President of CSC,
Paul Cofoni and FEMA Undersecretary Michael Brown.

I am continuing to receive calls and emails from desperate victims that are in the fight of
their lives. Each has been shortchanged by the NFIP and its business partners. Late last
week I received a call from a family living in a tent at a truck stop in Louisiana - two
adults, three children and their three small dogs. They have frantically tried to reach
FEMA, yet the contractors handling the inbound phone calls give incorrect information
and deny their requests for assistance. I have personally called the NFIP Claims line and
FEMA Call Center as well. I know first hand that the centers are providing information
inconsistent with the NFIP regulations and the Stafford Act in the case of disaster
assistance.

Consequently, families are struggling to survive in situations that are beneath conditions
found in some third world nations.

I urge you and your Committee to join with Senators Allen, Dole, Mikulski and Sarbanes
and Congresswoman Davis in their call for a Department of Justice investigation into the
wrongdoing that [ have uncovered or that has occurred in some cases in an effort to
interfere with my investigation. I also urge you and your Committee to take the steps 1
outlined in my April 14, 2005 testimony to correct the training disparity and adjusting
abuses that continue to destroy American families.

Without immediate action, New England families will be the next to suffer the
consequences of the problems I have uncovered. I remain willing to work with Congress
and FEMA to institute the changes desperately needed by so many victims such that
victims receive the insurance payments and disaster assistance to which they are entitled.
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The Independent Insurance Agents & Brokers of America, Inc. (ITABA) present the
following testimony to the United States House of Representatives Committee on
Financial Services concerning the National Flood Insurance Program (NFIP). IIABA is
the nation’s oldest and largest national trade association of independent insurance agents
and brokers, and represents a network of more than 300,000 agents and agency
employees nationwide. IIABA members are small and mid-size businesses that offer
customers a choice of policies from a variety of insurance companies. Independent
agents offer all lines of insurance — property, casualty, life, health, employee benefit
plans and retirement products.

IIABA believes that the NFIP provides an essential service to people and places that have
been hit by a natural disaster. In the past the private insurance industry has been largely
unable to underwrite flood insurance because of the catastrophic nature of these disasters
and the potential for insolvency. Therefore, the NFIP is virtually the only way for people
to protect against the loss of their home or business due to flood. Prior to the introduction
of the Program in 1968, the Federal government spent increasing 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 payments for people whose properties
have suffered flood damage.

ITABA believes the Flood Insurance Reform Act of 2004 (FIRA) was a milestone for the
NFIP. This law reauthorized the Program for 5 years and includes a number of important
provisions that will ultimately improve this crucial risk management program. IIABA
also supports H.R. 804, a bill sponsored by Subcommittee Chairman Baker and passed
unanimously by the House of Representatives. H.R. 804 amends the National Flood
Insurance Act of 1968 to declare that assistance provided under a program for flood
mitigation activities with respect to a property shall not be considered income or a
resource of the owner of the property when determining eligibility for or benefit levels
under any income assistance or resource-tested program that is funded in whole or in part
by a federal agency or by appropriated federal funds.

IIABA is confident that the FIRA will be extremely beneficial once fully implemented;
however, there is a degree to which FIRA did not go far enough, as there are certain areas
of reform not addressed in the law that we believe would not only enhance consumer
protection, but the overall integrity of the NFIP. Furthermore, there are a number of
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vitally important FIRA provisions — such as the repetitive loss mitigation pilot program
and a comprehensive policyholder appeals process — that have yet to be funded or
implemented nearly 16 months after FIRA was signed into law. IIABA contends that
such a significant delay in the implementation of provisions limited to a S-year
reauthorization severely undermines their overall effectiveness.

An important principle not included in FIRA that we believe needs to be addressed is a
requirement for mandatory disclosures of flood information. One of the best ways to
avoid future problems with the NFIP is to give people information about flood risks.
Many people in the country originally bought their properties without knowledge of the
risk of flooding, and FEMA should take the appropriate steps to protect consumers
against any unexpected consequences prior to the purchase of a home. The NFIP should
implement mandatory disclosures of the flood history of the property so that buyers can
make an informed choice in their purchases and they can properly value the home.

To make mandatory disclosure effective, an accessible electronic database of flood losses
should be created. Disclosure of flood information will help ensure that when a tragedy
strikes in the future, NFIP does not have to pay for an artificially overvalued property.
[IABA believes that such a disclosure could bring more people into the Program by
giving them the information about their risks and the importance of purchasing coverage.
In the aftermath of the 2005 hurricane season and its subsequent devastation on the gulf
coast, increased participation is crucial for the NFIP’s long-term financial integrity.

Another principle that IIABA believes should be addressed is the need for strengthened
NFIP building regulations. Building regulations help communities better manage their
floodplains in two ways. First, the regulations require communities to ensure that any
new construction in floodplains includes safeguards against flood damage such as
building new homes above the flood elevation on pilings. Second, the regulations require
that any substantial improvements made to existing buildings in the floodplain
incorporate safeguards similar to those required for new construction.

Experience with the Program demonstrates that reasonable building regulations work.
The majority of flood losses are caused by damage to older homes. In fact, only four
percent of repetitive loss properties were built after 1974, In 1999, the Federal Insurance
Administration estimated that the Program’s construction standards were saving $1
billion per year. Structures that are built to the Program’s standards are three and one-
half to four times less likely to suffer flood losses. In addition, the damages to structures
built to these standards are 40% less per claim than the damages to older structures.
[IABA believes that building requirements should be tightened to ensure that properties
are built to minimize potential flood damage and to discourage unwise construction in
flood plains.

Finally, ITABA would like to address an issue that greatly concerns agents who sell and
service policies under the Program. FEMA has proposed a rule that would harm the
position of insurance agents participating in the Write-Your-Own (WYO) program and,
ultimately, be detrimental to the NFIP. The proposed rule, published in the Federal
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Register on October 14, 2003, would amend the Federal Insurance Administration,
Financial Assistance/Subsidy Arrangement. Paragraph 61.5(f) of the FEMA proposed
rule would change current standard practice by designating independent property and
casualty agents as “agents of insureds,” not agents of private WYO insurers, for the
purposes of selling and servicing NFIP policies. Currently, the status of an insurance
producer as an agent or broker is a contractual issue determined by the producer and
insurer.

The regulatory intervention by FEMA into private contractual relationships between
insurers and their agents is a drastic departure from the way the NFIP has functioned
since 1983 when private insurers were brought into the program. FEMA’s proposed rule
undermines the agent’s ability to establish a contractual relationship and, therefore, alters
the rights and responsibilities provided for in such contracts.

1t is currently standard practice to include cross-indemnification provisions in agency
contracts. Thus, agents are required to indemnify insurers in instances where the carrier
is held liable for an agent mistake. Similarly, companies are required to indemnify agents
for company mistakes. By restructuring the agent-company relationship, FEMA’s
proposed rule would effectively do away with agency agreements, including these cross-
indemnification provisions. In essence, this change would shield private insurers from
liability for their own errors, leaving agents fully responsible for errors that may not be
their fault. This will increase the liability exposure of agents and exacerbate the already-
difficult task of securing errors and omissions coverage for their businesses. Loss of such
coverage could force agents to drop out of the NFIP negatively impacting consumers.

IIABA believes that the FEMA proposed rule would violate the National Flood Insurance
Act. It has been clear since Congress passed the Act that all laws and rules promulgated
define the relationships between the federal government and the private parties with
which the government deals directly under NFIP. To date, however, the Act and rules
have not attempted to define the relationships of private parties with each other. The
proposed rule is the first time FEMA has attempted to interfere with private parties in this
manner. Although we recognize that FEMA can and does define its relationship with
agents who sell and service policies for FEMA directly, there is no statutory or regulatory
authority for interfering in the relationship between agents and the WYO insurers for
whom they are selling flood coverage.

We thank the Committee for giving us the opportunity to express the views of the IIABA
on this important Program. We hope very much that our concerns contribute to any
additional action taken by the Committee to ensure prosperous growth and stability of the
National Flood Insurance Program.
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The National Association of Professional Insurance Agents represents independent
insurance agents in all 50 states, Puerto Rico and the District of Columbia. Our member
agents sell and service all kinds of insurance, specializing in personal lines and

commercial lines.

Many PIA member insurance agents are active in selling policies backed by the National
Flood Insurance Program (NFIP). In addition to PIA’s current level of involvement with
the NFIP both through the active participation of our members in NFIP programs, PIA

has been active in public policy development regarding issues relating to flood insurance

since before the inception of the NFIP.

This testimony reflects PIA National’s internal expertise developed over the years of its
regular participation in the National Flood Insurance Program process and the collective

experiences of PIA members who write flood insurance through NFIP.

PIA is also a founding member of the Flood Insurance Producers National Committee
(NFIP). FIPNC was organized by the then-Federal Insurance Administration (FIA) for
the purpose of providing expert guidance from insurance agents that each day write
federal flood insurance business as a regular part of their larger property and casualty

insurance agency business.

Further, by asking PIA national and other producer trade associations to appoint the
FIPNC member liaison, FIA (now FEMA) and the agent liaison has the support and
access of the broad national membership of PIA and their collective and regional

experiences with the NFIP, so that FIPNC presents a more holistic realty.
Profile of the PIA Member Agency

PIA National members are the owner-principals of their independent insurance agencies.
They employ an average of seven to eleven full-time individuals including themselves,

who are licensed as insurance producers. Additionally, they employ two to four
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individuals who are not licensed producers. PLA members represent an average of
between five and ten property and casualty carriers, and two to three life and health

carriers.

PIA & The National Flood Insurance Program — Background

In the 1960°s PIA (then known as The National Association of Mutual Insurance Agents)
believed that with the proper underwriting, countrywide rate zoning and special
treatments for reserves for catastrophic losses, flood and earthquake insurance could be
provided to property owners. For many reasons this goal was not possible to achieve
through private sector insurance, and therefore PIA led successful efforts to create a
federal insurance program providing needed flood coverage for homes and businesses.
PIA members in the District of Columbia, Virginia and Maryland wrote the first 100
policies sold under the National Flood Insurance Program following its establishment by

Congress in 1968.

The Future of the NFIP

The following is a discussion of the leading issues PIA National believes are critical to a
viable and successful NFIP program in the future that achieves the desired outcomes for

insureds and communities.

1. NFIP Buy-Back After Flooding

In the aftermath of the recent twin natural catastrophes, Hurricane Katrina and
Hurricane Rita, discussion has ensued as to the best way to insure properties against

damage from flooding.

PIA strongly supports action by the federal government to help the victims of these
catastrophes rebuild their lives. It is also critical that disaster relief efforts address the
need to stabilize the economies of our Gulf Coast states, as part of a comprehensive

program of community redevelopment. Further, rebuilding is crucial to the economy
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of the entire Southeastern section of our country. That is what federal disaster
assistance is meant to do. Federal disaster monies used in this effort are an
investment by all U.S. taxpayers in the continuing vitality of the entire U.S. economy.
Recently, draft legislation (H.R. 3922) was introduced in the House of
Representatives that seeks to provide disaster assistance to the victims of flooding,

but would do so in a manner that PIA National believes to be problematic.

While we support the objective of providing such assistance embodied in the
Hurricane Katrina and Hurricane Rita Flood Insurance Buy-In Act (H.R. 3922) and
while we appreciate the goals intended by its principal author Rep. Taylor of
Mississippi, we believe such an NFIP after-the-fact insurance coverage buy-back
offer from Congress to those that lost or had damage to their property in Katrina

and/or Rita is a well intentioned error.

In addition to this being anathema to the entire concept of insurance — defined as
covering the potential of possible loss — this legislative proposal directly conflicts
with the very specific expressed mandates that Congress has set in place for the NFIP
to include property owner and mortgage lender obligations, and provide penalties for
failing to meet these obligations. These have been imposed by Congress to provide
similar incentives as those established by lenders, and have existed for over 125 years
between and among property owners and mortgage lenders in the general private

sector property insurance market.

Further, the buy-back penalties that would need to be imposed upon citizens taking
advantage of H.R. 3922 would result in many receiving little. This would fail to
serve the necessary financial scope of the cost of rebuilding, and unintentionally place

a burden few could afford to bear.

However, we believe it may be worth considering using the facilities and in-place
process of the NFIP to “deliver” through it the already earmarked federal disaster
relief monies that would be going to these affected property owners for the purpose of

rebuilding.
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In this way, the federal government has an established vehicle to deliver this aid.
FEMA can then track such building locations and make as an obligation of these
relief payments that the rebuilt structures secure and continue to maintain NFIP
insurance, ensuring that all such rebuilt structures are maintained to flood mitigation

standards.

Should owners elect not to rebuild, NFIP could then track those “plots” to assure any
future owner secures and maintains continuous NFIP coverage, and complies with

flood mitigation requirements.

In this way Congress achieves both goals: immediate aid relief and future flood
coverage protection, without sacrificing the integrity of the insurance aspects of the
NFIP, ensuring current insurance premium reserves created by those that did buy

coverage before events, and expand compliance and mitigation in the future.

2. NFIP Authorization

PIA National firmly believes that the NFIP must continue to have multi-year
authorization by Congress for its various authorities in order to operate a balanced,

orderly program with continuity.

A five-year authorization is attainable and desirable for the program’s sake and fully

responsive to Congress’ evaluation obligations.

This position is unanimously adopted by all member-organizations of FIPNC, and

one supported by PIA national policy.

Congressional and NFIP Monies

Administration/Operating Costs: Monies earmarked for NFIP administration by
Congress should be exclusively secured and retained for NFIP’s direct expenses and

maintenance. Monies for these purposes will be a combination of a portion of the
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insurance premiums costs paid by policyholders — and — Congressional budget

appropriations.

NFIP should not have its entire year-to-year “agency” operating/administrative costs
born by the NFIP policyholders, because as a federal program, there are unique costs
that are the pure and particular costs of running the Federal Government. No other
class of “benefits” recipients of any federal government program for any agency bears

that full “agency administrative costs load” in their program — nor should they.

Additionally, monies to support FEMA/FIMA and their agency role in the
Department of Homeland Security should not come from NFIP monies secured,
authorized or collected for purposes to direct NFIP programs, especially when they
are monies from the reserve accounts. These should be included in the portion of

FEMA/NFIP annually appropriated administrative monies.

PIA National appreciates that Congress must be prudent, but realistic as to the costs
of both running and supporting the NFIP. Therefore, the extraordinary expenses that
FEMA for NFIP is currently bearing for an extraordinary event, the scope of which
could not be realistically imagined, should come from the federal disaster relief

monies being provided FEMA in future events.

Secured Premium Reserves: Further, the NFIP insurance premiums paid by property
owners to insure for flooding should be paid into and secured in reserve o include the
interest income earned on those premium monies, and only used for purposes directly
related to NFIP flood loss events. Congress or non-direct NFIP FEMA operations
and/or Department of Homeland Security should not bleed off any of these funds (to
include interest) for use as offsets to the annual federal budget appropriations deficit
in the portion of NFIP operation dollars, or other uses. This unfortunately has been an
issue over the years, leaving NFIP premium reserves appearing insufficient in the

face of “normal” major flooding events.
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At those times when Congress has “tapped the NFIP reserve till,” it viewed NFIP
premium account monies as “over-reserved.” When created, Congress understood
that the NFIP was designed to operate more than not as a traditional insurance
program, collecting and reserving monies for flood events. As such, it is a given that
some years will result in the cost of flood claims exceeding the premium collected
that year, and perhaps the reserves at hand. However, there will be other years where
flood losses will be low, giving the premium reserve and interest income account time
to grow. Unlike private sector insurers, NFIP has no “other * insurance premium
reserves from which to draw from when claims events exceed the specific coverage

line reserves collected.

Current deficiencies in NFIP premium reserves-to-covered flood events payouts
would be far less dramatic had NFIP former reserves not been tapped to offset basic
agency-program operating costs. Congress significantly decreased FIMA’s ongoing
regular administrative costs. The unambiguous inference/suggestion to FIMA was
that the NFIP “over-reserved” premiums could be diverted as the source for agency

administrative funds shortfall.

All members and their respective organizations of FIPNC also support these

positions.

Lessons Learned Must be Acted Upon

Private Sector Property Policy vs. NFIP: If there is one general area that must be
reviewed, it is: How different from private sector insurance property coverages (to
include their meaning and practice) should the NFIP insurance policies, coverages,
meanings and practices be? While there are many items PIA National would suggest —

the following are a few of the major considerations at this time:

(1) NFIP building property insurance limits maximums for all classes of

property able to be insured must be increased. Current limits are increasingly
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inadequate and with today’s values and adjusting for inflation since 1968, provide less

real dollar coverage.

(2) For non-commercial properties, PIA National strongly suggests that NFIP
consider including automatic coverage for contents per some percentage of the
building amount insured for flood, Currently, building/residence contents are not
covered in an NFIP policy unless the insured specifically decides to include that coverage
and cost in their NFIP policy. Most all in the NFIP program have building coverage, but
fewer than should have contents coverage, electing instead to “save their money.”
However when a loss ensues, people forget and confuse the manner in which private
sector homeowners insurance responses to a loss (building value covered automatically
sets 50% of that for contents, 10% for outer structures and 20% for additional living
expenses) with how NFIP insurance really works. Consumers’ claims settlement
expectation is that contents will be covered as a percentage of the building value covered.

And when that does not happen, issues may arise from their disappointment.

(3) NFIP should consider adding or coordinating flood coverage for
commercial policies in the area of business interruption insurance. BII coverage is
now only available in the private sector property market on a covered peril basis. Flood
is not a covered peril in the private sector, and thus in Katrina/Rita businesses, especially
small-to-mid-size owners who purchased the coverage as a part of their Business Owner
Policy in the private sector were not able to have the coverage apply to their ongoing

business cost needs in the flooding aftermath.

(4) Separating Insurance from Government Assistance: PIA National never
forgets that NFIP is a federal program, and as such may be subject to and need to
consider federal government assistance for specific limited areas with buildings and
property owners that require NFIP coverage, but may have mitigation and/or true needs-
affordability issues. Congress will, as always, decide who, what, where and when.
However, when those are identified and Congress decides to make these rare
accommodations that should be understood clearly as exceptions, this should not drive

changes in the overall NFIP program/operations, but be dealt and managed as NFIP
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matters would regularly — and then have the government assistance applied to those

exceptions cases — nothing their uniqueness.

In a comprehensive NFIP program, where the rules are consistently applied, there will be
some property owners that will fall into federal government needs testing when the
regular NFIP premium is calculated for their properties. In these circumstances, the
NFIP premiums should stand, but these individuals should receive the government

assistance decided by Congress to help offset their NFIP costs.

Similarly, there may be certain long-term critical housing or historic properties that have
long-stood in flood designated areas, and in Congress’ view be permitted to have special
exceptions granted. Again, these would be designated as such in NFIP so that Congress

does not confuse their special treatments with the balance of the regular NFIP program.

Such are the exceptions one must reasonably expect and provide for in a government
program. However, these neither are nor ever should be the exceptions that drive the

final nature of program-wide changes to NFIP.

NFIP- States and Municipal Governments
State and municipal governments must:

1. Work with the NFIP (FEMA/FIMA) to more thoroughly assure their
understanding of and support for the technical needs of NFIP risk

management.

2. Work with the federal government to update mutual property/zone mapping
responsibilities and results. State and local governments have just as much
invested in the accuracy and access to such maps ~ traditional to the duty and

control of local authorities.

3. Work with survey employees, independent firms and independent contractors
to be up to date on what the elements on the elevation certificate mean, how

they need to be secured, why their professional signed opinion is necessary,
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and determine causes of the extraordinary spike in elevation certificate

expenses being passed on to consumers.

. In addition, PIA believes that the flood requirements of the NFIP Elevation
Certificate should become a normal and regular part of the official property
recordings for plot/pre-building/final site public filing. With this,
communities should also forge an increased working partnership with flood
plain mangers to more completely follow their guidance on building issues as
they relate to flood. These would combine to make moot the current NFIP
elevation certificate as a unique and separate process. Instead, communities
would be imposing flood compliance in their regular property activities from
the first step, requiring all land use and projects to meet or exceed Base Flood

Elevation. These were the original goals of the NFIP process.

. Identify the infrastructure improvements required in their state for flood
prevention structures such as — levy, dikes, canals, over-spills and others, and

work with federal agencies to secure joint-funding.

. Work on evolved, improved flood plain management emerging issues such as
the alarming increase in the number of LOMRSs, LOMAs and such that are
being approved. An increasing number of these may pass local “landfill”
requirements, However, many of those requirements were set for
sanitation/pollution/contamination concerns and do not sufficiently address
flood-worthiness standards. Additionally, some of these exceptions are
secured based upon vacant land use that does not conceive the future use to

which the land may be placed.

. Work out a more successful approach to the use, protection and flood-
recovery for certain lands/properties that pre-date and/or are by other means

grandfathered by the NFIP program and its terms.
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PIA appreciates that such locations are believed to have significant value or
meaning to the history, the economy or homestead needs of an area and its
populations. However, the number of lands and properties in these classes
must remain limited by their very nature. Their treatment under NFIP/federal
disaster needs must be addressed from the perspective of a government benefit

program.

PIA asks that Congress no longer place FEMA/FIMA, NFIP and/or the

insurance participants in a “no-win” position.

Currently, the difficulties are that on the one hand, Congress expects NFIP to
treat such exceptions as “regular insuring prospects” to be underwritten, rated
and serviced as all other properties under NFIP. PIA does not believe that
they can ever be treated as such, and many times should not be treated as
such. On the other hand, Congress responds with confusion and anger when
such properties are identified and treated as the significant flood-exposed
uninsurable properties they are under the traditional application of NFIP
standards. This is at the same time that Congress laments the number of

repetitive flood-loss payouts.

Insurance Sector and FEMA/FIMA - Recommendations

1.

Having worked with FEMA on the development of NFIP Continuing
Education guidelines, PIA National with Rita Hollada, our national NFIP
representative, we are completing a series of educational offerings with and
for PIA members in conjunction with our PIA affiliates. In addition to
insurance producers, PIA National believes many more persons involved with
the NFIP program (to include FEMA employees) should participate in the CE
offerings that meet FEMA guidelines, because knowledge about the NFIP is

all of our collective responsibility.
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Continue to resolve needed improvements in the areas of policy form

language, underwriting procedures, rating and claims services.

Increase coordination and compatibility between/among NFIP, insurance and

lender evaluations of properties.

Continue to work on finding solutions to a growing number of conflicts
between federal legal views and framework of the NFIP verses related

specific areas under state law.

Respond to the reasonable level of carrier reimbursement for the usual and
required expenses of the NFIP. These levels should, as they are, be subject to
pre-set standards and periodic review and when needed adjustment. However,
limiting or decreasing these reimbursements as federal cost-saving

mechanisms cannot be allowed.

Insurance Agents and Carriers — Recommendations

PIA encourages its members to actively write flood insurance coverage for their clients or

know through their carriers or association programs quality agencies that write this

business and to which they can refer their clients.

In doing so, agents should exercise their internal Errors & Omissions
procedures to document the discussions about flood insurance, the fact that
coverage was offered or a referral was made, and with the consumet/client

document the client’s acceptance or decline of this offer.

Carriers and agents should write a lot of this business or know a qualified local

agent that does to direct their customers to.
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3. PIA supports Departments of Insurance granting continuing education credits
(CE) for both in-classroom, long-distance, and qualified self-study courses for

flood insurance.

4. Carriers and vendors that write NFIP business through and with insurance
producers must take (as many do but not all) an active role in providing quality
underwriting, rating, processing and claims service, as well as

coverage/practice education to their producers on flood insurance.

5. These education programs must be directed by qualified instructors that
understand both the NFIP program and the traditional private sector insurance
property coverage and legal environment in which flood insurance coverage,
producers, carriers, lenders, determination companies, surveyors, flood plan

managers and others find themselves.

Coordination with Related Programs

PIA National believes that the NFIP is the appropriate structure for insuring flood losses.
Going forward, Congress may consider a comprehensive, coordinated natural disaster
catastrophe program. The widespread devastation caused by Hurricane Katrina serves as
an awesome reminder that neither one state nor a regional grouping of states can fund or
support a catastrophe reserve fund. In September 2005 PIA National again outlined the
elements of such a proposal and urged Congress to enact it. We point out here that such a
catastrophe funding mechanism should neither encompass nor subsume the NFIP.
Additionally, PIA National is on record strongly supporting extension of the Terrorism
Risk Insurance Act (TRIA). We believe TRIA must be extended, but that it must be
treated as it is now — a specific, distinct program that cannot be paired with a natural

disaster catastrophe program or the NFIP.

Conclusion

PIA hopes that by working together with the many private sector groups, public interest

entities, together with local, state and federal government agencies and Congress, our
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suggestions for NFIP’s improvements will continue to support and improve this vital,

needed federal program.

Certainly, the outline developed for the internal review/study of the NFIP provides all of
us with a starting point for these ongoing discussions. Our comments here connect PIA’s
knowledge to the related areas in the suggested NFIP study outline that Congress has

requested.

PIA looks forward to expanding our continuing working efforts with NFIP parties at
interest, to Congress and the vendors for the NFIP study.
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NATIONAL FLOOD INSURANCE PROGRAM
Estimate of Ultimate Paid Losses from Hurricane Rita

1 Eeti A A "

Total PIF  Total Coverage Frequency # Claims Severity $ Paid
Counties most impacted by Rita
Lousiana Parishes’
Acadia 2,197 157,234,000 10.0% 220§ 30,000 $ 6,600,000
Calcasieu® 7,743 956,075,900 40.0% 3,097 § 75,000 $ 232,275,000
Cameron® 1,456 152,556,600 50.0% 728 $ 80,000 $ 58,240,000
Iberia 2,632 339,297,500 10.0% 263 $ 50,000 $ 13,150,000
Jefferson Davis 710 69,319,800 10.0% 71§ 40,000 $ 2,840,000
Lafayette4 8,180 1,289,897 500 5.0% 459  § 55,000 $ 25,245,000
St. Martin 1,478 164,825,400 10.0% 148 § 45,000 $ 6,660,000
St. Mary 4,474 537,529,000 10.0% 447  § 50,000 $ 22,350,000
Terrebonne 11,807 1,632,898,500 25.0% 2,852 § 50,000 $ 147,600,000
Vermilion 3,185 294,480,000 10.0% 318§ 40,000 3 12,760,000
LA Totals 44,862 5,484,214,200 8704 $ 60630 $ 527,720,000
! Average Severity is based on 40% of the average amount of insurance unless otherwise noted,
2Average Severity is based on 60% of the average amount of insurance.
3 Average Severity is based on 80% of the average amount of insurance.
*Lafayette Parish was previously ravaged by Katrina, so we assume a much lower frequency for Rita.
Texas Counties®
Gaiveston 54,325 10,048,495,100 1.0% 543  § 26,000 $ 14,118,000
Jefferson 17.898 3,221,006,600 11.0% 1,969 $ 25,000 $ 49,225,000
Orange 5,754 878,832,800 6.0% 345  § 21,000 $ 7,245,000
Other Affected Areas 8,549 1,539,883,000 1.0% 85 $§ 25000 $ 2,125,000
TX Totals 86,526 16,688,217,500 2942 § 24715 $ 72,713,000
5Average Severity is based on 14% of the average amount of insurance.
Rita - Building and Contents Losses 11,646 8§ 51557 § 600,433,000
Rita - Provision for ICC® Claims $ 18,012,990
Provision for Loss Adjustment Expenses $ 48,238,787
TOTAL Liability for Losses and Loss Adjustment Expenses $ 666,684,777

8
Increased Cost of Compliance coverage

October 17, 2005
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NATIONAL FLOOD INSURANCE PROGRAM
Estimate of Ultimate Paid L.osses from Hurricane Katrina

Assumed Esti

tar

Total PIF Total Coverage Frequency # Claims

Counties most impacted by Katrina

Alabama
Baldwin County 20,423 3,185,694,800
Mobile County 6,877 1,082,665,900
Mississippi
Hancock County 5,462 739,082,600
Harrison County 10,218 1,569,645,100
Jackson County 59813 890,349,100
Lousiana
Jefferson Parish’ 110,258  17,231,143,900
Lafayette Parish® 9,180 1,289 ,887,500
Lafourche Parish® 9,334 1,070,954,700
Orleans Parish® 85,771 12,699,150,500
Plaguemines Parish® 5,099 790,362,800
St. Bernard Parish® 15,823 2,185,079,000
St. Tammany Parish? 37,286 7,191,114,100

30.0%
30.0%

70.0%
70.0%
70.0%

66.7%
50.0%
50.0%
77.5%
75.0%
75.0%
50.0%

6,127
2,083

3,823
7153
4,139

73,506
4,580
4,667

66,473
3,824

11,867

18,643

Severity

$

80,000
80,000

90,000
90,000
90,000

75,000
75,000
75,000

$100,000
$100,000
$100,000

$

75,000

490,160,000
165,040,000

344,070,000
643,770,000
372,510,000

& & O W

5,512,875,000
344,250,000
350,025,000
6,647,300,000
382,400,000
1,186,700,000
1.398,225,000

€9 8 ¥ P P PP

* Average Severity is based on 25% of claims being paid policy fimits with the remaining claims having a $50,000 severity
2Average Severity is based on 25% of claims being paid policy limits with the remaining claims having a $40,000 severity
® Average Severity is based on 50% of claims being paid poticy limits with the remaining claims having a $50,000 severity

Fiorida
South FL Counties 910,933  159,1560,128,000
Escambia County 14,681 2,750,764,500
Okaloosa County 18,085 3,092,233,600
Santa Rosa County 8,183 1,930,472,900

Counties with Low to Moderate Flooding
114,822  16,722,385,800

Katrina - Building and Contents Losses
Katrina - Provision for ICC* Claims
Provision for Loss Adjustment Expenses

TOTAL Liability for Losses and Loss Adjustment Expenses

“Increased Cost of Compliance coverage

1.5%
15.0%
5.0%
10.0%

10.0%

13664 § 22500 $§ 307,440,000
2,202 § 50,000 $ 110,100,000
904 § 35000 $ 31,640,000
818 § 40,000 § 32,720,000
11,482 § 20,000 § 229,640,000
235944 § 78616  §18,548,865,000

$ 2,062,813,719
$ 1,607,710,940

$22,219,389,659

October 17, 2005



168

G002 ‘LI 49G0R0

"L00Z A4 U spaw 5a v siuswAed SWIBp D01 JO NG 8yl «

*SOUBDILNY OAY BS8LY) 0}

pasedwion Joulw S1e 8oUBjeg PUN. BU) UO S35USUXS PUE BLIOOUI JAUI0 SILJ} JO $108)3 JoU BU) QIyXe Siyl Jo sasodind Jogy
"$1USAS SO LIOY S3SSOI ooy 10 Aed |iis pue awoou) wnkuaid SARY [ PUN. Y} ‘eiiy pue euiey soy Buiked o} uonippe uj »

SHLON
988'22% 2998 %0°004 £LL'68 %0004 oFY'SIS  %O00L sjewnin
(01L'vz8) 0458 988'226 299% %0001 £12'6$ %0°00% SPPOLS  %000L  L0-deg
(ivzezs) ¥EGS 286'12$ 159% %G'86 2rs'ss %0°'96 88L°GlS %096 10BN
{6081 28) 29v% 680128 299$ %026 Lie'ss %026 0EL'GLS %026 90-dog
(668'0Z8) 999'0Z$ 0v9$ %096 jeraaty %G 06 108'718  %0'06 90-Bny
(s6£°02Z8) 291'02$ £69% %066 SEL'GE %068 0BEVIS  %GL8 90-Inr
(vog's1$) 695'6L$ 0ze$ %0E6 250°5$ %G1 168'EYS %SY8 9o-unp
(802°61$) 516'8L$ 2098 %016 S06'v3 %098 YOP'ELS  %S18 90-Aen
(61L'818) 981'8L$ 2858 %088 206'0% %068 26621 %0'6L 90~idy
(9z6'L1$) 0028 £69'21% 2958 %0'68 Z6L'v$ %0'€8 SEE'TLS %06 90-en
(ap1'91$) eLL'ol$ £658 %0708 195V %062 8L0'LIS %020 90-g94
(e52'€18) 1zzess £8vs %G2L 984§ %GZL 266'8$ %0 90-uep
(e10'018) 086'6% 2928 %007 yov'es %009 052'9% %088 50-98g
{eseas) 122’98 121§ %0 Bk FEINA %G L 620v$ %GVYZ  OEMLL - 1Eiii
(892's$) 1£27's$ 00L% %0'SH 198°1$ %028 682'¢$ %002 8L -pLILL
(12'v8) 18178 €18 %04L 655°L§ %O'LE 69528 BEGL B 200
(591'e$) £EL'ES £5% %0'8 021 %022 608'1$ %0EL  YO/LL - 100 )
fot1'z8) ¥80°¢$ €3 %06 1868 %0 L} 69018 %S’ LE/OL - 2ZioL
(6£2°'1$) 902'L$ 0z$ %0'€ £69% %024 £6v$ %OE 120l - SLOL
(90.8) v29$ 5 %0’} YOr$ %0'L £92% %9'L  YLIOL-80/0L
(68¢$) 16¢8 £8 %Y 0 1528 %Oy £21$ %80 L0/0% - 10/04
{06z%) [£3 291§ [ %10 10L$ %81 99§ %V'0  OE/60 - G2/60
(8413$) 88§ v9s %bb 41 %20 V260 - 8LIGO
(19%) 31 133 %90 9is %L0 LU0~ LLI60
(8v8) 28 A% %E0 0 %00 D60 - ¥0/60
{ae9) E 93 %10 0§ %0°0 50-Briy
(ws} (g} wgismeig (Whwnd Ine%  Wghwnd % (WShwnd N0 % puz
asuejeg Bumoriog 2070} ypuop
punjg N U0 IS pojuasaly B BUINEY) JO SBPUBLISY BOJY SUBSP() MON
pled [R10), e}y SuedlUNH BULIRY SUBDLINK

SBEdWoD OAM BU} AJ SUMOPMEIQ DO 10] patussald pUe pled SIefoq

EJy pue euigey 1INY 10} spuBwARd SUNEID didN WOl MO| YSED [248pad o) jO uopselosd




