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Questions about the Biqqert-Watérs Flood Insurance Reform Act of 2012

1. What is the Biggert-Waters Flood Insurance Reform Act of 20127

Answer: The Biggert-Waters Flood Insurance Reform Act of 2012 (BW-12) is a law passed by
Congress and signed by the President in 2012 that extends the National Flood Insurance
Program (NFIP) for five years, while requiring significant program reform. The law requirés
changes to all major components of the program, including flood insurance, flood hazard

mapping, grants, and the management of floodplains. Many of the changes are designedto - 2 beﬁ

make the NFIP more financially stable, and ensure that flood insurance rates more accurately
reflect the real risk of flooding. The changes will be phased in over time; beginning this year.

2. Why was the Biggért—Waters Reform Act of 2012 péssed?

Answer: Flooding has been, and continues to be, a serious risk in the United States—so serious
that most insurance companies have specifically excluded flood damage from homeowners
insurance. To address the need, in 1968 the U.S. Congress established the NFiP as a Federal
program. It enabied property owners in participating'communities to purchase flood insurance if
the community adopted floodplain management ordinances and minimum standards for new
construction. However, owners of existing homes and businesses did not have to rebuild to the
higher standards, and many received subsidized rates that did not reflect their true risk.

Over the years, the costs and consequences of flooding have continued to increase. For the
NFIP to remain sustainable, its premium structure must reflect the true risks and costs of
flooding. This is a primary driver for many of the changes required under the law.

Insurance Cost/Rate Questions

3. 'What changes to insurance operations are anticipated?

Answer: Many of the proposed changes are designed to increase the fiscal soundness of the
NFIP. For example, beginning this year there will be changes addressing rate subsidies and a
new Reserve Fund charge will start being assessed. There are also provisions to adjust
premium rates to more accurately reflect flood risk.

Other provisions of the law address coverage modifications and claims handling. Studies will be
_conducted to address issues of affordability, privatization, and reinsurance, among other topics.

4. Will all policyholders see changes in insurance rates as a result of BW-127

More than 80 percent of policyholders (repr-es_enting approximately 4.48 miilioh of the 5.6 million
policies in force) do not pay subsidized rates.

About 20 percent of all NFIP policies pay subsidized rates. Only a portion of those policies that
are currently paying subsidized premiums will see larger premium increases of 25% annually
starting this year, until their premiums are full-risk premiums. Five percent of policyho'lders -
those with subsidized policies for non-primary residences, businesses, and severe repetitive
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loss properties - will sée the 25% annual increases immediately. . Subsidies will no longer be
offered for policies covering newly purchased prOpemes lapsed DO|ICIES or new policies
covering properties for the first time.

The 80% of all NFIP policies that already pay full-risk premiums will not see these large
premium increases. Most policyholders will see a new charge on their premiums to cover the
Reserve Fund assessment that is mandated by BW-12. Initially, there will be a 5% assessment
to all policies except Preferred Risk Policies (PRPs). The Reserve Fund will increase over time
and will also be assessed on PRPs at some undetermined future date.

Additional changes to premium rates will occur upon remapping, the provision calling for these -
premium rate changes will not be implemented until the latter half of 2014.

5. In general, which pr.operties will be most affected by changes in rates?

Answer: Rate changes will have the greatest effect on properties located within a Special Flood
Hazard Area (SFHA) that were constructed before a community adopted its first Flood
Insurance Rate Map (FIRM) and have not been elevated. For many communities the initial
FIRM would have been adopted in the 1970’s and 1980’s. Your local insurance agent will be
able to provide you the initial FIRM date for your community.

Many of these pre-FIRM properties have been receiving subsidized rates. Subsidies are already
being phased out for non-primary residences. Starting this fall, subsidies will be phased out for
businesses; properties of one to four residences that have experienced severe repetitive loss;
and properties that have incurred flood-related damages where claims payments exceed the fair
market value of the property. Premiums for these properties will increase by 25% per year until
they reach the full risk rate.

Subsidies are not being phased out for existing policies covering primary residences. However, o,
the subsidy provided to primary residences could still be lost under conditions that apply to all //‘7"%/ (
subsidized policies. Subsidies will be immediately phased out for all new and lapsed policies f/éf

and upon sale of the property. There may also be premium changes for policyholders after their {/’4 ;;jf rA
community is remapped. But that provision of the Act is still under review and will be i Lﬂ{)

‘ rmplemented in the future.

6. What happens if a policy with subsidized rates is al]owed to lapse or the property is
sold?

Answer: Starting this fall, for all currently subsidized policies, there will be an immedi
increase to the full risk rates for all new and lapsed policies and upon the sale/purchase of a
property. Full risk rates will be charged to the next owner of the policy.

7. What does “full risk rate” actually mean?

Answer: Simply put, it means that the premium reflects both the risk assumed by the program
(thatis, the expected average claims payment) and all administrative expenses. In the case of



flood insurance, this means the premium takes into account the full range of possible flood
losses, including the rare but catastrophic ﬂoods as well. :

8. How can someone find out what a property’s full risk rate will be?

Answer: Of the many factors that determine the full risk rate of a structure, the single most
important is the elevation of the structure in relation to the Base Flood Elevation (BFE). A
community’s Flood Insurance Rate Map (FIRM) indicates the area of the community that has a
1% or greater annual chance of flooding. That area is called the Special Flood Hazard Area, or
high-risk zone. Put another way, the BFE is the elevation where there is a 1% or greater annual
chance of flooding. For a property in the high-risk zone, you need to know the elevation of the
structure in relation to the BFE. Generally, the higher the elevation above the BFE, the lower the

“ flood risk. The information is shown on an Elevation Certificate, which is a form completed and

signed by a licensed engineer or surveyor. So to determine the premium for a property in a
high-risk zone, you first need an elevation certificate. Then, an insurance agent can éalculate
the premium based on the amount of coverage desired.

9. What percentage of policies nationwide, and in high risk zones actually receives these
subsidized rates?

Answer: More than 80 percent of policyholders (representing approximately 4.48 million of the
5.6 million policies in force) do not pay subsidized rates. About 20 percent of all NFIP policies
pay subsidized rates. However, only 5 percent of policyholders — those subsidized policies
covering non-primary residences, businesses, and severe repetitive loss propertles will see
immediate increases to their premlums :

10. When will NFIP Grandfathering be eliminated?

Answer: Currently, the NFIP Grandfather -procedure provides eligible property owners the option
of using risk data from previous Flood Insurance Rate Maps (FIRMs) if a policyholder
maintained continuous coverage through a. period of a FIRM revision or if a building was
constructed “in compliance” with the requirements for the zone and BFE reflected on a previous
FIRM. A provision of BW-12, however, requires FEMA to use revised flood risk data (zone and
BFE) after a map revision. The legislation provides a 5-year mechanism to phase-in the new
rates. This provision impacts the NFIP Grandfather procedure and will be implemented in the
latter half of 2014. Many of the precise details of this implementation are still under
development.

11. Is there any option for people who are now in a flood zone, did not have sﬁbstantial
damage, but now the BFE is 10 feet higher than previously and face dramatic rate

increases?
-

Answer: FEMA's Hazard Mitigation Assistance (HMA) HMA programs provide funds for projects
that reduce the risk to individuals and property from natural hazards. These programs enable
mitigation measures to be implemented before, during, and after disaster recovery. Local
jurisdictions develop projects that reduce property damage from future disasters and submit



grant applications to the State. The States submit applications to FEMA based on State criteria
and available funding. The HMA programs include: '

e Hazard Mitigation Grant Program (HMGP) - The Hazard Mitigation Grant Program provides
grants to implement long-term hazard mitigation measures after a major disaster declaration.
The purpose of HMGP is to reduce the loss of life and property due to natural disasters and to
enable mitigation measures to be implemented during recovery from a disaster.

s . Flood Mitigation Assfstan_cé (FMA) - The Flood Mitigation Assistance program provides funds
on an annual basis so that measures can be taken to reduce or elimjnate_ risk of flood
damage to buildings insured under the NFIP.

e Pre-Disaster Mitigation Program (PDM) - The Pre-Disaster Mitigation Program provides
nationally competitive grants for hazard mitigation plans and projects before a disaster event.
States can receive PDM funds regardless of whether or not there has been a disaster
declared in that state.

FEMA encourages property and business owners interested in implementing mitigation activities
to contact their local community planning, emergency management, or State Hazard Mitigation
Officer for more information. Individuals and businesses may not apply directly to the State or
FEMA, but eligible local governments may apply on behalf of a private entity. Your community
will be working with the State to develop applications for HMA funding and implement the
approved mitigation projects. Information about the HMA programs can be found at
h’ftp://www.fema.qovfhazard—mitiqation—assistance.
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Note: This Fact Sheet deals specifically with Sections 205 and 207 of the Act.

il n 2012, the U.S. Congress passed the Biggert Waters Flood Insurance Reform Act of 2012 which calls on
| the Federal Emergency Management Agency (FEMA) and other agencies to make a number of changes to
! the way the NFIP is run. Some of these changes have already been put in place, and others will be
implemented in the coming months. Key provisions of the legislation will require the NFIP to raise rates to
reflect true flood risk, make the program more financially stable, and change how Flood Insurance Rate Map
(FIRM) updates impact policyholders. The changes will mean premium rate increases for some — but not all -
policyholders over time.

Background:

In 1968, Congress created the National Flood Insurance Program (NFIP). Since most homeowners’ insurance
policies did not cover flood, property owners who experienced a flood often found themselves financially
devastated and unable to rebuild. The NFIP was formed to fill that gap and was designed to incorporate
community adoption of minimum standards for new construction and development to minimize future risk of
flood damage. Pre-existing homes and businesses, however, could remain as they were. Owners of many of
these older properties were eligible to obtain insurance at lower, subsidized rates that did not reflect the

property's true flood risk.

In addition, as the initial flood risk identified by the NFIP has been updated, many homes and businesses that
had been built in compliance with existing standards have received discounted rates in areas where the risk of
flood was revised. This “Grandfathering” approach prevented rate increases for existing properties when the
flood risk in their area increased.

After 45 years, flood risks continue and the costs and consequences of flooding are increasing dramatically. In
2012, Congress passed legislation to make the NFIP more sustainable and financially sound over the long

term.
\What this means:

The new law eliminates some artificially low rates and discounts which are no longer sustainable. Most flood
insurance rates will now move to reflect full risk, and flood insurance rates will rise on some policies.

Actions such as buying a property, allowing a policy to lapse, or purchasing a new policy can trigger rate
changes. You should talk to your insurance agent about how changes may affect your property and flood
insurance policy. There are investments you and your community can make to reduce the impact of rate
changes. And FEMA can help communities lower flood risk and flood insurance premiums.

What is Changing Now?

Most rates for most properties will more accurately reflect risk. Subsidized rates for non-primary/secondary
residences are being phased out now. Subsidized rates for certain other classes of properties will be
eliminated over time, beginning in late 2013. There are several actions which can trigger a rate change, and
not everyone will be affected. It's important to know the distinctions and actions to avoid, or to take, to lessen
the impacts.
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Not everyone will be affected immediately by the new law — only 20 percent of NFIP policies receive
subsidies. Talk to your agent about how rate changes could affect your policy. Your agent can help you
understand if your policy is impacted by the changes.

¢ Owners of non-primary/secondary residences in a Special Flood Hazard Area (SFHA) will see 25
percent increase annually until rates reflect true risk — began January 1, 2013.

o Owners of property that has experienced severe or repeated flooding will see 25 percent rate
increase annually until rates reflect true risk — beginning October 1, 2013.

o Owners of business properties in a Special Flood Hazard Area will see 25 percent rate increase
annually until rates reflect true flood risk -- beginning October 1, 2013.
(Each property’s risk is different. Some policyholders may reach their true risk rate after a couple years of
increases, while other policyholder increases may go beyond five years to get to the full risk rate required by the
new law. Rate tables on true risk will not be available until June 2013.)

Primary residences in SFHAs will be able to keep their subsidized rates unless or until:
e The property is sold;
e The policy lapses;
e You suffer severe, repeated, flood losses; or
¢ A new policy is purchased.

Grandfathering Changes Expected in 2014

The Act calls for a phase-out grandfathered rates and a move to risk-based rates for most properties when the
community adopts a new Flood Insurance Rate Map. If you live in a community that adopts a new, updated
Flood Insurance Rate Map (FIRM), grandfathered rates will be phased out. This will happen gradually, with
new rates increasing by 20% per year for five years. Implementation is anticipated in late 2014.

What Can Be Done to Lower Costs?

For home owners and business owners:

o Talk to your insurance agent about your insurance options.

* You will probably need an Elevation Certificate to determine your correct rate.

o Higher deductibles might lower your premium.

e Consider incorporating flood mitigation into your remodeling or rebuilding.
o Building or rebuilding higher will lower your risk and could reduce your premium.
o Consider adding vents to your foundation or using breakaway walls.

o Talk with local officials about community-wide mitigation steps.

For community officials:
= Consider joining the Community Rating System (CRS) or increasing your CRS activities to lower
premiums for residents.
o Talk to your state about grants. FEMA issues grants to states, which can then distribute the funds to
communities to help with mitigation and rebuilding.
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January 1, 2013

subsidized insurance rates
on non-primary residences
Properties receiving
subsidized insurance rates
are those structures built
prior to the first Flood
Insurance Rate Map (pre-
FIRM properties) that
have not been
substantially damaged or
improved.

meowners with

T "‘f'

Key Dates and Triggers

25 percent increase |

in premium rates
each year until
premiums reflect full
risk rates

phase-out of subsidies
and grandfathered rates
on flood insurance
premiums.

This premium increase is
outlined in Section
100205

The phase out of
subsidies affecting non-
primary residences was
also mandated by earlier
2012 legislation, HR
5740.

October 1, 2013

Owners of business
properties with
subsidized premiums
Owners of severe
repetitive loss properties,
which are defined as any
property that has
incurred flood-related
damage in which the
cumulative amounts of
NFIP claims payments
exceeded the fair market
value of the property

25 percent increase | o
in premium rates
each year until
premiums reflect full
risk rates o

BW 12 calls for the
phase-out of subsidies
on flood insurance
premiums.

These premium
increases are outlined in
Section 100205.

October 1, 2013
continued

Owners of property:

1.

. purchased after the

not insured as of the
date of enactment of
BW 12 (7/6/2013);
with a lapsed NFIP
policy; or

date of enactment of

BW 12.

Full-risk rates will °
apply to these
policies.

BW 12 calls for the
phase-out of subsidies
on flood insurance
premiums.

These premium
increases are outlined in
Section 100205.

April 2013
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October 1, 2013
continued

Owners of properties
insured by the
Prefered Risk Policy
(PRP) Eligibility
Extension, which has
allowed structures
mapped into a high risk
area to remain insured at
lower PRP rates. These
are properties mapped
into the Special Flood
Hazard Areas (SFHAs)
on or after October 1,
2008.

be phased in
annually with
average annual
increases of 20
percent until
premiums reach
full risk rates.

of subsidies and
grandfathered rates on flood
insurance premiums.

The phase-out is a policy
decision to align all subsidies
with the BW 12 changes and
maintain the PRP for low risk
properties outside the SFHA.

October 1, 2013

All policyholders
except Preferred Risk
Policies (PRPs), Group
Flood Insurance
Policies, and
policyholders losing
their subsidies.

A 5 percent
premium increase
will go towards
building a reserve

fund for the NFIP.

BW 12 calls for the
establishment of a reserve
fund to meet the expected
future obligations of the
NFIP.

The reserve fund is outlined
in Section 1310A.

Late 2014

Other property
owners, including non-
subsidized
policyholders, affected

by map changes

Full-risk rates will
be phased in over
five years at a rate
of 20 percent per
year to reach full
risk rates.

The NFIP will not
retroactively
collect premiums
for map changes
occurring after the
date of enactment
(7/6/2012).

BW 12 calls for the phase-out
of grandfathered rates on
flood insurance premiums.
This premium increase is
outlined in Section 100207.
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PRE-FIRMS BY COUNTY AND CITIES-
B-W INSURANCE CHANGES

COLLEAGUES;

This memo is in regard to the changes being brought about in NFIP
flood insurance rates due to the Biggert-Waters Act of 2012 . The
overall goal of the act is to stabilize the NFIP financially by raising
rates on subsidized flood insurance policies, specifically at this
time increasing rates on Pre-FIRM structures to the point where
they will be paying full risk or actuarial rates. The individuals with
these policies have been paying deeply discounted rates for many
years. Pre-FIRM structures are those structures consisting of
residences, businesses or government buildings which were
constructed before 31 December, 1974, or the date when your
initial FIRM maps were identified. These structures may or may
not have been constructed to withstand the major effects of the 1%
or 100 year flood.

Where this should be of concern to you is the following: Across
the USA, 20% of all the 5.6 million flood insurance policies are
classified Pre-FIRM and pay those discounted rates. WV is
different in that 57% of the policy holders pay the discounted rate.
The upshot is that on a relative basis, WV will get hit much harder
with the rate increases. You WILL be hearing about these
increases as they affect citizens in your community.

The Pre-FIRM policyholders being affected immediately or very
soon are those with secondary or vacation homes; repetitively
flood damaged properties; business and government buildings.
Primary Pre-FIRM residences will not see increases at this time
unless they let their policy lapse, sell their house or are repetitively
flood damaged, at which time their policies are triggered to
immediately go to full actuarial rates.

For those who wish to know how many Pre-FIRM policyholders
are in their County or Community, the attachment above will be of
help. Just scroll down to your County and Community. Reading
left to right on the header, you will see the first column lists the
single non primary or secondary home numbers; 2™ column lists
business and government buildings; 3™ column lists severe
repetitive loss (SLR) properties; 4™ column lists the Pre-FIRM



primary residences where the grandfathered policies will be
triggered to full actuarial rates immediately if the owner lets the
policy lapse, sells the house or suffers repetitive flooding incidents.
This is the big column and the one you will get the most flak
about. The increases from grandfathered Pre-FIRM rates to full
risk costs can be quite steep in some cases. The biggest cries you
will hear will be when someone with a grandfathered Pre-FIRM
policyholder tries sell their home or business that may not have
been built to regulatory standards years ago, with the prospective
buyer being faced with potentially a very high full risk premium
and may back out of buying.

On the extreme right of the header is listed the Total Affected or
pre-FIRM structures that are or will be affected by the triggering
conditions stated above. The Not Affected column numbers are
the Post FIRM Policyholders in your community that are already
paying full risk or actuarial rates .Example; Boone County *
unincorporated has 335 Pre-FIRM policyholders and 153 Post-
FIRM policyholders, obviously heavily tilted to the Pre-FIRM
side.

Politicians and citizens across the country have awakened to the
real life impact of the Biggert-Waters Act and as a result there is a
serious kick-back in Congress to roll back or stall the programmed
increases. It’s kind of a STAY TUNED situation. The irony here
is that one of the sponsors of the act is Maxine Waters, who is now
one of the leaders of this roll back effort.

Remember to advise Pre-FIRM policyholders not to let their policy
lapse under any circumstances. They may also be well advised to
have an Elevation Certificate completed on their structure at this
time. It is possible that could get them a better overall rate than
what may befall them later. This also a good time to consider
applying for Membership in the Community Rating System ( CRS)
program to help offset some of the upcoming increases in policy
rates.

It may be helpful to alert your Mayors or Commissioners to the
contents of this note and attachment. They are likely to be the ones
to hear complaints on this issue.

We are ready to help and advise where we can.

Richard. L. Carte, CFM
NFIP Specialist
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