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THE NATIONAL FLOOD INSURANCE PROGRAM
AND REPETITIVE LOSS PROPERTIES

THURSDAY, JULY 19, 2001

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

The subcommittee met, pursuant to call, at 10:23 a.m., in room
2128, Rayburn House Office Building, Hon. Marge Roukema,
[chairwoman of the subcommittee], presiding.

Present: Chairwoman Roukema; Representatives Bereuter, Barr,
Kelly, Oxley, Miller, Grucci, Tiberi, Carson and Israel.

Chairwoman ROUKEMA. This hearing on the Subcommittee on
Housing and Community Opportunity will come to order. Officially
we are now in session. Without objection, all Members’ opening
statements will be part of the record, and if Members do have
opening statements, they may have 3 minutes in which to speak.
And also, and I believe that our panelists know this, but I would
like to repeat it, that without objection, all the written statements,
full written statements of panelists on each of the panels will be
made part of the record, but we should try to limit our statements
to a 5-minute summary of the testimony, and we will have to try
to be aware of that 5-minute restriction because we want to get
through this hearing today before we get interrupted over and over
again with the voting session on the floor.

So with that as the opening, we hope that Mr. Frank or other
Members of the minority will be here shortly. But in any case, we
will continue now with our hearing or begin our hearing. And I'd
like to say that this certainly is an important hearing, and I appre-
ciate our witnesses providing all the information for us, because
this is a very complex issue and one that has been around for quite
some time, National Flood Insurance, and specifically the issues re-
garding repetitive loss properties.

The floods have been and continue to be one of the most destruc-
tive natural hazards in terms of economic loss, but also emotion
loss and in many cases the health and safety of people throughout
the Nation. The National Flood Insurance Program is a valuable
tool in addressing the losses that are incurred, because it assures
that businesses and families have access to afford flood insurance
that would otherwise be unavailable on the open market.

The National Flood Insurance Program has been of immeas-
urable help to families, not only in New Jersey, but certainly in
every State across the country. And it’s an integral part of the
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question of the American Dream and owning one’s own home and
how we balance these competing needs.

The National Flood Insurance Program was created in 1968.
Prior to that time, insurance companies generally did not offer cov-
erage for flood disasters, because obviously the high risks involved.
National Flood Insurance is now available in more than 19,000, al-
most 20,000 communities across the United States. In order to par-
ticipate in the program, communities must agree to abide by cer-
tain hazard mitigation provisions. And these provisions include
adopting building codes that require new floodplain structures to
be protected against flooding or elevated above the 100-year flood-
plain.

New Jersey, of course, is no stranger to the floods, and we have
over 400 communities that have partnered with FEMA to provide
policies that would give $239 million in property loss coverage.
That in a small State like New Jersey, and you can expand it into
what the costs are across the country.

Clearly, that is why we need to take steps to reform the National
Flood Insurance Program, and today we have not only our panelists
of Members here, but others who are knowledgeable on the pro-
gram and certainly the GAO today will testify that the program
and the questions of actuarial soundness, and we know that is a
growing issue.

Clearly, repetitive loss properties are a main drain on the cur-
rent system. FEMA defines repetitive losses as two or more losses
greater than $1,000, each within a 10-year period. About 38 per-
cent of all program claims are repetitive losses, and currently about
45,000 properties nationwide have been flooded on more than one
occasion and have received payments of $1,000 or more.

I won’t go into any more of the numbers and the statistics on
this, except that it is known that this is a huge and costly and
growing problem. The repetitive loss structure is not only a serious
drain on the program, but the high cost of multiple loss properties
leads to increased premiums for all policyholders. And I believe
that’s what our Members, our colleagues here on the first panel
have recognized, and that is one of the motivating forces for them
taking action to deal with this long overdue reform that is nec-
essary. Whether or not we’re going to be able to come to that re-
form in the very near future, we shall see. But certainly I appre-
ciate Congressmen Bereuter, Bentsen and Blumenauer for being
here today to help us direct our focus on this issue. And I do be-
lieve that Congressman Baker will be joining us at this time as
well, and he is a Member of this subcommittee as well.

So I welcome you and recognize that our time is limited, so with-
out further questions or further comments, having outlined the di-
mensions of the problem, I will introduce Congressman Bereuter,
who was the one person who first came to me, enlightened me on
the subject and has introduced his own legislation. And so we rec-
ognize him as the first Member of our first panel. Mr. Bereuter
from Nebraska.
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STATEMENT OF HON. DOUG BEREUTER, A MEMBER OF
CONGRESS FROM THE STATE OF NEBRASKA

Mr. BEREUTER. Good morning. Thank you, Madam Chairwoman,
Members of the subcommittee. Thank you for holding this hearing.
Mr. Blumenauer of Oregon and I reintroduced legislation we intro-
duced in the previous Congress, and we had the assistance and
support of former FEMA Director James Lee Witt. Before this in
previous Congresses, I worked with Congressman Joseph Kennedy,
a former Member of this subcommittee, on legislation. And I want
to thank Congressmen Bentsen and Baker for their interest and
concern for the functioning of the NFIP as well.

If enacted, the Two Floods and Youre Out of the Taxpayers’
Pocket Act will help turn the tide against the huge costs associated
with repetitive loss properties. Right now, people who own, sell or
construct these repetitive loss structures want us to turn our back
on the loss to the taxpayers and the huge cost shifting that goes
on among premium payers, but we ought to address it. We should
have addressed it many years ago, either that or the Federal Gov-
ernment should get out of the business altogether.

The policyholders of many of these repetitive loss properties are
currently not being charged anything close to actuarially sound
rates under the NFIP. The legislation addresses repetitive loss
properties in a simple, straightforward manner. The owner of a re-
petitive loss property will be charged the actuarial risk-based rates
for the National Flood Insurance policy if two conditions are met.
First, two or more NFIP claims must have been paid on an indi-
vidual property, which is thereby defined as a repetitive loss prop-
erty. Second, the policyholder of the property has refused a buyout,
elevation or other flood mitigation measure funded by FEMA.

Today I'd like to use this opportunity to explain in greater detail,
but in the very limited amount of time, the five reasons for my sup-
port of H.R. 1428.

First I support the legislation due to the widespread abuse
among some policyholders who own repetitive loss properties who
are not paying the actuarial rate for their flood insurance. FEMA
has identified over 45,500 insured properties nationwide under
NFIP which would be categorized as repetitive loss properties
using FEMA’s definition of two or more flood insurance losses of
$1,000 or more within any 10-year period.

Of these 45,000-plus properties, approximately 10,000 have expe-
rienced either four or more flood losses or two to three flood losses
that cumulatively exceed the value of the property. This subset of
properties is costing the NFIP over $80 million annually, and the
average payout is $200 million overall for repetitive loss structures.

Under NFIP, a regional cross subsidy is flowing from the policy-
holders in non-repetitive loss areas of the country to those policy-
holders in repetitive loss areas of the country. In FEMA’s defense,
it does not have the Congressionally mandated tools to address the
cost of repetitive loss. The Two Floods and You're Out of the Tax-
payers’ Pocket Act will give FEMA the authoritative tools to reduce
repetitive loss and to stop this Federal handout and cost shifting
to other NFIP policyholders.

Second, this legislation will save Federal taxpayers by reducing
the NFIP unpaid debt to the Treasury. They pay it periodically, as
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they recently have. Since 1994, FEMA has been forced to borrow
over $2 billion from the U.S. Treasury to cover NFIP claims and
operating expenses.

I certainly know of no private insurance company that can long
stay in business if it disregards good actuarial practices. American
taxpayers are paying the cost for those individuals who choose to
live in higher flood risk areas and who fail to make the prudent
mitigation actions.

This bill will help to ensure the future solvency of the NFIP and
to reduce the need for NFIP to borrow from the Treasury. More-
over, the bill would also save substantial taxpayer money the cost
of Federal disaster relief assistance as many properties will be
bought out and removed from Federal disaster aid-prone areas.

In addition, the legislation explicitly provides that many types of
Federal disaster relief assistance will be not given to the owners
of repetitive loss properties if they refuse to accept mitigation as-
sistance.

Third, the legislation is based on the fact that NFIP gives sub-
sidized flood insurance to disaster-prone areas. The Federal Gov-
ernment is encouraging development in these areas. The question
needs to be asked whether rebuilding is merited in repetitive loss
high-risk areas. I certainly believe in many cases the answer is no.

Fourth, because of a predicted future change in weather pat-
terns, this legislation should be enacted. Dr. William Gray, a high-
ly respected Professor of Atmospheric Science at Colorado State
University, for example, one of many respected climatologists, pre-
dicts that over the next decades, the East and Gulf Coast States
will be subject to more frequent and forceful tropical storms, in-
cluding hurricanes.

Due to the number of repetitive loss properties on the coast, ad-
ditional hurricanes will result in huge numbers and amounts of ad-
ditional claims against the NFIP. It is imperative that the NFIP
is changed before the eye of yet another hurricane is upon us.

Lastly, the demographic reality is that millions of Americans are
living closer to the ocean, closer than ever before in numbers and
in percentage. According to the Census Bureau, within the next 10
years, 75 percent of the U.S. population will live within 100 miles
of the U.S. coastline. Due to this demographic factor, the time is
ripe to change the structure of the NFIP and the way it works.

In summary, this legislation is needed. It will stop treading
through waters of repetitive loss after repetitive loss. This legisla-
tion is the right thing to do at this time. I look forward to the hear-
ing and the hearing of the others of my colleagues and others who
will testify here today, and I pledge to try to work with you,
Madam Chairwoman, and the subcommittee of which I am Member
to craft legislation to address these problems.

Thank you.

[The prepared statement of Hon. Doug Bereuter can be found on
page 69 in the appendix.]

Chairwoman ROUKEMA. I thank you, Mr. Bereuter.

I do want to acknowledge the fact that the Chairman of the full
Committee, Mr. Oxley, has arrived. Do you just have an opening
minute or so statement, Mr. Oxley?

Mr. OXLEY. That’s correct, Madam Chairwoman.
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Chairwoman ROUKEMA. Pardon me?

Mr. OXLEY. That is correct.

Chairwoman ROUKEMA. Thank you. Go ahead.

Mr. OXLEY.. It’s good to be here, and thank you for your leader-
ship on this issue. And let me commend my colleagues for their in-
terest in this very important issue. And I'm sorry that the Emer-
gency Management Director from Ohio called, but ironically, he
couldn’t be here, because he’s with the governor looking at the flood
damage in Hamilton County along the Ohio River. So this is indeed
timely in that respect.

For sheer inventiveness, I have to congratulate the authors of
H.R. 1428. “The Two Flood Insurance and Youre Out of the Tax-
payers’ Pocket Act of 2001.” I've been around here 20 years next
week, and that will be one of the most inventive titles for a piece
legislation. So, Mr. Bereuter and Mr. Blumenauer, you are to be
congratulated on that as well.

This subcommittee will take a serious look at both pieces of legis-
lation and the overall effect this has not only on the taxpayers, as
Congressman Bereuter pointed out, but also the effect it has on
people and their lives. This is something that I've had an interest
in for a number of years. We’ve had some flooding in my district
for a number of years, and the farther south you get, the worse it
gets in Ohio and certainly Northern Kentucky.

So my hat’s off to the Chairwoman for her leadership and also
to my colleagues for what I think will be an excellent hearing and
an opportunity to explore some of these issues that we’ve grappled
with in the past. And I think if you look at the graph that Con-
gressman Bereuter passed out, it gives a pretty stark appraisal of
where we have been the last few years resulting in appropriations
and the need for FEMA to borrow substantial amounts of money.

So with that, Madam Chairwoman, I would ask unanimous con-
sent to make my full statement part of the record. Thank you.

Chairwoman ROUKEMA. Thank you. Yes, unanimous consent is
there for all Members of the subcommittee.

And with that, we will now recognize Congressman Richard
Baker from Louisiana, also an active Member of this subcommittee.

STATEMENT OF THE HON. RICHARD H. BAKER, A MEMBER OF
CONGRESS FROM THE STATE OF LOUISIANA

Mr. BAKER. Thank you, Madam Chairwoman and Members of
the subcommittee. Madam Chairwoman, I have some additional
addendums I would like to include with my written testimony for
inclusion in the record.

Chairwoman ROUKEMA. Without exception, so moved.

Mr. BAKER. Thank you, Madam Chairwoman. Often, and far too
often, the refrain is heard in Louisiana, we’re a State that’s either
underwater or under indictment.

[Laughter.]

Mr. BAKER. And I appear here today, Madam Chairwoman, as an
expert on any subject the subcommittee wishes to pursue.

First I'd like to tell you that I have never met anyone in my
State who likes to flood. Now I'm sure there are some who profit
from repetitive loss activities, and that’s regrettable. But most folks
I visit with during the floodwater’s encroachment are very pained
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and angered by their circumstance. They don’t care if it’s local
water, State water or Federal water, all they know is they've got
water in the bedroom, and they’re not happy.

Second, floods are dynamic events. They're like animals. They
change from day to day. Depending on wind, tide and moon, we
have varying circumstances resulting from the same amount of
rainfall, also where the water comes down to a large extent deter-
mines where the damage occurs. A property which is not flooded
today has no assurance it won’t flood in the future as new develop-
ments continue, as local governments fail to maintain appropriate
drainage standards, circumstances are often very unpredictable.

Third, significant efforts are being made in some jurisdictions to
mitigate losses and to make changes. For example, the Congress
and the State together have appropriated funds necessary to con-
struct a $150 million drainage canal in my district, the most impor-
tant aspect of which is local folks who are very tax averse voted
a property tax on themselves to provide the local share of construc-
tion cost. We're making effort.

So, what’s the problem? When you begin to look at the nature of
the repetitive loss properties, FEMA knows who they are. To a
large extent, I know who they are in Louisiana. We know where
they are. We know what the claims amount to, and we could buy
them out. I suggest we could take that line of credit we now have
for FEMA, extend it to identifiable repetitive loss properties, buy
them off and get them off the list.

As you will note, over the line of the program, it is a line of cred-
it. No other natural disaster is treated similarly. The premiums, in
fact, pay off the debt. Today if you look at the status of the fund,
there is a surplus of money in the fund. Now we have a contingent
liability we’ve all identified known as Tropical Storm Allison, which
will easily eat through that collective body of money. But over the
near term, the premium flow will greatly diminish the losses in-
curred. So it’'s a line of credit extended by some States to other
States, which is then paid off by those who benefit from the pro-
gram.

I reference, in fact, year-end results, the chart which has been
included in the record, which shows since 1994 when a structural
change was made where no more Congressional appropriations are
utilized to pay off flood loss mitigation and where premium dollars
pay off the borrowed funds, and today we have a small fund bal-
ance.

Second, there are a number of ways to solve the problem of re-
petitive loss properties and those who engage in abusive practices.
One, as my friend from Nebraska has suggested, is to cut people
off who flood repetitively. The problem with that can be best exem-
plified by a member of my own staff, a young lady recently married
with children decided to buy their first home. I can tell you, they
went through extraordinary due diligence. They did everything one
could reasonably expect to be done in order to determine if the
property they were acquiring was subject to flooding.

Two months after occupying the house, it was the only house, but
the house that flooded in a very recent storm. They moved out.
Damages were paid. The house was renovated. Two weeks after
moving back in, Tropical Storm Allison came through and they
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were again the only house to flood within the subdivision. Were
they in bad faith? They did not exercise good judgment? They cer-
tainly bought flood insurance. They paid the premium. Should we
now tell this young family whose value of the house has fallen
below the mortgage they owe that we are going to be out of the pro-
gram and have to sustain repetitive loss, can’t sell the property for
now what they owe on it? I don’t think that’s fair, and I don’t think
that’s what most Members of this subcommittee would like to see
happen to their constituents.

There is another remedy. And let’s look at the premium flow.
Where does the money come from to now pay off the losses we
incur? It comes from people paying the premium. Let’s talk to
FEMA. What’s the percentage in your State of people subject to
high-risk flooding hazard that actually paid premium to the pro-
gram? My State is one of the best in the country.

For example, not to pick on my colleague from Texas, but just
by way of example—we share the same view on this matter—when
you look at the relative size and relative value of property in Texas
as contrasted with Louisiana and then look at the premium dollars
currently in effect, in Louisiana we have $140,398,000 worth of

remium in effect. Texas, by contrast, has $127,620,000. We have
520 million more premium being paid by our State than those in
the State of Texas, which has a similar concern about the proposal.

What we should do is condition I think participation levels by a
State with identifiable flood problems to a certain level so that we
have more premium flow. My concern, however, is when we get to
the 50 percent level that Louisiana now enjoys, for example, we
will have significant funds in the pot, which then may be subject
to interest by others for other purposes.

This is a problem which can be fixed. I simply call on the sub-
committee to exercise great caution, not to move quickly. The value
of this program to the people who suffer the ravages of flooding is
immeasurable. And the losses to unreasonable or arbitrary con-
straints and denying people access to this help I think would be re-
grettable.

Madam Chairwoman, I appreciate your courtesy and this oppor-
tunity to participate.

[The prepared statement of Hon. Richard H. Baker can be found
on page 50 in the appendix.]

Chairwoman ROUKEMA. I thank you, Mr. Baker.

Congressman Bentsen from Texas. Already been referenced.
Would you like to explain your legislation?

STATEMENT OF HON. KEN BENTSEN, A MEMBER OF
CONGRESS FROM THE STATE OF TEXAS

Mr. BENTSEN. Thank you, Madam Chairwoman. And I appreciate
the subcommittee holding this hearing. As with Mr. Bereuter and
Mr. Blumenauer, I also reintroduced the bill that I had introduced
in the last Congress to reform the National Flood Insurance Pro-
gram as it relates to repetitive loss properties. And I am hopeful
that the subcommittee will be able to come up with a bill this year.

We in the last Congress tried to work to resolve the differences
between our bill. We got close. We didn’t quite get there. And I
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hope that we can and take into account the information that Mr.
Baker brought as well.

Since the last time I testified on this bill, my district and the dis-
tricts around my district have suffered a storm of severe propor-
tions that is estimated to be somewhere about a 500-year event, a
storm that has flooded, I believe at last count, around 70,000
homes. There have been about 90,000 claims made to FEMA.
FEMA estimates that their obligation at this point is about $2.4
billion, and the property assessors assume that the total damage
is close to $5 billion.

Included in that are a large number of people who are in the
Flood Insurance Program, and it’s estimated that overall, the num-
ber of claims that will be made to the NFIP as a result of Tropical
Storm Allison will be about 25,000 when it’s all said and done.
That being the case, it puts me a little bit awkward situation to
talk about reforming the NFIP program when I have so many con-
stituents who have just been affected by this terrible tropical
storm. But in fact, I think that that is something that we ought
to do, and I think those of us who represent constituents who par-
ticipate in the program should be at the forefront of trying to pro-
tect this program.

Because I do not believe that the NFIP program for the vast ma-
jority of American homeowners who use it is a boondoggle. The
vast majority, in fact, all of my constituents who use the NFIP pro-
gram, and 1t’s 30,000 or more, don’t live in fancy beach houses
along the Gulf Coast, they live in suburban neighborhoods along
watershed, some that are undergoing flood control projects, some
that are projects that have been authorized for 40 years, but Con-
gress hasn’t funded.

Some of the worst abusers of the repetitive loss program are, in
fact, in my district, and I think we ought to work to buy those out.
But I also have a number of constituents who went through flood-
ing in 1994 and went through flooding in 1978 and 1976 and were
told that they might be bought out. But as it turned out, there
wasn’t enough money for the buyout. So all we could do was repair
their homes and let them get flooded again. I talked to a woman
the Sunday after the flood who was flooded seven times. Actually,
she flooded eight times, because she flooded twice during this last
storm. But she holds on. She’s a cancer survivor, and she raised
eight kids in that house, and she said she’s prepared to go back if
we're not going to be there to buy her out.

I have a constituent of mine, Mayor Wayne Riddle of Deer Park,
who is an insurance man who was about to give up his flood insur-
ance, but chose to keep it because he wanted to practice what he
preached, and he was glad he had it, because he hadn’t flooded in
20 years.

Madam Chairwoman, the difference between the bills are this.
Both of us believe that we should put money in for mitigation and
put money in for buyouts. And Congress has been deficient in the
past of giving FEMA the funds they need to do it. Both of us be-
lieve that the most repetitive properties ought to be bought out.
But where we have a disagreement is how you define a repetitive
loss property. In my bill, I think that we should tie that definition
to the value of the house.
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I don’t think that we should define it to the number of times that
you are flooded, because as I read Mr. Bereuter and Mr.
Blumenauer’s bill, you could be flooded twice in a period 20 years
or 30 years and file two claims totaling as little as a couple of thou-
sand dollars and FEMA could decide that they want to buy you
out. I think that’s too broad of a targeting.

I think that we should focus on the worst abusers of the system,
not the American people who have paid in thousands of dollars of
premium to this program only to be caught up in trying to clear
the watershed.

The other thing I would tell you is this. The statistics show that
96 percent of the repetitive loss properties are what are called pre-
FIRM properties. These are before FEMA went in and began map-
ping the floodplain. So a lot of people are in the floodplain that
didn’t realize they were getting into it in the first place that are
being caught up in the repetitive loss property.

And we also know that the floodplain moves. FEMA went
through a remapping of some of the major watersheds in the Great-
er Houston area last year and the previous couple of years. I had
9,000 constituents who prior to that time were not in the floodplain
who are now in the floodplain and are now subject in many cases
to having to get flood insurance.

So I think we have to be careful who we think the culprits are
here. And I don’t think it’s the majority of the people who are in
the program, and I think we also have to be careful about what we
do to this program that will affect the property value of these
homeowners going forward. It is a program that we need to fix. I
think we can get there and fix it, but we need to keep into consid-
eration the homeowner’s property rights, who the culprits are in
this. And I would hope that we would keep in mind that the NFIP
program is a good program, because the private market does not
write this insurance. And when you flood, you have nowhere else
to turn.

I appreciate the gentlelady for having these hearings.

[The prepared statement of Hon. Ken Bentsen can be found on
page 65 in the appendix.]

Chairwoman ROUKEMA. All right. Thank you, Congressman
Bentsen.

Now we welcome Congressman Blumenauer to the panel.

STATEMENT OF HON. EARL BLUMENAUER, A MEMBER OF
CONGRESS FROM THE STATE OF OREGON

Mr. BLUMENAUER. Thank you, Madam Chairwoman. I was heart-
ened by Chairman Oxley’s comments, and I deeply appreciate your
leadership in allowing this hearing to move forward.

As was referenced, I have been working for the last couple of
years with Congressman Bereuter on this legislation. My goal in
Congress is for the Federal Government to be a better partner, pro-
moting the livability of our communities. And it’s hard to imagine
a simple, direct step that can have more impact on more people,
and on improving the environment and quality of life, than moving
forward with meaningful reform of the Flood Insurance Program.
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I won’t repeat the details. My colleague, Mr. Bereuter laid them
out more clearly than I. I have a statement that I have submitted
for your record.

I would make a couple of points if I may. One is that this legisla-
tion is not designed to force anybody to do anything. FEMA has
had excellent leadership with Mr. Witt previously and Mr.
Allbaugh, who I think has been an excellent appointment by this
Administration. FEMA is doing a good job, but they need more
tools to help move people out of harm’s way.

I think we do people no benefit by enabling repetitive flood loss,
having people in harm’s way. And I think the thrust of the legisla-
tion is not a situation where we’re going to move people who had
de minimis losses. You will hear from people at FEMA that this is
not the intent. But the broader definition is important to be able
to move forward when you have a number of properties and you
need to be able to have funds available.

FEMA wants to concentrate on the areas with the greatest im-
pact. We have used as a poster child one property in Houston that
in less than 20 years has had over $800,000 worth of repetitive
flood loss for a home that is valued at less than $115,000. I haven’t
seen the results since the last flood, but it’s very likely that that
total has been boosted.

But it’s not just a case of the loss of money, although the Bush
Administration has estimated that they could gain $10 million in
budget savings and are supporting something similar in this area.

There is another important advantage, and that is improving the
environment. If we encourage people to live in areas that are re-
peatedly flooded, it is harder to move forward with mitigation that
FEMA has done with spectacular success moving people out of
harm’s way and site hardening their locations.

This legislation would simply require that people pay full freight
or they accept funding to move or to harden the site. And if we do
that, it’s going to make flooding over the long haul less damaging,
because we will have people moved out of harm’s way. We’ll be able
to allow that land to be used as nature had intended, to be able
to absorb flood damage. So rather than contributing to stormwater
runoff in the future, it will actually make future flood losses less,
reducing the demands on the program.

And last, but not least, I want to talk about the human impact,
because I agree with, although I haven’t had a devastating situa-
tion in my State as Congressman Bentsen has experienced, that we
do people no favors to subsidize their continuing to be in harm’s
way. In the last session of Congress I think all our hearts were
touched by the people in North Carolina and the devastation there.

Americans are instinctively I think heroic. They look out for their
neighbors. And it isn’t just a case of somebody deciding to live in
a home where they've raised their kids. We saw in North Carolina
where people died trying to save their neighbors, or in Houston just
last month, there was a man electrocuted by his television, and his
mother moved forward to try and help him and lost her life. If we
have a Federal program that is not an efficient use of tax dollars,
that’s subsidizing people living in harm’s way, that is encouraging
more flooding over time and is encouraging people to put not only
their own life at risk, but that of others, I think it’s time for us
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to take a hard look, step back, approve reasonable reforms that
have been supported by this Administration, by prior Administra-
tions, and most importantly I think, be able to give the tools to the
dedicated men and women who are trying to solve a problem.

I deeply appreciate your courtesy in allowing this hearing. And
I think that with the help of this subcommittee, we can make
whatever fine-tuning is necessary as far as definitions are con-
cerned. But we can make sure that we make this program work
better over time, improve the environment, save money, and save
lives.

Thank you very much.

[The prepared statement of Hon. Earl Blumenauer can be found
on page 73 in the appendix.]

Chairwoman ROUKEMA. I thank you, Congressman Blumenauer.
I will make the point and I suppose we have some questions for
our panelists before we get on to our next panel. But I would sim-
ply say that at this point, as you probably know, I am a strong sup-
porter and co-sponsor of Mr. Bereuter’s bill. I've heard and I asso-
ciate myself with his comments regarding the Federal handout
with respect to cross-subsidies.

But I have heard your other comments. I don’t know that I've
heard anything that can help us reach an accommodation to bal-
ance out these cross purposes here or the individual needs of States
like Louisiana and Texas. But as opposed to constituents who are
cross-subsidizing and paying much higher premiums. But we’ll go
into those questions with our later panelists and certainly work
with all four of you to see if we can come to an accommodation on
this or some sort of a compromise. And with that, I'll call on Mrs.
Kelly if she has questions. Yes?

Mrs. KELLY. Thank you, Madam Chairwoman. I've looked at both
your bills. My area has experienced tremendous storm damage a
couple of times, and the latest was Hurricane Floyd where we had
severe losses.

I am interested, Mr. Bentsen, in your definition. I have some con-
cern about where your definition defines three or more losses with
cumulative damages equal to 125 percent of the market value of
the structure. I'd like a little more explanation of that. Because
after you've been flooded out a couple of times, there’s not a whole
lot of market value for your home.

What I'm really kind of finding out is this a kind of a sleight of
hand here so the Government’s not going to pay these people? Or
is that the original mortgage on the house? How are you going to
define what the market value of the structure is?

Mr. BENTSEN. Mrs. Kelly, that’s a good question. The way that
that’s determined, and we crafted this in working with FEMA and
working with other State emergency people, buyouts occur already
under the program. It’s a voluntary system. The way they deter-
mine market value is they look at pre-event market value of the
property. That’s how they determine market value. In Houston
right now they’re looking to buy out 2,000 homes if they have the
money. But that’s how you determine it.

It’s an established mechanism with which you do it.
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Mrs. KELLY. Excuse me, but I want to follow up on that just a
minute. Pre-which event? The first event, the second event, or the
third event?

Mr. BENTSEN. They would look at the claims that were filed and
paid and compare that with the market value of the house after the
third event.

Mrs. KELLY. After the first event?

Mr. BENTSEN. After the third event.

Mrs. KELLY. After the third event?

Mr. BENTSEN. Yes.

Mrs. KELLY. So they would look at the claims and compare on
a lowered market value, if I understand you correctly?

Mr. BENTSEN. The market value depends on many factors, as you
know, but market values fluctuate in every part of the Nation. So
they would just look at—I mean, market value, basically you go
and look at what the appraisal district or whoever the entity is. In
our case it’'s an appraisal district, determines what your property
value is for property tax purposes.

Mrs. KELLY. I don’t want to belabor this, but on the other hand,
it seems to me you pointed out exactly what I was trying to drive
at, is market values do fluctuate. You could have a home for
$150,000. It gets flooded once. It’'s now worth a lot less than
$150,000. The second time it gets flooded, everybody in the neigh-
borhood, everybody in that community, everybody in that town
knows that house got flooded.

Just take the example that Mr. Baker brought up. That one indi-
vidual house. That couple now lives in a house that does not have
any market value compared to what they owe on the original mort-
gage.

You’re talking about a third flood, and they only get 125 percent
of what their market value would be after that third flood. I submit
to you that that’s not going to be enough to help this poor couple.

Mr. BENTSEN. Well, Mrs. Kelly, two points I would make. I don’t
necessarily agree that market values continue to decline as a result
of flooding events. It may be in some cases true and not in others.
But second of all, the buyouts are already determined,that are con-
ducted by FEMA through the States, are already determined on
what the prior event market value is, regardless of whether we
pass a bill or not. That’s just the way they run the program.

And the third point I would make is this. For those who might
feel that having three events within a 5-year period—and I'm very
flexible in the definition. I just think it should be tied to the mar-
ket value and not just any de minimis value. If it’s a decline in
value, it would make it more likely that you would breach the
threshold under that scenario than the reverse, which would be
property values continue to rise as they rise in the entire geo-
graphic area.

Mrs. KELLY. Mr. Baker, do you want to follow up on that for a
minute?

Mr. BAKER. I just want to emphasize the point that there are two
cures possible. One, as Mr. Bentsen and Mr. Bereuter and
Blumenauer have pointed out, is on the payment end and the re-
petitive loss end. I hope the subcommittee will examine the front
end. In private life, if you don’t have car insurance and you’re in
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a wreck, you not only lose the value of your car, you may go to jail
in some States.

If you don’t have flood insurance, you can have two events at
least, maybe more depending on FEMA’s judgment, you still get
coverage. If you look at the percentage of people who have exposure
to flood events who do not have insurance and force those individ-
uals into the pool to pay the premium in advance, you will have
more than adequate resources to pay off losses.

By virtue of explanation, New York has $55 million worth of pre-
mium in force as contrasted with Louisiana at $140 million. No
other insurance program I know of says we will pay your damages.
And by the way, you could start paying premium in 2 years. If you
don’t pay the premium, you don’t get coverage. Now that’s a very
stringent requirement, but that’s how life works in all other cases.
No other natural disaster is treated the way the Flood Insurance
Program is paid. A line of credit, which is repaid with premium.
You have more premium, we don’t have to worry about it, and we
will have the cash that FEMA needs to buy out repetitive loss
properties. Baton Rouge has 279. FEMA has money to buy 50.

Give us the money. We’'ll get rid of those properties. We protect
the environment. We get those people out of harm’s way at true
market value, not subsequent to the loss. I thank you.

Mr. BEREUTER. Mrs. Kelly, may I respond?

Chairwoman ROUKEMA. I'm going to let Mr. Bereuter respond,
but Iddo want you to know that we’ve gone well over the 5-minute
period.

Mr. BEREUTER. Mrs. Kelly, Members of the subcommittee, the
market loss criteria creates all kind of difficulties. You pointed out
one. The legislation that we have, on the other hand, continues to
permit the property owner, that is a repetitive loss property owner,
to buy insurance, to pay the premiums. And they don’t even have
to go to actuarial rates after the second flood if the other condition
isn’t met. We don’t force anybody out of their homes. We're simply
saying, if FEMA comes along, offers a buyout, an elevation or other
kind of mitigation and the property owner refuses, then, in fact,
and only then do they begin to pay actuarial rates.

Mr. Bentsen has $100 million authorization for appropriation for
this mitigation fund. They need more money, obviously. We have
$120 million, by $70 million transferred into $50 million. But I
think that the market value criteria actually is tougher in some
cases on the property owner than ours which requires two condi-
tions to be met.

Chairwoman ROUKEMA. Thank you all very much.

Next we have Congresswoman Carson.

Ms. CARSON. Thank you very much, Madam Chairwoman. You
have probably answered this question three different ways, and I
still don’t get it. An analogy would be when the highway program
first originated, they would give homeowners replacement value.
And when they tried to get moved, they would find that inflation
had, in fact, spiraled and had not met the actual cost of their
places of abode. In Princeville, those homes were absolutely worth-
less to everybody but the people that owned them. They had his-
toric value, significance and that. And when you put a price tag on
replacement value, the people in Princeville are out to lunch. I



14

mean, they don’t get anything, because according to the appraisers,
the property was worth nothing. But it was worth something. But
in terms of the dollar application to the property, it was nothing.

How then do these measures undergird those kind of cir-
cumstances to ensure that the homeowners are not abandoned if
you will, because their properties, according to appraisers, were
worthless? You know what I'm saying? I don’t care who answers,
Madam Chairwoman.

Mr. BEREUTER. May I respond first briefly, and that is

Chairwoman ROUKEMA. And we’ll be very mindful of the fact
that we have only 3 minutes left.

Mr. Bereuter.

Mr. BEREUTER. First of all, of course, the value of the property
in a buyout by private sector, whoever, will never be enough to sat-
isfy the owner, because they’re looking at their original investment
in most cases. But in most cases, when there is a buyout, FEMA
is the most generous purchaser of that property, because it’s been
subject to flood. So their best option usually is a FEMA buyout.

Mr. BENTSEN. If I can just add very quickly, we’re not talking
about what the buyout price is. There is existing law that covers
that and property values. What our difference is is when do you
give FEMA the authority to raise the premiums? Both of us have
a condition that if you don’t accept a buyout or mitigation, then
they can raise your premiums. We have different standards of
when they can do that based upon what you define as a repetitive
loss property. And in my case, I use based upon the claims paid
out against the value of the property. They use the number of
claims that are paid out.

Mr. BAKER. Mrs. Carson, if I might jump in real quickly, I would
refer you to the Corps of Engineers Acquisition and Replacement
Methodology when you’re building a construction project. The
Corps goes in and not only provides you with actual replacement
value, they help you with packing costs, moving costs, if there’s
special considerations. There’s a gentleman who is handicapped
who has a home built entirely around his particular need. Those
assets have no value to anybody else but him. But the Corps, be-
cause of the construction project, is going to rebuild a replica of his
house.

Now there would be no way on an appraisal basis for him to be
made whole. This is a separate methodology than what is in the
National Flood Insurance Program. And I recommend to you the
Corps’ process is very fair and equitable as compared to what is
being proposed.

Ms. CARSON. So you gentlemen are dealing strictly with the flood
insurance and the premiums?

Chairwoman ROUKEMA. Yes. All right. Thank you. Mr. Grucci, do
you have a question? No question? Mr. Quinn? I'm sorry. I didn’t
mean Mr. Quinn. I meant Mr. Miller.

Mr. MiLLER. Thank you, Madam Chairwoman. One of you men-
tioned a 500-year flood. Where was that at?

Mr. BEREUTER. Houston.

Mr. MILLER. Houston? I know most communities if they have a
100-year preparation they’re happy, and if they have 200 years,
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they take a lapel and fluff it, because they're kings. I can’t imagine
what in the world you could do to prevent a 500-year flood.

Mr. BAKER. Move.

Mr. MILLER. I mean, that is an incredible flood.

Now FEMA is talking about requesting $1 billion for new map-
ping basically is what they—and the Administration has got $17
million proposed or something. I don’t know what city they’re going
to map for §17 million, but obviously, we’re short.

One of you had mentioned that we should acquire the property
based on property values rather than the amount of losses that a
property has incurred. And one of you said that the National Flood
Insurance Program—NFIP—is not a productive use of dollars, and
I kind of agree in some form. I have a question that relates the fol-
lowing scenario: Someone owns a home, and because of climatic
changes or whatever, topographic changes that might have oc-
curred, ends up in a flood hazard area that they have to buy insur-
ance through the NFIP. It was something they could not have
known about going into it, but they buy flood insurance from NFIP
that will cover it, because nobody in the private sector is going to
write them a policy knowing that they’re most likely going to lose
money in writing them a policy.

My question is, how do we deal with the individuals who go into
an area that is prone to risks like this and still buy the house, and
we sell them a policy? Is there anything being done about that?

Mr. BAKER. Let me jump in because, again, it’s repetitive.

Mr. MILLER. And this is the question.

Mr. BAKER. There are people who get benefits today who do not
pay premium. That doesn’t happen anywhere else. If you require
the person to pay a premium to get a benefit, much of this goes
away.

Second, the chart shows that although there are years where you
run an excess draw on our line of credit, the line of credit is repaid
entillzely with premiums. Since 1994, that’s the way this program
works.

Mr. MILLER. You're saying if you don’t pay the premiums, you
don’t get the benefit?

Mr. BAKER. That’s the way life works everywhere else.

Mr. MILLER. I like that.

Mr. BAKER. Well, my answer is on the front end of the problem,
not the back end. Rather than identify—now, we should get the re-
petitive abusers out.

Mr. MILLER. Yes.

Mr. BAKER. Once that’s gone, which is a relatively small pool—
that’s roughly $200 million a year of repetitive annual losses—take
them out of the program, require people to pay a premium, and let
a good program work. Don’t pay people a benefit if they’re not par-
ticipating voluntarily and paying a premium.

Mr. MILLER. I can’t agree with you more. In my home area, we
don’t have flooding as a rule. I mean, occasionally, some minor
thing happens that usually the Government has not provided flood
control channels to accommodate it because of growth in areas. But
currently, are we selling insurance premiums to people who are
buying in an area that is prone to floods already?

Mr. BENTSEN. Yes.
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Mr. BEREUTER. Yes.

Mr. MILLER. Does your bill address that?

Chairwoman ROUKEMA. Excuse me. Excuse me, Mr. Bereuter, 1
didn’t hear what you said. You said yes, but in response to what?

Mr. BEREUTER. Yes. Several of us said yes.

Chairwoman ROUKEMA. In response to what? Yes, what?

Mr. BEREUTER. That, in fact, they are buying flood insurance. It’s
available to them.

Mr. MILLER. We have areas that we know are likely to flood. We
know that we'’re likely to be put in the position to have to buy that
home back if we have a fault, and we’re selling policies in those
high-risk areas today, putting ourself in the situation?

Mr. BENTSEN. If I might answer, Mr. Miller, I'm from Houston,
Texas. It’'s the fourth largest city in the United States. It’s the
third largest county in the United States. In my district alone,
there are about 30,000 people who are within the floodplain. And
we sell insurance to them.

The law says that if you have a mortgage through a federally in-
sured institution you have to have flood insurance, or if you've ever
received any assistance or have an outstanding SBA loan through
disaster assistance. But the point is, if we were to stop selling in-
surance to people in what are called pre-FIRM, the homes that
were built before the floodplains were mapped—and the floodplains
change because of upstream development and other things like
that—you would have to go through, say, Southwest Houston and
wipe out entire neighborhoods. I don’t think the Federal Govern-
ment is prepared to underwrite the cost of doing that.

Mr. MILLER. Are we still building new homes in these floodplain
areas and then selling those insurance policies to those people in
those areas?

Mr. BENTSEN. Youre not allowed to—FEMA has agreements
with—and they’ll talk to this point. But they have agreements. In
fact, we're going through this in Houston right now, where when
cities and counties came into the Flood Insurance Program, they
had to agree on plotting land and elevation requirements and the
like, mitigation requirements, once they figured out where the
floodplains were.

Mr. BAKER. It’s extensive. You can drive through a city street,
see one house that’s 10 years old sitting on the ground, and you
can drive right next to it, a new construction, it’s five feet in the
air. Those are all results of the FEMA requirements.

Mr. MILLER. So the new homes are in compliance?

Mr. BAKER. Built above what they believe to be is a floodplain.

Mr. MILLER. I'm familiar with flood hazard areas, but I know in
your specific communities, it’s a real problem because it encom-
passes a huge area, and I'm not even implying that we should not
provide that insurance. Are we still allowing homes to be built that
are going to be in these risk areas that we're—the Federal Govern-
ment—are likely to suffer a loss, but we nonetheless provide the
homeowners’ NFIP policies?

Mr. BLUMENAUER. And if I may?

Chairwoman ROUKEMA. Yes, Mr. Blumenauer.

Mr. BLUMENAUER. You started by talking about an unimaginable
500-year event. You've seen in Northern California, since I've been
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in Congress, I think there have been three floods of the century in
a decade.

The impact of unplanned growth, paving wetlands, and global cli-
mate change suggests that what we have seen now is the tip of the
iceberg. And if we don’t get this program right, we’re going to find
that FEMA and this Congress is contending with paying for it in
disaster relief, more people in harm’s way, and it’s going to be more
serious over time. I mean, look what happened in West Virginia
two weeks ago. There’s something going on here, and if we don’t
give them the tools to start getting ahead of the program, it’s going
to eat us alive. And flood insurance actually would be just a small
part of the problem.

Mr. MILLER. Thank you, Madam Chairwoman.

Chairwoman ROUKEMA. All right. Thank you.

Mr. Israel.

Mr. ISRAEL. Thank you, Madam Chairwoman. I appreciate your
leadership and the leadership of our colleagues on this issue.

FEMA reports that New York State has experienced about 7,600
floods since 1978; 2,886 of those are repetitive loss properties. Last
Monday I stood in my district on something called the Ocean Park-
way, which was aptly named, because the parkway almost fell into
the ocean 10 years ago during severe flooding. It came within 15
feet. And a breach of the Barrier Islands in my district would cause
dramatic surges of flooding on Long Island’s mainland, threatening
thousands of homes, businesses, even a hospital.

I believe that the homeowners and businesses there have a rea-
sonable right to protect their investments, but that that protection
should be fair and should not be abusive. And I agree with Chair-
man Baker when he says that we have to act in a responsible and
fair manner to solve repetitive loss problems.

My question is to Congressman Blumenauer who is a champion
of sustainable living and sustainable growth in this House. Sepa-
rate and apart from H.R. 1428, are there sustainable growth strat-
egies that attempt to strike a reasonable balance between those
who are living in coastal areas and natural flooding conditions?
What should we be doing separate and apart from this legislation
in order to try and strike that balance?

Mr. BLUMENAUER. I would hope, Congressman Israel, that we
can use the attention that’s being focused on your work here and
the problems that have resulted to look at other areas where we're
investing in infrastructure, in water resources, working with the
Corps of Engineers to help encourage simple, common sense steps
like removing people who are on the water side of dikes and levies.
And Congress has not enabled the Corps to remove them, for in-
stance.

It would seem to me that we ought to have a broader view of this
as being a larger picture. And the men and women who are going
to be testifying after us have chapter and verse in terms of things
that they’re trying to do on the ground. We’re seeing tremendous
leadership on the State and local level where people are trying to
move ahead of it, and I would just hope that Congress in our fund-
ing programs, in terms of disaster relief, in terms of infrastructure
investment, and encouraging communities to plan on a regional
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basis, that we can be a full partner with them. Right now I feel
Congress is a little bit missing in action.

Mr. ISRAEL. Are there sufficient funding programs at the Federal
level to encourage partnerships with local governments and State
governments for voluntary acquisition programs and property
buyback programs?

Mr. BLUMENAUER. I think all of us agree we need to be putting
more money into that. It’s seriously underfunded.

Mr. BENTSEN. If I might, Mr. Israel, there are a couple of pro-
grams. One is Project Impact which the Administration chose not
to fund, and FEMA is relooking at how they’re doing that. It’s a
pre-disaster mitigation program both for flooding, earthquakes and
the like. And we've used that in my district. I got a grant for an
area in my district to buy out 20 homes in the area of Cresthaven
that had been flooded repetitively, and the people wanted to be
bought out.

And as I stated in my testimony, a lot of times what happens is
there are people who want to be bought out, but we don’t have
enough money. Because the way the law is written is 15 percent
of the total disaster assistance—there’s money appropriated equal
to 15 percent of the total disaster assistance for a federally de-
clared disaster area that can be used by FEMA and their State
partners for buyout in other mitigation.

In Harris County, as I said, theyre looking to buy out 2,000
homes out of this program, but theyre probably not going to be
able to get there, because they may not have enough money to do
it. So Congress really does need to step up to the plate where peo-
ple do want to be bought out. But the only difference between us
is we have to be careful in how much authority we give to FEMA
and the Federal Government in determining where they want to
buy out—the most repetitive, the worst abusers, or the houses that
have flooded the most versus whether we want to give the Federal
Government broad authority to clear the floodplain, and I think we
have to think very carefully about how we want to do that.

Mr. ISRAEL. Thank you.

Chairwoman ROUKEMA. All right. Thank you. I thank the panel.
Certainly as I said in my opening statement, there are a lot of com-
plexities to this subject, and you've outlined them very well, and
we shall see if we can come to an accommodation. This dialogue
has even added more questions in my own mind.

But we’ll work with you. And certainly we will—I'm sure that
you have raised a number of issues that the next panelists with
their experience in the field will be able to help give us some relief
and direction and counsel on. Thank you very much.

Will the second panel please come forward? All right. I would
like to welcome you here today and thank you for your participa-
tion. I would note for all here in attendance that we have a panel
of three members who will be speaking accompanied by assistants.
But the three who are speaking have considerable experience in
the field, and we’re very grateful for you being here to not speak
necessarily in abstractions, but attending to principles as well as
experience that you've had.

And with that, I will introduce you as you speak. The first one
will be Mr. Robert Shea, who is accompanied by an assistant, Mr.
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Howard Leikin. Mr. Shea is the Director of the Federal Emergency
Management Agency as of June of this year. Is that correct, Mr.
Shea?

Mr. SHEA. Actually, the Director is Joe Allbaugh, Madam Chair-
woman. I'm the Acting——

Chairwoman ROUKEMA. Oh, I’'m sorry. Deputy Administrator. I'm
sorry. I'm sorry. Deputy Administrator for Mitigation.

Mr. SHEA. That’s correct, Madam Chairwoman.

Chairwoman ROUKEMA. Federal Insurance Administration. But
the point is, of course, that you have not just come to this depart-
ment, but you've had nearly 25 years of emergency management
experience serving in various capacities in FEMA. And for that, we
are most grateful for you being here and giving us your advice and
counsel. And you are accompanied by your Deputy Administrator
who will not be speaking formally, but will be adding his supple-
mentary understanding when necessary. Mr. Shea.

STATEMENT OF ROBERT F. SHEA, JR., ACTING ADMINIS-
TRATOR, FEDERAL INSURANCE AND MITIGATION ADMINIS-
TRATION, FEMA

Mr. SHEA. Thank you very much, Madam Chairwoman. And
thank you, Members of the subcommittee. As Madam Chairwoman
said, my name is Bob Shea.

Chairwoman ROUKEMA. Excuse me. I think you’re going to have
to pull those microphones closer. I don’t quite know what the prob-
lem is with these microphones, but you have to speak directly into
them and very close up. Thank you.

Mr. SHEA. Thank you. I am the Acting Administrator of the Fed-
eral Insurance and Mitigation Administration. And as you indi-
cated, joining me today is Howard Leikin. Howard is the Deputy
Administrator for Insurance. I have been in my job for about 30
days, as you indicated, but I have extensive background in mitiga-
tion. Howard, however, is a wealth of information on Federal insur-
ance issues.

I appreciate the fact that you are willing to put our testimony
in the record, and I wonder if I might just make a few brief open-
ing comments, Madam Chairwoman.

Chairwoman ROUKEMA. Please. You have 4 minutes left. Thank
you. Of your time.

Mr. SHEA. Well, it won’t take me anywhere near that long. So
we’ll speed this along. I would really like to thank the sub-
committee, Chairwoman Roukema, and particularly Representa-
tives Bereuter, Blumenauer and Bentsen and now Representative
Baker for addressing an issue of importance not only to the health
of the National Flood Insurance Program, but to the many citizens
living in flood-prone areas.

Congress and the Executive Branch have built an enviable arse-
nal of tools to respond to disasters, both pre-disaster and post-dis-
aster. But one of the primary tools, the National Flood Insurance
Program, is seriously challenged by the subject of this hearing.
That is, repetitive loss or multiple loss properties. These properties
have a disproportionate impact on the National Flood Insurance
Fund. Thirty-eight percent of our losses are associated with just 15
percent of the insured properties that have had any loss at all, a
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very small percentage. Not to mention, of course, the impact on
human lives.

FEMA has done much to counteract the impact of these prop-
erties on people and Government. The implementation of a repet-
itive loss strategy, including the identification of the 10,000 most
egregious cases, and frankly, the enforcement in a pre-disaster set-
ting of National Flood Insurance building standards. These build-
ing standards alone save us as much as $1 billion annually.

We have also developed very effective tools in a post-disaster en-
vironment to acquire, elevate or relocate these properties. But we
do that really in partnership with State and local government.
They are an integral part of how we operate.

We know that these tools work, and we also know that they are
cost effective. But the job is immense, as has been indicated here
earlier this morning. We have paid out in excess of $900 million
in claims for these 10,000 properties, and frankly, while they con-
tinue to drain our resources, we can never achieve the vision that
we jointly hold of a self-supporting National Flood Insurance Pro-
gram that is the cornerstone of the Federal response to flooding.

Just as an anecdote, in Houston, as was indicated earlier, we are
moving ahead more forcefully and more aggressively than we ever
have. We have just announced a buyout of 200 properties in
Friendswood, Texas. Of those 200, 122 are in the repetitive loss
family. So we can make some progress. But I have to say that the
job is so overwhelming that really we can’t do it without your help.

So we are grateful for your time and your efforts and your sup-
port, and Howard and I stand ready to answer your questions.
Thank you, Madam Chairwoman.

[The prepared statement of Robert F. Shea can be found on page
75 in the appendix.]

Chairwoman ROUKEMA. I thank you.

And now second we have Mr. Czerwinski. Mr. Czerwinski is the
Director for Housing at the GAO, U.S. General Accounting Office.
And Mr. Czerwinski, I understand that you have been with the
GAO for approximately 21 years, and so you must be able to give
us some perspective over time as to how we've effectively been
dealing with the Flood Insurance Program. And I believe you've
had a direct connection with that program since 1999 and have
your experience.

But I would appreciate it if you would give us the benefit of that
experience and help us with your assistant, Mr. Bob Procaccini and
help us understand in context repetitive loss strategies. And maybe
you can help us with the reference to what the previous speaker
has said about building standards. I don’t know if that’s part of
your testimony or not. Mr. Czerwinski.

STATEMENT OF STANLEY J. CZERWINSKI, DIRECTOR, PHYS-
ICAL INFRASTRUCTURE ISSUES, U.S. GENERAL ACCOUNT-
ING OFFICE

Mr. CzeErRWINSKI. Thank you, Madam Chairwoman. I very much
appreciate the kind comments. And perhaps the toughest part of
our hearing today is going to be trying to pronounce Bob’s and my
names.

[Laughter.]
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Mr. CZERWINSKI. We had the opportunity to testify before this
subcommittee in the last session of Congress, so we would like to
commend you for revisiting what we consider to be a very impor-
tant issue. And you just heard Members Baker, Blumenauer, Bent-
sen and Bereuter, as well as FEMA talk about some proposals for
curbing repetitive losses.

We agree that repetitive losses are an important issue and we
back the principles behind those proposals. What I would like to do
first, though, is take a step back and provide a broader perspective
in the Flood Insurance Program. There are three issues I would
like to address today. First is the soundness of the fund. Second
is repetitive losses, specifically some of the proposals we heard
about, and third is some of the implementation issues, such as
building standards, that these proposals raise.

The Flood Insurance Program is not actuarially sound, and this
is by design. As the chart on your left shows, this program has suf-
fered losses of up to $600 million in a given year. This is primarily
because, as Mr. Bentsen mentioned, there had been a large number
of properties that were grandfathered into the program, and many
of these properties are substandard. These properties, which are
substandard, represent about 30 percent of the portfolio, and as
such, there is an $800 million subsidy that goes to them. These
grandfathered properties pay about twice the normal premium, but
that premium 1is still only about one-third of what is actually need-
ed to cover the costs.

The question is if we were to raise the premiums, could those
owners pay the higher premium? Would they pay, and what will
we do if they don’t? These questions also apply to repetitive losses.
Repetitive losses comprise about 1 to 2 percent of the portfolio, yet
they represent about 38 percent of the claims—a $200 million an-
nual loss to the Federal Insurance Program. So you can see why
we agree with the proposals. And targeting repetitive loss is essen-
tial for the subcommittee to consider.

The proposals we talked about today essentially have two parts.
I consider them to be a carrot and a stick. The carrot is mitigation.
And mitigation, simply put, is getting the properties out of harm’s
way. You may either want to move the property off the floodplain
or elevate it above the flood level.

The stick is, if properties are not mitigated, then you raise the
premiums so that they cover the costs. But what if the people with
higher premiums can’t or won’t pay? Do we have the will, do we
have the discipline, is it appropriate for us to deny any types of as-
sistance? This raises several implementation issues.

Mitigation is neither simple nor cheap nor quick. At the funding
levels for the proposals we've heard today it would take about 25
to 50 years to mitigate all repetitive loss properties. As such, that
places a premium on having the worst properties mitigated first.
This makes it very important that we have the information needed
to do so. Essentially, you want to identify the worst properties. You
also want to determine who is in them. Because who is in them af-
fects their ability to pay.

FEMA is taking the first steps toward gathering this informa-
tion, but there’s still a long way to go. So if the carrot fails, what
about the stick. Typically, repetitive loss properties belong to the
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poorest homeowners. So it is a legitimate question as to whether
they can pay the higher premiums or not. If they don’t, can we
deny them disaster assistance, and will we do that?

The 1994 Act gives us an indication. That Act contains a provi-
sion that would deny disaster assistance to those who did not get
required flood insurance. We’ve had a number of floods since 1994.
There have been a large number, as we know, of homeowners who
haven’t had the required insurance, yet I don’t know of any exam-
ples of us denying assistance to them.

What this points out is that flood insurance is not separate from
the rest of the disaster assistance framework. It also means that
repetitive losses by themselves cannot correct all the flood insur-
ance challenges. But repetitive losses is certainly a good place to
start. Taken together with repetitive losses, if we address such
structural problems as those properties that were grandfathered in
at subsidized rates, we will go a long way toward reducing the
problems faced on a financial level by the Flood Insurance Pro-
gram. It will also help us make disaster costs more manageable.

That concludes my statement, Madam Chairwoman. I would be
glad to respond to any questions that you or the subcommittee
Members may have.

[The prepared statement of Stanley J. Czerwinski can be found
on page 89 in the appendix.]

Chairwoman ROUKEMA. Thank you. Thank you very much.

And now we have our final panelist is Rebecca Quinn. Ms. Quinn
is President of R.C. Quinn Consulting Incorporated, which is a spe-
cialized program that deals with floodplain management and miti-
gation. I guess she has been a volunteer for many years and has
put her volunteer experience into dealing specifically with flood-
plain management and has had extensive experience in Maryland,
as I understand it.

Thank you very much. And Ms. Quinn, we’re ready to hear you.

STATEMENT OF REBECCA QUINN, LEGISLATIVE OFFICER,
ASSOCIATION OF STATE FLOODPLAIN MANAGERS, INC.

Ms. QUINN. Thank you, Madam Chairwoman. I certainly have a
challenge to rise to since my colleagues here all finished under 5
minutes.

As you indicated, I am the volunteer legislative officer for the As-
sociation of State Floodplain Managers. Including our 14 chapters,
we represent over 4,500 State and local officials and other profes-
sionals engaged in all aspects of floodplain management and haz-
ard mitigation.

I'll just jump right into it. We believe that there are some funda-
mental premises that any strategy to deal with repetitive losses
should address. The details are in our written statement. I'll touch
on six elements quickly.

As other witnesses have indicated, a strategy must be considered
cost containment for the NFIP. This is not an entitlement program,
it’s not an enrichment program, it is a cost containment for the cur-
rent policyholders and all future policyholders.

A program to mitigate less than 1 percent of the insured prop-
erties could save millions of policyholders hundreds of millions of
dollars each year if the rates don’t have to increase to continue to
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cover repetitive losses. Plus, more people will actually choose to
buy flood insurance if the cost of insurance becomes more in line
with their perception of risk.

The repetitive loss strategy should address cost-effective projects
that are in the best interests of the NFIP. These are not arbitrary
terms. They are defined. FEMA has some rather extraordinary
tests one has to go through to determine whether a project is cost
beneficial.

We also think it’s important to realize that not all repetitive loss
properties will fall into the group targeted for mitigation, especially
those that get low-level, low dollar value damage. In those cases,
we believe the best protection is continued purchase of flood insur-
ance. It provides financial protection, although not property protec-
tion.

People who buy flood insurance don’t usually qualify for various
forms of Federal disaster assistance, including subsidized loans,
nor do they usually claim the casualty loss deduction on their Fed-
eral income taxes. Because the repetitive loss strategy will ulti-
mately save tax dollars, we believe it is appropriate to be supported
by new general funds.

A strategy must encourage local planning for comprehensive,
community-based solutions. Mandating only acquisition or projects
that only deal with repetitive losses is too narrow.

We support focusing on projects that primarily address repetitive
losses, but let’s not cut the community out of the planning cycle.
When you increase funding for projects, we urge a commensurate
increase in funding for planning and technical assistance.

Existing insurance-based mechanisms need to be used effectively.
The NFIP is, of course, an insurance program. Most flood insurance
policies include coverage called Increased Cost of Compliance—
ICC—that, in certain qualifying circumstances, helps to pay for
mitigation using premium dollars.

We know FEMA is doing several things to make significant
progress to make the ICC mechanism work more effectively, and
we believe it is time for FEMA to exercise some authority granted
to it in 1994 to allow the director to focus this mechanism on repet-
itive loss properties. If there are obstacles to implementation, we
would urge that the subcommittee request a report so that you can
determine what resolution might be appropriate.

Canceling flood insurance on certain repetitive loss properties is
short-sighted. We have serious concerns with that approach and
would much rather see an increase in premiums to actuarial rates
if an owner declines a reasonable offer.

The subcommittee asked for several other topics to be addressed.
One is the effectiveness of the NFIP. Where do I start? Our mem-
bers definitely believe the NFIP is an effective program. No pro-
gram is ever perfect. But clearly, without it, we would have more
homes built flat on the ground rather than elevated to the current
building standards.

We look forward to a comprehensive evaluation of the program
that FEMA will be initiating shortly.

The current Flood Mitigation Assistance Program we believe is
effective, although somewhat hampered by limited funding that is
distributed to all States. Sometimes, because of the funding limita-
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tion, some of the quantities are rather small to deal with, but it
is an important program and does foster local planning.

Mitigation of repetitive loss properties can be accomplished
under existing authorities with some modifications, and we do sup-
port some elements of H.R. 1428, particularly the addition of new
funds and the focus on repetitive losses.

I would like to end with a comment about flood hazard maps, a
critical component of an effective repetitive loss strategy. The best
mitigation is to “build it right” the first time. You asked for an ad-
ditional comment on the building standards. The floodplain used
for regulatory purposes is the 1 percent annual chance, commonly
known as the 100-year. It is not all flooding. If we build to the min-
imum standard required, then in the long run, it is a cost effective
construction standard.

But we do need to recognize that most flood maps only reflect
current conditions, or, in fact, a large percentage of them are 15
to 30 years old. Good maps are important for mitigation projects,
as well. If you're going to elevate a home, you need to know that
the elevation you're raising the house to is the proper elevation. So
we do urge support for the Administration’s map modernization
program which does identify a significant funding need over the
next 6 to 7 years.

I look forward to any questions you may have.

[The prepared statement of Rebecca Quinn can be found on page
103 in the appendix.]

Chairwoman ROUKEMA. All right. Thank you. I'm going to limit
my own time hopefully. But I'll tell you, I haven’t been clear about
what you have stated.

Let me ask whether it’s Mr. Shea or Mr. Czerwinski who wants
to answer first. We talked about the building standards, and Ms.
Quinn has referenced that, and we should have firmer building
standards. But given the present circumstances, why can we not be
actuarially sound and make that our goal? I didn’t get the feeling
that Mr. Shea agreed with that. Maybe I'm wrong. And Mr.
Czerwinski indicated that it’s by design that it’s not actuarially
sound? Can you help us deal with that, and if we can’t—because
I think that is an absolute standard for myself. Would the two of
you please comment further on that?

Mr. SHEA. Let me begin, if I can, Madam Chairwoman, and then
I'm going to ask my colleague here, Mr. Leikin, to also address this
issue. But the fact of the matter is, when the Congress passed the
National Flood Insurance Act, it did not envision a program which
would be actuarially sound. In other words, they always envisioned
a program which would be required to provide subsidies to certain
types of construction. Those are buildings that were built over the
last 20 or 30 years that may have been built prior to the implemen-
tation of our flood mapping program or to the implementation of
building

Chairwoman ROUKEMA. You haven’t done that component of it?

Mr. SHEA. Right.

Chairwoman ROUKEMA. All right. Continue.

Mr. SHEA. Let me turn it over to my colleague, Mr. Leikin.

Chairwoman ROUKEMA. All right. Yes, Mr. Leikin.




25

Mr. LEIKIN. As Mr. Shea just mentioned, the program was imple-
mented as really a three-pronged effort. There is risk identification
to let people know what the risk zones are and how they can build
to avoid losses. It was a floodplain management program to effect
better construction than had occurred prior to the program through
lack of knowledge of the risk, and also to provide insurance.

We provide insurance really two basic ways. For structures that
were built prior to the implementation of the National Flood Insur-
ance Program, insurance was, in fact, made available at less-than-
full-risk premiums. This was a tradeoff for communities joining the
program.

Chairwoman ROUKEMA. Excuse me, Mr. Leikin, I'm sorry. I think
we understand the past history. I'm trying to focus now on the fu-
ture and how we get to reaching the future, whether it’s actuarially
sound, what the building standards are, and how we, in my mind,
correct the mistakes or the growing mistakes, the growing body.
We didn’t realize, I don’t believe we realized how large this prob-
lem was becoming until recent years. So I want to focus on what
we do, and I think we should have the nerve or the desire or the
intensity to raise the premiums to the point of where we may have
to deny assistance otherwise.

Mr. Czerwinski, please.

Mr. CZERWINSKI. Madam Chairwoman, I think there are three
parts to the question you ask. The first one is for newer properties,
we want to definitely, as you point out, enforce building standards
and sound location. Now there’s a lot of properties that are already
out there. We can’t enforce building standards on the properties
that are out there or change the location except through mitigation.
And that’s where mitigation comes into call. You move the property
to a safer location, or you change the standard of the property by
elevating it above floodplain.

Also, as you point out, properties that aren’t mitigated bear a
higher risk. Therefore, that calls for a higher premium. That be-
comes an issue of our discipline to enforce that, especially in the
case of low-income homeowners. There also may be some type of
program you might want to set up to assist those who can’t afford
higher premiums, but that’s a separate issue.

The third part is how we set the rates right now, which is based
on historical experience. It does not include a component for re-
serves. If there is a particularly catastrophic year, the program will
go into the red, so we would need to set premiums also with re-
serves.

So, it’s a matter of new building standards, dealing with the
buildings that already are substandard, and building in adequate
reserves for the program.

Chairwoman ROUKEMA. Thank you. My time is just about up,
and I'm going to yield to my colleague, Mr. Bereuter, because he
can take my time as well as his own, because he is the primary
}slponsor of the most outstanding bill that we have on the table

ere.

Mr. BEREUTER. Thank you very much, Madam Chairwoman.
Thank you very much for the testimony, gentlemen. Mr.
Czerwinski, in the GAO report it indicates that currently Adminis-
tration officials estimate total premiums income from unsubsidized
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policyholders is currently about $500 million less than it would be
if the rates had been actuarially based and participation had re-
mained the same.

And then looking at the chart that shows the money coming in
and money going out of the NFIP, Mr. Baker referenced that per-
haps it was his handout, should I draw the conclusion—1I'll let any
of you respond to this—that many premium payers across the
country are subsidizing others that are not paying actuarially
sound rates, and that by making up this perhaps $500 million dif-
ference, they are also, by paying the higher rate, not contributing
to the reserves that you mentioned are not being accumulated for
the catastrophic events. Isn’t cross-subsidization a significant bur-
den on many taxpayers and many premium payers around the
country that really shouldn’t be paying as high a premiums as they
are?

Mr. LEIKIN. May I respond to that please? There are two pieces
of the program. New construction is charged premiums that are ac-
tuarially sound, and they’re based on the long-term expectations of
the losses.

The shortfall that you refer to, the $500 million, in fact, it’s
somewhat larger today. Our recent estimates would place that at
$780 million. That shortfall is attributed to the older construction,
the so-called “pre-FIRM” construction. Pre-FIRM policyholders are
paying substantial premiums, an average of $610 per year, but
they’re inadequate for that risk for these older properties, not hav-
ing been built to the program standards.

1\‘/)11‘. BEREUTER. Would you say that’s true across the whole coun-
try?

Mr. LEIKIN. For those older properties, it’s true that they’re all
paying approximately 35 to 40 percent of what their true full risk
premiums should be.

There’s no charge built into the new construction to subsidize
those properties. We have, in fact, a premium shortfall. And the
impact of that premium shortfall is that the program will go into
borrowing more often. It impedes our ability to build up the re-
serves that Mr. Czerwinski mentioned, and it impedes our ability
to repay borrowing. It’s that shortfall that we can make great in-
roads in by addressing these most egregious properties that are
these so-called repetitive loss properties. Of that shortfall, $200
million essentially is going to very few properties per year. That
represents—well, even a smaller subset of that, the 10,000 that we
would like to particularly target, represent approximately 15 to 20
percent of the premiums that the rest of the pre-FIRM policy-
holders are paying just to cover those properties.

So, there is certainly within that class of older structures, a fair
amount of this subsidy, cross-subsidization to those who are having
the most losses.

Mr. BEREUTER. Thank you very much. The bells are ringing. I'll
ask just one more question, but it’s a very basic one, and it’s for
you, Mr. Shea, or perhaps Mr. Leikin. What is FEMA looking for
in repetitive loss legislation?

Mr. SHEA. Thank you, Mr. Bereuter. One thing I should note for
the record initially is that both bills that are being considered by
this subcommittee right now do contain additional resources. We
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{:hink that would be clearly necessary in order to address this prob-
em.

Second, we would appreciate flexibility in being able to deter-
mine the composition of repetitive loss properties.

Third, mitigation offers are to be made only when we know that
funding is available. The offers should not be automatic based on
a loss occurrence.

Fourth, we would use the existing mitigation program, that is,
tﬁe Flood Mitigation Assistance Program, as the vehicle to carry
this out.

Fifth, some limited non-cost-shared mitigation grant capability
would be critical for us to have in order to target what we would
think of as orphaned properties, where the community itself or the
State would not particularly be interested in providing the cost
share match for that.

Sixth, we need flexibility in defining the target group of prop-
erties. We need broad definition in the statutes, and we can refine
that through regulation.

Seventh, we think it is preferable that if the mitigation offer is
refused to go to full actuarial rates rather than some other more
onerous measure.

Eighth, FEMA should not at any time really take ownership of
properties. Our strength, the strength of our program, is built on
our relationship with State and local governments, and that’s
where that should take place.

Let me observe as well if I can, for just one second, that both
bills have laudable features to them. But we believe that the Be-
reuter-Blumenauer bill contains most of these features that we’re
looking for in terms of trying to administer this program.

ShMr. BEREUTER. Thank you, Madam Chairwoman. Thank you, Mr.
ea.

Chairwoman ROUKEMA. Oh, I'm sorry. We have two votes on the
floor, so I think we’re going to have to recess for a period of 20 min-
utes at least. So if our panelists will be patient, we will return in
approximately 20 minutes for continuing questions, and we will
continue with Mrs. Kelly when we return.

[Recess.]

Chairwoman ROUKEMA. If the panel will take their seats, let’s
get started again with Congresswoman Kelly.

All right. We appreciate it. I am sorry 5 minutes later than I
thought we’d be in returning.

Congresswoman Kelly.

Mrs. KELLY. Thank you, very much, Madam Chairwoman.

Mr. Shea, I'm going to cut right to the chase on the mitigation
situation, because I think mitigation offers a great opportunity.

Just how much does FEMA need to be adequately funded for
mitigation opportunities?

Mr. SHEA. Well, Congresswoman Kelly, the bills provide some-
where between $100-$120 million annually. We think that would
be necessary for a 4- to 5-year period in order to fully address all
of the ten thousand most egregious cases.

Mrs. KELLY. So you believe that the bill has enough money in it
to adequately address all of the mitigation that you feel is nec-
essary?
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Mr. SHEA. Yes. When you take these bills in combination with
the other tools Congress and the Executive Branch have, we be-
lieve the answer is yes.

There is also the Hazard Mitigation Grant program, which is ob-
viously driven by disasters but does provide some opportunity, as
well, and that averages around $250 million a year. So the com-
bination of resources really is going to get us there.

The importance of these bills, however, is that they are specific
and targeted toward the area that we’re trying to go after, and so
they provide us the flexibility we need in terms of administering
a program to address them.

Mrs. KELLY. I want to go on. There are a couple of things.

During Hurricane Floyd, I learned a lot from some really won-
derful FEMA people who came into my area. We were really heav-
ily devastated. They came in and they taught me a lot of things.
I think they taught a number of other people in the area what
FEMA can and can’t do and it raised my awareness of the need for
education.

I am wondering about what you have been doing to amplify, and
what you see we need to do to amplify people’s awareness of flood
insurance, its availability, how it works for.

Mr. SHEA. If I can, Congresswoman Kelly, I'll start on that ques-
tion, then ask my colleague, Mr. Leikin also to fill in a little bit.

In general, one of the things that we’ve done recently, through
Director Joe Allbaugh, is we have realigned, and we have now
brought mitigation and insurance together in one house. That was
a major step forward for us.

Part of that reorganization was recognizing the importance of
educating everybody at all levels of Government and the population
at large about what needs to be done in this area.

In many respects, my belief is that we’re somewhat like environ-
mental awareness was about 30 years ago. Thirty years ago, I
didn’t have much of an understanding of tin cans, but now my
daughters teach me the importance of recycling is just the normal
course of business. So we hope at some point in history, that we
will be able to imbue a lot of the American public with that kind
of understanding of risks in areas that they are living in, and how
they can combat them.

The fact of the matter is, and I'm sure sensitive to this, when we
understand the risks that we face, we can do something about
them. That gives us control over our own lives and it’s a very nice
position to be in.

We also think that some of the other initiatives that the Agency’s
undertaken over time have been very beneficial. Our previous work
in Project Impact, Joe Allbaugh’s interest in supporting that and
moving it to the next level, as you know, we are examining that,
but that was a wonderful mechanism to educate people in general.
And T think we are going to be able to build on the success of that
initiative.

Mrs. KELLY. Thank you very much.

The only other thing I wanted to ask you very quickly about is
whether or not you feel that we have adequate mapping. I'm begin-
ning to believe that we need to readdress the whole issue of map-
ping and remapping.
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For instance, there are people in my area, because as you know
we live in a semi-mountainous area, the people who live on the
mountain tops, because they are classified on maps as living in
floodplains, are having to pick up the insurance, when I don’t think
you live on a mountain top and there’s no possibility that your
house is going to be flooded, I'm not quite sure why they should
be assessed this, and perhaps you could address that for me.

Mr. SHEA. Yes. I mean certainly there are cases like where the
maps show individuals being in the floodplain that are so clearly
outside, and of course we have processes to deal with that, admin-
istrative processes to deal with that. Generally speaking, the maps
that we have in this country from a flood standpoint are really
egregiously out of date and I think we’re all aware of that.

We've talked about our map modernization program and we are,
we believe, beginning to make some progress in that area, but
again I think funding is a major consideration in terms of an abil-
ity to bring our mapping in this area and all over the country up
to a point where it becomes a real useful tool on a daily basis.

Mrs. KELLY. Madam Chairwoman, I would like to ask one follow-
up question here. And that is whether or not there are any plans
for cost-sharing with other agencies who would use the new maps?

Mr. SHEA. Yes, Congresswoman Kelly. We are investigating map-
ping across the entire Federal spectrum, and we are looking at the
possibility of new technologies maybe playing a role in this. There
are some exciting developments in that area. I think we need to in-
vestigate them, assess them, and make sure that we’re comfortable,
and they’ll bring us to the level of information that we all need to
have to work with.

But it’s really a constant effort on our part to reach out to the
U.S. Geological Survey and some of the other mapping agencies in
the Federal Government, to make sure we and they are in lock-
step. Of course, we also have mapping going on or mapping capa-
bility going on through satellite imagery and we’re working in that
arena as well.

Mrs. KeELLY. Thank you very much.

Thank you, Madam Chairwoman.

Chairwoman ROUKEMA. Thank you, Congresswoman. I did appre-
ciate your question on cost-sharing and that does open up a very
intelligent component of this discussion that we should all be pay-
ing some attention to.

I'm not going to take any more time with this panel. We do have
to get on to the third panel. But I would throw out to you a ques-
tion that I have that if you choose to put in writing an answer to
it for me directly, and I guess that’s because I come from a State
like New Jersey where zoning is very much a State and local pre-
rogative, and I guess that is true across the country.

But I'm deeply concerned that local zoning and State zoning ordi-
nance have not dealt intelligently or responsibly with this question.
Why do we permit such, you know, and recommit to such flagrant
violations of sensible zoning in the floodplain.

And if you could please give me some advice and counsel on that
subject, and how we can deal with it, because after all, they are
pushing up to the Federal level and other people, the cost, and the
cost sharing for their own irresponsible actions.
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And that’s like putting a tax on all the rest of us rather than tax-
ing those that have been responsible for the problem. So if you
could give me some advice and counsel on that aspect of the ques-
tion, I'd appreciate it. But we certainly appreciate your attendance
here today and your patience, and I can guarantee you that all of
this information in your testimony will be quickly distributed to
the Members of the subcommittee.

Mr. SHEA. Thank you again for your interest and support.

Chairwoman ROUKEMA. Hopefully we can get some action quick-
ly.
Mr. SHEA. We would appreciate it.

[The information referred to can be found on page 87 in the
appendix.]

Chairwoman ROUKEMA. If the next panel, Panel 3, will come for-
ward please.

[Pause.]

Chairwoman ROUKEMA. All right, thank you. Thank you very
much. I'm very pleased to welcome here today one of New Jersey’s
own, Mr. Tim Richards, who is President of the New Jersey Asso-
ciation of Realtors, and he has been active in realty functions for
many years and has received recognition all over the State, par-
ticularly in Cape May, identified as the realtor of the year. Mr.
Richards, I believe, can give us a perspective from the realtor’s
point of view on this subject, and I hope my statement just pre-
viously made to the previous panel about the indicting local zoning
ordinances, perhaps you would like to counter that inference, or at
least give your own perspective, Mr. Richards. You don’t have to
be limited by that question of mine. But you know the legislation
that’s before us, please give us your evaluation.

Thank you.

STATEMENT OF TIMOTHY RICHARDS, PRESIDENT, NEW JER-
SEY ASSOCIATION OF REALTORS, ON BEHALF OF THE NA-
TIONAL ASSOCIATION OF REALTORS

Mr. RicHARDS. Thank you for those kind remarks, Madam Chair-
woman. Thank you for the opportunity to present the views of the
National Association of Realtors on H.R. 1428, the Two Strikes
You’re Out of the Taxpayers’ Pocket Act, and H.R. 1551, the Repet-
itive Flood Loss Reduction Act.

I'm Timothy Richards, a realtor from Ocean City, New Jersey,
and the current President of the New Jersey Association of Real-
tors.

I own a full service residential real estate company and have
been a real estate professional for many years. I wish to thank
Chairwoman Marge Roukema and Ranking Member Barney Frank
for holding a hearing on an issue that is of great concern to the
realtors.

I would also like to thank Representatives Doug Bereuter, Earl
Blumenauer, and Ken Bentsen for introducing legislation that
would reform the Nation’s current repetitive loss policy.

It is often said, and I agree, that realtors don’t sell homes, we
sell communities. The 760,000 members of the National Association
of Realtors are concerned and active members of our communities.
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When a flood strikes, our members are on the front lines to help
our neighbors put back their lives.

Realtors care about flood insurance issues for a number of rea-
sons. For realtors who sell houses in a floodplain, the cost of flood
insurance is a critical part of the transaction. For low or middle in-
come purchasers, it may even determine whether or not they can
purchase the home.

For repetitive loss properties, realtors have a keen interest in
having the appropriate information on the flood losses for disclo-
sure purposes, making sure that flood insurance is accessible for
those properties and keeping the costs of the premium as low as
possible.

I would like to briefly discuss three issues with you today. First,
the importance of the National Flood Insurance Program in pro-
tecting our homes and communities; second, NAR’s perspectives on
the concept of repetitive loss; and finally the issue that ties many
of these matters together-the floodplain maps developed by the
Federal Emergency Management Agency [FEMA] and how to up-
date and modernize them.

The National Flood Insurance Program currently operated by
FEMA partners with 19,000 communities nationwide and holds
four million policies and provides approximately $5 billion in prop-
erty loss coverage.

In my home State of New Jersey, some 546 communities of a
total of 567 communities, partners with FEMA and there are over
175,000 policies in force that provide over $239 million in property
loss coverage.

As realtors, we benefit from this program because it allows peo-
ple to buy homes that are safe from flooding through flood mitiga-
tion activities taken by the participating community, and further
protects that investment by providing access to affordable flood in-
surance that would otherwise be unavailable on the open market.

The strength of the National Flood Insurance Program in my
State has allowed many people of all incomes to own a piece of the
American dream. Unfortunately, owning a home in a floodplain can
sometimes be a nightmare. This occurs when a property is subject
to multiple floods and must dip into the National Flood Insurance
Program more than once.

Currently, 45,000 properties nationwide have incurred two or
more losses over a 10-year period. These properties cost the flood
insurance program over $200 million annually. The top 10,000
structures alone cost the program over $80 million annually.

In New dJersey, over 5000 properties are considered repetitive
loss properties with total payments of over $174 million. These
multiple loss properties inflict serious economic harm to the flood
insurance program by driving up the premiums for all policy-
holders and by allowing the entire system to rest upon an
unsustainable actuarial foundation. These properties are not pay-
ing a premium that adequately reflects the risks they incur by re-
siding in a floodplain.

NAR believes that the repetitive loss issue must be resolved and
the flood insurance program be placed on firmer financial ground.
However, we do not agree with the Administration’s proposal to
terminate flood insurance coverage for repetitive loss properties. By
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terminating a property’s participation in the flood insurance pro-
gram, it would be difficult for the owner to find affordable flood in-
surance on the open market. This draconian measure would result
in a significant decrease in the value of the property and wipe out
any previous investment the owner may have in that property.

NAR supports an approach to the repetitive loss issue that has
three components. First the property is kept in the NFIP with ac-
cess to flood insurance. Second, incentives to participate in flood
mitigation measures or accept a buyout at fair market value or
higher for the worst repetitive loss properties; and third, if both the
buyout or the offer of mitigation is refused, the owner will be re-
quired to pay the highest premiums allowable.

This win/win approach allows the owner to stay in the property
while paying a premium that reflects the risk of living in the flood-
plain. This approach will also reduce the Federal disaster assist-
ance over long term by getting the worst repetitive loss properties
either properly mitigated or bought out by FEMA.

A comprehensive reform of the current repetitive loss property
must also reflect three additional issues that are of importance to
realtors. First, some properties may experience repetitive losses as
a result of upstream or downstream development that occurred
after the properties were purchased or constructed. Some exception
should be made for floods that were caused due to development ac-
tivities.

Second, once a buyout has been completed, NAR has concerns
about the use and ownership of the acquired floodplain property.
We would encourage flexibility in determining how these properties
are being used and maintained so that they do not become eyesores
in the community and decrease the value of adjacent properties.

Finally, NAR would encourage the use of local appraisers and
others who have knowledge of the local real estate market in deter-
mining fair market value for buyouts.

In addition to FEMA’s proposal to the repetitive loss issue, NAR
also has concerns regarding their proposal to increase flood insur-
ance premiums on second homes and vacation homes. We would be
trpoled if these homes were denied access to flood insurance as
well.

The last issue I want to discuss is the issue of FEMA’s Flood In-
surance Rate Maps, the well-known and much maligned “floodplain
maps.” Accurate floodplain maps are crucial during a real estate
transaction in determining whether or not a property is in a flood-
plain, which in turn determines whether or not the owner will re-
quire flood insurance. NAR is concerned that sufficient budgetary
resources are not being identified for FEMA to improve these
maps, although we are pleased at the recent action of the House
Appropriations Committee to provide FEMA with an additional $50
million to improve these maps. NAR supports all full funding for
modernization of the Nation’s flood hazard mapping program.

I would like to thank you for allowing the National Association
of Realtors to comment on these critical flood insurance issues and
repetitive loss challenges. We encourage the Members of this sub-
committee to fashion a workable, bipartisan approach to resolving
these issues, and we stand ready to work with you to get an equi-
table and cost effective law passed that would financially strength-
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en the National Flood Insurance Program and further protect all
of our citizens from the ravages of flooding.

And I thank you very much.

[The prepared statement of Timothy Richards can be found on
page 112 in the appendix.]

Chairwoman ROUKEMA. I thank you. I was generous with your
time, but I hope that we’ll have time before the next vote for every-
one to be heard on this panel.

Mr. Fletcher.

Mr. WILLEY. Willey.

Chairwoman ROUKEMA. Willey, all right, thank you. Mr. Willey
has been in the insurance business in North Carolina for many
years since 1974. He’s a member of the Board of Directors of the
North Carolina Insurance Underwriting Association and the North
Carolina Joint Underwriting Association.

Certainly he has extensive experience in this area, and we look
forward to your advice and counsel.

STATEMENT OF FLETCHER J. WILLEY, GOVERNMENT AFFAIRS
COMMITTEE, INDEPENDENT INSURANCE AGENTS OF AMER-
ICA

Mr. WILLEY. Thank you, Chairperson Roukema and Members of
the subcommittee.

My name is Fletcher Willey, and I'm pleased to have the oppor-
tunity this afternoon to give you the views of the Independent In-
surance Agents of America on the National Flood Insurance Pro-
ngIX. I am the Chairman of the Flood Insurance Task Force of the
ITAA.

Let me begin by thanking Chairwoman Roukema, along with
Chairman Baker, Chairman Bereuter, and Congressman Bentsen,
along with Congressman Blumenauer for taking a lead on this very
important issue.

I want to clearly state that ITAA supports the NFIP. The NFIP
provides an important service to people and places that have been
hit by a natural disaster. The private insurance industry has been
almost entirely unwilling to underwrite flood insurance because of
the catastrophic nature of these disasters.

Therefore, the NFIP is virtually the only way for people to pro-
tect themselves against the loss of their home or business by flood-
ing. The NFIP has saved disaster assistance money and provided
a reliable system of payments for people whose properties have suf-
fered flood damage. We want this program to continue and we hope
it will get stronger.

Our members, independent insurance agents, play a vital role in
the delivery system for flood insurance. This system operates well
and does not need revision. ITAA has not taken a position on these
two bills yet. It is clear, however, that reforms in the program are
necessary—I was referring to the delivery system, Chairwoman—
nece%sary to address operating losses to make the NFIP actuarilly
sound.

We support the intent of these bills and believe that introducing
them is a step in the right direction. The GAO has pointed out that
cumulative operating losses of the program totaled $1.56 billion
from 1993 through 1998.
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According to the GAO, multiple loss properties account for $200
million in claims per year and about 36 percent of all claims paid
on an historical basis. We support the NFIP and we hope we will
be able to work with this subcommittee as you evaluate the dif-
ferent proposals for reform to meet the fiscal goals of the program
with the least disruption in the people’s lives as possible.

Our members have significant experience with the NFIP and
with the people who will be directly affected by reform: the flood
insurance policyholders.

In fact, this is not just a professional matter for me. I live on Ro-
anoke Island on the Outer Banks of North Carolina, and many of
my neighbors suffered through the flooding of Floyd. So I have a
degree of personal experience and personal investment in this
issue.

What I would like to do this morning is to describe for you the
five principles that ITAA believe to be essential to this needed re-
form.

First, strengthen building regulations. These regulations require
communities to ensure that any new construction in the floodplain
is built above elevation.

Second, any substantial improvement of existing structures is
built with similar safeguards. Experience with the program dem-
onstrates that building regulations work. In fact, only four percent
of repetitive loss properties were built after 1974. In fact, damages
to structures built to the current elevation standards are 40 per-
cent less per claim than damages to older structures.

Second, increase compliance with the mandatory purchase re-
quirements. FEMA has found that fewer than 25 percent of the
buildings in some of the areas with mandatory purchase require-
ment are actually covered by flood insurance.

Third, the NFIP should have additional funding to provide re-
sources for buyouts and mitigation grants. Buyouts allow residents
to escape the cycle of damage and repair and damage and repair
and the repetitive losses that we've heard discussed today. We
should avoid creating new problems by pushing residents out of
their homes without sufficient resources to relocate.

As long as the program is sensitive to the potential dangers of
buyouts, buyouts can be a beneficial tool to improve the financial
state of the NFIP. Former FEMA Director James Lee Witt has esti-
mated that there will be a two dollar return on every dollar spent
on buyouts of repetitive loss properties.

Experience with building standards has shown that many owners
can elevate their homes and effectively mitigate their flood risk. In
some cases, modifying the current property is less expensive and
almost as effective as buyout. This option can help to preserve com-
munities to the fullest extent possible. NFIP needs the authority
and the resources to help property owners improve their properties
before additional losses are incurred.

Fourth, we must stop abuse of the program through multiple
claims. Some individuals have bought property in flood zones in
order to take advantage of repeat payments from the NFIP. While
this is a small subset, we must take action to have them out of the
program or paying actuarial rates.



35

We need to also recognize that all repeat claimants are not abus-
ing the system. There are some people who bought property with-
out tiull knowledge of the flood exposure, and we must help those
people.

Fifth and last, one of the best ways to avoid future problems with
the NFIP is to give people full information about flood risk. As I
said before, many people originally bought their properties without
knowledge of the risk of flood. Therefore, reform of the NFIP needs
to include mandatory disclosures of the flood claim history of the
property so that buyers can make an informed choice on their pur-
chases and so that they can properly value the home.

To make mandatory disclosure effective, we should create an ac-
cessible electronic database of flood losses.

Thank you for giving me the opportunity to express the views of
the Independent Insurance Agents of America. We look forward to
working with the subcommittee on this issue, and I'll be happy to
take any questions that you might have.

[The prepared statement of Fletcher J. Willey can be found on
page 118 in the appendix.]

Chairwoman ROUKEMA. Thank you very much.

And now our final witness is Mr. David Conrad, who is a water
resources specialist for the National Wildlife Federation. Certainly
we all know that Federation as one of the largest conservation or-
ganizations in the country.

And it is my understanding—well, of course, you’ve had exten-
sive experience over the years—but it is my understanding that
you have recently been the author of a report called “Higher
Ground.” A report, and there we have it and you're going to insert
that into the record, I'm sure, a report on voluntary buyouts in the
Nation’s floodplains, a common ground solution serving people at
risk, taxpayers and the environment.

And I hope we are able to have some communication here be-
Eween yourself and the insurance and real estate people that we

ave.

Mr. Conrad.

STATEMENT OF DAVID R. CONRAD, WATER RESOURCES SPE-
CIALIST, OFFICE OF FEDERAL AND INTERNATIONAL AF-
FAIRS, NATIONAL WILDLIFE FEDERATION

Mr. CoNRAD. Thank you, Madam Chair. I do think from what we
have just heard that we do have a lot of common ground on the
issue of how to deal or work on repetitive losses as a problem and
the National Flood Insurance Program.

Again, my name is David Conrad. I am water resources special-
ists for the National Wildlife Federation, and I am very pleased to
present the Federation’s views on the National Flood Insurance
Program.

I also wish again to thank Representatives Bereuter,
Blumenauer, and Bentsen for continuing their efforts to focus the
Nation’s attention on these problems, and thank Madam Chair-
woman for holding these hearings.

Our written testimony includes quite a bit of material that came
from our report that was issued in July of 1998, and I think I will
dispense with going through a lot of the statistics that we have
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there, because I think a number of the facts that we found have
been reflected in previous testimony.

But I would want to comment on maybe one issue that I heard
in the last panel to start with that we found also that the National
Flood Insurance Program was not actuarially sound. That has been
verified by other witnesses. But I think an important thing to focus
on was that while it may have been originally recognized that that
was the case when the program was originally designed, I think it
was always intended that it be moving toward actuarial soundness
over time.

And that we found that progress has been greatly hampered by
the way we have implemented the program. So that’s really what
the issue of this legislation is partly about, trying to get back to
the progress toward an actuarially sound approach for the pro-
gram.

I would like to focus I think the rest of my attention in this short
time on the value of non-structural approaches and that are rep-
resented by the ideas behind these bills, and also our thoughts
about the bills.

Madam Chairwoman, primarily since the 1993 midwest flood,
FEMA reports that approximately 27,000 properties have been vol-
untarily purchased and removed from the Nation’s floodplains and
another 2800 damaged properties have been elevated or flood-
proofed largely after flood disasters. Hundreds of communities
across the Nation have begun to utilize voluntary buyouts as a cost
effective alternative means of reducing flood damages, and often, at
the same time, restoring environmental health to streams and
coast lines through establishment of open space, greenways, bike
ways, parks, buffer zones, wildlife habitat areas and other such
uses.

But in light of the NFIP’s repetitive loss history, there is a strong
need for additional funding that can be used for pre-disaster miti-
gation efforts that can save enormous private and public sums in
the long run.

The National Wildlife Federation urges strong support for par-
ticularly H.R. 1428, because we believe the legislation provides the
best framework for FEMA and NFIP participating communities to
address a full range of problems associated with repetitive losses.

H.R. 1428 clearly addresses the need for increased funding for
pre-disaster repetitive loss mitigation. The bill would fully engage
States and communities in developing and implementing hazard
mitigation plans, particularly by using the existing Flood Mitiga-
tion Assistance Program approach, and it is critical for the finan-
cial health and safety of the Flood Insurance Fund that owners of
repetitive loss properties would pay rates that reflect the true risk
associated with their properties especially if reasonable mitigation
plans are offered and are refused.

We might add the following suggestions though that maybe could
possibly improve this legislation. We would urge that the director
and communities be given sufficient flexibility to address not only
or not just repetitive loss structures, but also other structures or
properties close by in the vicinity that are flood prone. This is the
idea that flexibility may be needed to help communities establish
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cohesive plans for wide use of floodplains and sensible public infra-
structure development.

We also would urge that new funds be made available for plan-
ning hazard mitigation projects. We would urge that mechanisms
be established to assure that reasonable hazard mitigation offers
would not cause severe hardship for owners and occupants of mod-
est means particularly.

Successful hazard mitigation should include plans for adequate
and affordable relocation opportunities for any residents involved.

As a means of addressing those concerns, we urge that FEMA be
directed, to the maximum extent practicable, to coordinate efforts
with Federal housing, disaster relief, and natural resource manage-
ment agencies to help State and local agencies in developing miti-
gation plans.

We would also say while we fully agree with the objectives of
H.R. 1551, it would require development of a wholly new program
that we don’t believe is actually necessary, given the success of Sec-
tion 1366. The proposal of the Administration to cut off availability
of flood insurance to repetitive loss properties after one additional
claim would address the enormous financial strain these properties
represent for the NFIP, but this approach would not guarantee
that there would be action to remove high risk properties from
harm’s way.

We do support, however, the Administration’s proposal to phase-
out subsidized flood insurance rates for certain vacation homes and
rental properties. Such subsidies can ultimately result in high cost
to taxpayers, and much greater effort should be made to establish
this program on an actuarially sound basis.

The last thing I would like to mention is just the map moderniza-
tion program also. We strongly support the FEMA efforts to mod-
ernize the flood insurance maps. It is clear that many of these
maps are reaching an antiquated age and no longer really reflect
the risk involved. And, because the maps constitute basic planning
documents for the Nation’s urban and rural areas, they need to be
accurate and updated.

They are of such fundamental importance to community develop-
ment that it would be entirely justifiable, we think, to finance their
updating with considerable general taxpayer funds and with appro-
priate fees and other contributions.

We strongly urge the subcommittee to identify and support ap-
proaches to provide the necessary funds for map modernization.

Again, on behalf of the National Wildlife Federation, I wish to
thank the Chairwoman and other Members of the subcommittee for
the opportunity to present our views, and would be happy to re-
spond to your questions.

Thank you.

[The prepared statement of David R. Conrad can be found on
page 123 in the appendix.]

Chairwoman ROUKEMA. Thank you.

I don’t really know where to or how to question on this. The com-
plexity of it has now been clearly identified here between what this
panel is saying and what the previous panel has said except for,
well, even Mr. Conrad, actually you have quite an overlay with
both the insurance people and the realtors.
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But I've got to say, and I think Mr. Bereuter, before he returned
here, I had made the point that there have to be incentives for
State and locals to have proper zoning, and I firmly believe that.

And TI've got to say that we’ve got to recognize that the cost of
flood insurance—and I'm very sensitive to the realtors, I'm very
sensitive—but I cannot continue to let the subsidies, what we’re
doing to absorb the costs of these things, the cost of the insurance
for people continuing in the floodplain, and with their multiple
numbers of repetitive losses, we cannot continue to let them drive
up the cost for all, and that to me is unsustainable.

I don’t want to terminate flood insurance, I'm not yet at the
point, unless Mr. Bereuter can convince me otherwise, to have
FEMA absorb the costs of these buyouts, of all these buyouts. I
don’t know how we’re going to deal with that.

But I do again, coming from New Jersey, where I have great be-
lief in local zoning, that the local zoners are going to have to have
the responsibility and recognize that the Federal Government
should not be continuing to subsidize and sustain it.

I don’t know if anyone wants to come back to me on that before
I turn it over to Mr. Bereuter for his questioning. I don’t have the
whole answer, but I'm trying to integrate.

Yes, Mr. Conrad.

Mr. CONRAD. I see. Yes. Well, when we did our major study, and
we spent a lot of hours thinking—days, weeks, months—thinking
about these problems, I think our view is that the programs for
buyouts and elevation, floodproofing, and so forth, probably should
be considered a temporary or sort of transition program to deal
particularly with existing problems that a lot of communities have.

But I think behind that needs to be a renewed focus on working
with communities to properly grow and to take full awareness of
the risks of locating in high hazard areas, such as floodplains, so
that’s my answer to your question, if that helps.

In other words, this shouldn’t be a permanent situation.

Chairwoman ROUKEMA. You don’t want to zone out?

Mr. CONRAD. I think that most communities should be using zon-
ing to identify or to locate homes and businesses away from high
hazard areas, yes. And that is really part of the Flood Insurance
Program.

There were two parts, the provision of insurance and the guiding
development away from harmful or

Chairwoman ROUKEMA. But that hasn’t really been in action.
hMr. CONRAD. I don’t think we’ve had enough attention put to
that.

Chairwoman ROUKEMA. That’s what I'm saying.

Anyone else?

Yes, Mr. Richards, my friend from New Jersey.

Mr. RiICHARDS. Concerning the zoning issue, in some parts of the
country, I think it could be done, and I think it could be done very
successfully.

In the very dense population areas, and New Jersey is certainly
considered one of those where the horse is already out of the barn,
and the majority of the land is already owned by someone, a rezon-
ing that dramatically devalues a property can very easily be con-
strued as a taking. And without some type of compensation, either
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from local zoning board, local community, Federal Government,
State government, whatever, it could be a very, very difficult situa-
tion.

So I don’t know that zoning will solve the problem overnight.

Chairwoman ROUKEMA. Excuse me, but this is done regularly
across the country and certainly in New Jersey, this is done on a
regular basis. Is there any legislation, whether it’s for flood control
or whatever, about rezoning and compensation? I don’t think so, or
is there?

Mr. RICHARDS. There are issues that surround that, yes.

Chairwoman ROUKEMA. No, there are issues that surround it,
but there’s no legislation that requires compensation, is there?

Mr. RiCHARDS. Not that I'm aware of.

Chairwoman ROUKEMA. For flooding or for other reasons, rezon-
ing for other reasons, not that I was aware of either.

All right, I'm sorry, I interrupted you. Do you want to add some-
thing?

Mr. RICHARDS. There was other point made about the taxpayers
subsidizing all flood insurance and to me, there may be a percep-
tion that flood insurance is something for more expensive housing.
And I think one of the areas that we’ve got to be ever aware of are
the gentlemen from Louisiana and Texas, West Virginia, and areas
that, you know, are not necessarily real expensive homes, but yet
these are valuable family estates that have got to be maintained.

Chairwoman ROUKEMA. Someone else on the panel had made
that point as well.

All right, thank you.

Mr. Bereuter.

Mr. BEREUTER. Thank you very much, Madam Chairwoman.

Gentlemen, I'm sorry I missed the first part of your presen-
tations. I've been reading your testimony and I think I've caught
up with those elements of testimony that you presented orally here
or in writing.

And I must say, I thank you for a very positive set of testimony.
Mr. Richards, I think in particular, if I might say so, the National
Association of Realtors, in your testimony has been a very positive
approach in looking for a win/win situation to protect your own
customers.

The items that you go through, on page five, for example, are
principles and concerns that are exactly those that I share. And so
I appreciate the very positive and constructive tone of your testi-
mony.

Mr. Conrad, I thank you for your support for the legislation of-
fered by Mr. Blumenauer and myself. I certainly share your con-
cerns about the need for a map modernization program that’s accel-
erated. Many communities are waiting so long for the kind of mod-
ernization of their floodplain zoning areas, and in the meantime
things have changed, and we provided some flood control protection
which should exempt property owners from being required to have
flood insurance, and that just is not reflected in many cases.

In other cases unfortunately the floodplain has expanded, and we
need to have an indication of what really the flood hazards are in
a community.
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I followed Chairwoman Roukema’s comments about zoning, and
having written a lot of zoning ordinance myself, before I was elect-
ed to Congress, I'm certainly very much supportive of the need to
avoid flood losses through the zoning ordinance. Generally, it is
problem avoidance, and we'’re stuck, as one of you pointed out, with
areas that have many, many nonconforming uses. Most of those re-
petitive loss structures are nonconforming uses that were built
many years ago, especially in the older cities in this country, and
so it’s a big problem.

Earlier on, we had comments about Project Impact, which is, as
I understand it, is not proposed for funding under fiscal year 2001
budget recommendation of the Administration. I must say I think
that’s a mistake. I know Project Impact has had a good impact
within my own State and it’s been used as a model for other com-
munities to emulate, and so I think it’s a big and very positive step
forward.

One of you gentlemen, I think Mr. Willey, it was you, who cited
former FEMA Director James Lee Witt as suggesting that for every
two dollars spent in buyout or mitigation, every one dollar spent
provides two dollars in return. And I suspect that’s true, and I
think that’s something that needs to be emphasized.

When you referred in your testimony, Mr. Willey, to the athletic
director of your local high school, that of course brings it down to
a personal kind of note. And I think what we’re looking for is a pro-
gram to accelerate the mitigation and buyout circumstances that
give him an alternative.

Right now, he would, as you suggest, be happy to have a solu-
tion, but, in fact, the Government is not there for a buyout program
or a mitigation program. Though both Mr. Bentsen’s and my bill
attempts to deal with that by additional resources for FEMA for
that purpose.

Let me ask you a couple of general questions—well, not so gen-
eral, specific questions perhaps with respect to a comparison of the
Administration’s approach, which is only identified through their
budget proposal at this point and, for example, the bill that Con-
gressman Blumenauer and I offered.

Their definition of a repetitive loss structure would be properties
with two or more losses of a thousand dollars in greater than a 10-
year period, whereas ours are property at two or more NFIP claims
have been paid.

So the burden is, the definition for the Administration is much
more comprehensive in its impact, it seems to me. And then they
lose their policy after the first flood.

Do you want to make a comment about the Bentsen, the Bereu-
ter/Blumenauer versus the Administration’s definitions on repet-
itive loss.

I saw your hand, Mr. Willey. I'm not sure if you want to address
that or not, but I'd welcome you.

Mr. WILLEY. Yes, sir. Thank you for that opportunity. I think
that’s a crucial question, sir. People that have been hit by Floyd,
which was supposedly a 1,000-year storm, and then one other $100
claim, or $250 claim, are, quote, “out of the program,” by one
standard.
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We would support a standard that would be broader than that.
By that I mean perhaps four claims of at least $1,000 dollars or
more, or the standard that would be based on the value of the
building.

We believe that it is important to keep people in the program,
because once they’re out of the Federal flood program, they have
no incentive to build at proper elevations.

We would like to see as many people included in the National
Flood Insurance Program an early strikeout, if you will. An early
cancellation of the citizen’s availability to participate in the Na-
tional Flood Insurance Program, we think could result in some
areas that would go downhill quickly. We would like to see people
striving for elevation and striving for mitigation, but just to kick
them out of the program would be tough to enforce.

Mr. BEREUTER. Do you think it’s fair:

May I continue? I know I’'m beyond my time here.

Chairwoman ROUKEMA. Yes, please another minute or two. Yes,
two more minutes.

Mr. BEREUTER. Thank you very much.

Is it fair in your judgment, I would ask the two of you that rep-
resent the business-related associations, for example, for actuarial
rates to be paid by a property owner that has had two NFIP claims
paid if, in fact, they have turned down mitigation or buyout assist-
ance?

Mr. RicHARDS. If I understand your question, that they would
have a much higher premium to pay if they elected not to do one
of the other two things. That was a recommendation that we had
made in our remarks believing that we are providing something for
that homeowner. If they are kicked out of the program, we also
have a mortgaging issue, which could create some economic dif-
ficulty down the line.

Mr. BEREUTER. I don’t see how we can kick them out of the pro-
gram if we’re not willing to buy them out. You know they have no
alternative. In some cases, this is a desperate situation, as Ms.
Carson raised the question, for example, well what’s the real value
of that home if we do get to a buyout stage.

Mr. WILLEY. We would support the actuarial rate availability
and the fair determination of an actuarial rate from an insurance
perspective. We have to support actuarial soundness, otherwise the
system doesn’t work.

I would point out very quickly, if I may, Madam Chairwoman,
that we recognize that many, many, I think 96 percent or so of the
repetitive loss properties are those properties that were built before
we knew anything about the science of elevations.

These were places, my athletic director example, the house was
built before 1972. Other houses surrounding that house are prop-
erly elevated and haven’t suffered that same flood recurrence. So
there is a great deal of value in the elevation requirements of the
program, and offers for mitigation or buyout, and then an actuarial
rate are the way to go.

Mr. BEREUTER. And actually the newer homes may have caused
additional flooding for the original home that was built pre-FIRM?

Mr. WILLEY. I've seen that happen, yes, sir, but not in this case.
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Mr. BEREUTER. Yes. I wonder if you have any comments about
the desirability of the 125 percent figure that Mr. Bentsen uses?
He’s indicating property in three or more flood related damages
with a cumulative cost of repairs equal or greater to 125 percent
of the structure’s fair market value would be considered a repet-
itive loss structure.

Mr. WILLEY. Yes, sir, I've looked at that. And I think it’s impor-
tant to determine whether or not we’re talking about 125 percent
of the market value after it’s flooded three times, or before it had
flooded three times.

Mr. BEREUTER. We got a response, by the way, from behind us
when we were testifying in response to Ms. Carson’s questions, and
I might say it here for the record. FEMA said that they go back
to the pre-flood valuation. However, if there are several floods, they
don’t go back to the first flood, they go back to the pre-most recent
flood basis. So that’s the calculation they use on the buyouts.

Anybody else have a comment regarding 125 percent element?

Mr. RICHARDS. I do it find difficult to put a blanket on any type
of valuation, because community after community is completely dif-
ferent, different market areas, different localities, all carry dif-
ferent ways of establishing value, and I really don’t know that you
can put a blanket on that type of situation.

Mr. BEREUTER. Thanks to all of you, including you, Mr. Conrad,
and Madam Chairwoman, I want to express my sincere apprecia-
tion for the fact that you've held this hearing and that we’ve had
excellent panels of witnesses.

Thank you very much.

Chairwoman ROUKEMA. Well I thank you for your cooperation
and your leadership, not only cooperation, but it’s your leadership
that really motivated the subcommittee to have this hearing and
hopefully we can all move together and get something expedited for
consideration in this Congress.

I would also point out, as I think I made reference to in my open-
ing statement, the fact that Mr. Dale Shipley, the Executive Direc-
tor of the Ohio Emergency Management Agency was not able to be
with us today. He was to have served on this panel, and I would
ask unanimous consent to insert into the record his prepared state-
ment for this hearing. The irony of it is that he is not here because
he is attending to needed flooding concerns in Ohio that have been
afflicting southern Ohio, so he’s out there taking care of flooding
problems in Ohio. Perhaps he’ll come back and put in an adden-
dum to his testimony based on his experience this week. I thank
you very much.

[The prepared statement Dale W. Shipley can be found on page
134 in the appendix.]

Mr. BEREUTER. Madam Chairwoman.

Chairwoman ROUKEMA. Yes.

Mr. BEREUTER. I would ask unanimous consent to include the ap-
pendix prepared by staff, a Comparison of Repetitive Loss Property
Proposals.

Chairwoman ROUKEMA. Yes, that will be included. Thank you
again and we look forward to working with you and hoping that
we can expedite something for this Congress.

[Whereupon, at 1:20 p.m., the hearing was adjourned.]
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Statement
Marge Roukema
Chairwoman
Subcommittee on Housing and Community Opportunity
Hearing on National Flood Insurance Program
July 19, 2001

Good morning. This is an extremely important hearing today and I
appreciate our witnesses being here to provide us with information that will
help us better understand the complexities of the National Flood Insurance
Program and specifically the issues regarding repetitive loss properties.

Floods have been, and continue to be, one of the most destructive
natural hazards in terms of economic loss to the nation. The National Flood
Insurance Program is a valuable tool in addressing the losses incurred
throughout this country due to floods because it assures that businesses and
families have access to affordable flood insurance that would otherwise be
unavailable on the open market. The National Flood Insurance Program has
helped many in my state and across the country to partake in the American
Dream of owning a home.

The National Flood Insurance Program was created as part of the
National Flood Insurance Act of 1968. Prior to that time, insurance
companies generally did not offer coverage for flood disasters because of the
high risks involved. National flood insurance is now available in more than
19,700 communities across the United States and its territories. In order to
participate in the program, communities must agree to abide by certain
hazard mitigation provisions. These provisions include adopting building
codes that require new floodplain structures to be protected against flooding
or elevated above the 100-year floodplain.

We are not strangers to floods in New Jersey or to the importance of
this program to homeowners and businesses. Over 546 New Jersey
communities have partnered with FEMA to provide over 175,000 policies that
provide $239 million in property loss coverage. In New Jersey we know how
important it is that this program continue to be a viable option.

That is why we must take steps to reform the National Flood
Tnsurance Program and enact legislation to place it on firmer financial
ground. Today, GAO will testify that the program is not actuarially sound
because it does not collect sufficient premium income to build reserves to
meet the long-term future expected flood losses.
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Clearly, repetitive loss properties are a major drain on the current
system. FEMA defines repetitive losses as two or more losses greater than
$1,000 each within a 10- year period. About 38 percent of all program claims
are repetitive losses. Currently, about 45,000 properties nationwide have
been flooded on more than one occasion and have received payments of
$1,000 or more for each loss. The total cost of repetitive loss structures over
the years has been approximately $3.8 billion. In New Jersey, over 5,000
properties in are considered repetitive loss properties, with total payments of
over $174 million.

The repetitive loss structures is not only a serious drain on the
program, but the high cost of multiple loss properties leads to increased
premiums for all other policyholders.

It just does not make sense to pay to rebuild the same property over
and over, year after year. That is why we must move forward with
legislation to reform this important program to assure that it remains
financially sound. Certainly the Administration has recognized the need for
reform and has proposed significant changes. The Administration’s proposal
as outlined in his 2002 budget calls for policyholders whom FEMA has
identified as repetitive loss claimants to be allowed one more claim before
having their insurance policies terminated. No additional funding is
provided for flood mitigation efforts.

We are fortunate to have four distinguished Members of Congress on
our first panel to discuss the proposals they have introduced. Congressmen
Bereuter and Blumenauer have introduced HR 1428, Two Floods and
You are Out of the Taxpayer’s Pocket Act of 2001 focuses on efforts to
help FEMA reduce the amount of money spent on frequently flooded
properties.

Congressman Bentsen has introduced HR 1551, the Repetitive
Flood Loan Reduction Act which focuses on efforts to help FEMA reduce
the amount of money spent on repairing frequently flooded properties.

Finally, I understand that Congressman Baker introduced
legislation late last evening. As a representative from Louisiana, Mr. Baker
is no stranger to this issue and we look forward to hearing about the details
of his legislation.

I would like to make one parochial chservation. Coming from a state
that has a high cost of living, I believe that it is essential that any flood
buyout program we establish make allowances for higher property values in
areas like New Jersey that have a higher cost of living. With that I would
like to thank all of our witnesses for being here today, and I look forward to
your testimony.

With that [ would like to recognize my distinguished Ranking Minority
Member, Congressman Frank.
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Opening Statement

Chairman Michael G. Oxley

Committee on Financial Services

Subcommittee on Housing and Community Opportunity
July 19, 2001

“The National Flood Insurance Program and Repetitive Flood Losses”

Thank you Chairwoman Roukema. Today the Subcommittee addresses a problem
that we’re reminded of with each serious flood, storm or hurricane: some properties flood
time and again and then must be bailed out at the expense of others.

For this reason, I want to commend my colleagues for bringing this issue to
the attention of the Subcommittee. As noted, Representatives Bereuter and
Blumenauer have introduced H.R. 1428. Representative Bentsen has
introduced H.R. 1551. A bill was introduced on this topic just yesterday by
Representative Baker, whose district has been especially hard-hit by floods in
the past.

With approximately $200 million being spent on an annual basis on
repetitive flood loss properties, it is important that we in the Congress work
with the Administration to address this issue. Any solution must balance the
need for residential flood insurance with the need for fiscal responsibility. We
are responsible to the taxpayers to reduce unnecessary liabilities. Similarly,
property owners in flood-prone areas must be responsible for working with
their communities and with the Federal Emergency Management Agency to
avoid repetitive flood losses.

1 am confident that and the testimony of all our witnesses will be of great
help as we attempt to find a more efficient and effective approach to
eliminating costly repetitive flood losses throughout the United States.

Once again, Madam Chairwoman, thank you for providing leadership on this
issue.
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OPENING STATEMENT
CONGRESSWOMAN JULIA CARSON
SUBCOMMITTEE ON HOUSING AND COMMUNITY OPPORTUNITY
JULY 19, 2001

THANK YOU MADAM CHAIRWOMAN.

BEING FROM INDIANAPOLIS, THERE IS NOT A LOT OF FLOODING OR DAMAGE TO BUILDINGS DUE
TO FLOODING. HOWEVER, IT IS A SERIOUS PROBLEM NATIONALLY AND I WILL FOLLOW IT

CLOSELY.

WHILE THERE HAVE BEEN MANY ANECDOTAL STORIES OF PEOPLE WHO HAVE RECEIVED
NUMEROUS CLAIMS FOR THE SAME DAMAGE OCCURRING YEAR AFTER YEAR, I AM CONCERNED
ABOUT THE LOW INCOME, OR MINORITY FAMILIES WHO MUST LIVE IN THE FLOOD-PRONE AREAS
BECAUSE THESE ARE THE ONLY AREAS THEY CAN AFFORD TO LIVE IN.

THESE PEOPLE HAVE NOWHERE ELSE TO GO AND ANY MITIGATION EFFORTS CONDUCTED BY
FEMA MIGHT END UP COSTING THESE PEOPLE MORE THAN JUST A HOUSE. IN MANY OF THESE
INSTANCES, THE AMOUNT GIVEN FOR A BUYOUT MIGHT NOT COME CLOSE THE COST OF A NEW

HOUSE IN ANOTHER PART OF TOWN.
I LOOK FORWARD TO HEARING FROM THE PANELS HOW THE DIFFERENT PLANS WILL BALANCE
THE NEEDS OF SAVING MONEY WITH THE NEEDS OF OUR CONSTITUENTS TO HAVE AN

AFFORDABLE PLACE TO LIVE.

I YIELD BACK THE BALANCE OF MY TIME.
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Statement of Congresswoman Sue Kelly
House Financial Services Subcommittee on Housing and
Community Opportunity Hearing on the National Flood
Insurance Program
Thursday, July 19, 2001
2128 Rayburn House Ollice Building

I would like to thank Chairwoman Roukema and Ranking Member Frank for agreeing to hold
today’s hearing on the national flood insurance program. Flood insurance, because of the cost
and historical unprofitability, is offered and administered by the federal government. This is
right since it is the proper roll of government to provide what the private sector is unable to; a

safety net people themselves are not able to obtain.

Congressman Bereuter has introduced his legislation, H.R. 1428, entitled “Two Floods and You
are Out of the Taxpayers Pocket.” I have reviewed this legislation and agree that there is a
problem with the flood insurance program from a group of people repeatedly receiving
compensation for losses of less than 50 percent with no steps taken to prevent such damage from
occurring again. I also agree that this bill solves the problem. The National Flood Insurance
Program was not created to cover houses unwisely built in flood prone areas such as beaches or
riverbanks. Changes should be made to ensure that the government is not subsidizing

development in these areas through this program.

I have some concerns regarding the effectiveness of the current coverage of the flood insurance
program and see if we can adjust the program to develop a better system for coverage. I am not
advocating any substantive changes to the program B just trying to ensure that the requirements
for flood insurance when someone is applying for a mortgage are appropriate for the area. In
short, the National Flood Insurance Program needs to improve the accuracy of their Flood
Insurance Rate Maps (FIRM). These maps must make better determinations for what is and what
isnot a flood area. I represent upper Westchester, Putnam, lower Dutchess and a portion of
Orange counties in New York. My friends and neighbors remember the damage that hurricane

Floyd inflicted on our area almost two years ago. The damage I witnessed was the worst I have
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seen in all my years living in the area. Houses - buildings destroyed, small business people left
without recourse when they tried to save their means of making a living for themselves and their

families.

I want to ensure that the requirements for flood insurance for new or second mortgages are
sufficient to cover potential perils of risk. Out of the estimated 9 to 11 million U.S. homes in
flood plains only 4.3 million have flood insurance. With these relatively new requirements for
flood insurance on government backed mortgages in flood plains we will continue to have more
new policies written every year. This requires a balanced approach since, on one hand, flood
insurance proved vital when we were hit by tropical storm Floyd and, on the other hand, flood
insurance does cost an average of $350 a year. T would like to explore the possibility of a policy
that would assess each individual home’s potential for flooding instead of simply requiring an
entire town’s coverage. At times storm damage can be quixotic and we may need flexibility in a

federal policy.

We all have the duty to ensure that we take every step possible to learn from the hard lessons the
power of a storm’s fury teaches us. We must ensure that any sort of repeat performance can be
met with our best preparations to assist people harmed by such a tragedy, while at the same time

ensuring they are not repeatedly harmed.

I want to thank our distinguished panel of witnesses for taking the time to join us here today to
share with us their considerable knowledge on the flood insurance issue. I look forward to
working with you and the members of this commiittee to ensure we have the best flood insurance

program possible.

Thank you madam Chairwoman and I yield back the balance of my time.
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I appreciate the opportunity to share with the subcommittee my thoughts and concerns
regarding the serious problem facing the National Flood Insurance Program due to repetitive loss
properties. This is the second hearing on this topic in the last two years and I commend you,
Chairwoman Roukema, for continuing this examination and policy discussion. As the
subcommittee moves forward, please know I will work with you to craft a policy that will be fair
to homeowners and maximize FEMA’s ability to limit repetitive losses in the NFIP Let me aiso
say I have a great deal of respect for my co-panelists today. Mr. Bereuter, Mr. Bentsen, and Mr.
Blumenauer have all spent a good deal of time studying the repetitive loss problem and have
introduced thoughtful pieces of legislation on this subject. Ilook forward to working with these

and other interested members on this important issue.

Madam Chair, this hearing is indeed timely. As Mr. Bentsen can testify, Tropical Storm
Allison has ravaged great portions of Louisiana and Texas. In Louisiana, there have been 28,313
Allison-related claims f“;led with FEMA for flood related damages and over $15.5 million has
been released by the agency. Thankfully, many of my constituents were prepared for Allison by
having purchased flood insurance. Knowing that their road to recovery will be less rocky

because of their foresight is one of the main reasons I believe federal flood insurance must

remain widely available to all Americans who wish to purchase coverage.

Why is it Important that Federal Flood Insurance be Available?
Contrary to what we would like to believe, 500-year storms do happen, and while I know
that a 500-year storm only has a 0.2 percent chance of occurring in any given year, it seems that

Louisiana has lady’s luck with these “rare” storms. In fact, around south Louisiana they show up
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much more often than every 500 years. On the Federal Emergency Management Agency’s list of
“Significant Flood Events™” from 1978, until June 7, 2001, Louisiana makes the list nine times.

This list includes such storms as Hurricane Andrew, and just recently Tropical Strom Allison.

» When storms such as these devastate an area, nothing can stop them. The foresight to
purchase flood insurance becomes a necessity. For some of the families whose lives are severely
interrupted, the only feasible way to attain their previous lifestyle is through the NFIP. In my
home state of Louisiana, the average payment on a claim from 1978 - 2000 is $10,856.74. It is
unrealistic for Congress to expect my constituents to come up with this kind of money every few

years. We need federal flood insurance.

The federal government has implemented a public policy of assistance for families or
individuals aggrieved by natural disasters. This public policy has been widely embraced around
our nation. In fiscal year 2000 alone, the NFIP issued 4,269,694 policies resulting in th;: program
collecting $1,475,195,000 in premiums. Every policy written and every dollar collected by the
NFIP results in less money the federal, state, and local governments pay for these disasters. The
federal government guaranteed people that if they participated in good faith in the flood
insurance program that this insurance would remain available to them The American people
have responded by embracing the program. This is why Congress must act in a responsible and
fair manner to solve the repetitive loss problem so that the NFIP will remain available to our

constituents.
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The Problem of Repetitive Losses

Repetitive loss properties drain resources from the NFIP. These properties have cost the
NFIP $3.8 billion on 253,000 claims. This figure accounts for 38% of the historical losses to the
NFIP. First, let us be very clear and up-front, a large number of repetitive loss properties are
located in Louisiana. According to FEMA’s statistics, Louisiana has the greatest number of
repetitive loss properties out of any state in the union. There are 9,334 repetitive loss-buildings
insured by the NFIP that have sustained 29,528 losses. Because of this, the subject at hand is of

tremendous importance to my constituents.

Part of the reason there are so many floods in my area is a simple function of geography,
geology and hydrology. Louisiana is located at the mouth of the Mississippi River. We get
everything that comes down the river, and that means a tremendous amount of water. Second,
the elevation Baton Rouge is only 60 feet above sea-level. Furthermore, the land is a gentle
B 7s17(;;:ei from Baton liougﬁerd;)rv&ﬁ' to the Gulf of Mexico which means eve'rgfrt}ﬁﬁrgws’orutﬁ of Interstate-
10 quickly approaches sea-level. The final factor is hydrology, or basically how wet the soil is.
Our ground water levels are pretty high which means that any significant amount of precipitation

can cause big problems. As a result, any major storm that moves through our area usually results

in flooding.

Personally, I can tell you that we would rather it not flood quite so often, but there is very
little we can do about it. In spite of this, we are trying. Last year my constituents actually agreed
by a two-to-one margin to tax themselves for a major flood control project. Let me explain the

significance of this vote. These people have been known to wade through a mile of waist-high
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flood water for the sole purpose of voting against a tax to raise revenue for flood control projects.
Isay this in jest, but there is a large degree of truth to it, My constituents don’t like taxes, much
Tess new ones, but they understood the importance of the project. This project, the Comite River
Diversion Canal, will lower flood levels in the affected area by one to six feet. ‘the federal
government is paying a portion of this multi-million dollar project, but a sizeable portion is being‘
picked up not only by the State, but by the Jocal residents themselves. Again, we can’t stop a

flood, but we are taking reasonable steps to protect our homes, schools, churches, and businesses.

Despite the Repetitive Loss Problem, the NFIP Remains Strong

The NFIP experiences an average loss of $200 million per year comes from repetitive loss
properties. As Isaid eartier, the NFIP has paid out $3.8 billion to these properties since 1978.
This is too much of a loss for anyone to live with. How can this program survive paying $200

million a year to the same group of properties? Imagine what could be done with the savings.

Since the inception of the NFIP, its premium revenue has increased dramatically. In
'1970, premiums collected totaled $373,000. In just ten years that number exponentially
increased to $153,985,000. In 2000, the NFIP collected $1,374,740,000 in premium revenue
alone, and total revenue peaked around $1.47 billion dofars, Currently, the program issues

4,269,694 policies insuring over $300 billion dollars of property.

Dsspite these seemingly large figures, the cumulative operating results for the life of the
program are varied. As recently as 1991, the NFIP ran a surplus of $110 million dollars. On the

other hand, the program has been in the hole for as much as $1.47 billion in both 1997 and 1998.
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This number is representative of many different occurrences such as Hurricane Fran, but one

factor is certainly repetitive loss properties.

When Congress created the NFIP, a policy decision was made to subsidize premiums for
homeowners living in older homes that pre-dated flood maps. As such, the program was granted
the authority to borrow from the U.S. Treasury to make up the funds lost through subsidizing
premiums and to guard against unforseen disasters. Through June 2001, the NFIP has borrowed
$3,409,535,534 from the Treasury, and, as of that same date, the NFIP has a balance with the
Treasury of $0.00. This means the NFIP has paid back, with interest, every last cent it has
borrowed. According to the Congressional Liaison’s office of the NFIP, the program has never
defaulted or even made a late payment on a loan. It is worth noting that since 1994, all funds

borrowed have been repaid from premium income, not congressional appropriations,

The NFIP provides a valuable service, one which parallels the social policy we have

regarding natural disasters, and, since 1994, has managed to be self-sufficient. But, we can make

it better.

Principles for Repetitive Loss Reform

As I previously stated, it has been my experience that the vast majority of homeowners do
not enjoy being flooded. And, quite frankly, I don’t believe Congress should further punish
people for the misfortune of having their homes damaged and lives disrupted by flooding.
Congress must abandon the notion that any repetitive loss homeowner who refuses a mitigation

offer by FEMA is a crook. Logic and experience tell us otherwise.
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Congress, and this committee, should seek to implement a repetitive loss mitigation
strategy that takes into account reasonable circumstances which might lead a homeowner to
refuse an offer of mitigation. In fact, in the Financial Services Committee’s budget views for
fiscal year 2002, this approach is urged. The budget views advocate a mitigation program that
takes the following into consideration when a reasonable mitigation offer is refused:

. ‘Will the offer of mitigation (if buyout is the option exercised) significantly limit or inhibit
future homeownership opportunities for the individual or family?

. Will mitigation destroy or otherwise disrupt the continuity of minority or historically
significant neighborhoods?

. Is the property flooding as a result of third-party development (either up-stream or down-
stream) that has altered drainage patterns?

. When purchased, did the homeowner make that purchase in good faith by relying on

FEMA certified flood maps or Flood Insurance Rate Maps?

Congress would certainly not want to “help” someone out of homeownership. In my
district, I can think of areas that are flood prone and are populated by the elderly who have lived
in their homes for decades. The value of these homes, relatively speaking, is not that great. If
FEMA were to make a buyout offer for the fair market value of their home, I do not believe they

would be able to purchase another residence.

Congress should be careful not to enact a policy that would require entire historic towns

(as was the case in Princeville, North Carolina) or culturally significant neighborhoods to be
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bought out or significantly altered. In some cases, certain populations settled only where they
were allowed, and often this was not on the highest ground. Idon’t believe we should punish

communities for the inequities of the past.

Holding a homeowner responsible for someone else’s actions is not right. As our nation
has grown, our cities have spread out. This urban spraw! has meant an explesion in new
construction. Poor zoning and city planning has meant that drainage and watershed patterns have
been significantly altered. Should an individual whose home never flooded for the past twenty
years be held accountable for the new subdivision being built a mile or two up the road?
Furthermore, I don’t believe homeowners should be penalized if they purchased their property by
relying on incorrect FEMA maps. Why would we want to penalize people who did their

homework and tried to do the wise thing?

Being displaced from your home is a traumatic experience, regardless of the reason. One
of my employees has flooded twice in the past year. When Suzette and her family moved back
into their new home after the first flood, they were flooded out two weeks later by Tropical
Storm Allison. She has once again moved her family out of their home and back into a small
apartment while all the work that was just completed is being redone. And, I can assure you,
Suzette did all of the necessary research before she and her husband purchased that home., After
owning her home for less than 1% years, Suzette could be thrown out of the program or face
extraordinarily high premiums for flood insurance because the developer did not install a proper

storm drainage system.
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When Suzette receives a call from FEMA telling her they want to either mitigate or
purchase her house, she will face the reality of quite possibly having to move once again. How
can she tell her family that they have to move while their house is raised, or while other major
work is occurting? Or, how can she tell her family that they will be moving into a new home? In
other words, she is going to need a very good reason to displace her family for a third time in

such a short period of time.

Let me be very clear—1I do not believe every family or individual who refuses mitigation
will have a compelling reason for doing so. The repetitive loss problem is so severe that I
believe the Director must have the authority to hold a homeowner accountable for the increased

risk and cost to the NFIP when a reasonable mitigation offer is refused.

This raises questions regarding the nature and severity of the penalty for refusal, and for a
homeowners’ right to appeal an adverse determination. {do not believe that families should be
priqed out of the NFIP. Certainly an increase in premium and deductible is in order, but I do not
believe it is in the best interests of the program to price these increases in such a manner that will
drive people away from the program. Every dollar of premium ultimately offsets government
disaster assistance costs. Furthermore, fairness requires that we provide homeowners with an
opportunity for a third-party review of a determination. People need to know they are being

treated even-handedly.

Congress must empower FEMA to move forcefully against bad actors and those who

attempt to defraud the NFIP. If a homeowner is deliberately allowing an insured strueture to
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flood for the sole purpose of collecting a claim, that individual must be expelled from the

program or have his or her right to participate in the program suspended for a length of time.

Financing Repetitive Flood Loss Mitigation

With such a daunting task before the agency, it is appropriate to consider the costs.
Indeed, FEMA studies show that initial costs of beginning a targeted mitigation program run
around $575 million. Complicating this situation is that the appropriators are hesitant to provide
funds to pay for disasters before they happen. This means that substantial resources are not
available. As a case in point, I recently received correspondence from East Baton Rouge Parish
saying that while the City-Parish has identified 700 repetitive loss properties in their jurisdiction,
there is only enough funding for them to consider mitigating 50 structures. This piecemeal
approach prolongs the hemorrhaging of the NFIP while leaving families and communities in

harm’s way. Clearly, alternative sources of revenue must be located.

Currently, the NFIP is authorized to borrow from the Treasury to cover shortfalls between
revenue and expenses. Depending on the severity of losses each year, the amount borrowed
fluctuates. As I previously stated, the agency has always paid off its debts on time and with
interest. I propose building on this relationship.. Congress should consider authorizing FEMA
to borrow from the Treasury the amounts necessary to begin mitigation of the most severe
repetitive loss properties. FEMA has already developed a list of the 9,500 worst repetitive loss
properties and has estimated annual projected losses if these structures are not mitigated. By
having a loss estimate, FEMA, by extension, has also created savings projections. As properties

are mitigated, FEMA can invest the identified savings into additional mitigation activities. After



60

the program is underway, FEMA will have paid off its initial debt with the Treasury and will be

able to use the realized savings to mitigate all identified repetitive loss properties.

Once significant progress has been made on the mitigation of repetitive loss properties,
the Director should be given the option of using a portion of the savings to update old flood
maps. Unreliable Flood Insurance Rate Maps have frustrated local officials, insurance agents,
homebuilders and homeowners. FEMA has estimated that nationally, flood maps can be updated
for a cost of $1 billion. The resource mismatch is yet again a problem for FEMA. Diverting

these savings over a period of time may help the agency overcome this difficulty.

Madam Chair, it is obvious that the NFIP faces a crisis of extreme consequence in the
repetitive loss problem. Repetitive losses continue to drain the NFIP and may one day have a
significantly negative impact on taxpayers. However, this does not have to be the case.
Americans rely on federal flood insurance and they are comfortable with the program. This
program must be preserved and open at a reasonable price to the largest portion of our
population. Congress can help families stay in the program and Congress can help families

prevent additional flood losses.

1 believe that this committee and this Congress are up to the task of reforming the NFIP to
reduce the repetitive loss problem. Ilook forward to working diligently with all interested

members and the Bush Administration to accomplish our common goals.
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- in effect on report ""AS OF" date below

&

State Name

Colora;

Connecticut

Delaware
Florida
Georgia
Guam
Hawaii
lowa
Idaho
Illinoig
Indiana
Kansag
Kentucky
Louisiana
Marvland
Maine
Michigan
Minnesota
Missouri
Montana

North Dakota
Nebraska
New Hampshire

New Jexsey
New Mexico

Pennsylvania
Puerto Rico
Rhode Island

South Carolina

Trugt Terr QOf Pac

Policies
In-Force

27,177
346,843
14,661
29,405
350
16,372
1,740,072
63,210
i%9
40,365
9,970
5,204
44,358
25,579
10,602
20,082
353,811
38,439
48,942
6,986
25,850
7,976
21,898
41,644
3,152
101,640
5,972
12,803
4,657
175,523
11,791
11,881
93,232
34,329
14,594
26,030
62,259
47,864
11,142
134,608
2,862
14,567
1

Texas
Utah
Virginia

Virgin Islandg
Vermont

Washington
Wisconsin

. West Virginia
Wyoming
Unknowrn

TOTAL

349,036
2,291
76,472
2,335
2,725
27,775
12,845
18,142
1,914

7

4,255,425

POLICY STATISTICS
COUNTRY-WIDE
AS OF 12/31/2000

Insurance

In~Force (3100}
3,190,769
41,833,271
9,611,400
5,882
35,838,098
520,955,039
19,931,929
42,569,781
365,926
22,697,296
2,329,996,936
95,167,004
247,581
49,413,414
8,245,128
8,018,911
43,739,473
21,444,656
9,043,560
15,995,962
403,927,581
52,626,805
53,772,067
8,190,491
25,096,115
8,517,945
21,067,318
40,871,555
3,156,265
139,494,422
6,971,282
10,892,961
5,261,688
239,296,637
11,847,278
18,390,586
134,145,749
29,508,522
12,900,618
36,776,539
65,095,484
30,087,960
15,282,551
209,521,679
2,922,856
16,665,977
730
474,770,095
3,124,747
104,487,065
2,535,598
2,747,604
36,133,687
11,967,902
12,392,572
2,418,086
5,645

5,531,194,675

Written
Premium In-Force
1,079,264
15,045,036
5,525,665
3,009
10,736,647
150,825,553
7,293,521
17,861,487
115,612
7,174,493
569,262,781
27,379,471
133,632
12,822,314
5,208,595
2,146,859
20,930,105
12,22%,708
4,805,375
9,210,611
140,398,664
24,431,662
15,845,344
3,914,627
11,917,218
3,654,465
11,703,794
16,662,433
1,357,083
42,544,081
2,893,088
5,507,771
2,510,245
89,425,003
4,677,926
5,407,822
55,025,608
16,802,131
6,209,004
11,846,942
32,071,947
17,307,974
7,397,197
53,128,798
1,335,954
6,527,467
184
127,620,159
976,234
29,492,416
1,263,283
1,508,268
12,471,175
6,021,278
8,636,327
894,487
3,751

1,659,183,560
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East Baton Rouge Parish
Office of Emergency Preparedness

222 St. Louls Street, B-230

JOANNE H. MOREAU, CEM
Post Office Box 1471 Director
Baton Rouge, Louisiana 70821
(225) 389-3035
(225) 346-0281 Fex
July 9, 2001
QEP:JHM:KC070%01
Honorable Congressman Richard H. Baker %‘ o]
House of Representatives i i m
5555 Hilton Avenue, Suite 100 % % ) %
- . ... BatonRouge, LA 70308 o ) . - 2 = Z ~ )
RE:  Darrin and Michelle Vicks =
12130 Gibbens Road %
Baton Rouge, LA 70807

Dear Congressman Baker:

In response to your letter dated June 19, regarding a federal buyout program for Mr./Mrs.
Vicks, I submit the following information:

Ms. Vicks was contacted by our office regarding her residence located at 3740
Donaldson Drive, which she stated received approximately 4.5 feet of water during the
recent tropical storm. Additionally, Ms. Vicks has provided the following information:

Estimated Content Loss: $38,900 Appraised Content Loss: $15,800

Estimate by Contractor: $56,000 Appraised Structural

$49,000
Damage:
Estimated Loss: $94,900 Total Appraised Loss: $64,000
Estimated Value of Structure:  $86,000 Living Area: 1675 sq. ft.

East Baton Rouge Parish currently participates in 2 Hazard Mitigation Grant Program that
conducts buyouts of repetitive loss structures; however, this structure is not qualified for
the current federal program. Federal funding sponsors this voluntary parish initiative at a
75% federal — 25% homeowner cost share,
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Our current program ranks over 700 repetitive loss structures (those structures having 2
or more flood claims in the past 10 years as reported to the National Flood Insurance
Program, with a minimum of $2000 in damage for esch claim). Based on the total
number of claims, as well as the total dollar value of loss, eligibility and ranking is
determimed.  The top 50 ravked structures or the “worst of the worst” are currently being
considered for acquisition in this voluntary federally funded program.

On July 5, 2001, the Louisiana Office of Emergency Preparedness notified our office that
funds in excess of $2,000,000 would be available for a new Hazard Mitigation Program.
"However, with 22 parishies coffipeting fot these funds; this Hmits vur-ebilityto- address-a—--
large number of the recently flooded areas.

‘We will continue to devote our resources to the development and finding of buyout
programs which identify and target residences like that of Mr. And Mrs. Vick. Tam in
hopes that Louisiana will receive additional federal funds from the Federal Emergency
Management Agency for programs to help the affected areas. However, until such funds
are awarded to East Baton Rouge Parish, I encourage Mr. And Mrs. Vick to work with
the federal agencies that can assist in addressing the many financial constraints that flood
victims must endure.

T hope that this answers some of the questions raised. Please be assured that new
programs, as they are developed in East Baton Rouge Parish, will be fair and equitable
and that all processes will give priority to those areas that have been hardest hit. Should
you have any questions, please feel free to contact me.

Thank you for your commitment to public safety and citizens’ peace of mind. This is
demonstrated as you continue to work to ensure that our community will once again have
an opportunity to receive funding for new mitigation programs that provide substantial
aid to flood victims like Darrin and Michelle Vicks. .

JoAnne H Moreau, CEM
Director

Pc:  Jim Brewer, Assistant Chief Administrative Officer, Office of the Mayor-President
Fred Raiford, Director, Department of Public Works,
Keith Cranford, Assistant to the Director, Office of Emergency Preparedness
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Testimony of Congressman Ken Bentsen

Before the Subcommittee on Housing and Community Opportunity
Committee on Financial Services
U.S. House of Representatives, Washington D.C.

July 19, 2001

Good Morning. I want to thank Chairwoman Roukema and Ranking Member Frank for holding this
hearing on the National Flood Insurance Program (NFIP) and repetitive loss properties. As in April
1999, this April I reintroduced the “Repetitive Flood Loss Reduction Act” (H.R. 1551), legislation I
believe will greatly reduce repetitive NFIP claims. Iam pleased that my colleagues, Rep. Bereuter
and Rep. Blumenauer, have reintroduced their legislation. Ilook forward to working together to
reach a consensus approach on how to approach repetitive loss property owners and effectively bring
relief to the NFIP and the taxpayer.

I would like to thank and commend also Rep. Baker and all our panelists from FEMA, GAO, the
National Emergency Management Association, the Association of State Floodplain Managers,
National Wildlife Federation, National Association of Realtors, the Homebuilders Association, and
the Independent Insurance Agents of America, all of whom have dedicated much to the improvement
of flood disaster policy in this area.

1 was very encouraged by the amount of cooperation, creativity, and compromise exhibited by my
colleagues and our staff in addressing these issues in the last Congress. Our work in 2000 succeeded
in producing several draft versions of a Bentsen-Bereuter-Blumenauer bill, and T am optimistic we can
resolve differences between the bills and produce legislation this Subcommittee and the Financial
Services full committee will enthusiastically endorse. 1 want to say up front that the most significant
difference is which definition of repetitive loss to use.

Perhaps most important is for the Committee to understand that the National Flood Insurance Program
is not a boondoggle, but a necessary safeguard for millions of American homeowners who are neither
wealthy nor living in beachfront mansions. Many tens of thousands of my constituents and fellow
Houstonians have paid dearly for the peace of mind flood insurance brings, most of whom rarely, if
ever, file a claim. After the deluge of Tropical Storm Allison, which flooded the Greater Houston
area from June 5 to June 11, Many of these folks are now glad they have insurance.

Ore of these constituents of mine is a local elected leader, Mayor Wayne Riddle of Deer Park, Texas.
An insurance man by trade, Mayor Riddle is a model NFIP policyholder. His home flooded only once
(before Allison) in the last 20+ years, and his home is not located in the floodplain. He admitted to
me that he considered dropping coverage since it was not required, but he did the right thing. A home
out of the floodplain with two floods in over 20 years sounds like an ideal candidate for NFIP
insurance, not a‘candidate for a buyout. The cost-benefit ratio for buyouts of two claim houses will
not be as advantageous as for costly properties. When we produce a consensus proposal, [ hope that
we will keep the situation of homeowners like Mayor Wayne Riddle in mind.

Considered by many a 500-year rainfall event, Tropical Storm Allison was incredibly devastating to
Southeast Texas, causing an estimated $4.8 billion in damage in Harris County, the most developed
affected county. Allison dumped 30 to 40 inches of rain in parts of Harris County--as much as 15
inches in a 6-hour period in some locations. This incredible event that prompted the Harris County
Flood Control District to uncover a meteorelogical theory developed by the National Oceanic and
Atmospheric Administration (NOAA) termed "total maximum precipitation.” In geographically
limited, but highly developed and sensitive areas, the sky delivered the highest amount of moisture
allowed by the laws of physics to the ground beneath. This was from a tropical storm that did not
make the traditional journey from the West coast of Africa, but formed spontaneously the Gulf of
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Mexico, greatly reducing the warning time. This delay had tragic and expensive consequences.

FEMA reports that approximately 25,000 NFIP claims have been filed by Allison affected
homeowners in Texas and Louisiana totaling $350 million, or an average $14,000 per Allison claim
(the average claim for Hurricane Andrew in Florida was $17,000). In reaction to these claims back in
June, Howard Leikin, deputy administrator of FEMA's Federal Insurance Administration stated,
"unexpected events like Tropical Storm Allison underscore the need for flood insurance.” I could not
agree with him more. 1believe we need to keep affordable flood insurance available for homeowners
in coastal and riparian areas. However, we urgently need to address the 1,267 costly repetitive loss
properties in Texas, and I suspect that many of them experienced damage again during this
extraordinary event.

We all know repetitive loss claims in the NFIP are excessive, with many ridiculous claim histories
that were never intended with the creation of the NFIP. The most costly 10,000 or so structures are
costing, on average, $8000 per structure, per year--$80 million. As a Representative from a district
that has over 30,000 households in the NFIP, [ know that, the NFIP is now less effective at achieving
the goals of limiting federal disaster outlays and promoting proper building standards as a result of
marny complex and varied factors. A short list of these would include extensive development growth
in many coastal and riparian watersheds, a significant increase in violent tropical storms affecting our
nation’s Atlantic and Gulf coasts; a Jong learning process on flood control projects, subsidence from
groundwater pumping, deficient stormwater facility maintenance and the unmet need for valuable
topographic data for floodplains.

1 believe that NFIP was a fundamentally positive step in improving emergency management. The
NFIP was intended to limit federal flood recovery liability in the 100-year floodplain and shift most of
the responsibility of flood damage recovery to homeowners in the floodplain through premiums. As
GAO noted in the 1999 hearing, the NFIP was not designed to be actuarially sound because of the
high number of grandfathered, pre-FIRM structures included. It was understood that many of these
homeowners are working class families who moved or built before floodplain management and
planning became standard practices. It was also understood that moving or raising millions of
structures in the floodplain was a economically and politically impossible undertaking. This point is
important, because in Harris County buyout funds have often run short of demand. In addition to
limiting federal disaster liability, NFIP is a valuable incentive for the federal government to
voluntarily but vigorously promote national floodplain building standards by setting eligibility criteria
for policyholders. As I will note again later, post-FIRM properties in the floodplain are not often
repetitive loss properties.

There may be many culprits in the repetitive loss story--city planners, developers, Congress and the
federal government, but it is also important to understand that floodplains change, usually expanding,
as a result of upstream development. Remapping of the watersheds in my district from 1996-1999
brought 9,637 housing units into the Special Flood Hazard Area (SFHA), or floodplain, and
ultimately into the NFIP. I do not believe it is right to hold all 4 million NFIP policyholders
responsible for development decisions made primarily on the local level before topographic
information was available the way it is today. The NFIP was created for these homeowners, and I
believe they will feel cheated if they have paid several thousand in premiums and lose their coverage
after a couple of $1000 claims.

I would like to reemphasize my focus on the repetitive loss homeowner caught in this destructive,
expensive, and often hopeless cycle. People who come familiar with the issue of repetitive loss,
through an article or network news story will ask: why do these people live there? Most people
believe they would have the common sense to not locate their family in this kind of terrible situation.
1 would remind all interested that only 4% of repetitive loss properties are post-FIRM, meaning built
after 1974 or when rate maps were done for a particular community.

This means that 96% of repetitive loss properties were constructed either when they were not in the
floodplain, when the floodplain was not understood, and in a era before the federal government was
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actively working to encourage national floodplain building standards. Imy view, it is wrong to
determine that all of these homeowners and families are “abusing” the system. I support removing
these structures from the floodplain, but I believe these homeowners have committed no abuse that
they had any control of and deserve compassion in a repetitive loss reform effort.

1 would like to strongly state my concern for lower-income homeowners that these proposals would
affect. Many may believe that the NFIP mainly subsidizes wealthy seaside developments in popular
vacation spots, but I know that in my district many of these homeowners are not able to make the
financial decisions that many of us here feel that we would make in the same situation. I believe that
Rep. Baker also has the same constituent concerns in his district in Louisiana.

My legislation, H.R. 1551, seeks to improve the NFIP while always focusing on the homeowners who
will be at the center of the repetitive loss reduction process. After discussing H.R. 1551, I want to
touch on the affect that Tropical Storm Allison had on my hometown of Houston, Texas.

L Buyouts: As in Reps. Bereuter and Blumenauer’s bill, my legislation gives primary focus
to buying out repetitive loss homes in the floodplain because it is a proven, cost effective,
and equitable solution to the vicious flooding and financial cycle that traps many owners
of repetitive loss properties. This emphasis on removing repetitive loss properties is the
fundamental agreemént between our two proposals. In the Subcommittee hearing held on
this issue in 1999, former FEMA Director James Lee Witt cited a ratio of $2 in reduced
federal disaster assistance for every $1 spent on buying out repetitive loss properties.

For the $100 million in authorized funding provided in H.R. 1551, $90 million is directed
towards buyouts and $10 million towards mitigation activities like elevation. [ believe
this number may need to be larger. Former Director Witt stated during his tenure that
with $300 million he could stabilize the NFIP. I also believe increasing FEMA’s line of
credit with the Treasury may need to be temporarily increased. If FEMA borrows funds
from Treasury to finance repetitive loss buyouts, net benefits could be achieved while
reducing demand for scarce discretionary funds.

1L State/Local: I drafted ILR. 1551 with the intent of deeply involving state and local
governments in the process because this issue is essentially a land use issue where local
governments obviously have unique knowledge and authority. H.R. 1551 would require a
database of repetitive loss properties constructed by local floodplain managers and
FEMA. FEMA has already made a huge step in this direction with the creation of the
Special Direct Pacility (SDF), a central processing office for the 10,000 targeted repetitive
loss properties. My legislation also allows state and local governments to coordingte and
execute the repetitive loss buyouts and requires that the acquired property be ownéd and
maintained by the local government or state, not the federal government.

During the drafting of H.R. 1551 I consulted with Harris County, the third largest county
government in the United States, and specifically the Harris County Public Infrastructure
Department (HCPID) which includes Harris County Flood Control District (HCFCD).
HCFCD is a leader among local government in using buyouts as non-structural flood
damage reduction projects. For example, in the Cypress Creek watershed, HCFCD used
$4.5 million in flood control funds from the Corps to help fund 35 buyouts rather than
construct a more expensive channel project. However, after a 1994 flooding event,
HCFCD could not obtain enough funds to buyout all the homes along Sims Bayou in my
district that would have been cost-effective. I am confident that many of these homes may
have flooded again during T.S. Allison, due to lack of funds in 1994.

1L Mitigation: H.R. 1551 provides $10 million in flexible grants to state and local
governments for elevation, relocation, demolition, flood proofing, and minor mitigation
efforts for structures in the Special Flood Hazard Areas (SFHA). These funds are to be
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used for feasible, cost-effective projects likely to provide protection and substantially
reduce damage claims by NFIP properties. Rep. Bereuter’s proposal provides for the
extension of current mitigation grants to non-compliant communities which have been
excluded.

v, The Definition: Finally, and most importantly, in order to provide the most benefits
quickly for our limited buyout dollars, my legislation has a more targeted definition of
“repetitive loss” than the Bereuter-Blumenauer approach. Instead of 2 loss without regard
to amount of claims as in H.R. 1428, [ use a definition of 3 or more losses with
cumulative damages equal to 125% of the market value of the structure. In our last
hearing on this issue, GAO agreed with me that a focused definition of repetitive loss
ensures the more costly repetitive loss properties are addressed first. Certainly, this area
has been the subject of much back and forth. I believe we should target scarce buyout
funds and not give the federal government undue braod authority to clear the floodplain
after two claims, even de minimis ones, which would be far below premiums paid.

Essentially, the definition of repetitive loss is a definition defines homeowners who will
be penalized. We all know that houses last a long time and weather is unpredictable. An
insurance policy where your premiums go from several hundred to several thousand after
two minor claims, refardless of time, location of the floodplain, or ownership, does not
sound like much of an insurance policy. I would urge all present to imagine how the
value of NFIP homes would be affected should the unconditional two claims proposal
become law. A critical point which my bill does not define, as Mr. Bereuter and Mr.
Blumenauer do, is the question whether the policy runs to the policy holder or the
property. Having the policy run directly to the property could have the effect of
decreasing its value and raise disclosure issues under Real Estate Settlement and
Precedures Act.

V. Consequences for refusal: [ also drafted my legislation 1o include a significant financial
incentive to participate in repetitive loss buyouts or mitigation. H.R. 1551 raises
premiums by 50% and increasing the deductible by $5,000 for those that refuse an offer of
purchase or mitigation. Another difference from the Bereuter legislation is HR. 1551
directs the revenue from increased premiums into repetitive loss mitigation and buyouts. I
respect Reps. Bereuter and Blumenauer’s desire to raise folks to actuarial rates, but I hope
they will consider raising premiums in steps rather than one quick shock

In summary, I think that Reps. Bereuter, Blumenauer, and I are much in agreement on this issue.
However, HR. 1551 differs from H.R. 1428 on the critical definition of repetitive loss and a fgw
secondary issues. I believe my approach is more targeted and careful because I am very familiar with
many of my constituents who are trapped in the repetitive loss cycle since coming to Congress.
Furthermore, I believe the engagement of the affected homeowners and their elected representatives at
all levels will be critical to reaching a consensus. The most recent devastating flooding event in my
district, Tropicad Storm Allison, which I will describe shortly, has reinforced my desire to remove
repetitive loss structures and their residents from harm’s way. When we accomplish this, federal
disaster recovery efforts can focus on those properties and families that experience extraordinary
calamities, instead of routine cycles of flooding and rebuilding.

That is why I am committed to a focused, cost-effective definition of repetitive loss, the fairness of the
eventual buyout offer price, and the availability of mitigation for repetitive loss properties. A targeted
definition leads to a policy that is more cost-effective, minimizes the adverse impact on homeowners,
especially low and moderate income homegwners, and recognizes the limitations of the federal
government.
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Witness Testimony Housing Subcommittee
Two Floods and You Are Out of the Taxpayer’s Pocket Act
July 19, 2001
Congressman Doug Bereuter

Good Morning. Thank you Madame Chairwoman for having this Subcommittee
hearing on the subject of the National Flood Insurance Program (NFIP). In April of this year,
Congressman Earl Blumenauer (D-OR) and I reintroduced the "Two Floods and You Are Out
of the Taxpayer’s Pocket Act (H.R. 1428)." This legislation, which is the same legislation that
we introduced in the 106" Congress, represents a continuation of my long-term interest and my
past efforts in the House to reduce the extraordinary costs of repetitive losses from the NFIP as
administered by Federal Emergency Management Agency (FEMA).

At the outset, I would like to thank Mr. Blumenauer for his dedication and devotion to
the principles and details of this legislative effort. I would also note that during the 106™
Congress, FEMA, under the direction of Director James Lee Witt, was involved in assisting us
in drafting our legislation and was supportive of our legislation. Furthermore, I would also
like to extend my appreciation to Congressman Ken Bentsen (D-TX), and Congressman
Richard Baker (R-LA), who are also testifying today, for their efforts and concern about the
functioning of the NFIP.

If enacted, the "Two Floods and You Are Out of the Taxpayer’s Pocket Act" will help
turn the tide against the huge costs associated with repetitive loss properties. The
policyholders of many of these repetitive loss properties are currently not being charged the
actuarially sound rates under the NFIP. This legislation addresses repetitive loss property in a
simple, straightforward manner; the owner of a repetitive loss property will be charged the
actuarial, risk-based rates for their national flood insurance policy if two conditions are met.
First, two or more NFIP claims must have been paid on an individual property which is
thereby defined as a repetitive loss property. Second, the policyholder of the property has
refused a buyout, elevation, or other flood mitigation measure funded by FEMA.

I support H.R. 1428 for numerous reasons; however, the following reasons are the
most significant grounds for my support:

1. Policyholders of repetitive loss properties are able to take advantage of
and abuse the NFIP by making claim after claim on the same flood-prone
properties;

2. Federal taxpayer money will be saved under
H.R. 1428 by reducing the NFIP’s unpaid debt to the U.S. Treasury;

3. The Federal Government is encouraging development by giving subsidized flood
insurance to these high-risk areas;
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4. It is predicted that the United States will experience more hurricanes and other
storms in the immediate future decades thereby resulting in an even greater number of
repetitive claims; and

5. There is a demographic trend of individuals living closer to United States
coastlines which will probably result in a greater number of repetitive loss
claims.

Today, I would like to use this opportunity to explain, in greater detail, these five
reasons for my support of H.R. 1428. First, I support this legislation due to the widespread
abuse among some policyholders of the NFIP who own repetitive loss properties and who are
not paying the actuarial rate for their flood insurance. FEMA had identified over 45,000
insured properties nationwide under NFIP which would be categorized as repetitive loss
properties (using FEMA’s definition of two or more flood insurance losses of $1,000 or more
within any ten-year period). Of these 45,000 properties, approximately 10,000 have
experienced either four or more flood losses or two to three flood losses that cumulatively
exceeded the value of the property. This subset of properties is costing the NFIP over $80
million annually.

Under the NFIP, a regional cross-subsidy is flowing from the policyholders in non-
repetitive loss areas of the country to those policyholders in repetitive loss areas of the
country. In FEMA’s defense, it does not have the congressionally mandated tools to address
the costs of repetitive loss. The "Two Floods and You Are Out of the Taxpayer’s Pocket Act"
will give FEMA the authoritative tools to reduce repetitive loss and to stop this Federal
handout and cost-shifting to other NFIP policy-holders.

Second, our legislation, H.R. 1428, will save Federal taxpayers by reducing the NFIP
unpaid debt to the U.S. Treasury. Since 1994, FEMA has been forced to borrow over $2
billion from the U.S. Treasury to cover NFIP claims and operating expenses.

1 certainly know of no private insurance company that can long stay in business if it disregards
good actuarial practices. American taxpayers are paying the costs for those individuals who
choose to live in high flood risk areas and who fail to take the prudent mitigation actions. This
bill will help to ensure the future solvency of the NFIP and to reduce the need for the NFIP to
borrow from the Treasury.

Moreover, this bill will also save substantial taxpayer money in the costs of Federal
disaster relief assistance as many properties will be bought out, and removed from Federal
disaster-aid prone areas. In addition, H.R. 1428 explicitly provides that many types of Federal
disaster relief assistance will not be given to the owners of repetitive loss properties if they
refuse to accept mitigation assistance.

Third, my support for this legislation is based on the fact that the
NFIP gives subsidized flood insurance to disaster prone areas. The Federal Government is
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encouraging development in these areas. The question needs to be asked whether rebuilding is
merited in repetitive loss high risk areas? I believe in many cases the answer will be "no."

Fourth, I support H.R. 1428 because of a predicted future change in weather patterns.
Dr. William Gray, a highly respected Professor of Atmospheric Science at Colorado State
University, predicted that over the next few decades the East Coast and Gulf Coast will be
subject to more frequent forceful tropical storms, including hurricanes. Due to the number of
repetitive loss properties on the coasts, additional hurricanes will result in huge numbers and
amounts of additional claims under the NFIP. It is imperative that the NFIP is changed before
the eye of yet another hurricane is upon us.

Lastly, the demographic reality is that millions of Americans find themselves living
closer to an ocean than ever before. According to the United States Census Bureau, within the
next 10 years, 75 percent of the United States population will live within 100 miles of the U.S.
coastline. Due to this demographic factor, the time is ripe to change the rate structure of the
NFIP now.

In summary, the title of the legislation is "Two Floods and You Are Out of the
Taxpayer’s Pocket Act." We need to stop treading through the water of repetitive loss after
repetitive loss. This legislation is the right thing to do at the right time. I look forward to the
other testimony today and to working with the Housing Subcommittee on the reform of the
National Flood Insurance Program. Thank you.
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Appendix 1: Comparison of Repetitive Loss Property Proposals

H.R. 1428
Two Floods and You are Out of the
Taxpayer’s Pocket Act of 2001
(Bereuter and Blumenauer)

H.R. 1551
Repetitive Flood Loss
Reduction Act of 2001

(Bentsen)

FY 02 Administration
Budget Proposal

Properties
Affected by
Proposal
(Defined as
“Repetitive Loss
Properties™)

Properties for which two or more NFIP
claims have been paid

Propertics with three or
more flood-related damages
with a cumulative cost of
repairs equal or greater than
125% of the structurc’s fair
market value

Properties with two or
more losses of $1000 or
greater in a ten-year
period

Proposal’s
Effect on
Property Owners

Property owners refusing FEMA
mitigation to be charged full actuarial
rate for flood insurance

Property owners refusing
FEMA mitigation to have
insurance premium
increased by 150% with an
additional $5000 deductible
for each subsequent flood
insurance claim

Repetitive loss property
owners could make one
more claim before having
their flood insurance
policies terminated

Annval $50 million budget appropriation, plus | $100 million budget No funding required
Program authorization of $70 million transfer appropriation for a new
Funding from the Nat’l Flood Insurance Fund to | “Repetitive Flood Loss

the Nat’l Flood Mitigation Fund for Reduction Fund”

mitigation established within the

Treasury

Disaster No disaster assistance for repairing, Does not prohibit disaster No disaster assistance for
Assistance replacing or restoring repetitive loss assistance for repetitive loss | repetitive loss properties
Available properties whose owners refused properties

FEMA mitigation
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I would like to thank the Chairwoman and Ranking Member for holding today’s hearing.
The Committee’s hearing on this sibject during the last Congress was very helpful in
highlighting the importance of this issue and the impact of the national flood insurance
program on government spending. Since that hearing, the need for re-examining our
national flood insurance policy has taken on an even greater urgency due to the alarming
increase in flood frequency and damage.

1 echo the comments of my colleague from Nebraska, Representative Bereuter and agree
with the Bush Administration’s position that we should help communities avoid natural
disasters. Flooding is a common and persistent problem for the United States. The threat
of global warming will likely mean that we will see an increase in the incidence of
extreme weather events. Earlier last month, Houston, Texas illustrated the tragic loss of
life and property that can result from such incidence.

It seems clear to me that Nature never intended for people to live or work in floodplains,
and the federal government shouldn’t assist people to do so. Between 1960 and 2000, the
federal government spent more than $38 billion in its futile attempt to control flooding in
areas that historically have been flood plains or wetlands. Despite that spending,
however, flood losses now average about $8 billion per year, six times the average flood
losses of the 1950’s, before the federal government made its investments. The damage
created in North Carolina by Hurricane Floyd in 1999 resulted in almost 70,000 people
receiving some form of disaster assistance. According to one FEMA estimate, over $58
million was disbursed for emergency disaster housing and individual and family grants in
the state.

PRINTED ON RECYCLED PAPER
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In the last § years alone, floods have killed more than 850 people, and caused more than
$89 billion in property damage, not including some of the most recent losses of life and
costly damage caused by Hurricane Floyd and Tropical Storm Allison. Much of this
flooding occurred in places where weak zoning laws have allowed developers to drain
wetlands and build in floodplains. More often than not, these are places that have been
flooded repeatedly since development began.

1 have oflen cited a house in Houston, Texas, as perhaps the most egregious example of
this kind of misguided behavior. Valued at only $114,000, it was the subjcct of 16 claims
between 1989 and 1995, for a total of more than $800,000. According to FEMA, there
are currently at least 45,520 repetitive loss buildings insured by the National Flood
Insurance Program. The National Flood Insurance Program now pays more than $200
million annually to rebuild these repetitive loss properties. Of these 45,000 properties,
approximately 10,000 have experienced either four or more flood losses or two to three
flood losses that cumulatively exceeded the value of the property. These properties alone
cost the program over $80 million annually.

T am proud to be the original co-sponsor of Congressman Bereuter’s bill, Two Floods and
You're Out of the Taxpayers” Pockets. The purpose of this legislation is to avoid many
of the injuries, deaths and damages before they occur, and give property owners the
option of moving to a less hazardous area.

It reforms the National Flood Insurance Program to give people a choice. Once an
individual has made more than two claim to the National Flood Insurance Program, they
may choose to continue to live in a hazardous area, and accept the actuarial, risk-based
costs of flood insurance for living there, or they may receive federal aid to move or
elevate their property out of harm’s way. This Act would never deny national flood
insurance coverage to any interested owner, renter, or occupant of a property.

This program will have many benefits. One of the most compelling reasons is the
savings to the federal government of millions of dollars in avoided flood damages. But
perhaps even more important than avoiding government waste, it will move people out of
harm’s way and discourage newcomers from moving there. Last month in Houston, a
mother was electrocuted trying to save her son, himself also electrocuted, from the rapid
flooding caused by Allison. This is not acceptable, and the federal government does no
one any good to continue allowing people to live in harm’s way.

Additionally, this legislation has important environmental benefits. It will allow nature to
resume its natural functions of flood control and water purification in flood plains, saving
millions of dollars in avoided water treatment infrastructure. And finally, it will restore
wetlands environments, which are host to rich and important ecosystems.

H.R. 1428, Two Floods and You’re Out of the Taxpayers’ Pocket, is win-win legislation.
It preserves and Testores the environment, while saving taxpayers and the federal
government money. Most importantly, through prevention and providing people with the
choice and the means to relocate, we can help to save lives.
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| want to begin by thanking the Committee for finding time on a busy legislative
calendar to address an issue that is very important not only to FEMA, but more
importantly to citizens around the country living in flood-prone areas. The
Committee and staff have always been interested and responsive to our work

and we appreciate that spirit of cooperation.

We also want to recognize the creativity, hard work, and, especially, the
persistence of Representatives Bereuter and Bentsen and Blumenauer and other
Members who have long been involved in this issue and have devoted so much
staff and personal time and resources to learn the intricacies of the problem and

have sought to find workable solutions.

The problem of properties that are damaged repeatedly by flooding and yet are
repaired or rebuilt in the same unsafe locations is one that has cost the program
millions of dollars over the years and has had tragic consequences for
individuals, families, and businesses caught up in the cycle of repetitive flooding.
Ironically, the financial impact of repetitive iosses on the NFIP is an inevitable

result of the very structure of the NFIP as originally designed. Let me explain.

The NFIP is premised on an agreement of sorts that the Federal government
makes with local communities. The terms of the agreement call for communities

to adopt and enforce building and development standards in their high-risk flood
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plains. These standards will ensure that new structures built in these
communities are better protected against the peril of flooding than much of the
development that had previously taken place over the years with no recognition

of the flood hazard.

In exchange for this commitment from communities, the government agrees to
make flood insurance, which the private insurance sector does not provide,
available to all property owners in these communities, no matter where they are
located and how serious their risk. Furthermore, the government agrees to
provide this insurance to high-risk properties built before NFIP standards were in
place, i.e., pre-FIRM properties, for a premium that does not fully reflect the true
risk to which these properties are exposed. The FIRM is the Flood Insurance
Rate Map, which delineates the boundaries of a community's special flood
hazard areas. While we refer to the premium charged these older properties as
“subsidized,” the program receives no infusion of funds from any sburce to offset
this premium shortfall. Repetitive loss properties are, for the most part a subset

of these pre-FIRM, “subsidized” properties. Let me put them into context.

At the moment, there are 4.26 million NFIP policies in force, approximately 27%,
or 1.2 million, of which are pre-FIRM policies that are subsidized. Of this
number, approximately 45,000 properties have experienced repetitive losses,
meaning that they have had at least two flood losses exceeding $1,000 within a

ten-year period. Combine this number of currently insured properties with about
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46,000 others that are no longer insured by the program, and we see that only
91,000 properties, or 15% of the properties that have had any loss at ali, have

accounted for over $3.8 billion, or 38%, of our losses over the years.

The original program design contemplated the absorption of heavy losses from a
certain number of high-risk properties as an acceptable cost of securing the
commitment from local communities to regulate new construction. That
commitment has paid off. We estimate that the enforcement of NFIP building
standards results in about $1 billion in annual reduced damage caused by
flooding.

At the same time, we can improve the financial condition of the NFIP by
identifying properties that are costing the program a disproportionate level of
losses and help the owners of these properties to either move out of the flood
plain entirely or at least take steps to make their homes and businesses safer.
By doing so, we provide these chronic victims of flooding long-term emotional

and financial relief.

To that end, we have identified épproximately 10,000 of the most vulnerable of
these 45,000 insured repetitive loss properties, and targeted them for mitigation
that could include buying them out, elevating them, or some other appropriate
action that will reduce their risk. This subset of properties includes those that
have had four or more flood losses or two or three losses that cumulatively

exceed the value of the building. There are a few properties on our list that have
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been flooded over 20 times in 20 years, an average of more than once a year.
The situation surrounding these properties is critical not only for the homeowners
who live in these susceptible areas but also for the NFIP, which cannot sustain
this level of claims activity. The NFIP has paid out over $800 million in claims for
these 10,000 properties over the last 21 years. If adjusted for today’s dollars,

that figure would exceed $1.3 billion,

Having identified these properties, our primary strategy is to buy out or otherwise
mitigate them. Since most of the buildings on our target list were built before
communities knew which areas have the highest flood risk and before building
codes for these areas adequately reflected the probabilities of flooding, such as
building elevation standards, in any given year some of these buildings will be
flooded again. When this happens, the owners of the insured properties from
this list will again file claims for flood insurance, totaling an average of $80 million
a year. And this will happen every year unless we do something to reduce the

hazard of repeat flooding.

We have already begun to use existing programs, to the extent we can, to
concentrate on these properties. We are authorized to spend $20 million a year
under the Flood Mitigation Assistance Program (FMA) on mitigation activities and
our Regional Offices have directed the states to give priority to these target
properties for the use of FMA funds. The same kind of priority has been

assigned to the funds made available under the Hazard Mitigation Grant Program
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(HMGP). We believe this kind of targeting of funds can be very effective in
addressing this problem, because we have already had a high degree of success

in reducing flood losses in similar circumstances all over the country.

Since 1989, FEMA and our State partners have approved the acquisition,
relocation, or elevation of over 29,000 properties using FEMA mitigation funds
under HMGP, FMA, and Hurricane Floyd and Unmet Needs Supplemental
funding. Not only have these projects saved untold human suffering, but
experience has shown us that these mitigation measures are also cost-effective.
To date, 47 States, the District of Columbia, and Puerto Rico have used this

funding for buyout and elevation projects.

A few examples will illustrate the effectiveness of these programs.

In Arnold, Missouri, after the 1993 Midwest floods, approximately 250 structures
were severely affected by the high waters, despite over 60 sandbag sites, and
528 households applied for Federal disaster assistance, which amounted to over
$2 million apart from flood insurance claims. After this event, the city
implemented an acquisition program, based on the city’s previously developed
floodplain management plan, using HMGP funds. in 1995, the city was again
flooded, but the damage was much less severe. As the Arnold City Manager

indicated, “Most of the areas affected had been bought out, so the people weren't
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there.” Only three or four sandbag sites were needed in 1995, and only 26

households appilied for Federal disaster assistance for a total of $40,000.

In the aftermath of the 1994 flood in Geneva, Alabama, local officials developed
what could be considered a mode! hazard mitigation project. They began an
aggressive campaign to convince homeowners in the flood-prone Baptist
Bottoms area to sell their homes and relocate out of the floodplain. The
community submitted a grant application to FEMA and 30 structures were

acquired and removed before the subsequent flood in March 1898.

When the 1998 flood hit, the areas lying outside the town’s protective levee were
fiooded. The Choctawhatchee and Pea rivers both peaked at over 35 feet-
approximately 13 feet above flood stage. However, due in part to the mitigation
measures FEMA carried out after the last flood, Geneva suffered far less
property damage than in 1994. The buyout of the 30 homes proved to be an
effective investment in Geneva. FEMA's benefit cost analysis software
determined that for an upfront cost of approximately $672,000 to acquire and
remove flood-prone properties, éver $1.4 million in damages and losses were
avoided. All of the acquired structures lay deep in the floodplain, and would have
been flooded had they remained in the flood risk zone. If the Baptist Bottoms
area had been redeveloped after the 1994 floods, many houses would have been

severely damaged or destroyed in the floods of March 1998.
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In 1994, Tropical Storm Alberto devastated central and southwestern Georgia.
The river community of Newton, located next to the Flint River, was among the
hardest hit by floods from the storm. Newton is a smail rural town with a
population of less than one thousand. The downtown area was under 12 feet of
water for several days, and flood depths in some areas were as high as 20 feet.
Over 150 homes and businesses were flooded. According to some local
estimates, damages came to $4.5 million. After the 1994 flood, Newton pursued
a mitigation project with FEMA to fund the acquisition and demolition of 20
residential and 19 commercial structures. All but one business moved out of the

floodplain.

As a result, many people were spared from the flooding that hit the town in 1998.
In the March 1998 flood, the Flint River peaked at 37 feet- 17 feet above flood
stage. In some areas of Newton, floodwaters rose as high as nine feet. The
buyout of the 39 structures in 1994 proved to be an effective investment in
Newton. FEMA's benefit-cost analysis software determined that for an upfront
cost of approximately $750,000 to acquire flood-prone properties, nearly $2
million in damages and losses were avoided. The figures for avoided damages
in 1998 apply to those structures that were deep enough in the floodplain to have

been flooded had they remained in the flood-risk zone.
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There are examples similar to these all over the country. In the same way that
we have been able to alleviate the plight of flood-stricken families and
businesses in these cases, we believe we can provide assistance to the owners
of these target repetitive loss properties that will be of benefit to the owners and

the government alike.

FEMA is currently providing states with insurance data for their repetitive loss
properties to help them identify candidates for projects under the Hazard
Mitigation Grant Program. We anticipate that the HMGP funds that will be
available as a result of the damage caused by Tropical Storm Allison can have
an impact on this target group. Of the 10,000 target repetitive loss properties,
1,267 are in Texas. Most of these are in the counties affected by the flooding
from Allison. The State is working closely with FEMA to implement an
accelerated acquisition program. In Friendswood, for example, the State has
submitted an application for 200 properties. Of those 200 hundred properties,
122 are repetitive loss properties, and almost 20% of them are on the repetitive

loss “target list”.

in general, States are very receptive to targeting repetitive loss properties,
especially when armed with lists of such properties. However, it should also be
noted that State and local governments also have other issues associated with
buyouts that they must grapple with, such as contiguous properties that also

make sense to buy out but which may not include a repetitively-damaged
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building. Clearly, targeted resources, as called for in your legislation, make

sense.

In the case of funds that are invested in these targeted repetitive loss properties,
we estimate that the costs associated with buying or otherwise mitigating a
property will be recouped in seven to nine vears. To the extent that funds are
made available specifically for repetitive loss properties, it wouid be particularly
effective if they can be made available in a way that provides the program with a

maximum amount of flexibility as how we are able to target the funds.

A factor to be considered in offering assistance to the owners of these target
properties - whether they choose o move out of the flood plain or to improve
their properties ---- is how to treat those who refuse such an offer. Most people
living in these high-risk areas are looking for help to alleviate their plight.
However, there will be those who, for varicus reasons, are reluctant to move.
This approach to addressing repetitive loss properties will receive public
acceptance only if it is voluntary, and it will be important to provide an insurance
conéequence to the decision not to accept an offer of assistance. Alternatives
proposed have included denying further insurance coverage, requiring that full
actuarial rates be paid for future coverage, and substantially increasing
deductibles to have those who refuse to move shoulder a greater portion of their
cost of recovery. 1t is our belief that shifting more of the financial burden to the

property owner is a more effective incentive than the denial of insurance.
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In addition to the offer of financial assistance to property owners, FEMA will aiso
be incorporating repetitive loss data into the five-year update process for NFIP
flood hazard maps to help identify areas for study and re-mapping. Furthermore,
the NFIP Community Rating System (CRS) credits have been increased for
acquisition, relocation, and retrofitting of flood-prone properties with bonuses

added for repetitive loss buildings.

The various pieces of legislation-under discussion today take several different
paths to reach the same laudable goals; helping some homeowners out of a
difficult predicament while preventing anyone from taking inappropriate
advantage of the flood insurance program. And through all of these approaches

we create safer communities.

The Administration’s budget proposal for FY2002 seeks to recognize the
importance of this issue and its relevance to public and fiscal policy. The
Administration proposal in the budget is similar to the legislation under discussion
today in its intent to reduce subsidized flood insurance on repetitively flooded
properties while building safer communities. While there is, as yet, no
Administration position on the legislation being considered today, we do applaud
the analysis that has resulted in the bills as well as the concern for homeowners
and the NFIP program that is their basis. In that regard, we believe it to be very

important to take into account the special circumstances of low-income
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homeowners and devise equitable solutions that will not aggravate other
problems confronting them. FEMA has worked with all sponsors in providing
information and staff advice in the development of the legisiation and will

continue to do so.

We regard the challenge of identifying and providing remedies to these especially
vulnerable properties as an indication of the long-term success of the NFIP. The
program has paid over $10 billion in losses since its inception in 1968 at a total
cost of only $1.2 billion to the taxpayer, an amount appropriated prior to 1986
that can reasonably be regarded as program capitalization. Even if a significant
portion of program losses have been paid to a small number of problem
properties, the benefits that the program has derived from local enforcement of
safer building standards has made that investment in local communities
worthwhile. And the combination of identifying and treating the worst of the
existing properties with preventing the construction of new buitdings in such
unsafe locations will inevitably improve the ﬁnanciai well-being and stability of

both the citizens of this country and the National Flood Insurance Program.
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In accordance with the National Flood Insurance Act of 1968, FEMA can only provide
flood insurance in a community if that community participates in the NFIP and adopts
and enforces floodplain management regulations that meet or exceed minimum
requirements that have been established by FEMA. Over 19,000 communities participate
in the NFIP and have adopted compliant regulations. Communities can either adopt a
floodplain management ordinance or include the requirements in their zoning and
subdivision ordinances and building codes. FEMA monitors enforcement by
communities of their floodplain management regulations and can place on probation or
suspend communities that do not comply.

Communities must require that all residential buildings be elevated above the elevation of
the 1 percent chance flood (also known as the 100-year flood). Non-residential buildings
must either be elevated or floodproofed (made watertight) to that elevation. Along rivers
and streams development is prohibited in the floodway. The floodway includes the
channel of the river or stream and that part of the adjacent floodplain that must be left
open to carry floodwaters. In coastal areas that are subject to storm surge and wave
impacts buildings must be elevated on pilings and meet other special construction
requirements. QOlder buildings that are substantially damaged (damaged to over 50
percent of their market value) must meet the same standards as new buildings. FEMA
provides extensive technical guidance on how to meet these requirements.

NFIP minimum requirements have proven to be effective in reducing flood damages.
Our flood insurance claims information indicates that buildings built to FEMA standards
incur 80 percent less in flood damages than the average building that was built prior to
the community’s participation in the NFIP. We have estimated that NFIP building
requirements prevent over $1 billion in flood damage annually. These new buildings pay
actuarial rates for flood insurance that fully reflect the buildings’ risk of flooding. Even
though the rates for these new buildings are fully actuarial, they are usually less than the
subsidized rates charged for the older buildings that were built prior to the NFIP.

FEMA encourages communities to undertake comprehensive planning and adopt land use
measures that go beyond NFIP minimum requirements, and actively promotes the use of
smart growth strategies to limit development in floodplains. However, there are practical
constraints in implementing these strategies in all NFIP communities. First, adoption of
these strategies is dependent on state zoning and planning enabling legislation that may
limit use of some or all of the strategies in a particular state or community. Second,
implementing these strategies generally requires a level of planning expertise and
resources not available to the majority of NFIP communities. Finally, these efforts are
of necessity locally driven and are often undertaken for reasons unrelated to floodplain
management. FEMA believes that its role is to support and encourage communities in
undertaking these strategies. Efforts to date include:

Community Rating System (CRS)-The CRS provides discounts on flood insurance
premiums of up to 40% in those communities that that have floodplain management
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programs that go beyond the minimums required to participate in the NFIP. Credits are
currently provided in the CRS for preserving open space, low-density zoning, and other
more restrictive requirements. Beginning in- 2002, CRS will provide credits to
communities that adopt land development criteria that either limit development in the
floodplain or provide incentives to developers to limit floodplain development.

Guidance Developed Jointly with the American Planning Association (APA)-FEMA and

the American Planning Association (APA) jointly developed a publication entitled
Subdivision Design in Flood Hazard Areas that encourages use of these innovative
planning tools to limit development in the floodplain. This document was published in
1997 as part of APA’s Planning Advisory Service series in an effort to reach out to the
planning community. FEMA and APA also produced a guide to post-disaster mitigation
planning that addresses many of the same issues. FEMA participated in and provided
financial support to HUD’s Growing Smart initiative, working with APA to develop a
natural hazards element for a local comprehensive or general plan.

Planning Initiatives-FEMA has undertaken a number of other initiatives to encourage
communities to incorporate natural hazards into their comprehensive and land use
planning. Our new Planning Branch was created to encourage better planning by states
and communities. Several publications on “sustainability” have been published and a
series of “how-to” manuals on natural hazards planning is being developed. Planning
grants are being provided to communities for floodplain planning under the Flood
Mitigation Assistance Program. Finally, FEMA expects to encourage state and
community planning through the new pre-disaster mitigation provisions the of Disaster
Mitigation Act of 2000.
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Madam Chairwoman and Members of the Subcommittee:

We are here today to discuss the financial condition of the National Flood
Insurance Program administered by the Federal Emergency Management
Agency’s (FEMA) Federal Insurance and Mitigation Administration
(Administration). The program, along with low-interest loans provided by
the Small Business Administration and individual and family grants
provided by FEMA, is a major component of the federal government’s
efforts to provide flood-related disaster assistance. Floods have been, and
continue to be, the most destructive natural hazard in terms of economic
loss to the nation, according to FEMA. From fiscal years 1969 through
2000, the program paid about $10 billion in insurance claims, primarily
from premiums collected from program policyholders. The recent floods
in the Midwest, Louisiana, Texas, and West Virginia have again
demonstrated the destructive nature of this hazard to the nation.

Prior to the flood insurance program’s inception in 1968, flood insurance
was generally not available from private insurance companies. The
National Flood Insurance Act of 1968 (P.L. 90-448) established the
program to identify flood-prone areas, make flood insurance available to
property owners living in communities that joined the program, encourage
floodplain management efforts to mitigate flood hazards, and reduce
federal expenditures for disaster assistance. As you know Madam
Chairwoman, we last provided testimony to this Subcommittee on this
issue on October 27, 1999."

Our statement today will provide information on (1) the financial results of
the program’s operations since fiscal year 1993, (2) the actuarial
soundness of the program, and (3) the impact of repetitive losses (multiple
loss properties) and FEMA'’s strategies for reducing those losses.

The following summarizes our work:

While the magnitude of flood damage varies considerably from year to
year, the program has operated “in the black” during the last 2 fiscal years
following a period of sustained losses to the program from severe
flooding. In March 1994, we reported that, while sufficient to cover flood
losses experienced at that time, overall income from the program’s

! Flood Insurance: Information on Financial Aspects of the National Flood Insurance
Program (GAO/T-RCED-00-23, Oct. 27, 1999).

GAO-01-992T National Flood Insurance Program
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premiums was not sufficient to build reserves to meet future expected
flood losses.” Therefore, we concluded that it was inevitable that losses
from claims and the program’s expenses would exceed the funds available
to the program in some years. During the 8-year period from fiscal years
1993 through 2000, the program experienced losses from floods that were
greater than the premiums collected from policyholders. Cumulative
operating losses to the program (program income less program costs)
totaled about $843 million during this 8-year period. During the first 6
years of that period, cumulative operating losses totaled about $1.56
billion and required FEMA to borrow from the U.S. Treasury to help
finance these losses. During fiscal years 1999 and 2000, however, program
revenues exceeded program costs by about $720 million, enabling the
Administration to repay the funds it had borrowed from the U.S. Treasury
to finance the program’s earlier losses.

The program is not actuarially sound because it does not collect sufficient
premium income to build reserves to meet the long-term future expected
flood losses.” The program, by design, is not actuarially sound because the
Congress authorized subsidized insurance rates to be made available for
policies covering certain structures to encourage communities to join the
program. Because about 30 percent of the policies were subsidized as of
2000, overall premium income is not sufficient to build reserves to meet
future expected flood losses. The Administration’s annual target for the
program’s overall premium income is at least the amount of losses and
expenses in an average historical loss year, which approximates the
average annual losses experienced under the program since 1978, Since no
catastrophic loss years have occurred since 1978,* collecting premiurns
that are based on an average historical loss year does not enable the
program to build sufficient reserves to cover a possible catastrophic loss
year in the future. Because the program does not collect sufficient
premium income to build reserves to meet the long-term future expected
flood losses, including catastrophic losses, it is inevitable that losses from
claims and the program’s expenses will exceed the funds available to the
program in some years and, camulatively, over time.

*See Flood I : May Not Be fent to Meet Future E: 1

Financial R
Losses (GAO/RCED-94-80, Mar. 21, 1994).

For the program to be actuarially sound, overall revenues from insurance premiums would
need to be sufficient to cover expected losses from claims and the program’s expenses.

*Administration officials told us that a catastrophic year is defined as a year resulting in
$5.5 billion to $6 billion in claims losses, which has a 1 in 1,000 chance of occurring,
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.

Repetitive loss properties have a major disproportionate impact on the
National Flood Insurance Program, according to FEMA. The cost of
multiple-loss properties (two or more losses greater than $1,000 each on
the same property within a 10-year period) to the program is large—about
38 percent of all claims paid historically, currently about $200 million
annually. In a recent report on the Government Performance and Results
Act, we identified improving the financial condition of the flood insurance
program as a major management challenge and reported on FEMA’s
strategy for addressing this challenge, including reducing losses from
multiple loss properties.’ In its fiscal year 2002 Performance Plan and
budget proposal, FEMA, among other things, has under way or is planning
actions aimed at (1) identifying a target group of properties suffering
multiple losses and transferring them to a special servicing facility for
better oversight and coordination of insurance and mitigation actions; (2)
developing a proposal to reduce the subsidy provided to older repetitive
loss properties; (3) terminating flood insurance coverage for the worst
offending repetitive loss properties; and (4) eliminating subsidies for
vacation homes, rental propetrties, and other nonprimary properties that
experience repetitive losses.

Before I discuss these issues in greater detail, let me briefly explain the
National Flood Insurance Program and other federal disaster assistance
related to this program.

The National Flood
Insurance Program
and Other Flood-

Related Assistance

About 19,600 communities have joined the flood insurance program.
Under the program, flood insurance rate maps (FIRM) were prepared to
identify special flood hazard areas. In order for a community to join the
program, any structures built within a special flood hazard area after the
FIRM was completed were required to be built according to the program’s
building standards that are aimed at minimizing flood losses. Special flood
hazard areas, also known as the 100-year floodplains, are areas subject to a

" 1-percent or greater chance of experiencing flooding in a given year. A key

component of the program’s building standards, that must be followed by
conmmunities participating in the program, is a requirement that the lowest
floor of the structure be elevated to or above the base flood level—the
elevation at which there is a 1-percent chance of flooding in a given year.

*Federal Emergency Management Agency: Status of Achieving Key Outcomes and
Addressing Major M; Challe (GAQ-01-832, July 9, 2001).

GAO-01-992T National Flood Insurance Program



93

To encourage communities to join the program, thereby promoting
floodplain management and the widespread purchasing of flood insurance,
the Congress authorized FEMA to make subsidized flood insurance rates
available to owners of structures built before a community’s FIRM was
prepared. These pre-FIRM structures are generally more flood-prone than
later built structures because they were not built according to the
program’s building standards. Owners of post-FIRM structures pay
actuarial rates for national flood insurance. The average annual premium
for a subsidized policy is currently $610, and the average annual premium
for an actuarial policy is currently $310. The higher average premium for a
subsidized policy reflects the significantly greater risk of flood-prone pre-
FIRM properties. The $610 average annual premium for a subsidized policy
represents about 38 percent of the true risk premium for these properties.

From 1968 until the adoption of the Flood Disaster Protection Act of 1973,
the purchase of flood insurance was volunitary. The 1973 act required the
mandatory purchase of flood insurance to cover structures in special flood
hazard areas of communities participating in the program if (1) any federal
loans or grants were used to acquire or build the structures and (2) the
loans were secured by improved properties and were made by lending
institutions regulated by the federal government. The owners of properties
with no mortgages or properties with mortgages held by unregulated
lenders were not, and still are not, required to buy flood insurance, even if
the properties are in special flood hazard areas.

The National Flood Insurance Reform Act of 1994 reinforces the objective
of using insurance as the preferred mechanism for disaster assistance by
(1) expanding the role of federal agency lenders and regulators to enforce
the mandatory flood insurance purchase requirements and (2) prohibiting
further flood disaster assistance for any property where flood insurance is
not maintained, even though flood insurance was mandated as a condition
for receiving earlier disaster assistance. Regarding the prohibition on
further flood disaster assistance, the act requires borrowers who have
received certain disaster assistance and then failed to obtain flood
coverage to be barred from receiving future disaster aid.

Other forms of flood disaster assistance include low-interest loans from
the Small Business Administration to flood victims who are creditworthy.
In addition, a flood victim who cannot obtain a Small Business
Administration loan may apply for an individual and family FEMA grant of
up to $14,400 or the amount of the loss, whichever is less.

GAOQ-01-992T National Flood Insurance Program
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Severe Flooding Has
Sometimes Resulted
in Sustained Losses to
the Program

Annual operating losses or net revenues from the National Flood
Insurance Program’s operations have varied significantly from year to
year. While revenues exceeded program costs in some years, camulative
program costs exceeded income by about $843 million during the period
October 1, 1992, through September 30, 2000. As seen in Figure 1, during
the 8-year period from fiscal years 1993 through 2000, the program
incurred operating losses in 5 of these years and experienced net income
in the 3 remaining years.

Figure 1: Net Financial Status of the National Flood Insurance Program {(Annual
Income Minus Costs)
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Source: National Flood Insurance Program Operating Results by Fiscal Year

During fiscal years 1993 through 1998, the first 6 years of the 8-year period,
the flood insurance program generally experienced operating losses.® This
occurred because losses from flood claims were greater than premium
income collected from the program'’s policyholders. The program’s annual

GProg,ram income primarily consists of premium revenues paid by policyholders, but also
includes investments, fees, and other revenues. Program costs primarily consist of claims
and related expenses, but also include, among other things, operating and interest costs.
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losses during this period ranged from about $600,000 in fiscal year 1998 to
$602 milion in fiscal year 1993. Cumulative operating losses experienced
by the program totaled about $1.56 billion during the 6-year period. To
help finance these losses, the Administration borrowed from the U.S,
Treasury during the 6-year period.” According to FEMA, as of August 31,
1999, the debt owed by the program to the U.S. Treasury totaled $541
million.?

Since fiscal year 1995, losses experienced by the program annually have
gradually declined, and in fiscal years 1999 and 2000 program revenues
exceeded program costs by a total of about $720 million. As a result, the
Administration was able to repay its debt owed the U.S, Treasury, and, as
of June 30, 2001, the program owes no debt to the U.S. Treasury.®

The financial improvement experienced by the program since fiscal year
1995 was primarily due to three reasons. First, claims and related
expenses declined.” Second, the number of policyholders covered by the
program increased about 31 percent from 3.3 million policies in force in
fiscal year 1995 to 4.3 million policies in force by fiscal year 2000.
Accordingly, earned premium revenue on these policies increased during
the period. Third, according to Administration officials, the proportion of
generally more flood-prone pre-FIRM subsidized policies insured by the
program has declined, resulting in a less risky portfolio of policies in force.
The percentage of program policies that are subsidized has declined over
time as newer properties have joined the program and are charged
actuarial rates. While 41 percent of the 2.7 million policies in force in fiscal

"The Congress authorized the Administration to borrow up to $1 billion from the U.S.
Treasury, if necessary, to pay claims losses. Legislation enacted in 1996 provided a 1-year
increase in borrowing authority to $1.5 billion, later extended through 2001. No
appropriations have been made to the program since fiscal year 1986.

8Accordj.ng to an Administration official, debt owed by the Administration to the U.S.
Treasury is not equivalent to the program’s cumulative losses because the amount of
borrowing needed depends on (1) the relative timing of payments on the program’s current
obligations and expected monthly premium receipts and (2) future insurance claims.

°Administration officials noted that, beginning in fiscal year 1986, the Congress required all
program and administrative costs to be paid for by the program without a commensurate
rate increase. In 1991, the Congress authorized the Admini ion to charge policyholder

a federal policy fee to pay for these costs. Administration officials estimate the current
value of the resulting loss of funds and investment income to be about $436 million, making
the program more vulnerable to the need for exercising its borrowing authority.

“The magnitude of flood damage can vary considerably from year to year.

GAO0-01-992T National Flood Insurance Program



96

year 1993 were subsidized, 30 percent of the 4.3 million policies in force in
fiscal year 2000 were subsidized, according to an Administration official.

While the program incurred operating losses during the 8-year period, it
should be recognized that the value of the program in reducing federal
expenditures on disaster assistance should not be measured by net federal
expenditures alone. For example, the Administration estimated that the
program’s standards for new construction are now saving about $1 billion
annually in flood damage avoided. Also, from October 1, 1968, through
September 30, 2000, the program paid about $10 billion in insurance
clairas, primarily from policyholder premiums that otherwise would, to
some extent, have increased taxpayer-funded disaster relief.

The Program Is Not,
by Design, Actuarially
Sound

The program is not actuarially sound because about 30 percent of the 4.3
million policies in force are subsidized, according to an Administration
official. For a single-family pre-FIRM property, subsidized rates are
available for the first $35,000 of coverage, although any insurance
coverage above that amount must be purchased at actuarial rates.
Adrinistration officials estimated that total premium income from
subsidized policyholders is currently about $500 million less than it would
be if these rates had been actuarially based and participation had
remained the same.

Pre-FIRM structures that are within an identified 100-year floodplain and
are covered by subsidized policies are, on average, not as elevated as the
post-FIRM structures in comparison with the base flood level.
Administration officials told us that, on average, pre-FIRM structures not
built to the program’s standards are three and a half to four times more
likely to suffer a flood loss. When these structures suffer a loss, the
damage sustained is, on average, about 40 percent greater than the damage
to flooded post-FIRM structures. According to the Administration, when
these two factors are combined, pre-FIRM structures suffer, on average,
about five times more damage than post-FIRM structures.

Premium Income Is Not
Sufficient to Build
Reserves for Potential
Catastrophic Losses

As an alternative to actuarial soundness, the Administration developed a
financial goal for the program to collect sufficient revenues to at least
meet the expected losses and expenses of the average historical loss year,
as well as to cover all non-loss-related program expenses, such as the
program’s administration. However, the average historical loss year is
based only on the program’s experiences since 1978,Since then, no
catastrophic year ($5.5 billion to $6 billion in claims losses) has occurred,
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and many years in the 1980s were characterized by fairly low actual loss
levels as compared to the historical average losses experienced in other
years. Therefore, the historical average loss year involves fewer losses
from claims than the expected annual claims losses in future years. As a
result, collecting premiums to meet the historical average loss year does
not realize the collections necessary to build reserves for potential
catastrophic years in the future.

For the program to be actuariaily sound, its rate-setting process would
have to consider the monetary risk exposure of the program or the dollar
value of expected flood losses over the long run. Since the magnitude of
flood damage varies considerably from year to year, income from
premiums in many years would exceed actual losses. This circumstance
would enable the program to build reserves toward a possible catastrophic
year in the future,

Increasing Premiums for
Subsidized Policies or
Expanding Participation in
the Program Might Have
Adverse Financial Impacts

As we reported in March 1994, increasing the premiums charged to
subsidized policyholders (thereby decreasing the subsidy) to improve the
program’s financial health could have an adverse impact on other federal
disaster-related relief costs. Increasing the rates of subsidized
policyholders would likely cause some policyholders to cancel their flood
insurance, and, if flooded in the future, these people might apply for Small
Business Administration loans or FEMA disaster assistance grants.

Because they were built before the program’s building standards became
applicable, pre-FIRM structures are generally not as elevated as post-FIRM
structures, and, if their owners were to be charged true actuarial rates,
these rates would be much higher than current subsidized rates." For
example, if the subsidy on pre-FIRM structures were eliminated, insurance
rates on currently subsidized policies would need to rise, on average,
approximately a little more than twofold, according to an Administration
official. This increase would result in an annual average premium of about
$1,300 for these pre-FIRM structures. Significant rate increases for

Also, Administration officials told us that making all rates actuarially based would not
make the program actuarially sound. They noted that an initial capitalization would be
necessary to establish some reserves in the event that a catastrophic year were to occur
before sufficient reserves had accunulated from income from prermiums.

GAO-01-992T National Flood Insurance Program
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subsidized policies, including charging actuarial rates, would likely cause
some pre-FIRM property owners to cancel their flood insurance.”

If owners of pre-FIRM structures, which suffer the greatest flood loss,
canceled their insurance policies, the federal government would likely
face increased costs, as the result of future floods, in the form of low-
interest loans from the Small Business Administration or grants from
FEMA. The effect on total federal disaster assistance costs of phasing out
subsidized rates would depend on the number of the program’s current
policyholders who would cancel their policies. Thus, it is difficult to
estimate if the increased costs of other federal disaster relief programs
would be less than, or more than, the cost of the program’s current
subsidy.

On the other hand, expanding participation in the program by increasing
the rate of compliance with the mandatory purchase requirement, or by
extending the mandatory purchase requirement to property owners not
now covered, will likely increase the number of both subsidized and
unsubsidized policies. Although greater participation in the program is
likely to reduce the cost of FEMA grants and Small Business
Administration loans, the resulting increase in subsidized policyholders
will put greater financial stress on the flood insurance program, because
the premiums received from subsidized policyholders are not sufficient to
meet the future estimated losses on these policies.

FEMA Has Developed
Strategies To Reduce
The Impact of
Repetitive Flood
Losses

Repetitive loss properties have a major disproportionate impact on the
National Flood Insurance Program, according to FEMA's fiscal year 2000
performance report. About 38 percent of all program claims historically
(currently about $200 million annually) represent repetitive losses, even
though repetitive-loss structures make up a small percentage of all
program policies. About 45,000 buildings currently insured under the
program have been flooded on more than one occasion and have received
flood insurance claims payments of $1,000 or more for each loss. Over the
years, the total cost of these multiple-loss properties to the program has
been about $3.8 billion.

“*The National Flood Insurance Reform Act of 1994 expanded the mandatory flood
insurance purchase requirement on properties that are located in special flood hazard
areas and financed with any federal loan or grant or loans made by lending institutions
regulated by the federal government.
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A 1998 study by the National Wildlife Federation noted that repetitive loss
properties represent only 2 percent of all properties insured by the
program, but they tend to have damage claims that exceed the value of the
house and most are concentrated in special flood hazard areas. For
example, nearly one out of every ten repetitive loss homes has had
cumulative flood loss claims that exceeded the value of the house.
Furthermore, over half of all nationwide repetitive loss property insurance
payments have been made in Louisiana and Texas. About 15 states
account for 90 percent of the total payments made for repetitive loss
properties.

We, as well as FEMA's Office of Inspector General, have identified
improving the financial condition of the National Flood Insurance Program
as one of FEMA’'s major management challenges. In our July report on
FEMA’s performance under the Government Performance and Results Act,
we outlined FEMA'’s accomplishments and plans to reduce the losses it
sustains from repetitive loss properties. Among other things, FEMA has
under way actions or plans aimed at (1) identifying target repetitive loss
properties and transferring their servicing to a special servicing facility
designed to better oversee claims and coordinate and facilitate insurance
and mitigation actions and (2} developing and implementing proposals to
reduce the subsidy provided to pre-FIRM repetitive loss properties.

In fiscal year 2000, FEMA implemented a repetitive loss initiative to target
the 10,000 worst repetitive loss properties, those currently insured
properties that had four or more losses, or two to three losses where the
cumulative flood insurance claims payments exceeded the building’s
value. According to FEMA, the initiative is designed to eliminate or short-
circuit the cycle of flooding and rebuilding for properties suffering
multiple losses due to flooding. The initiative includes identifying
repetitive loss properties and transferring their insurance policies to a
central, special servicing facility designed to better oversee claims. FEMA
believes that this special servicing will help coordinate insurance activities
and mitigation grant programs. FEMA reported that it had identified
repetitive loss properties and would make this information available to
state and local governments to help them target repetitive loss properties
for mitigation actions. FEMA also reported that it planned to mitigate
1,938 target properties over the next 4 years.

In addition, in its fiscal year 2002 annual performance plan, FEMA outlined
several strategies to reduce the subsidy provided to repetitive loss
properties as well as several business improvement process actions to
reduce the program’s costs. FEMA stated it would use Flood Mitigation

GA0-01-992T National Flood Insurance Program



100

Assistance funds and Hazard Mitigation Grants Program funds in
conjunction with flood insurance program funds to acquire properties,
relocate residents, or otherwise mitigate future losses. FEMA also plans to
provide incentives to communities to reduce repetitive flood losses.

In its fiscal year 2002 budget proposal, FEMA requested to transfer $20
million in fees from the National Flood Insurance Program to increase the
number of buyouts of properties that suffer repetitive losses. This
proposal also includes a proposal for two major reforms to the flood
insurance program. FEMA proposes to terminate flood insurance coverage
for the worst offending repetitive loss properties. FEMA also proposes to
eliminate subsidized premiums for vacation homes, rental properties, and
other nonprimary properties that experienced repetitive losses. FEMA
estimates these two reforms will generate savings of about $12 million in
fiscal year 2002 and additional funds in subsequent years.

In closing, Madam Chairwoman, the Administration is helping the nation
avoid the costs of flood damage through the premiums it collects from,
and the claim payments it makes to, program policyholders as well as the
building standards it has promoted for new construction that minimize
flood damage. However, at times, heavy flooding has produced annual
flood insurance losses that exceeded the premiums collected from
policyholders. As a result, the program has had to borrow funds from the
U.S. Treasury to cover its operating losses, which it subsequently repaid.
Two major factors underlie these financial difficulties—the program, by
design, is not actuarially sound and it experiences repetitive losses. These
factors are not easy to overcome because they have been an integral part
of the program since its inception, and they are related to the promotion of
floodplain management and widespread purchasing of flood insurance.

Madam Chairworman, this completes our prepared statement. We would be
happy to respond to any questions that you or Members of the
Subcommittee might have.
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INTRODUCTION

The Association of State Floodplain Managers, Inc., and its 14 Chapters represent over 4,500
state and local officials, including other professionals who are engaged in all aspects of floodplain
management and hazard mitigation. All are concerned with working to reduce our nation’s flood-
related losses. Our State and local officials are the federal government’s partners in implementing
programs and working to achieve effectiveness in meeting our shared objectives. Many of our
members are designated by their govemors fo coordinate the National Flood Insurance Program.

In 1988, ASFPM began encouraging Congress to incorporate a mitigation program into the NFIP.
The National Flood Insurance Reform Act of 1994 addressed many needs, including the program
set forth in Sec. 1366, the Flood Mitigation Assistance Program (FMA). It was deliberately
authorized to help focus on actions that are in the best interest of the NFIP. In large measure
these actions were defined as the repetitive loss problem. We are pleased to be invited to offer
our views on the proposals set forth in HR. 1428 and H.R. 1551, Our comments on other issues
identified by the Subcommittee on Housing and Community Opportunity are located at the end.

It is important to put the repetitive loss problem in context. While the exact number is not
known, it is estimated that 9 to 11 million buildings are in the areas we call special flood hazard
areas that are shown on FEMAs Flood Insurance Rate Maps. Over 4 million buildings both in
and out of the floodplain are insured today (up from only 2 million 8 years ago). Of those, about
60,000 are on FEMA’s list of repetitively flooded properties. About 10,000 have experienced
four or more losses, or two or more losses which combine to exceed the building’s value as
reported on the flood insurance policy. This means that initially we are focusing attention on
about one-quarter of one percent of the insured buildings. But the impact is huge, since that
small fraction accounts for on the order of 40% of the NFIP’s losses since 1978,

We have all seen or heard of the homes that have been characterized in a way that implies the
owners are “abusing” federal flood insurance. While there may be a number of egregious
offenders, for the most part the repetitive loss business owners and homeowners can hardly be
thought of as taking advantage of the program. If your family or someone you know has been
flooded, even if only 6" above the carpet, then you understand the personal and economic impact
that results. Plus, flood insurance does not cover all costs, given the deductible and list of items
that are excluded from coverage.

Any strategy to address the repetitive loss problem should consider the following:

1. The strategy should be viewed as a cost containment initiative for the NFIP that will
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benefit every current and future policy holder. It makes sense for the policy holders as a
whole to invest in cost effective measures that will, in short order, reduce the pressure to
raise the rates. Inrecent years, the cost of insurance has gone up close to 10% each year.
For the average policy, that’s on the order of $50 a year: 1f that trend can be changed,
then every policy holder will benefit. We can think of it this way: a program to mitigate
less than 1 percent of the insured properties could save 4 million people over §160
mutlion dollars in premiums gach year.

The strategy should adddre 5 ; : 3 L

ional o the extent that 1t is funded by the NFIP pohcy
holders. This focus will guide implementation by FEMA and states, resulting in
priotitizing projects that deal with properties that have sustained high value claims. Itis
important to realize that even properties that flood nearly every other year are unlikely to
be cost effective to mitigate if' the dollar values of those claims are low. In such cases, the
best protection for property owner is to continue federal flood insurance to provide
financial protection, thus keeping the losses off of the general taxpayer.

Another long-term benefit of a repetitive loss strategy is that, without a doubt, it will
reduce federal disaster assistance, although it may take a number of years to see the
effects. When the pressure to raise the rates is reduced, more people will see that flood
insurance is a “good buy” if the cost comes more in line with their perceived risk.  Having
everyone buy flood insurance is the single most effective way to reduce that part of the
federal disaster dollar that supports uninsured individuals, familics, and businesses after
the President declares a flood disaster. For flood-related disasters declared between 1989
and 1998, FEMA paid over $3 billion for Individual and Family Grants (does not include
SBA and other agencies, or the effects of the casualty loss deduction on tax income).
Because it will ultimately save tax dollars, ASFPM believes it is appropriate fora
repetitive loss strategy to authorize new general funds to support a repetitive loss
initiative.

e-Dhase anisms ng g effectively, NFIP flood insurance
ccverage mcludes what 18 imown as “mcreased cost of comphance (ICC).” Authorized in
1994, this additional claim payment is made when severe or repetitive flood damage meets
certain qualifving criteria and if the local floodplain management ordinance requires the
owner to repair the building to become compliant with the cade. Currently, ICC pays &
maximum of $20,000, less than half what it costs to elevate the average house. In addition
to increasing the payment amount, ASFPM believes that now is the time for FEMA to
exercise the anthority granted in Section 1304(c) to allow the Director to focus this
funding for the best interests of the National Flood Inswrance Program and Fund.

Offering funding through this insurance mechanism afler the next flood damage to the top
4-6,000 repetitive Joss buildings would surely fulfill that test. It is important, however,
that owners not be penalized if it is determined that there are no feasible and cost-
effective mitigation measures for specific buildings. On the other hand, an owner’s refusal
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to accept funding for a feasible and cost-effective measure should result in imposing
actuarial rates.

5. While FEMA has determined that non-residential buildings make up a significant portion
of the small graup that has had multlple losses that appear to exceed the value of the

hg_m_emnm_a,n_dﬁmg& Often the low-mcome occupant SImply does not haVe the
financial ability to move elsewhere or to pay for mitigation measures. It is far too
simplistic to assume that every owner is able to make a rational choice based on cost
alone, as many of them don’t have the money to begin with. In those instances where
grants or offers are made to low-income homeowners and renters, we are concerned that it
be done in a carefully crafted manner that networks with existing housing programs.
Experience shows this networking is vital to making mitigation work in low-income
communities. We suggest that the Subcommittee ask FEMA to report on and
demonstrate how offers will be made in a manner that encourages participation.

ASFPM has serious concerns wzth the proposal in the Admlmsttatlon s Budget Blueprmt
to terminate flood insurance after one more claim for certain repetitive claimants.
Experience indicates it is more productive to have a one-time cost-shared mitigation offer
to foster mitigation, with the consequence for declining an offer being increasing premiums
to actuarial rates. The primary reason we support the proactive approach is that,
contrary to a popular view that repetitive claims are largely from coastal areas, many of
the repetitive loss properties are in lower income areas, often in older neighborhoods in
communities built along rivers. To expose policyholders in these areas, who have been
paying premiums, to loss of their insurance seems unwise because those buildings will
remain exposed to flooding. It appears doubtful that removing repetitive loss properties
from the pool of insured buildings will save taxpayer dollars in the long term, because
after the next flood, it will be difficult for Congress to withhold taxpayer-funded disaster
assistance.

SPECIFIC COMMENTS ON H.R. 1428

While the Association of State Floodplain Managers applauds the objectives of both H.R. 1428
and H.R. 1551, we find that H.R. 1428 offers a more practical starting point.

H.R. 1428 could so tightly focus the Flood Mitigation Assistance program on very specific
and individual repetitive loss properties that it may have the unintended consequence of
inhibiting sound planning and good, comprehensive projects. Certainly communities shoutd
address repetitive loss areas in their mitigation plans, but they should also look
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comprehensively at all of their flood-prone areas.

As the additional funding authorized by H.R. 1428 becomes available, ASFPM understands
the need to allow the Director to waive the dollar and time limitations that are in the current
FMA authorization. This would provide FEMA the authority to attack the repetitive loss
problem in an expeditious manner to yield the greatest benefit in the shortest time. The 820
million/year currently allocated to this program provides minimal support for planning and
project implementation in all states. ASFPM recommends that this baseline program be
continued without change so that communities in all states have the opportunity to partner
in flood mitigation projects.

2. Sec. 3. National Flood Mitigation Fund

ASFPM endorses the focus on repetitive loss problems. However, we would request that
the new funding be used for projects that primarily address repetitive loss properties, rather
than exclusively for those properties. Community projects, especially acquisitions
(buyouts) that lead to compatible reuse and utilization of vacated land, rarely involve only
insured properties. We request that the Subcommittee retain the current FMA program and
allow it to continue without changing how it is administered. Every State now receives some
funding for planning, technical assistance, and project grants. The list of eligible activities is
broader than only repetitive losses, yet all funded projects must still be in the best interest
of the NFIP.

It is very important that the amount of funding available to support mitigation planning be
increased along with the increase in funds for projects. FMA requires a community to have
a plan as a condition of receiving a grant. Often, it is during the planning process that a
community examines options that help define the project, such as whether to acquire the
land and develop public open space, or elevate-in-place and accept the continued costs
associated with evacuation, utility service, and damaged roads. ASFPM recommends that

H.R. 1428 specifically authorize a portion of the added funds for planning, in the amount of
at least $5 million annually.

ASFPM supports the additional funding that would be focused on repetitive losses, and
believes that current and future policy holders will benefit as the pressure to raise the rates is
reduced. We would be concerned about the immediate reaction of many policy holders if the
amounts authorized for this program are added to the policy service fee. ASFPM believes
the long-term benefits that will accrue to the federal taxpayers (see first section) justify the
infusion of general funds to support a focused repetitive loss initiative,

3. Sec. 5. Chargeable Premium Rates

ASFPM supports charging actuarial rates if a mitigation offer is refused, as long as the
property owner is fully informed and fully understands the consequences of refusing an
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offer, and as long as the offer is for a reasonable, feasible, and cost effective measure. Those
are important caveats. An owner should not be penalized if the only measure that will
protect the home is extremely costly and if the owner (especially the low income owner) is
required to bear a large share of the costs. ASFPM believes there are some people for whom
the best mitigation is the financial protection provided by flood insurance — and we believe
this is important protection to keep more people from burdening the federal treasury
through disaster assistance, low-interest disaster loans, and losses in tax income when the
casualty loss deduction is taken by uninsured taxpayers who have experienced flood damage.
If, however, flood insurance coverage is dropped due to the increase to actuarial rates after
refusal of a reasonable mitigation offer, there should be no eligibility for disaster assistance.

ASFPM endorses charging full actuarial rates for privately owned or leased buildings on
federal lands. Several of our State members report that large numbers of repetitive loss
properties are located on federal lands. However, to be effective, the provision in H.R. 1428
must apply to all floodplains on federal lands, not simply those on the water side of flood
control works such as a levee.

Private buildings on federal land sometimes are built, replaced, repaired, and improved
without regard to the heart of the NFIP: the quid pro quo that communities regulate
development in floodplains in return for federal flood insurance. State and local building
codes and land use ordinances do_pot apply to federal lands, although some federal
landowner agencies do try to apply the same construction criteria. In addition, it is highly
questionable whether a community could apply grant funds to mitigate a building on federal
lands. This prompts the suggestion that FEMA be allowed to work with the owning federal
agencies to implement mitigation measures. However, as long as there are no regulations
governing these buildings, ASFPM believes that it is inappropriate for the rest of the policy
holders and taxpayers to continue to financially subsidize them. In addition to charging
actuarial rates on private buildings on federal lands, we urge the Subcommittee to request
that all federal agencies that lease lands for private occupancy report on whether flood
hazards are addressed in the leases and whether they have rules that control what can be
built and how it is built. The report may best be achieved through Executive Order 11988
regarding federal investment and activities in flood hazard areas.

4. Sec 7. Mitigation Grants for Repetitive Claim Properties

ASFPM has always endorsed community-based mitigation plans and projects. However,
we recognize that not every community will have the interest or ability to implement
projects. The success of a program that is intended primarily for cost containment should
not be hampered due to lack of a viable partnership with some communities. Therefore, in
concept we support giving FEMA the authority to deal with property owners after
determining that the community is unable to participate. We caution that doing so may
discourage community planning and participation if communities believe that FEMA will
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address the problem without their support. Experience with a FEMA acquisition program
previously authorized under Section 1362, was burdened by several problems, not the least
of which was that FEMA took title to lands which were then transferred fee simple to
communities. ASFPM does not feel that this is a most viable alternative, and urges
reconsideration of any provision in H.R. 1428 or H.R. 1551 that would involve federal
ownership of land, no matter how briefly. We suggest that a change to Sec. 1366(k), which
defines recipients of FMA grants, would be effective. A beneficial modification would allow
non-profit, non-governmental organizations to receive and manage grants provided they have
compatible missions, such as community development and housing organizations or land
trusts and environmental/recreational organizations.

5. 9. Definition of Repetiti laim Pre

Operationally, FEMA has at least two definitions for repetitive loss properties. This has
led to confusion in the past. It is unclear why another definition is required as long as the
purpose of the additional funding is to focus on properties that have flooded on multiple
occasions and for which mitigation measures are reasonable, feasible and in the best interest
of the NFIP.

H.R. 155

H.R. 1551 offers a more limited framework within which to mitigate flood losses. In particular, it
does not allow consideration of options based on a community’s circumstances, the nature of the
floodplain, or the specific conditions of the building and/or property owner. While acquisition is,
in many areas, an excellent solution, it is not the only measure that reduces future flood damage.
Elevation-in-place can be used effectively, and non-residential building can be modified to become
floodproofed.

1. Fair Market Value: H.R. 1551 directs that FEMA may offer up to 125% of fair market
value for acquisition. ASFPM has two comments on this proposal: (a) while we
understand the need to help low-moderate income families to buy safe housing outside of
the floodplain, we do not believe that an arbitrary mandated increase in the purchase price
is appropriate. Communities can choose to use CDBG funds to provide replacement
housing payments when they document a differential in housing costs. These funds also
help pay for moving expenses, and a structure for their use is already in place; and (b)
Communities involved with flood mitigation acquisition projects already report that
speculators sometimes move in quickly after a severe flood when they hear a buyout is
proposed. They buy homes below value from desperate owners who may not fully
understand that a buyout will provide them pre-flood fair market value, or owners who
have no other housing available to them and cannot wait for a mitigation project. The
provision in HR. 1551 will induce inappropriate actions by speculators, and add to the
administrative burden of FEMA, States, and communities that have to try to weed out
this problem.
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s, The NFIP

Refcrm Act of 1994 authonzed the F lood Mm gation Ass:stance Progxam including a
small grant program. [t is unnecessary to create yet another grant program when the
current program is already used to focus on repetitive losses. It is notable that only 10%
of the proposed funding would support the proposed new grant program, while 90%
would be used for direct federal acquisition of property.

Effectiveness of the National Flood Insurance Program, The members of the Association
of State Floodplain Managers, Inc., work every day with communities and property
owners to regulate floodplains consistent with the provisions of the NFIP. While the
effectiveness is largely a function of the maps (see below) and compliance by builders, we
firmly believe the NFIP has saved the nation untold dellars and anguish as new homes and
businesses are not subject to the same risk as they would have been without the program.
In addition, in many states and communities, floodplains are managed in a comprehensive
manner that also recognizes their natural and beneficial functions. FEMA has initiated a
comprehensive evaluation of the NFIP, the first in the program’s 30-year history.

"

is an effective program, although
somewhat hampered by the limited funding that is distributed to all states, sometimes in
quantities that are nearly impracticable to focus effectively on any particular repetitive
loss problem. FMA funds clearly are to be used for projects that are cost effective and
“in the best interest of the National Flood Insurance Fund.” A very important element of
FMA is the funding for planning and technical assistance, which fosters local planning,

sgmg_mghﬁcm_qmmdﬁ We beheve that the prmnswns in H R 1428 especta]ly the
addition of new funds, combined with improved effective use of Increased Cost of
Compliance would effectively deal with the drain on the National Flood Insurance Fund
caused by repetitive loss claims. Suggestions for other modifications are contained in
previous comments.

2 ) ¢ fective mifigation. The best mitigation is
to “bmld 1t nght the ﬁrst txmc ” To achxeve thxs communmes need flood hazard maps
that reflect current conditions. Good maps also are important in developing mitigation
projects, in particular elevation-in-place, which depends on knowing the elevation of the
base flood. Therefore, the Association believes is it critica] that the maps are updated to
reflect good data, and modemnized to use current technology. A significant percentage of
the maps of record that must be used by communities to regulate development are 15-30
years old. FEMA’s map modernization program will address this serious problem.
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Funding at a level of $100 million/year for 7 vears would be required according to
FEMA's estimates. Currently, most funding is derived from the policy service fee
assessed on every flood insurance policy. However, due to the many uses and
beneficiaries of good maps and good floodplain management, we urge support for
increased funding and the addition of general funds.

Please direct questions to Larry Larson, Exceutive Director at {608) 274-G123 or Rebecea Quinn,
Legislative Officer at (410) 349.2326.
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Thank you for the opportunity to present the views of the NATIONAL
ASSOCIATION OF REALTORS® (NAR) on H.R. 1428, The Two
Strikes and You Are Out Of The Taxpayers Pocket Act, and HR. 1551,
the Repetitive Flood Loss Reduction Act.

I am Tim Richards, a REALTOR® from Ocean City, New Jersey. |
own a full service residential real estate company, and I have been a real

estate professional for many years.

I'wish to thank Chairman Marge Roukema for holding a hearing on an
issue that is of great concern to REALTORS®. I would also like to thank
Representatives Doug Bereuter, Earl Blumenaeur, and Ken Bentsen for
introducing legislation that would reform the nation’s current repetitive

loss policy.

It is ofien said - and I agree - that REALTORS® don’t sell homes, we
sell communities. The 760,00 members of the NATIONAL
ASSOCIATION OF REALTORS® are concerned and active members
of our communities. When a flood strikes, our members are on the
-frontlines to help our neighbors put their lives back together.

Realtors care about flood insurance issues for a number of reasons: for
Realtors who sell houses in a floodplain, the cost of flood insurance is a
critical part of the transaction. For low or middle-income purchasers, it



114

may even determine whether or not they can purchase the home. For
repetitive loss properties, Realtors have a keen interest in having the
appropriate information on the flood losses for disclosure purposes,
making sure that flood insurance is accessible for those properties, and
keeping the costs of the premium as low as possible.

I would like to briefly discuss three issues with you today: first, the
importance of the National Flood Insurance Program in protecting our
homes and communities; second, NAR’s perspectives on the concept of
repetitive loss; and finally, the issue that ties many of these other matters
together — the floodplain maps developed by the Federal Emergency
Management Agency (FEMA) and how to update and modernize them.

The National Flood Insurance Program (NFIP), currently operated by
FEMA, partners with 19,000 communities nationwide, holds 4 million
policies and provides approximately $5 billion in property loss coverage.
In my home state of New Jersey, some 546 communities partner with
FEMA, and there are over 175,000 policies in force that provide over
$239 million in property loss coverage. As Realtors, we benefit from
this program because it allows people to buy homes that are safe from
flooding through flood mitigation activities taken by the participating
community, and further protects that investment by providing access to
affordable flood insurance that would otherwise be unavailable on the
open market. The strength of the National Flood Insurance Program in
my state has allowed many people, of all incomes, to own a piece of the
American dream.
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Unfortunately, owning a home in a floodplain can sometimes become a
nightmare. This occurs when a property is subject to multiple floods and
must dip into the National Flood Insurance Program more than once.
Currently, 43,000 properties nationwide have incurred two or more
losses over a ten year period. These 43,000 properties cost the flood
insurance program over $200 million annually. The top 10,000
structures alone cost the program over $65 million annually.

In New Jersey, over 5,000 properties are considered repetitive loss
properties, with total payments of over $174 million. These multiple
loss properties inflict serious economic harm to the flood insurance
program by driving up the premiums for all other policy holders, and by
allowing the entire system to rest upon an unsustainable actuarial
foundation. These properties are not paying a premium that adequately
reflects the risk they incur by residing in a floodplain.

NAR believes that the repetitive loss issue must be resolved, and the
flood insurance program be placed on firmer financial ground.

However, we do not agree with the Administration’s proposal to
terminate flood insurance coverage for repetitive loss properties. By
terminating a property’s participation in the flood insurance program, it
would be difficult for the owner to find affordable flood insurance on the
open market. This draconian measure would result in a significant
decrease in the value of the property and wipe out any previous
investment the owner may have made in the property.
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NAR supports an approach to the repetitive loss issue that has three
components: (1) the property is kept in the NFIP with access to flood
insurance; (2) flood mitigation measures or a buy-out at fair market
value is offered to the worst repetitive loss properties; and (3) if both the
buy-out or the offer of mitigation is refused, the owner will be required
to pay the highest premiums allowable. This win-win approach allows
the owner to stay in the property, while paying a premium that reflects
the risk of living in a floodplain. This approach will also reduce federal
disaster assistance over the long term, by getting the worst repetitive loss
properties either properly mitigated or bought out by FEMA,

A comprehensive reform of the current repetitive loss policy must also
reflect three additional issues that are of importance to Realtors: First,
some properties may experience repetitive losses as a result of upstream
or downstream development that occurred after the properties were
constructed. Some exceptions should be made for floods that were
caused due to development activities. Second, once a buy-out has been
completed, NAR has concerns about the use and ownership of the
acquired floodplain property. We would encourage flexibility in
determining how these properties are used and maintained, so that they
do not become eyesores in the community and decrease the value of
adjacent properties. Finally, NAR would encourage the use of local
appraisers and others who have knowledge of the local real estate market

in determining fair market value for buy-outs.



117

In addition to FEMA’s proposal on the repetitive loss issue, NAR also
has concerns regarding their proposal to increase flood insurance
premiums on second homes and vacation homes. We would be troubled

if these homes were denied access to flood insurance as well.

The last issue | wanted to discuss is the issue of FEMA’s Flood
Insurance Rate Maps, the well-known and much maligned “floodplain
maps”. Accurate floodplain maps are crucial during a real estate
transaction in determining whether or not a property is in a floodplain,
which in turn determines whether or not the owner will require flood
insurance. NAR is concerned that sufficient budgetary resources are not
being identified for FEMA to improve these maps, although we were
pleased with the recent action of the House Appropriations Committee
to provide FEMA with an additional $50 million to improve the maps.
NAR supports full funding for modernization of the nation’s flood

hazard mapping program.

Thank you for allowing the NATIONAL ASSOCIATION OF
REALTORS® to comment on these critical flood insurance and
repetitive loss challenges. We encourage the members of this
Subcommittee to fashion a workable, bi-partisan approach to resolving
these issues, and stand ready to work with you to get a law passed that
would financially strengthen the National Flood Insurance Program, and

further protect our citizens from the ravages of flooding.
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Good morning Chairperson Roukema and Members of the Subcommittee. My name is Fletcher
Willey and I am pleased to have the opportunity to give you the views of the Independent
Insurance Agents of America (IIAA) on the National Flood Insurance Program (“NFIP” or the
“Program”). I am a member of the Government Affairs Committee of the [TAA and Chair its
Flood Insurance Task Force. IIAA is the nation’s oldest and largest national trade association of
independent insurance agents, and represents a network of more than 300,000 agents and agency
employees nationwide. IIAA members are small 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.

Introduction

Let me begin by stating clearly that IIAA supports the NFIP. NFIP provides an important
service to people and places that have been hit by a natural disaster. The private insurance
industry has been, and continues to be, almost entirely unwilling to underwrite flood insurance
because of the catastrophic nature of these disasters. Therefore, NFIP is virtually the only way
for people to protect against the loss of their home or business. 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, NFIP has saved disaster assistance money and provided a more
reliable system of payments for people whose properties have suffered flood damage. We want
the Program to continue and we hope it will get stronger.

Our members -- independent insurance agents -- play a vital role in the delivery system for flood
insurance. The NFIP has about three and one-half million policies in force with over $370 billion
in coverage. The majority of these policies are sold by the more than 110,000 insurance agents
participating in NFIP’s “Write Your Own” program. This system operates well and does not
need revision.

TLAA has not yet taken a position on the bills that are the subject of today’s hearing. It is clear,
however, that reforms of the Program are necessary to address operating losses and make the
NFIP actuarially sound. The General Accounting Office has reported that cumulative operating
losses of the Program totaled $1.56 billion from 1993 through 1998. The premium structure is
not sufficient to allow the Program to build up reserves to cover long-term expected losses.
According to GAO, multiple loss properties (defined as those with two or more losses over
$1,000 each in a 10-year period) account for about $200 million in claims per year and about
36% of all claims paid on a historical basis.
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‘What I would like to do this morning is explain the five principles that IIAA believes must
animate any NFIP reform efforts to both improve the Program and avoid any unintended
negative effects of reform:

o Strengthen NFIP building regulations

» Increase compliance with the mandatory purchase requirement
Provide additional resources for flood joss mitigation efforts
Stop abuse of the Program through multiple claims

Require mandatory disclosures of flood information

While we support the NFIP, we recognize that there is need for reform to make the program
actuarially sound. We hope that we will be able to work with the Subcommittee as you evaluate
the different proposals for reform to meet the fiscal goals of the Program with the least amount
of disruption to people’s lives as possible. Our members have significant experience with the
NFIP and with the people who will be directly affected by reform - flood insurance
policyholders. In fact, this is not just a professional matter for me; I live on Roanoke Island,
which is in a flood plain in North Carolina, and have flood insurance so I have some degree of
personal experience and personal investment in this issue.

1. Strengthen NFIP Building Regulations

The first principle that [IAA believes should be part of any reform of the NFIP is strengthened
NFIP building regulations. The building regulations help communities better manage their
floodplains in two ways. First, the regulations require communities fo 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 the 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 Jess 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.

In light of this success, building requirements should be tightened to ensure that properties are
built to minimize potential flood damage and to discourage unwise construction in flood plains.

2. Increase Compliance with the Mandatory Purchase Requirement
NFIP would receive additional premiums and improve its financial condition if there were a

better rate of compliance with the mandatory flood insurance purchase requirement. In 1973, the
purchase of flood insurance became mandatory for any property in a floodplain having 2 one
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percent or greater chance of flood occurrence in a given year. The purchase requirement takes
effect when 2 loan is made, increased, extended or renewed on the property. The Federal
Emergency Management Agency (“FEMA”) has found that fewer than twenty five percent of
buildings in areas covered by the mandatory purchase requirement are actually covered by flood
insurance. And compliance rates vary dramatically. Based on past disasters, coverage has
ranged from less than ten percent to seventy five percent of eligible properties. Sanctions for and
enforcement of the mandatory purchase requirement need to be improved so that the Program
can collect additional premium to help balance its books, and fund the payment of future losses
with a reduced likelihood of having to borrow from the federal treasury.

3. NFIP Should Have Additional Resources for Mitigation

NFIP should take action to prevent future losses. There are two basic ways to do this. The first
is through buying the homes and businesses of property owners in the most flood-prone areas so

. that those individuals can move out of the floodplain. The second is through providing grant
funds to owners of existing properties so that they can make improvements (such as raising their
structures) that decrease the risk of flood loss. These preventative measures will decrease the
number of repetitive claims and save the Program money.

Repetitive loss properties are clearly a drain on the financial resources of the NFIP. In fact, one-
quarter of one percent of the properties in the Program are responsible for 10 percent of the
losses. Multiple loss properties account for $200 million per year in claims. As of 1999, GAO
reported that the cost of muitiple claims had reached $2 billion over the life of the NFIP. GAO
also noted that about 40,000 properties that had made multiple claims were still insured by the
Program. This can be accomplished through grants to buy-out property owners or modify
structures to come into compliance with NFIP standards.

I can tell you many stories about the need for mitigation funds. I myself have been able to avoid
flood losses because my home is elevated so I know from first-hand experience that mitigation
efforts can work. The Athletic Director of my local high school, however, also lives in the
floodplain -- about one-half of a mile from me. His home has been hit by flooding repeatedly -~
5 times since 1987. The losses have pushed him to the point of bankruptcy. He would like
nothing better than to get the money to elevate his home or sell, but the Program does not have
the funds to help him. Examples like this exist in virtually every community that has been hit by
floods.

Buy-outs allow residents to relocate outside the floodplain and prevent future losses. Of course,
we must be sensitive to the needs of residents when using buy-outs. Many residents bought their
homes before we had full information about the floodplains. The value of many of these homes
also may not be sufficient to allow homeowners to relocate to a comparable home. We should
avoid creating a new problem by pushing residents out of their homes without sufficient
resources to relocate.

As long as the Program is sensitive to the potential dangers, buy-outs can be beneficial tools to
improve the financial state of the NFIP. Former FEMA Director James Lee Witt has estimated
that there will be a $2 return on every $1 spent on buy-outs of repetitive loss properties. That is
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an impressive return on investment that we should maximize by putting more money into the
Program for buy-outs. Past efforts have proved that mitigation works. Damage fo towns along
the Mississippi River following the 1993 floods were huge -~ $67 million in Wisconsin, $251
million in Jowa and $253 million in Ilinois. This year’s flood carried about as much water in
some areas as in 1993, but, according to the Washington Post, preliminary damage estimates in
those three Stetes is only $30 million total. Overall damage from the 1993 flood was more than
$10 billion, but this year it is expected to be less than 5 percent of that. While some of those
savings are attributable to diffcrences in the floods, a lot of it is because people and towns were
bought out and moved.

NFIP also should have additional resources for structural modification of properties to prevent
losses. Many residents do not want to move and should not be forced to do so. Experience with
the NFIP building standards has shown that many owners can elevate their homes or businesses
and effectively reduce flood risks. In some cases, modifying the current property is less
expensive and equally {or almosf as) effective as a buy-out. And this option can help preserve
commnuumities to the fullest extent possible. NFIP needs the authority and resources to help
property owners improve their properties before the Program suffers additional losses.

4. Stop Abuse of the Program Through Multiple Claims

We need to do more to stop the abuses of the Program. Some individuals have bought in flood
zones in order to take advantage of repeat payments from the NFIP. While the people in this
category are a small minority of all property owners, they are an expensive minority. There must
be some mechanism to either remove these individuals from the Program or make them pay the
full, unsubsidized premium based on sound actuarial standards. This type of approach would be
similar to the limitations put on the crop insurance Program in which farmers who file numerous,
repetitive clabms again are put in a special “high risk, non-classified” system with increased rates
and less than full guarantees. Simply reducing abuse of the system will be an important boostto
the financial soundness of NFIP. :

We also need to recognize that not all repeat claimants are abusing the system. The majority of
these people are the victims of natural disasters and bought their homes or businesses without
any desire at all to make a claim for flood damage. These are difficult events in people’s lives
and they should not be punished for them. Many bought without full knowledge of the flood risk
to their property and many more do not have the resources to elevate their properties or move.
And many of these individuals cannot sell their homes for a reasonable price becanse they have
suffered repeat flood damage -- these folis are stuck in the Program through no fault of their
own. - They need to be given mitigation options to enable them to escape this nightmarish cycle.

5. Require Mandatory Disclosures of Flood Information

One of the best ways to avoid future problems with the NFIP is to give people information about
fiood risks. As I said before, many people originally bought their properties without knowledge
of the risk of flood. Reform of the NFIP needs to include 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, we should create an
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accessible electronic database of flood losses. 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. The disclosure also should bring more people into the Program by giving them the
information about their risks.

Thank you for giving me the opportunity to express IIAA’s views. We look forward to working
with the Subcommittee on this issue and I will be happy to take any questions you may have for
me.
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Good moming, Madam Chairman and Members of the Subcommitiee. My name is David
Conrad. 1am Water Resources Specialist for the National Wildlife Federation, the nation’s
largest conservation education organization, with over 4.2 million members and supporters and
affiliates in 46 states and territories. I greatly appreciate the opportunity to present the views of
the Federation on FLR. 1428 the “Two Floods and You Are Out of the Taxpayers’ Pocket Act of
2001" and H.R.1551 the “Repetitive Flood Loss Reduction Act of 2001”. The National Wildlife
Federation and our affiliates have a long history of interest and involvement with the programs of
the Federal Emergency Management Agency and, particularly, the National Flood Insurance
Program (NFIP).

Once again, we wish to especially thank Representatives Bereuter, Blumenauer, and Bentson for
continuing their efforts to focus the nation’s attention on repetitive loss problems and for
introducing these bills to address them. Similar bills were introduced in the 106" Congress, and
we believe the need to enact repetitive loss legislation is even stronger and clearer now than it was
two years ago, While both H.R. 1428 and H.R. 1551 are similar in the approaches they take to
addressing repetitive flood losses and we strongly agree with the basic objectives and thrust of
both bills, the National Wildlife Federation particularly wishes to emphasize its support for HR.
1428, the “Two Floods” legislation, for reasons I will detail shortly.

H.R. 1428 would utilize the existing Flood Mitigation Assistance program (Section 1366) as the
key mechanism to provide increased attention to properties with repetitive flood losses. The bill
would provide up to an additional $100 million annually for repetitive loss property hazard
mitigation, particularly for voluntary buyouts, demolitions, elevations, and floodproofing, with up
to $50 million derived from premium dollars and up to $50 million from general appropriations.
There is a strong need for such additional funding, which could greatly enhance the potential for
pre-disaster flood mitigation. H.R. 1428 would also require payment of actuarial rates for future
flood insurance and deny future disaster relief assistance for damage repairs to properties where
an owner refuses a reasonable mitigation offer. Finally, it would allow the Director to work
directly with repetitive loss owners on flood hazard mitigation where communities cannot afford
the minimum 25 percent cost-share or do not have the capability to manage the mitigation project.

In general, the bill provides an excellent framework for apprdaching a critical set of problems that
currently confront thousands of communities across the nation.

In hearings before this subcommittee in 1999, we described the results of a two-year National
Wildlife Federation study released in July 1998 regarding repetitive flood losses and for which I
served as Project Manager and coauthor. I would like to very briefly reiterate a few of the key
results of that study and update some of the numbers.
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Repetitive Losses — NWF Study “Higher Ground — A Report on Voluntary Buyouts in
the Nation’s Floodplains.”

After hearing from FEMA in the early and mid 90's that a very small percentage of properties that
saffered from repeated flooding were responsible for some 40 percent of total NFIP loss
payments, we approached the Federal Insurance Administration with a request for FEMA’s data
on repetitive losses. We worked out appropriate means to protect individual privacy and
subsequently obtained and analyzed FEMA’s repetitive loss database for the 18-year period from
1978 - Aug. 1995. The database identified insured properties with two or more paid NFIP losses
of at least $1000 each within a rolling 10 year period. In addition, we studied past costs of
flooding and flood control activities nationally, and we looked at successes to date with the use of
voluntary buyouts - a key “non-structural” approach to reducing flood damages. Our report was
titled “Higher Ground - Voluntary Property Buyouts in the Nation’s Flooplains - A
Common Sense Solution Serving People at Risk, Taxpayers, and the Environment.”

Significant findings of our report:

> Nationally, flood losses have risen alarmingly through this century, despite huge
expenditures on traditional flood control projects. Twenty-five year average national
flood losses (in constant dollars) have soared to $4.2 billion annually, more than double
what they were early in the century. For the five-year period 1993 - 1998, these losses
were more than $8 billion each year. Approximately $140 billion in federal tax revenues
has been spent during the past 25 years preparing for and recovering from natural
disasters.

> The National Flood Insurance Program (NFIP) is not actuarially sound. It has faced
serious and rather chronic deficits. The premiums charged by the NFIP often fail to
generate the funds needed to cover flood insurance payments, creating a substantial strain
on the program’s financial stability. Between August 1995 and 1998, the NFIP had net
borrowing from the U.S. Treasury of $810 million. When the NFIP had accumulated a
similar deficit in the early to mid-1980's, Congress was forced to spend more than $1.2
billion to bail out the program. .

4 In many instances, structural flood control projects have lead to a false sense of security,
which in turn, has increased risky development in floodplains. A weakness of the NFIP
and federal disaster relief programs is that they do not sufficiently discourage risky
floodplain development and redevelopment.

Key findings regarding repetitive losses:
> Repetitive loss properties occur in all 50 states. Louisiana, Texas, Missouri, New Jersey,

New York, and Florida lead in numbers of repetitive loss properties. More than 4,500
communities have at least one repetitive loss property.
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> Repetitive loss properties have received a disproportionate share of NFIP payments for
flood losses. ‘While repetitive loss properties represent only 2% of all insured
properties, they experienced 25 percent of the losses and claimed 40 percent of all
NFIP flood loss payments. Total cost of payments made to the 74,501 repetitive loss
properties for the eighteen-year period totaled $2.58 billion. Less than one percent (0.8
percent) of floodprone properties — those with three or more losses — recetved more
than one fifth of all flood insurance payments costing the NFIP nearly $1.4 billion.

> 5,629 properties (10% of all single family residence repetitive loss properties) received
cumulative flood insurance payments in excess of the highest reported value of the
property. At the top end. a single family residence in the Houston area was valued at
$114,000, yet it received $806,000 in payments for 16 floods over 18 years.

> Properties that sustained “substantial damage” were not subject to NFIP hazard
mitigation requirements. NFIP regulations require any owner of any building sustaining
a single loss event exceeding 50% of the butlding’s value fo either remove the building or
reconstruct the building to current code requirements, including elevation to at least the
base flood level to reduce flood risk. Nearly 11,000 repetitive loss properties
{approximately 15% of the total) sustained substantial damage on one or more occasions
during the 18 years studied (costing more than $500 million in NFIP claims through the
point of first being substantially damaged), yet overall they continued to sustain losses
essentially as they did before they were substantially damaged. This suggests that many
NFIP communities have been delinquent in their enforcement of substanitial damage rules.
In all, 5,578 properties received $167 million in insurance payments afier they were
substantially damaged. With better enforcement of substantial damage rules, it is
reasonable to expect that the subsequent damage would have been greatly reduced.

> 15,275 repetitive loss properties, or 20% of all repetitive loss properties, were
classified as being outside the designated 100-year floodplain. These structures
received a total of $530 million in NFIP payments. This raises serious concerns about the
accuracy of flood insurance maps and further concern that the public is not being
adequately informed of the risks of living in the vicinity of floodplain arcas.

> The vast majority of repetitive loss properties (94%) are older “pre-FIRM” properties,
which were initially constructed before the establishment of flood insurance rate maps and
NFIP building standards. )

Our report showed that historically many repetitive loss building owners have simply continued to
reinvest in extremely high risk properties with chronic flooding problems, often without instituting
mitigation measures to reduce the associated risk, and at extremely high cost to the NFIP and
other disaster relief programs.
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Recent FEMA Numbers.

As of April 30" of 2001, FEMA reports the total number of repetitive loss properties has risen to
approximately 91,300 nationally (up from 74,500 five years ago). A total of 45,249 of these
properties are presently insured. These buildings, now represent less than one percent of all NFIP
insured properties. They have suffered 253,000 losses (or 32% of all NFIP losses) and have cost
the NFIP over $3.8 billion -- 38% of total NFIP claims payments since 1978.

In just the past five years the NFIP has paid more than $1.2 billion in repetitive loss claims,
beyond the $2.6 billion identified in our study. FEMA estimates these buildings are continuing to
cost the NFIP more than $200 million annually.

Of the 45,249 repetitive loss properties now insured, there are approximately 8,400 insured
properties with four or more losses paid since 1978 and an additional 1100 with 2-3 losses that
have cumulatively exceeded the building value. FEMA has proposed that an initial cost-effective
hazard mitigation strategy could focus particularly on voluntary buyouts, elevations, or
floodproofing of these very high flood-risk structures with a rapid payback to the NFIP — and
ultimately to the taxpayers — from the investment. Such an effort would be greatly assisted by
enactment of H.R. 1428.

NFIP subsidies can discourage owners of high risk properties from moving out of harm’s
way. From our Higher Ground study, the National Wildlife Federation has concluded that in
many instances substantial subsidies in the NFIP and other programs have served to discourage
repetitive loss building owners from finding the means to reduce risk or relocate out of floodprone
areas. These include:

. a large NFIP subsidy for pre-FIRM properties that receive flood insurance at
approximately 38% of the actuarial rate, despite their having a generally much higher risk
and frequency of flooding;

. NFIP rates are based on the historical average loss year, which includes no reserves for
“catastrophic loss years” that have not yet occurred, :

. coastal and riverine erosion factors are not included in basic flood insurance rates, thus
substantially subsidizing erosion-prone structures;

. failure by local governments to enforce NFIP “substantial damage™ requirements, which
results in failure to require damaged properties to meet current building elevation
standards, and thus, continue to receive subsidized insurance rates;

. a misplaced reliance on government-subsidized flood control structures, such as levees,
jetties, or beach nourishment projects that often lure residents and businesses into a false
sense of security.
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Nonstructural approaches — Voluntary buyouts can help people at risk, save taxpayers
funds, and help communities and the environment by establishing epen space and restoring
floodplain fanction.

Madam Chairman, after the 1993 Midwest Flood and amendments were adopted to FEMA’s
Hazard Mitigation Grants Program (HMGP), some 180 Midwest communities purchased and
removed nearly 12,000 flood-damaged homes and businesses out of harm’s way, with their
associated lands permanently dedicated to open space uses and in most instances placed under the
management of local governments for the benefit of their citizens. This amounted to
approximately one out of every six homes and businesses flooded in the affected nine Midwestern
states.

Primarily since 1993, FEMA rcports that approximately 27,000 propertics have been voluntarily
purchased and removed from the nation’s floodplains, and another 2800 damaged properties were
elevated or floodproofed, largely after suffering flood disasters. Hundreds of communities
across the nation have begun to utilize voluntary buyouts as a cost-effective alternative means of
reducing flood damages and often at the same time restoring environmental health to streams and
coastlines through the blishment of open space, greenways, bikeways, parks, buffer zones, and
wildlife habitat areas. Particularly in light of the NFIP’s repetitive loss history, there is a strong
need for additional funding that can be used for pre-disaster mitigation efforts, which can save
enormous private and public sums in the long run. The increasing emphasis on floodplain
management as a tool for flood damage reduction is a critical new direction in addressing the
nation’s flood problems. (See Attachment I)

Support for HL.R. 1428 -- “T'wo Floods and You Are Out of the Taxpayers’ Pocket Act”

The National Wildlife Federation urges strong support for H.R. 1428 because we believe the
legislation provides the best framework for FEMA and NFIP-participating communities to
address a full range of problems associated with repetitive flood losses.

The National Wildlife Federation particularly supports HL.R. 1428, because:

. it is clear that substantially increased funding levels for repetitive loss pre-disaster
mitigation are needed to complement post-disaster mitigation efforts;

. the bill would fully engage the states and communities in developing and implementing
hazard mitigation plans to address repetitive loss properties, and in many instances protect
and restore the environment; and

. it is important and necessary for the financial health and future stability of the National
Flood Insurance Fund that owners of repetitive loss properties should pay rates that reflect
the actuarial risk associated with their properties, especially if a reasonable mitigation plan
is offered and refused.
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H.R. 1428 represents both a reasonable and balanced approach to helping all concerned break the
costly cycle of repeated flooding, and the legislation also presents important opportunities to
protect and enhance the environment. We believe the approach of H.R. 1428 utilizing primarily
the NFIP Flood Mitigation Assistance program (Section 1366) for the repetitive loss mitigation is
the best framework for initiating this critical effort, particulary because it will encourage the
communities and states to be directly involved with the planning and implementation of their
floodplain management strategies. We would add the following suggestions for improving this
legislation:

1. We urge that the Director and communities be given sufficient flexibility to address not only
repetitive loss structures, but also other structures or properties in the vicinity that may be
floodprone and, which, for community land management objectives, should also be relocated or
addressed as part of a comprehensive community hazard mitigation plan. Such flexibility is
needed for purposes of establishing cohesive plans for wise use of floodplains and sensible public
infrastructure development.

2. We urge that a portion of the new funds be made available for planning hazard mitigation
projects as well as for implementation grants.

3. We would also urge that mechanisms be established to assure that reasonable hazard
mitigation offers would not cause severe hardship for owners or oceupants of modest means.
Successful hazard mitigation should include plans for adequate and affordable relocation
opportunities for any residents involved.

4. As a means of addressing these concerns, we would urge that FEMA be directed to the
maximum extent practicable to coordinate efforts with other federal housing, disaster relief, and
natural resource management agencies and departments to assist state and local agencies in
developing comprehensive hazard mitigation plans.

H.R. 1551 and Administration proposals.

While H.R. 1551 is similar in overall design to H.R. 1428, we would urge once again that the
existing Flood Mitigation Assistance program (Section 1366), which has served well since 1994
to carry out pre-disaster mitigation assistance, but which has been limited to only $20 million
annually nationwide, is the best tool for an expanded repetitive loss mitigation program. HR.
1551 would require development of a wholly new program that we do not believe is really
necessary, given the success of Section 1366 thus far.

The proposal of the Administration to cut off the availability of flood insurance to repetitive loss
properties after one additional claim would directly and forthrightly address the enormous
financial strain that these properites represent for the National Flood Insurance Fund. This
approach does not, however, guarantee that there will be action to remove properties from harm’s
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way, and therefore we may continue to see significant flood losses and damages, environmental
harm resulting from disasters, and we may not receive the public benefits associated with
environmentally beneficial restoration of floodplains. We believe that H.R. 1428 balances these
concerns by providing a mechanism to offer reasonable mitigation assistance with actuarial
insurance rates as the appropriate consequence of a decision to deny the mitigation.

Reducing Flood Insurance Subsidies. We strongly support, however, the Administration’s
proposal to phase out subsidized flood insurance rates for vacation homes, rental properties, and
other non-primary residences and businesses. Such subsidies ultimately result in high cost to the
taxpayers. We believe a significantly greater effort should be made to establish the NFIP on an
actuarially-sound rating basis. The Bush Administration’s proposal is an important first step. The
Federation’s Higher Ground report provides ample evidence that subsidies have too often
encouraged high risk development and have failed to encourage people to locate away from high
risk locations.

Critical need to support FEMA’s Map Modernization Program.

The National Wildlife Federation strongly supports the efforts of FEMA to modernize its flood
insurance maps. The flood insurance maps constitute basic planning documents for the nation’s
urban and rural areas. It is critical that these maps be as accurate as is technologically feasible to
plan and direct the future growth and development of our communities. It is estimated that a full
modernization effort will cost an additional $770 million.

Since the mid 1980's, FEMA has fallen farther and farther behind in updating the nation’s 100,000
floodplain maps, and existing maps have not kept pace with current technology. With fully one
third of these maps now greater than 15 years old, and another 30 percent at least 10 years old,

we are seeing more and more instances of storms that result in much greater flooding than would
be predicted by current maps. Any map modernization must be coordinated with maintaining a
fully functional stream gauging system to assure accurate data for future mapping efforts.
Changes in land use, longer hydrologic data sets, conversion of forests and pastures to drained
fields, subdivisions, urban landscapes and increasing impervious surfaces, sea-level rise, and 2
myriad of other factors are increasingly not reflected in the maps as they age. The situation is so
grave in North Carolina — particularly after enormous damages caused by Hurricane Floyd — that
the state is launching a statewide remapping accompanied with the largest voluntary property
buyout program in the nation’s history. One of the most shocking findings of the Federation’s
Higher Ground report was that twenty percent of all repetitive loss properties were rated as

being outside the 100-year floodplain. These are properties that averaged more than three floods
over a period of 18 years. Without accurate maps, which a number of communities are
recognizing should be based on likely future conditions, it is certain we will continue to add to the
list of repetitive loss properties, and we will see increasing flood damages from existing and new
construction in many of the nation’s communities,
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Because the NFIP maps are fundamental to community planning, NWF believes that it is eritical
to jdentify a reliable source of funding to implement Map Modernization. Accurate and up to
date maps are of such general importance to community development that it would be entirely
justifiable to finance their updating with considerable general taxpayer funds and with appropriate
fees or other contributions. It is also clear that the NFIP is in such precarious financial straights
that it is not likely to be able to fund from premium revenues the major map reviews and revisions
that are needed to make the program reliable. We strongly urge the Committee to identify and
support approaches that will provide the necessary funds for the map modernization program as
soon as possible.

Conclusion. Once again, on behalf of the National Wildlife Federation, T wish to thank Madam
Chairman and the members of the Subcommittee for the opportunity to present our views, and I
also wish to thank the sponsors of H.R. 1428 and H.R. 1551 for bringing forward legislation to
address the critical issue of repetitive losses in the National Flood Insurance Program. I would be
pleased to respond to any questions the Members of the Subcommittee may have.
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Attachment 1

Literally hundreds of communities across the nation have begun to utilize ‘nonstructural’
voluntary buyout and relocation approaches to reduce flood damages and to protect and enhance
the quality of their environments. Some of the most successful buyout and mitigation efforts have
taken place in communities such as the following:

» St. Charles County, MO. In the wake of the Great Midwest Flood of 1993, the county
voluntarily bought out 1,374 flood-damaged properties with $13.7 million in HUD CDBG funds.
After another major flood struck in May, 1995, affecting 85 percent of the area flooded in 1993,
the total costs of FEMA disaster housing assistance, FEMA Individual and Family Grants, and
SBA disaster loans dropped substantially-- from $26.1 million after the 1993 Flood to only
$283,094 in 1995, This represented a 99 percent reduction in disaster assistance costs for St.
Charles County in comparison with 1993. (See: “Out of Harm’s Way: The Missouri Buyout
Program”, Missouri State Emergency Management Agency, 1995). The purchased lands are
now being used for open space, parkland, and agriculture.

» Grand Forks, ND, and East Grand Forks, MN. Following severe flooding in the spring of
1997, the cities decided to undertake a combination levee setback/property acquisition program
encompassing more than 1,100 homes and businesses. This courageous effort will result in the
creation of a 2,200-acre greenway along the Red River between Grand Forks and East Grand
Forks, improving public safety, the environment, and recreational opportunities in the region, and
helping to link the economies and cultures of the two cities. Plans include development of parks,
open space, sport fields, cultural and educational areas, and restoration of natural stream and
floodplain habitat.

» Boulder, CO. Voluntary floodplain property buyouts in the Boulder area have helped establish
a greenway network of trails and bike paths, with extensive recreation use and pedestrian
commuting to such an extent that these corridors have become an integral part of the
community’s altemative transportation network, reducing pressure for sprawl, and encouraging
residential and commercial centers to remain in close proximity.

» Tulsa, OK. Following a disastrous flood in 1984, Tulsa developed an aggressive floodplain
management system that has included the purchase of over 1,000 structures that were subject to
flooding on multiple occasions. Since the mid-1980s, Tulsa has invested $200 million in
structural, non-structural and other flood damage reduction projects to help solve its repetitive
foss problems, $40 million of which has come from federal funding sources, including the Hazard
Mitigation Grant Program and the Flood Mitigation Assistance Program. Evidence of Tulsa’s
success can be seen in the decline of flood insurance payments for repetitively flooded homes:
there were 93 repetitive loss properties that flooded in 1984, 32 in 1986 and five in 1995. Much
of the acquired lands are now used as parks, floodways, and wildlife habitats, and recreation
areas.
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» Albany and Newton, GA. After a tropical storm hit Georgia in 1994 and damaged or
destroyed approximately 7,000 homes and businesses in Newton and Albany, the cities decided to
seek funding for the acquisition of many of their most disaster-prone properties with funds and
assistance from FEMA. By early March of 1998, the two cities had acquired nearly 200

structures at a total combined cost of approximately $2 million. This proved to be a worthwhile
and timely investment— because between March 7" and 9™ 1998, the region received more than
10 inches of rain and again suffered major floods. It is estimated that the acquisition programs in
Albany and Newton saved nearly $4 million in flood damages, far exceeding the projected benefits
calculated at the outset of the project.

In each of these cases, communities have made or are making major investments through
voluntary buyouts and other hazard mitigation approaches to reduce future risk of flooding and
also to improve the community’s environment. These are examples of a number of larger scale
mitigation activities, but in hundreds — potentially thousands of communities — there are a
wide range of valuable, cost-effective mitigation activities that can be pursued to reduce repetitive
loss costs and provide important public benefits.
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Dale W. Shipley United States House of Representatives
Testimony Committee on Financial Services, Subcommittee on
Housing and Community Opportunity

Introduction

Thank vou Madame Chairman, Ranking Member Frank and distingnished members of
the Committee for allowing me the opportunity to provide you with testimony on
FEMA’s repetitive loss mitigation strategy and the National Flood Insurance Program
(NFIP). My name is Dale Shipley and I am the Executive Director of Ohio Emergency
Management Agency. [ am here today representing the National Emergency Management
Association (NEMA). Currently, I am the Chairman of the Legislative Committee for
NEMA and I come before you today to represent the state emergency management
directors in the 50 states and the U.S. territories who are its core members. NEMA’s
members are responsible to their governors for emergency preparedness, mitigation,

response and recovery activities.

NEMA has long supported effective mitigation programs that are cost-effective to the
U.S. taxpayer. As an organization, we worked closely with Congress and the Federal
Emergency Management Agency (FEMA) to draft the Disaster Mitigation Act of 2000
{P.L. 106-390) which was signed into law last year. This law was the culmination of
many years of hard work and calls for FEMA to develop a pre-disaster mitigation
program. Any repetitive loss program or reforms to the National Flood Insurance

Program should be a part of FEMA’s pre-disaster mitigation program.

Currently, FEMA is in the process of purting together a pre-disaster mitigation program.
However, that means that there will be gaps between the previous program and any
program FEMA may develop for fiscal year 2003, Even the House Appropriations
Committee recognized the importance of such a strategy and recommended funding for
pre-disaster mitigation in fiscal year 2003. Sadly, state and local governments and
taxpayers cannot afford to wait. Pre-disaster mitigation saves lives and property and is
essential for preventing extensive federal disaster relief. While mitigation has never been
scientifically quantified to provide a specific dollar savings, some experts say that for
every one-dollar spent on mitigation, two dollars are saved. While I recognize that I am
here today to discuss repetitive loss mitigation strategies, I want you to understand how

essential it is for FEMA to have a stable, long-term pre-disaster mitigation plan that has
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uninterrupted funding in order for any repetitive loss strategy to work. [ urge you to take
a critical look at the FEMA budget you are proposing and consider all the activities that
fall into the pre-disaster mitigation area and to please consider if your district and

constituents should be forced to do without this program and its benefits.

NEMA applauds the efforts of Representatives Bereuter, Blumenauer, and Bentsen to
reform the National Flood Insurance Program. NFIP has been an effective mitigation
program when it is managed properly by local participating governments because it shifts
the burden of responsibility from the taxpayer to the individual property owner. The
NFIP is currently in need of revisions, especially in the repetitive loss structures. NEMA
is supportive of the general efforts included in both bills, but offers some suggestions for

your consideration.

Revisions to the Flood Mitigation Assistance Program are necessary. Since the
program’s inception, many states have made good use of these funds to reduce the
number of repetitive loss properties. The current level of FEMA funding from premiums
paid to the NFIP of $20 million was a positive step. If we are to significantly reduce the

repetitive loss properties in a reasonable time, more dollars are needed.

We support reducing losses of both lives and property by moving people out of harm’s
way. and thus we are supportive of the concepts in these bills. NEMA remains concerned
that all participating in the NFIP are treated equally. We wish to ask you to further
address the concept of property renters in your legislation and ask you to consider that
while some people choose to live in the flood plain, many are forced to live in the flood

plain because prices are significanily lower and they cannot afford to live anywhere else.

These bills represent a significant advance to reduce disaster costs in America. Flooding
is the most common of all disasters and represents a significant percentage of all disaster
costs. Reducing the number of structures that are subject to repetitive loss will decrease

disaster costs.
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1t is important to recognize that the threshold for a disaster is relative to every level of
government. There are many more local disasters then there are state disasters and only a
small percentage of state disasters reach the level of Presidential Disasters.  All disasters
are local and the NFIP is the country’s first responder in terms of enabling individual
homeowners to recover from flooding. The minimum threshold for a payment to a
homeowner is two contiguous properties and as such enables homeowners to recover
from flooding events that may not even be designated a local emergency by the city or
town they live in. Therefore, repetitive payments to homeowners can occur without a
disaster declaration and may even be made without the knowledge of the local emergency

managers.

Disincentives to living in a flood plain are not new. The Colorado River Floodway
Protection Act strictly limits the building of both infrastructure and property in the 100-
year floodplain by prohibiting any financial assistance including disaster recovery
payments to any homeowner or political subdivision that violates provisions of the Act.
The Floodway Protection Act algo amended this legislation to prohibit the purchase of
flood insurance for any new structures in the floodway. It should be noted that the
floodway definition is the 100-year floodplain or 40 thousand cfs, whichever is greater,
which is equivalent to the definition of floodplain in this legislation. Congress should not
see this legistation as raising the bar to a height that can not be tolerated. The bar has
already been set in the West and it has been demonstrated that strong legislation is an
effective tool to reducing disaster costs. However, we need to ensure that the legislation
is fair and treats everyone the same regardless of whether they live in the East or West or
North or South. Additionally, any effective mitigation program includes funding to

upgrade the flood maps.

NEMA strongly urges you to consider that buy-outs of property not occur unless a
specific comprehensive plan is developed and supported by local governments. Further,
the plan should outline who will maintain the land after the buy-out. In recent years,
mitigation projects have been approved by state emergency management agencies, as

well as local governments. We would continue to support this holistic approach.
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Another area where clarification would help with both bills is addresses the sale of
property and if the program is counts floods on a property or floods under an owner.
Recently, a woman from Ohio bought a home and her property subsequently flooded.
She was dropped from the NFIP, because the property has previousty been flooded 17
times. This issue raises all sorts of issues about the laws governing notification to
homebuyers about previous floods as well as privacy issues. Nevertheless, we need to
make sure homeowners know coming into a home purchase exactly what FEMA and the
NFIP know about their property and what the status of the property is in terms of

msurance coverage under the NFIP.

Perhaps we should look at a five-year firm, but fair, risk based program that would:

» assist in mitigation over those five years and if mitigation did not occur then there
would be no more NFIP eligibility;

« balance the needs of acquisitions and other eligible mitigation activities to serve both
local, state, and national interests;

* incorporate prograrms to elevate structures as much as 1-2 feet above the 100 year
flood plain;

« increase rates over those five years to address repetitive losses; and

« ensure fair treatment for all including homeowners, businesses, and coastal property

oOwWners.

Let me now discuss the Bereuter and Bluemenauer, “T'wo Floods and You are Out of

the Taxpayers Pocket”,

« We applaud the proposed increase of funding to $70 million for the next four
years. However, we recommend that revenue dollars be used instead of funds
from the National Flood Insurance Fund. If the funds are not provided for
through general revenue, we believe there could be a potential loss of policy-
holders due to a fee increase. Repetitive loss homeowners and businesses

place a heavy burden on local officials for emergency disaster assistance;
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We appreciate the emphasis on the use of the National Flood Insurance Fund

and the waiver of the funding cap to states and local communities;

Currently, regulations promulgated under the NFIRA of 1994 require that all

states receive a $100,000 minimum “floor” of FMA funding. A number of the

states that receive this “floor funding” bave few, if any repetitive loss
structures. We recomumend that this be revisited;

We would support applying actuarial rates under the following circumstances:
Post Firm Properties — Any property that was constructed
after December 31, 1974 or constructed after the effective
date the rate map was published by FEMA.

Repetitive Claim Payments Properties — Any property
that has received more that one claim payment and the
owner has refused a mitigation action.

Certain Leased Coastal and River Properties.

We strongly support the coastal and river properties, but we believe that the

language will exclude some of the most egregious repetitive loss structures.

We would respectfully recommend that actuarial rates be applies to ALL

properties located in a special flood hazard area that are leased from federal

agencies;

We support the proposal to prohibit any disaster assistance to repair, replace,

or restore a property to be paid out for a repetitive loss structure when the

owner has refused a mitigation action;

We understand that not all owners of repetitive loss properties will voluntarily

sell their property and that not all local governments will agree to participate.

This should be taken into account in any revision of the NFIP;

We believe that changes included in Section 1323 are in need of further

review and clarification. This provision implicitly outlines that ownership of

acquired property is controlled by FEMA. This could place heavy burdens on
the federal government to maintain and regulate scattered parcels as open
space. Weeds would have to be controlled in accordance with local ordinance

and the opportunity could exist for “dumping grounds” if locals sense no
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responsibility to maintain the lands as open space. Further, acquisition of the
land could mean that local governments lose property tax revenue; and

As managers of the NFIP, FEMA must be able to recognize that a claim has
been made to the Fund and be in a position to offer to purchase the flooded
property before a premium can be made. Individual homeowners are much
more likely to sell before they have had a chance to rebuild. H.R. 1428
provides the funding and the incentives to homeowners to sell, but does not

change the decision level to make an offer to purchase.

Additionally, I would like to address Representative Bentsen’s “Repetitive Flood Loss
Reduction Act of 20017,

.

H.R. 1551 does change the decision level to purchase a property to the federal
level, but then the federal government owns property all over and this presents
a local problem with trash, etc. It also provides for the authorization of small
infrastructure development, which in Western states has been a very effective
way to reduce vulnerability. Small streams and watersheds that have
insignificant flows or sheet flooding across a flat plain can easily be mitigated
with a small floodwall thercby reducing disaster impact.

NEMA would oppose allowing homeowners seeking buy-outs to work
directly with FEMA for grants. An essential element for success is ensuring
that ALL levels of government; federal, state, and local are engaged ina
comprehensive plan. Currently, other mitigation programs such as the Hazard
Mitigation Grant Program and the Flood Mitigation Assistance Program are
administered by the states in concordance with statewide mitigation strategies
that prioritize mitigation projects based on the hazards and vulnerabilities of
particular communities. Without state involvement in the process,
communities may seek grants for projects that are being funded through
another state mitigation program. Some states strategies may not include a
buy-out plan because there may be another more effective and appropriate

mitigation activity for that community or region of the country.
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* We would recommend that Section 1368 ( ¢ ) 1 include “acquisitions” as an

eligible mitigation activity.

«  We would recommend that the timeline for the Director to approve or reject
an application in Section 1368 (d) (2) be extended to account for the time
need to complete the required benefit cost analysis and the environmental
reviews.

o Under Section 1368 (£} (1), NEMA recommends further review of the “open
offer” provision that would notify the property owner each time the flood
insurance policy is renewed. Not only would the “open offer” be burdensome,
but it would impose hardships on grantees because they would not know from
one year to another whether the grantee would ever accept the offer and force
the grantee to maintain a 25 percent match if a buy-out ever did occur.

« NEMA respectfully requests that Section 1368 (f) (4) be rewritten to address
further considerations and consultation by local or state governments. As
written, the provision would lead to problems if the owner accepts the
purchase offer but local or state government refuses ownership. Having
FEMA responsible for liability and maintenance of the property is not a
desirable solution.

o We recommend that Section 1368 () {6) reference “the individual in an NFIP
participating community responsible for administering the program” rather
than the regional floodplain administrator.

»  We would ask that the definition of community exclude counties in particular
states that do not have zoning and building code jurisdiction. We also would
recommend that the definition of repetitive substantial flood loss structure
should mirror the current floodplain regulations. Conflicts in the definitions
could weaken current definitions in practice.

« Increasing premiums to reflect risk is necessary to reduce the incentive to
build in the floodplain. NEMA supports the effort to prohibit future
development in high hazard areas and provide disincentives for people to

occupy existing buildings that are subject to flooding.
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Presidential Budget Recommendations
NEMA supports initiatives to limit the availability of coverage under the National Flood

Insurance Program for repetitive loss properties where the owner has not made efforts to
mitigate and does not pay risk-based premiums. Additionally, NEMA supports phasing
out subsidized premiums for vacation homes, rental properties, other non-primary

residences and business properties.

Conclusion

While spending by the states for emergency management has dramatically increased over
the last five years, efforts to control spending through addressing repetitive losses should
not necessarily be linked with lowering the receipts of the disaster relief account. NEMA
and Congress must work in a partnership to ensure that mitigation strategies for repetitive
loss treat property-owners fairly and incorporate state and local mitigation strategies.

Any repetitive loss program must be administered by state governments, as are current

mitigation programs and have the buy-in of local governments.

T thank you for the opportunity to testify on behalf of NEMA and welcome any questions
that you might have. Only through a partnership of federal, state, and local governments,
can our country prepare and respond to emergencies and disasters. Thank you for your

consideration.

O
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