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The National Flood Insurance Program
Today’s Agenda (continued)
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National Flood Insurance Act of 1968
Original Legislative Intent

Make Flood Insurance Available
Make Flood Insurance Affordable
Reduce Taxpayer $$$ Spent on

Disaster Assistance
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How the NFIP Works
“The Three Legged Stool”

Know Your Risk

Reduce Your Risk

Insure Your Risk Flood Insurance
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Know Your Risk

In the beginning...weather patterns, and the
potential effects of various weather events on
specific geographical areas, were largely
unknown and undocumented.
Today...historical and ongoing studies
conducted by the NFIP (in parthership with
private industry) inform our mapping,
mitigation actions and insurance rating
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Reduce Your Risk

Using Flood Insurance Rate Maps (FIRMs) based
on these studies, communities and individual
property owners may take appropriate actions to
reduce/eliminate damage caused by flooding.

Today...nearly every community in the US actively
manages their areas designated at high risk
(SFHA) from flood damage. (22,000+).
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Insure Your Risk Flood Insurance

There are now 5,000,000+ NFIP policies in
force throughout the US and its territories.

Non-NFIP sources of flood insurance are
becoming increasingly common in the
marketplace.

NFIP Moonshot=Double insured structures
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Why do we want to double the number of
insured residential structures?

Penetration Rates (est. as of 8/1/20)

SFHA SFHA+NON-SFHA

NATIONALLY 38.3% 3.7%
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National Flood Insurance Program

NFIP Reauthorization Update
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NFIP Reauthorization Principles

Congress must reauthorize the NFIP by no later than September 30t™, 20241. If the authorization lapses, FEMA
must stop selling and renewing policies for millions of properties in communities across the nation.

-, Multi-Year Promote stability in the real estate and mortgage markets

Reauthorization and allow FEMA to continue improving the program.

NFIP reauthorization is an opportunity for Congress to take

Create a Sound bold steps to transition the NFIP to a more sound financial
Financial Framework framework.

Flood insurance - whether purchased from the NFIP or
Increase Flood private carriers — enables insured survivors to recover more
Coverage quickly and more fully after flood events.

Transform the NFIP into a simple, easy experience that

Improve the Customer
P customers value and trust.

Experience




Principal Topics to be Considered

Private Sector Engagement

e WYOs (compensation, non-compete)

e (Continuous coverage

® Acceptance for mandatory purchase

® Phase out coverage for high value
properties and/or new construction Private Sector

® Equivalency fee to fund mapping Engagement
® NFIA Part A authorities

Mitigation and
Floodplain Management

¢ Urban mitigation rate Mitigation and
reductions Floodplain

e Community accountability for Management NFIP
repetitively flooded areas Reauthorization

e State revolving loan funds for
flood mitigation

e Authorizations for FMA, PDM
funding

® Extreme repetitive loss

e Elimination of coverage for
excessive payments

Insurance

e Alternative flood maps

® Mapping appeals

® | evee-protected areas

¢ Digital display environment
® Risk disclosure for real estate

Rating

Financial
Management

Financial Management

® Redirect NFIP interest payments

® (Cap premiums, adjust annual rate increases

® Phase out grandfathering

® Adjust surcharges, Reserve Fund assessments
® Risktransfer

Insurance Coverage

e Affordability programs

® Maximum coverage limits
Insurance e Simplify terms and conditions
Coverage ® Increased Cost of Compliance
® |mproved policy disclosures

® Pre-existing conditions

® Participation studies

Insurance Insurance Claims, Appeals,

Claims, and Litigation
Appeals, and

s a: ® Proof of loss requirements
Litigation

e [itigation reforms
® [Expose NFIP to state law claims

® Federal Flood Insurance Advisory
Committee

Insurance Rating

® Elevation certificates

® Rate-related disclosures

® Replacement cost value in rate setting




The Future of Flood Insurance?

Risk Rating 2.0
Policy Forms Redesign NFIP
Data and Reporting-Increased Access T:: Qj’g
Claim Settlement Practices

Partnerships with Non-NFIP Sources

: Private
Pennsylvania Insurance Department

Industry
Reinsurance/Catastrophe Bonds Expansion

Effective July 18t, 2019-Final Rule
» Acceptance of “Private Flood Insurance” Federal

: C L. Regulators
> Mutual Aid Societies S| Bl




NFIP Transformation
Policy Forms Redesign

* Consistency-to better align NFIP policy forms
and coverage provisions with current
property/casualty industry standards.

 Coverage Options (proposed)
 Full Basement Coverage
 Higher Limits of Coverage
 Additional Living Expenses



NFIP Transformation
The System

 Replaced the “Legacy” system

* Provides daily updates and near real-time
transaction capabilities

 Enhanced data analytics capabilities

* Access has been rolled out to the State
Partner/District Partner level (PlI)



NFIP Transformation
Risk Rating 2.0 (RR 2.0)

 The National Flood Insurance Program (NFIP)
is redesigning its risk rating methodology by
leveraging private industry best practices and

current technologies.
* FEMA will deliver rates that are fair, make
sense, are easier to understand and better

reflect a property’s unique flood risk.



Risk Rating 2.0

e FEMA's goal is to make flood insurance
significantly easier for agents to price and sell
policies, and in turn, help customers better
understand their flood risk and the
importance of flood insurance.

* Demand for change has been building for a
long time, and Risk Rating 2.0 will be the
culmination of a multi-year effort.



Risk Rating 2.0

* Risk Rating 2.0 will fundamentally change the
way FEMA rates a property’s flood risk and
prices insurance.

* The current rating methodology has not
changed since it was first developed in the
1970s.

* Since then, technology has evolved and so has
FEMA’s understanding of flood risk.




Risk Rating 2.0

* The current rating methodology is heavily
dependent on the 1-percent-annual-chance-
event, while Risk Rating 2.0 will incorporate a
broader range of flood frequencies.

* FEMA will be pairing state-of-the-art industry
technology with the NFIP’s mapping data to
establish a new risk-informed rating plan.




Risk Rating 2.0

 (Catastrophe models, in combination with the
ability to leverage the NFIP’s mapping data,
will provide a better and more comprehensive

understanding of risk at both the national and
local level.

* FEMA is building a new rating engine to help
agents easily price and sell policies.



Risk Rating 2.0

* |t will also allow policyholders to better
understand their property’s flood risk and
how it is reflected in their cost of insurance.

* RR 2.0 will comply with existing statutory caps on
premium increases and will prevent significant
premium increases by offering a discounted
glidepath to existing policyholders and to new
homeowners buying homes from existing
policyholders.



Risk Rating 2.0

* The new risk rating plan will use easier-to-

understand rating characteristics for each property,
such as:

e e Dijstance to the coast or another flooding source,
and the magnitude of that source

e Different types of flood risk (fluvial, pluvial)
e The cost to rebuild each home

* By reflecting the cost to rebuild, the new rating plan

will also aim to deliver fairer rates for owners of
lower-value homes.



Risk Rating 2.0

Key benefits to policyholders, communities, and the
flood insurance industry:
* Creates an individualized picture of a property’s risk
* Provides rates that are easier to understand for
agents and policyholders
* Reflects more types of flood risk in rates
* Uses the latest actuarial practices to set risk-based
rates
 Reduces complexity for agents to generate a quote



Where are the data coming from?

FEMA is using data from multiple sources, such as:

 FEMA: Existing mapping data, NFIP policy and claims data;

e Other Federal Government Agencies: U.S. Geological Survey
(USGS) publicly-available data;

 National Oceanic and Atmospheric Administration (NOAA)
Sea, Lake, and Overhead Surges from Hurricanes (SLOSH)
data;

 U.S. Army Corps of Engineers (USACE) data sets; and

* Third-party sources: Commercially-available structural and
replacement cost data and catastrophe models.



How will FEMA incentivize risk
reduction efforts?

Risk Rating 2.0 will initially provide credits for
three mitigation actions:

* Installing flood openings per the 44 CFR 60.3
criteria;

* Elevating onto posts, piles, and piers; and

* Elevating machinery and equipment above the
lowest floor.




What percentage of policyholders would
expect to see increases in premiums? What
percentage would see premiums go down?

FEMA is completing an actuarial analysis and does not
have this information at this time. FEMA is committed
to implementing Risk Rating 2.0 in a transparent way
and will continue to communicate information as it
becomes available. Risk Rating will be introduced for
all new business and renewal policies effective on or
after October 1, 2021.




NFIP Transformation
Affordability Framework

* As premiums increase, affordability continues to be
a challenge for some property owners.

* |n 2019, FEMA released “An Affordability
Framework for the National Flood Insurance
t N I NJ Y de

* The Administration proposes that Congress should
authorize the NFIP to establish a means-tested
affordability program which allows low-income
policyholders to maintain discounted rates.
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Coverage Consumers Companies Licensees Regulation

Pennsylvania Insurance Department > Coverage > Flood

FLOOD INSURANCE Resources

List of Licensed Agents Who Can

Discuss Surplus Lines

. . List of Private Insurers Licensed in
Why should | consider flood insurance? Pennsylvania

Commissioner Miller's Letter
Flood damage can happen to you, ho matter where your home, apartment or business is Recommending Surplus Lines Policies

located. You can buy flood insurance even if your property is not located in a flood plain. Be Accepted for Federally

Mortgage lenders, pursuant to federal law, may require homeowners to purchase flood Backed Mortgages

insurance. Flood Insurance: What Are My

Options? (PDF)

Federal Emergency Management
Flood insurance can be purchased through licensed property and casualty insurance agents Agency (FEMA)

in Pennsylvania to cover almost any building and its contents, including rental property and National Flood Insurance Program o

condominiums. Tenants can buv protection for their belonainas as well. P,
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Resources

e " https://www.insurance.pa.gov/Coverage/Pages/Flood.aspx - @G Search.. 0D~ S o (O

£ FEMA Intranet Homepage & Flood x| L]
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Coverage Consumers Companies Licensees Regulation

What should | know about private
insurance?

Many consumers now have the option of purchasing flood insurance through private
insurers. Consumers can purchase private flood insurance through providers licensed

in Pennsylvania, or through surplus lines carriers. If you have NFIP coverage now and
choose to pursue private coverage, your premium could increase significantly if you choose
to return to the NFIP at a later date. Also, you may be precluded from certain hazard
mitigation grant programs available through FEMA and the NFIP if you choose private flood
insurance to insure property located in an area which is prone to flooding. For more
information regarding hazard mitigation grant programs, please visit the PEMA and DCED

__websites.

For a list of licensed private insurers that write dwelling and contents flood insurance

policies, click here. For more information about surplus lines policies, see below.
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Resources
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Resources

NATIONAL FLOOD INSURANCE PROGRAM

https://www.floodsmart.gov/

PENNSYLVANIA INSURANCE DEPARTMENT

https://www.insurance.pa.gov/Coverage/Pages/Flood.aspx

PENNSYLVANIA EMERGENCY MANAGEMENT AGENCY

https://www.pema.pa.gov/pages/default.aspx



https://www.pewtrusts.org/en/research-and-analysis/fact-sheets/2019/01/pennsylvania-flood-risk-and-mitigation
https://www.pewtrusts.org/en/research-and-analysis/fact-sheets/2019/01/pennsylvania-flood-risk-and-mitigation
https://www.pewtrusts.org/en/research-and-analysis/fact-sheets/2019/01/pennsylvania-flood-risk-and-mitigation
https://www.insurance.pa.gov/Coverage/Pages/Flood.aspx
https://www.pema.pa.gov/pages/default.aspx

Thank You!
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NATIONAL FLOOD
INSURANCE PROGRAM




