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THE NATIONAL FLOOD INSURANCE PRO-
GRAM: THE NEED FOR LONG-TERM REAU-
THORIZATION AND REFORM

WEDNESDAY, MAY 9, 2012

U.S. SENATE,
SUBCOMMITTEE ON EcoNoMmIc PoLicy,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
Washington, DC.

The Subcommittee met at 10:04 a.m., in room SD-538, Dirksen
Senate Office Building, Hon. Jon Tester, Chairman of the Sub-
committee, presiding.

OPENING STATEMENT OF CHAIRMAN JON TESTER

Chairman TESTER. I want to welcome everyone, and I call to
order this hearing of the Economic Policy Subcommittee titled “The
National Flood Insurance Program: The Need for Long-Term Reau-
thorization and Reform.” Oh, how we long for the day.

I look forward to hearing from our witnesses this morning about
the importance of long-term reauthorization and reform of the Na-
tional Flood Insurance Program, which is vitally important to Mon-
tana homeowners and communities. Given the fast-approaching
May 31st expiration of the Flood Insurance Program, the need to
reauthorize and reform this program is imperative. Without an ex-
tension, in a matter of weeks policyholders and insurers will be in
limbo; realtors and homeowners will be forced to put closings on
hold contingent on reauthorization of this program.

We have been down this road before and have seen how unpro-
ductive and destructive lapses of this program can be. The unprece-
dented flooding in the Mississippi River basin last year further
drove home the necessity of passing a long-term reauthorization
that offers Americans and Montanans certainty in the face of risk.

Senator Vitter and I have been working together on this issue for
quite some time now. He has been a great partner and dogged in
his efforts to ensure that the NFIP program does not continue to
suffer from the same lapses that we saw in 2010. I appreciate his
sponsorship of S. 2344, a short-term extension of the program
through the end of this year, which I joined as a cosponsor to en-
sure that we do not fall into a lapse on June 1 and that we can
continue our work on a long-term reauthorization bill.

Teaming up on recommendations to improve the Senate Banking
Committee draft, Senator Vitter and I worked with the Committee
to incorporate critical provisions in the final bill. These provisions
include a requirement that the Army Corps and FEMA work to-
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gether to develop common standards that would allow existing
Corps certification activities to meet FEMA levee certification cri-
teria and a lengthening of the phase-in period for homeowners who
must purchase flood insurance as a result of being mapped into a
floodplain.

Unfortunately, too many Montana communities have experienced
what happens when FEMA and the Army Corps do not work to-
gether. I am especially pleased to hear from Todd Klietz this morn-
ing, who will discuss his experience in Missoula with levee certifi-
cation. In addition to these important provisions, the flood insur-
ance bill also makes a number of important reforms to put the pro-
gram on a more sound financial footing to protect taxpayers and to
ensure long-term solvency of the program.

The bottom line is that we need a long-term reauthorization and
reform bill and we need it now. The House and the Senate have
never produced long-term reauthorization bills as closely aligned as
the two that we have before us today. I am also not sure whether
we have had the same strong, broad, industry-wide support that we
have now, evidenced by our witnesses here today, and the efforts
of the Flood the Hill Coalition, and I want to thank everybody who
has been a part of that and will be a part of that.

And while we cannot take our focus away from passing a long-
term reauthorization and reform bill, it is also clear that we will
need a short-term extension in order to continue our work in get-
ting the long-term reauthorization reform bill across the finish line.

I look forward to hearing from all of our witnesses about the im-
portance of this program and protecting communities from national
disasters and protecting taxpayers.

Senator Vitter is not here yet, so I think we will go right straight
to the panel. When he shows up, we will get his testimony when
appropriate.

So I would like to welcome our witnesses, two folks who have
spent quite a bit of time in the field, and I want to thank them
for their willingness to testify this morning. We will start with Mr.
Klietz, a Montana floodplain administrator for the city of Missoula
and Missoula County, a role that he has served in since 2003. He
is also a past chairman of the Association of Montana Floodplain
Managers. He is a certified floodplain manager and also previously
served as a floodplain administrator for Ravalli County, a bit south
of Missoula. I want to welcome you, Mr. Klietz.

We also have with us—and my French is not exceptionally good
today, but I will do my best—Mr. Dwayne Bourgeois, executive di-
rector of the North Lafourche Conservation, Levee, and Drainage
District, a role that he has served in since 2010. Mr. Bourgeois has
significant experience in the area of emergency preparedness, de-
veloping new ways for employers and employees to communicate in
the event of an emergency evacuation through his work developing
Rally Point. Welcome, Mr. Bourgeois.

Each of our witnesses will have 5 minutes for oral statements,
and your entire written testimony will be a part of the record. Mr.
Klietz, I would like you to start.
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STATEMENT OF TODD KLIETZ, MISSOULA COUNTY
FLOODPLAIN ADMINISTRATOR, MISSOULA, MONTANA

Mr. KLIETZ. Thank you, Senator. On behalf of Missoula County,
Montana, and the Association of Montana Floodplain Managers, 1
am honored to appear before you today to provide comment on the
reauthorization of the National Flood Insurance Program. I re-
spectfully urge this Committee to ensure that long-term reauthor-
ization of the NFIP is enacted prior to May 31st.

Over the past several years, I have witnessed the results that de-
layed and uncertain congressional action on reauthorization has
caused within my community and my State. Property values, al-
ready having fallen due to the economy, fall further in the flood-
plain due to buyers’ uncertainty that Congress will provide home-
owners with long-term flood insurance coverage. Real estate trans-
actions have been delayed, and some have completely fallen
through.

Homeowners, many of whom already must sell their property at
a loss, are forced to reduce their sales prices further. The small
pool of local insurers that are willing to process flood insurance
policies dwindles further as they become increasingly frustrated
with the ever changing uncertainty the last several years of de-
layed short-term reauthorizations have caused. Floodplain citizens
need to know that you have their back by reauthorizing the Na-
tional Flood Insurance Program for the long term.

This is not to say that we support reauthorization of the exact
same Flood Insurance Program that has contributed significantly
to our national debt. From my perspective, reform is correctly fo-
cused on the insurance side as the requirements for floodplain de-
velopment within NFIP communities do work. Simply tour a par-
ticipating community post-flood to see those results. My own com-
munity just experienced a 10-year flood last spring. Older homes
built before FEMA mapping were destroyed while the newer homes
right next door suffered virtually no damages.

The commonsense reforms, including those that the Montana del-
egation and this Committee have put forward, must be included in
the long-term reauthorization. The American taxpayer is increas-
ingly unwilling to provide financial support for those who have
time and time again received handouts post-flood who then do ab-
solutely nothing to prevent future damages as they know Uncle
Sam will be there check in hand to quite literally bail them out
again. Many repetitive loss property owners within my community
received FEMA checks last year. None have voluntarily chosen to
mitigate their homes.

Gone, too, are the days that the taxpayer will support those who
knowingly choose to live in areas and in homes with severe flood
risk. So we thank you for moving the NFIP away from overwhelm-
ingly tax-subsidized premiums toward actuarially rated policies. I
also want to thank you for your commitment to fund ongoing map-
ping so that communities in rural States like Montana will eventu-
ally be provided with detailed floodplain maps allowing our citizens
to build homes constructed through means that minimize flood loss.

I further appreciate the efforts that are being made regarding
levees. Although the issuance of new FEMA floodplain maps for my
community has been on hold for several years due to inconsist-
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encies with how FEMA is mapping properties behind them and be-
hind levee-like structures such as railroad beds, roads, and even
interstate highways, my community was fortunate that the Army
Corps of Engineers certified their levees. This makes sense as the
Corps designed, built, and inspects them on a regular basis. My
community’s experience with the Seattle District of the Army Corps
of Engineers was exactly the way it should be. We asked, they
came, and while we had some unexpected work that needed to be
done, we did our job in maintaining those levees, and the Corps did
their job in certifying them. Unfortunately, other Montana commu-
nities have been required to spend hundreds of thousands of dol-
lars to certify the levees that the Corps designed, built, and already
inspects. An unjustifiable burden on those communities and their
residents, we are glad to see the Senate taking a proactive position
to put the Federal responsibility for certifying Federal levees back
where it belongs.

The positive reforms that have been put forward are long over-
due, and I applaud your efforts to make them happen. However,
there remains one very important issue: 500-year floodplains. You
have heard testimony regarding the losses that the NFIP incurs—
the taxpayer incurs—when homes within 500-year floodplains are
damaged. The Senate bill will ensure property owners will now be
notified of the risk of living in a 500-year floodplain. The problem
is that FEMA does not map 500-year floodplains. These areas are
identified as “Shaded-X” on the floodplain maps, and in small
print, the corresponding legend states that these actually are
“areas of 100-year flood” or “areas protected by levees from the
100-year flood” or “areas of 500-year flood.” Until FEMA is actually
required to map these Shaded-X areas based on actual topography,
the maps simply cannot be relied on to determine if a building pro-
posed in these locations is actually within the 500-year floodplain
or will be inundated during lesser flood events. Last spring, I was
in a Shaded-X 500-year home with a full walkout basement that
was inundated during our 10-year flood. There are no Federal re-
quirements for how that home should have been built, nor how
that home should be mitigated to prevent future losses. There are
no requirements that the property owner obtain flood insurance to
ease the burden on the taxpayer. The property owners had received
multiple checks prior to last year’s 10-year flood event, and they
did so again last spring.

I was in another flooded home. This one was built in the 100-
year floodplain—with a basement. It should have never hap-
pened—and it did not happen on my watch—but it did. Although
that home was not constructed in compliance with FEMA require-
ments, those property owners also received a check from FEMA.

I sincerely appreciate the opportunity to appear before you today
and would like to leave you with my own top three requests:

Stop issuing subsidized flood insurance policies for new struc-
tures built after FEMA’s floodplain designation. Fortunately, as ad-
dressed in the Senate bill, the taxpayer will no longer be forced to
subsidize insurance for those that choose to build in designated
floodplains.

Stop rewarding those who bring fill into the floodplain to protect
their development at the expense of pushing those flood waters
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onto their neighbors. FEMA encourages this practice by issuing
Letters of Map Revision Based on Fill which completely removes
the owner’s obligation to obtain flood insurance coverage and con-
tribute to the National Flood Insurance Program.

Finally, stop issuing FEMA floodplain maps without providing
written notice to affected property owners. FEMA has the audac-
ity—and the budget—to send notices to widows on fixed incomes in
Bozeman and Missoula and across the Nation whose homes are no-
where near the floodplain which scares them into buying flood in-
surance. At the same time, FEMA does not have the budget or de-
sire to send such notices to people that are actually in the flood-
plain. Thankfully, notification is now addressed in the Senate bill.
These scare tactics are not. Even Missoula City Hall, located nearly
a half-mile from the 100-year floodplain, received such a letter from
FEMA. Targeting extremely low-risk properties may be good for
the bottom line but is not what citizens expect from their Govern-
ment.

In closing, I sincerely thank this Committee and both Houses for
pursuing significant reform and providing our citizens with long-
term, confidence-restoring reauthorization.

Thank you.

Chairman TESTER. Thank you, Mr. Klietz, and I appreciate your
testimony. We will get to some questions for both of you, but we
will go to Mr. Bourgeois now for his testimony. Mr. Bourgeois?

STATEMENT OF DWAYNE BOURGEOIS, EXECUTIVE DIRECTOR,
NORTH LAFOURCHE CONSERVATION, LEVEE, AND DRAIN-
AGE DISTRICT, RACELAND, LOUISIANA

Mr. BourGEOIS. Thank you, Senator Tester and Members of the
entire Committee, for this opportunity to testify today. I am, as you
mentioned, the executive director of the North Lafourche Levee
District, a political subdivision of the State of Louisiana. However,
I am here today representing a broader coalition of Government
agencies, citizens, and businesses in the State of Louisiana who
rely heavily on the National Flood Insurance Program.

We commend the Committee for addressing the long-term reau-
thorization and reform of the National Flood Insurance Program.
Further, we appreciate the opportunity to provide to you details of
our current circumstance. Though particulars may vary, the situa-
tion we face today is typical for many areas in South Louisiana and
across our Nation.

Currently, we are working with FEMA—and I will add that the
U.S. Senate and the House of Representatives have been actively
working along with us—to reform a FEMA policy regarding the im-
pact of nonaccredited levees during the Flood Insurance Study. We
believe that you will agree that our issue clearly demonstrates the
need for reform for the National Flood Insurance Program. How-
ever, we further believe that such reform is currently being com-
plicated and made more difficult by the lack of a long-term reau-
thorization of the National Flood Insurance Program itself. Even
the seemingly obvious need for reforms takes much effort and time
in a program such as this. It is hard for everyone involved to work
diligently through such a complicated issue with a looming expira-
tion date set for the fate of the entire program.
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Our issues began in mid-2009 when we received new flood maps
in our area. It was immediately obvious to us that the maps could
not possibly represent the true risk of flooding in our area because
the flood zones shown in the maps had no correlation to any real
world features. We began working through the appeals process
with FEMA and were able to quickly identify the elements of the
Flood Insurance Study that were causing the erroneous mapping as
well as limitations of the process itself that would not allow the
maps to more accurately reflect the threat of flooding in our area.

Realizing that complete resolution of our issues would have to
come from a change in FEMA’s policy and that this change would
have to come from Washington headquarters of FEMA, we began
to inform and work with our legislative delegation. In early Feb-
ruary 2011, 27 Senators signed a letter to FEMA Administrator
Fugate asking FEMA to discontinue the “Without Levees” policy.
In March of 2011, Administrator Fugate announced that FEMA
would begin developing a series of targeted modeling approaches to
replace the “without levees” approach to identifying the risk of
flooding behind uncertified levees.

In December 2011, FEMA released for public comment a draft of
their proposed revised approach. About this same time, FEMA did
reveal to us that they were still working on details on how to ad-
dress coastal levee analysis. They realized that some of the riverine
methods developed would not be appropriate for coastal levees.
Most importantly, in a collaborative reform process, they also
agreed to meet with us on these specific issues. A small group from
our local coalition met with FEMA’s technical staff in February of
this year. When it came to producing more accurate flood maps, we
were told by FEMA nothing was off the table. This was a very pro-
ductive meeting, but we have a long way to go. As of today, FEMA
has not released the results of their analysis of all the public com-
ments they received. This is still very much a reform in process.

So today we find ourselves working hand in hand with FEMA on
meaningful reforms to their policy only to be met by another pend-
ing expiration of a short-term extension of the National Flood In-
surance Program. Yet, the details I have provided today are a tre-
mendous effort to resolve but a single issue within the National
Flood Insurance Program. There are many more issues that can be
corrected through cooperative reform and a long-term reauthoriza-
tion of this vital program.

The framework for some of the other required reform is already
in the language of the bill. An example is the creation of a task
force that will help local levee owners work more efficiently with
the U.S. Army Corps of Engineers when trying to have their levees
accredited for consideration in the National Flood Insurance Pro-
gram.

In conclusion, I would like to point out that ours is a working
delta, the fruits of which are enjoyed by and enrich our entire Na-
tion. From our freight transportation on the Mississippi River to
our oil and gas and petrochemical industry to our abundant fish-
eries, not to mention tourism, jazz, and Mardi Gras, we simply
must work and live within this delta. As such, the availability of
federally backed, affordable, and financially stable flood insurance
is of vital importance to our region and the entire Nation. All of
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this can be provided with the long-term reauthorization and re-
forms being proposed.

We thank you for this opportunity to share both our situation
and our views on this important issue. We look forward to working
with all of you to continue making these changes to the National
Flood Insurance Program.

Chairman TESTER. Well, I want to thank you for your testimony
also, Mr. Bourgeois.

I think what we will do is we just go right into the questions,
if I might. I am going to start with you, Mr. Bourgeois. One of the
last statements you made was you have a working delta and how
critically important it was to have a financially stable Flood Insur-
ance Program. I do not know if you have had a chance to look at
the bill in depth, but does it meet that criteria?

Mr. BOURGEOIS. I have not read it completely in total depth, but
I am familiar with it and familiar with the fact that we have gone
through a series of short-term reauthorizations and how difficult
that was to us.

I will put this to you simply. Yesterday I had a revelation eating
lunch at a deli, and I had a bag of chips that had the same expira-
tion date as the National Flood Insurance Program. A program as
important as this should not have the same expiration date as a
bag of chips.

[Laughter.]

Mr. BoURGEOIS. It just floored me, and I wanted to bring it in
because I did not think anybody would believe me. But those are
the problems we are having. I mean, how can anyone make mean-
ingful reforms, how can you plan long term, when we are faced
with these constant short-term things? We need a solid commit-
ment to the program so that everybody can move on and do what
they need to do.

Chairman TESTER. And predictability comes with that long-term
commitment.

Mr. BOURGEOIS. Absolutely.

Chairman TESTER. Yes, thank you.

Mr. Klietz, I want to thank you for being here this morning. We
both know how long a trip it is from Montana to Washington, DC,
so I appreciate your willingness to be here and to share your exper-
tise on the program of flood insurance.

You mentioned in your testimony that flood maps are in the
process of being remapped and that levees were certified by the
Army Corps in your town. Could you describe the process of how
that certification was handled and the division of cost and labor be-
tween the local levee sponsors, FEMA, and the Army Corps?

Mr. KLIETZ. Certainly. Missoula and Missoula County have three
levees that were built by the Corps—one in 1949 and two more in
the 1960s within the city of Missoula. When we first heard that the
NFIP was going to be updating FEMA’s floodplain maps for Mis-
soula and Missoula County, I contacted the Army Corps of Engi-
neers in Seattle, the Seattle District, who built our levees, and they
readily agreed to come out and assist us with that process. It was
their dime. They came out, and as they normally inspect our levees
anyway, they were willing to certify that. They came out, saw the
condition of our levees, saw that we had been maintaining them,
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but also saw some issues that had concerned them, mainly had to
do with overgrowth of vegetation. So both the city and the county
then had to spend several thousands dollars to bring those levees
into compliance with the requirements for certification.

That certification, again, was primarily—the cost of doing the
certification was done by the Army Corps of Engineers out of Se-
attle. FEMA’s response basically was to review the certification pa-
pers that the Corps provided and to ensure that we had an ongoing
maintenance and operation for those particular levees. So there
was not a whole lot that FEMA had to do other than review the
paperwork. And, again, the Corps did most of that work them-
selves.

Chairman TESTER. Bottom line, the local levee folks had the fi-
nancial capacity to handle the cost?

Mr. KLIETZ. The cost and the obligation of maintaining the lev-
ees, not the financial resources if we would have been forced to cer-
tify those ourselves like some other Montana communities have.

Chairman TESTER. OK. As you know—and I was going to ask
Mr. Bourgeois—coastal levees, does the Corps certify those?

Mr. BOURGEOIS. Yes, sir. They certify any levees that meet 65.10,
so they will certify any levees that will have that requirement.
Some of them are coastal and some of them are riverine in our
area.

Chairman TESTER. OK. So in Louisiana, because I am not famil-
iar with it, so this is an education point, what percent does the
Army Corps certify now? I mean, they used to certify them all in
Montana. They do not do any of them now.

Mr. KLIETZ. It is a relatively short number of levee systems. The
mileage may be up there because they certify the main line Mis-
sissippi River levees, but a lot of the additional and ancillary levee
systems are no longer certified by the Corps, and a lot of the levees
that we have in our district—for example, we have no federally au-
thorized levees, no Federal levees whatsoever. So none of our levees
are actually certified currently.

Chairman TESTER. OK. So this is a question for both of you.
Since the Army Corps has ceased providing levee certification serv-
ices for flood mapping, my question is: Without the Corps per-
forming the certifications, how is the process working in your re-
spective States?

Mr. KLIETZ. Senator, in Montana it is not working at all. The
town of Miles City has levees. They have not been able to certify
those levees. The Corps has not certified those levees. The prop-
erties behind those levees are being mapped as being within the
floodplain as if the levee does not exist.

The city of Livingston did, on their own dime, spend almost
$300,000 to certify those levees that were built by the Corps. The
Corps levees in Great Falls, Cascade County, Montana, were able
to eventually get a 2-year provisional accreditation from FEMA,
but that is just a 2-year stop gap, and when that 2-year period ex-
pires, the levee accreditation will expire. And without the Corps’
ability to certify those levees, all those properties will go into the
floodplain and require those individual property owners to now
carry flood insurance.
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Chairman TESTER. Could you give me a Louisiana perspective, if
different?

Mr. BOURGEOIS. Well, it is somewhat similar. The actual process
of certifying something is—certifying the levees is very difficult for
an individual engineering firm to take on the responsibility. So it
sort of all turns to the Corps, and I think in some cases the Corps
would be willing, but they have their limitations on what they can
do, and the funding and everything else also. So it does put every-
one in a quandary.

Chairman TESTER. Well, it is interesting because Montana is a
headwater State; you guys are where it goes into the ocean; and
the challenges we have with levee certification obviously are con-
cerning the whole river system.

Do the local levee sponsors—and this can be a pretty short an-
swer because I think I know what it is. Do the local levee sponsors
have the ability to certify those levees, even if they could get an
engineering firm to do it?

Mr. BOURGEOIS. It would be very difficult and very costly.

Chairman TESTER. OK.

Mr. KLIETZ. The same in Missoula.

Chairman TESTER. All right. I want to talk a little bit about the
500-year floodplain. Mr. Klietz, you mentioned in your testimony
the mapping of the 500-year floodplain and a move toward actu-
arial premiums. I want to flesh this out a little bit. Could you tell
us a little bit about how these issues affect somebody in your posi-
tion’s ability to manage the floodplain and ensure the right kind of
development is happening in the right place?

Mr. KLIETZ. In regards to the 500-year floodplains, the Montana
Legislature actually back in the early 1970s went above and be-
yond the requirements of the FEMA mandates, and they do give
local communities in Montana the ability to look at 500-year
floodplains for development purposes. That is quite different than
what happens at the national level, but we do have that specific
legislative authority from the State of Montana.

For instance, in my community, when there is a proposed sub-
division within a 500-year floodplain or when there is a proposed
septic system that needs to be installed for a new home, we ensure
that those properties are above the 100-year flood elevation and
that they are constructed so that their lowest floors are 2 feet
above the 100-year flood elevation, which is the standard for
freeboard in the State of Montana.

Chairman TESTER. The last one, and then I will kick it over to
my Ranking Member. And I may ask this question of the second
panel, too. You guys touched on a little bit in your testimony about
the consequences of the continual short-term extension versus a
flood insurance program that is long term. Could you give me some
real-life examples in your communities of what you have seen over
the last few years, the impacts of those short-term extensions,
problems that have arisen that would not necessarily have to arise
if we could get a long-term extension passed? Mr. Bourgeois, go
ahead.

Mr. BOURGEOIS. Well, as mentioned in my testimony, the whole
process of reforms that we are working on to give credit or some
consideration to nonaccredited levees in a Flood Insurance Study
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puts everything in flux. And I would think that even as com-
plicated as the issue is, we could have gotten through this a lot
quicker, but, you know, with a constant expiration date hanging
over the whole thing, it is very difficult for everyone to work dili-
gently toward solving such a complicated issue, thinking the whole
thing could be ending fairly soon. And I know that that has had
impacts on our development and impacts on—we still have flood
maps that are in flux. Again, since 2009 and still working on this
today, we do not have solid maps and things in place that we need
for floodplain management.

Chairman TESTER. OK. Mr. Klietz, would you like to respond?

Mr. KLIETZ. The reduction of property values for property owners
in the floodplain, their inability to sell their homes when flood in-
surance has lapsed, and the inability for buyers to want to buy a
home in the floodplain when they do not know what is going to
happen, if they are going to be able to pay for their mortgage on
top of flood insurance and whether flood insurance is going to be
provided. It has affected property values, and it has affected the
sales of homes within my community.

Chairman TESTER. Well, thank you both. I appreciate your testi-
mony, and I appreciate your frank answering of the questions.

Senator Vitter is here, and I will just turn it over to you because
I am done with the first panel, David.

Senator VITTER. Thank you, Mr. Chairman, and thanks to both
of you for being here, and a special welcome to Dwayne Bourgeois
of the North Lafourche Conservation, Levee, and Drainage District.
Thank you for your service and for being here.

I apologize for being late, but it was only because I was on the
floor talking about the absolute need to pass a long-term reauthor-
ization now before May 31st, so talking about the same thing. But
thank for being here.

Mr. Bourgeois, I just wanted to underscore what I understand to
be one of your significant points, which is that a lot of important
improvements and reforms can be done administratively, but all of
these very short-term extensions really get in the way of that, and
a long-term full reauthorization would allow that to happen in a
much more effective way. Is that fair to say?

Mr. BOURGEOIS. Yes, sir, absolutely. That is the best way to put
it. And we know it is happening to us here. We are working with
you guys. FEMA is trying to work with us, I feel, working through
these issues. The legislators in the House and the Senate put pres-
sure on FEMA to do so. They have agreed. We are all in step. But
we keep hitting the deadline.

Senator VITTER. Right. And, again, perhaps the best example
from our Louisiana experience is this so-called without-levee issue,
and we want to work through that.

Mr. BOURGEOIS. Absolutely, and I think we are making headway,
but we need to be able to do this before June 1st.

Senator VITTER. Right. Well, of course, the Chairman and I com-
pletely agree, and that is why we are pushing hard for that long-
term reauthorization. Of course, we do not want to let the program
expire, but we need to get beyond this Band-aid approach, too. We
need a real long-term reauthorization for all the reasons you have
both talked about, so thank you.
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Mr. KLIETZ. Thank you.

Mr. BourGEOIS. Thank you.

Senator VITTER. Thank you, Mr. Chairman.

Chairman TESTER. Thank you, Senator Vitter. I appreciate your
support on this issue. You are right. We are trying to get this thing
done, and I want to thank the panel for their testimony because
I think it helps contribute to the fact that there are issues out
there we need to deal with, and continuing to deal with them on
a short-term basis is not really getting the job done. So I want to
thank you, and we will bring up the next panel.

The next panel consists of Dr. David A. Sampson, Mr. Jon A.
Jensen, Maurice “Moe” Veissi, and Sarah Murdock. You guys can
all come up, and we will get the proper name tags.

What we will do, before we start on this panel, is I would like
to give Ranking Member Vitter the opportunity to say a few words.

STATEMENT OF SENATOR DAVID VITTER

Senator VITTER. Thank you again, Mr. Chairman, and I will be
very brief. I just wanted to underscore really my last point. Today
is May 9th. The entire program expires after May 31st, 22 days,
slightly over 3 weeks, and we really, really need to act for the good
of the country and the economy. And we need to act in a longer-
term way, not just another Band-aid, another short-term extension
which creates and continues an unhealthy level of uncertainty. And
I appreciate the Chairman feeling the same way and working very
closely with me and others in this regard.

I am going to be doing two things this week that I hope get wide-
spread support. I will be passing around a new letter addressed to
Senators Reid and McConnell urging this to be put on the floor ab-
solutely as soon as possible. Senator Tester and I had that same
sort of plea in a letter dated February 14th. That was 3 months
ago. So it is even more urgent now.

Second, I am going to be proposing as a floor amendment to the
next bill on the floor after the present one, whatever that is, the
Senate reauthorization bill with some noncontroversial perfecting
amendments that have been worked out since Committee. So it
looks like that next bill on the floor will either be an FDA user fee
reauthorization or a small business tax bill. Neither of those is
highly partisan or highly controversial. So whichever of those
comes up, I will be proposing as a floor amendment the Senate bill
with the perfecting amendments incorporated into it, and I hope we
can get bipartisan cooperation and effort to get that attached to
that bill as a means of pushing this forward.

Thank you, Mr. Chair, for the couple of minutes, and I look for-
ward to our second panel.

Chairman TESTER. Absolutely, and I do not think flood insurance
should be controversial or partisan either. It impacts everybody.

I want to get started with our next panel, representing broad,
cross-industry support for reauthorization and reform of NFIP. I
want to thank you all for being here ahead of time.

Dr. David A. Sampson is the president and CEO of the Property
and Casualty Insurers Association of America, otherwise known as
PCI, which represents more than a thousand homeowners, autos,
and business insurance companies that write over 30 percent of
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this Nation’s property and casualty insurance. Dr. Sampson also
served in the George W. Bush administration as Deputy Secretary
of the U.S. Department of Commerce and Assistant Secretary of
Commerce for Economic Development. Welcome, Dr. Sampson.

STATEMENT OF DAVID A. SAMPSON, PRESIDENT AND CHIEF
EXECUTIVE OFFICER, PROPERTY AND CASUALTY INSURERS
ASSOCIATION OF AMERICA

Mr. SAMPSON. Thank you, Mr. Chairman and Ranking Member
Vitter. It is a pleasure to be with you today. I appreciate your lead-
ership on this issue and the invitation to be here. PCI and its
members, who write about 52 percent of all the flood insurance as
partners with the NFIP through the Write-Your-Own Coalition
Program, believe that the NFIP is vitally important to our Nation
and the economy. It does not just affect one part of the Nation.
Flooding occurs all across the country. And we fully support your
efforts to pass bipartisan legislation that includes a long-term reau-
thorization and meaningful reforms.

I would like to just briefly emphasize three key points in my tes-
timony today.

First, it is vitally important to avoid another lapse in the NFIP
as lapses have real-world negative consequences for consumers and
the economy.

Second, as confirmed by the Government Accountability Office,
the program needs meaningful structural reforms.

And, third privatization of the Flood Program is not feasible
under current conditions.

Let me just expand on those a little bit.

The first priority, of course, is to avoid a lapse in coverage. You
have already documented your concern about that. More than 5.6
million American homeowners, renters, and businesses are NFIP
policyholders and rely on this program to protect their property.
You have already discussed the 12 short-term extensions of the
program since September of 2008 leading to lapses in coverage
when Congress has failed to act. In 2010 alone, the NFIP lapses
for a total of 53 days, and during these lapses flood insurance poli-
cies could not be issued or renewed. And each time the program
lapses, a cumbersome and expensive series of special bridging
transactions is required from insurers and consumers and the
NFIP to set aside policy purchases, collect funds, and advance
claim payments. And all of this creates significant friction costs for
the marketplace and certainly for Americans who rely on this im-
portant protection.

Second, while it is critical for Congress to reauthorize the NFIP
before May 31st, the program as it stands now needs essential
structural reforms which are addresses in the Senate Banking
Committee bill. The NFIP is deeply in debt and must transition to
a more sustainable path. I would point out that if a private insur-
ance company held no surplus and carried $18 billion in debt on
a $4 billion annual revenue stream for 6 years running, regulators
would immediately shut it down and the CEO would be fired, and
yet that is the situation that we face with the NFIP program.



13

Two PCI studies on flood risk pricing revealed that the NFIP is
providing Government-subsidized flood policies at roughly one-third
of what the full load risk costs would be in the private sector.

The subsidies for repetitive loss and high-risk policies are even
greater. One percent of the properties insured by the NFIP have
accounted for over a third of the claims on an ongoing basis, and
the previous panel spoke of that so eloquently.

The third point I wanted to make is that while the program
needs to be reauthorized and must be reformed, it is important to
note that discussions on privatizing the program are unfeasible
under the current conditions. The current NFIP rates would need
to be closer to true market rates before any meaningful discussion
related to the private industry taking on flood risk can take place.

A 2011 PCI study estimated that if the private market were to
underwrite the flood peril, policyholders in floodplains could see
rate increases of up to 200 to 300 to 400 percent. Proposals to end
the NFIP are unrealistic given the current steep subsidies and the
unwillingness of many homeowners to purchase coverage in high-
risk areas even when mandated at these subsidized risks.

So we applaud your efforts, and PCI certainly stands willing to
work with this Committee to do anything we can to help this over-
whelmingly bipartisan piece of legislation make it through the Sen-
ate in time to avoid the lapse and to pursue the structural reforms
that you have proposed.

Thank you, Mr. Chairman.

Chairman TESTER. Well, thank you, Dr. Sampson. We appreciate
your testimony, and we will have questions after we get done with
the testimony of the other panelists. But thank you for your per-
spective and for your testimony.

Next we have Mr. Jon A. Jensen, who serves as Government Af-
fairs Committee chairman of the Independent Insurance Agents
and Brokers of America and as president of Correll Insurance
Group. He is currently the South Carolina national director for
Independent Insurance Agents and Brokers of America. He is a
past chairman of the Independent Insurance Agents and Brokers
of America’s InsurPac Board of Trustees. I want to welcome you
today, Mr. Jensen. You may proceed with your testimony.

STATEMENT OF JON JENSEN, GOVERNMENT AFFAIRS COM-
MITTEE CHAIRMAN, INDEPENDENT INSURANCE AGENTS
AND BROKERS OF AMERICA, AND PRESIDENT, CORRELL IN-
SURANCE GROUP

Mr. JENSEN. Thank you very much. Good morning, Chairman
Tester and Ranking Member Vitter. I am pleased to be here today
on behalf of the Independent Insurance Agents and Brokers of
America—or the Big “I"—to present our association’s perspective on
extension and reform of the NFIP. We commend the Subcommittee
for looking at this very important issue. I am president of Correll
Insurance Group, which is an agency with 132 associates in 12 lo-
cations, including offices in both Myrtle Beach and Hilton Head Is-
land. We also write nearly 3,000 NFIP policies. Since 2011 I have
served as chairman of the Government Affairs Committee for the
Big “I"?
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The Big “I” is the Nation’s oldest and largest trade association
of independent insurance agents and brokers, and we represent a
nationwide network of more than a quarter of a million agents, bro-
kers, and employees. Many of these agents serve as the sales force
of the NFIP, working with Write-Your-Own companies. It is from
this vantage point that we understand the capabilities and the
challenges of the insurance market when it comes to insuring
against flood risks.

The private insurance industry has been and continues to be
largely unable to underwrite flood insurance because of the cata-
strophic nature of these losses. Therefore, the NFIP is virtually the
only way for people to protect against the loss of their home or
business due to flood damage. Prior to the introduction of the pro-
gram in 1968, virtually the only financial remedy available to con-
sumers after floods was Federal disaster assistance. Since then, the
NFIP has filled the private market void and created a reliable safe-
ty net for people whose properties have suffered damage.

With this said, we do recognize that the program is far from per-
fect, which was made all the more clear by the devastating 2005
hurricane season. The current $17.2 billion dollar debt reveals
some of the deficiencies of the program, and it is clear that Con-
gress should shore up the NFIP’s financial situation.

For this reason, the Big “I” is very encouraged by Chairman
Johnson’s legislation, the Flood Insurance Reform and Moderniza-
tion Act of 2011. I want to be very clear: The Big “I” strongly sup-
ports a long-term extension and reform legislation. There are im-
portant reforms that must happen to the program in order for it
to be put on stable footing.

In particular, the Big “I” for many years has asked Congress to
begin phasing out subsidies found in the program. We are pleased
that Chairman Johnson’s legislation contains proposals to do just
that for many properties.

Additionally, the Big “I” welcomes the legislation’s proposal to in-
crease the amount FEMA can raise premiums in any given year.
Currently, FEMA can only raise premiums by 10 percent on any
property. The legislation would propose to increase this to 15 per-
cent,dwhich would allow the program to become more financially
sound.

I would also like to comment on some recent discussions aimed
at finding ways to privatize the program. The Big “I” would always
prefer to utilize the private market. However, we have yet to see
evidence that the private marketplace is any more prepared or ca-
pable of underwriting flood risk today than they were in 1968. That
said, we welcome the study on privatization options found in the
legislation, and we would be happy to discuss any ideas for increas-
ing the private market’s role going forward.

Finally, I would like to touch on one of the most important things
found in the reform legislation, and that is the long-term extension.
As you know, for the past 6 years, Congress has not passed a long-
term extension of the program and instead has opted to pass nu-
merous short-term extensions. This has been done mainly so that
Congress could continue efforts at reform legislation. While the Big
“I” fully appreciates the passage of each of these short-term exten-
sions, it should be noted that there is increasing frustration both



15

in the marketplace and among our consumers with the program
and its complete lack of stability.

A 5-year extension of the NFIP, as found in S. 1940, is of more
importance than I can stress. We strongly urge the Senate leader-
ship to secure floor time for a full debate of S. 1940. In fact, as you
know, this week a number of organizations from various industries
are taking part in a Flood the Hill Week to urge the Senate to fi-
nally pass S. 1940. I am happy that three panelists here today—
the realtors, PCI, and Nature Conservancy—are part of that effort.
Hopefully we can make some progress this week.

I thank the Committee for giving me the opportunity to express
the views of the Big “I” on this important issue, and I look forward
to any questions you may have. And on a separate note, I would
like to thank you, Mr. Chairman, on behalf of our entire member-
ship for introducing NARAB II. We look forward to working with
you on this commonsense agent licensing reform legislation.

Chairman TESTER. Well, thank you, Jon. I appreciate the kudos,
and it is good to see a guy who spells “Jon” right. So thank you.

[Laughter.]

Chairman TESTER. I appreciate your testimony.

Mr. Maurice “Moe” Veissi is president of the National Associa-
tion of Realtors representing 1.1 million members involved in all
aspects of residential and commercial real estate industries. He
was elected president of the Florida Association of Realtors in 2001
and was named Realtor of the Year in 2003.

I want to welcome you here today, Mr. Veissi, and proceed with
your testimony, please.

STATEMENT OF MOE VEISSI, 2012 PRESIDENT, NATIONAL
ASSOCIATION OF REALTORS

Mr. VEIssl. Thank you, Chairman Tester, Senator Vitter, and
Members of the Subcommittee. Thank you for the opportunity to
testify on this urgent need for a 5-year reauthorization of the Na-
tional Flood Insurance Program. And I would be remiss if I did not
bring you these salutations from Marbury Little, past president of
the Louisiana Association of Realtors, and all the 5,000-plus Real-
tors in Louisiana who appreciate, Senator Vitter, your involvement
and commitment to this issue; and from Betty Kissock and Ronda
Tompers, who said specifically, Chairman, to tell you that they are
very much pleased and very much committed to what you are try-
ing to accomplish here on the Hill.

Chairman TESTER. Thank you.

Mr. VEISSI. My name is Moe Veissi. I am the 2012 President for
the National Association of Realtors and the broker-owner of Veissi
& Associates in Miami, Florida, a Realtor firm that has been in ex-
istence for over 42 years.

The National Association of Realtors represents more than a mil-
lion members, as you have mentioned, involved in all aspects of the
real estate industry. Long-term reauthorization and reform of the
National Flood Insurance Program is a key priority to our mem-
bers. As a matter of fact, on May 17th, here in Washington, DC,
we will have over 15,000 Realtors at the Washington Monument,
and one of the five key issues that we will be speaking to the folks
on the Hill about is just this issue.
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Ensuring access to affordable flood insurance is critical. It cre-
ates certainty in the real estate market, and certainty is required
for this real estate market to recover. Home prices are still enor-
mously fragile across the United States, and more than a quarter
of a million of existing home sales are distressed properties. Tight
lending standards remain a problem, and we do not want to give
a lender another excuse not to approve a loan.

Stopgaps or shutdowns exacerbate this market uncertainty.
There have been 17 stopgaps since 2008. Twice, failure to act led
to program shutdowns, and the latest is set to expire, of course, as
you know, on May 31st of this year.

The National Flood Insurance Program stopgaps and shutdowns
have broader implications for the U.S. economy. NFIP is essential
to 500,000 home sales annually; 1,300 sales nationally can be de-
layed per day if we do not have this program—intact. More than
47,000 real estate transactions were stalled in June 2010 for the
33 days that this act was not in service.

Over 16,000 homes are in the floodplains in Montana. Over
660,000 homes are in the floodplains in Louisiana. But more than
the homes are impacted by this. The commercial, multifamily, and
refinancing of properties all are impacted by the uncertainty in the
National Flood Insurance Program.

The 5-year National Flood Insurance reauthorization offers broad
advantages, and the first one is the important bipartisan win for
Congress, which in my humble estimation is so much needed right
now.

Two, this has passed unanimously out of Committee, and the
House has passed this bill by over 400 votes. Crucial reforms are
lost if the 5-year bill is not adopted: enhancing FEMA communica-
tions with communities, greater notification of floodplain mapping,
reimbursement of flood map and appeal expenses for NFIP errors,
streamlining of the mapping appeals process, additional time for
the resolution of appeals, and review of flood mapping standards
and procedures. The number of States that are affected are enor-
mous. This is no longer a coastal issue. Places like West Virginia,
Tennessee, Kentucky, Alabama, New Mexico, Vermont, Kansas,
TIowa, Nebraska, Missouri, Utah, Minnesota, Wyoming, North and
South Dakota all have related Presidential disaster declarations,
and there is more. Every time we slow this down, every time we
create an uncertainty in this program, we slow down the process
of a healthy real estate recovery in this country.

If there is one thing that is enormously important to this coun-
try’s economic and social and cultural background, it is the resur-
gence of a strong and healthy housing market and peripheral in-
dustry.

So I would encourage you to continue to do the good work. You
have the National Association of Realtors who believes and under-
stands your commitment. Thank you very much.

Chairman TESTER. Moe, thank you for your testimony, and I
could not agree more. The real estate recovery is critically impor-
tant to get our entire economy back on track. Thank you for your
testimony.

Next we have Sarah Murdock, senior policy advisor for climate
change policy with The Nature Conservancy, a leading conserva-
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tion organization working to protect ecologically important lands
and waters. Ms. Murdock handles climate change adaptation strat-
egies and Federal hazard risk reduction policy for The Nature Con-
servancy. She has also worked here in the Senate, working for Sen-
ator John Kerry.

Welcome, Ms. Murdock, and you may proceed with your testi-
mony.

STATEMENT OF SARAH MURDOCK, SENIOR POLICY ADVISOR,
THE NATURE CONSERVANCY

Ms. MurpocK. Thank you, Mr. Chairman and Members of the
Subcommittee. Thank you for the opportunity to present The Na-
ture Conservancy’s views on the timing and nature of reforms to
the National Flood Insurance Program. My name is Sarah
Murdock, and I am a senior policy advisor for the Conservancy.
The Nature Conservancy is an international, nonprofit conserva-
tion organization working around the world to protect ecologically
important lands and waters for nature and people.

The Nature Conservancy continues to support a 5-year reauthor-
ization of the National Flood Insurance Program through the pas-
sage of the Senate Banking Committee’s flood insurance reform
legislation. We ask that this legislation be brought before the full
Senate for debate and consideration at the earliest opportunity.

The Nature Conservancy is also a member of the Smarter Safer
Coalition, a diverse coalition of environmental organizations, tax-
payer advocates, insurance industry representatives, and housing
groups. Smarter Safer also strongly supports the Senate Banking
Committee’s flood insurance reform, and this week we are partici-
pating in this week’s Flood the Hill activities. With this much di-
verse political support, it seems like passage of flood reform rep-
resents a win for all.

Contrary to congressional intent, the program as it currently
functions is increasing risk from storms and flooded to people,
property, and ecosystems, and the important services that those
ecosystems provide to people. Enactment of the flood insurance re-
form legislation will phaseout subsidies that have undermined the
financial stability of the program, will require FEMA to ensure
that maps are updated and accurate so that people can understand
and better prepare for their risks, and will streamline and
strengthen the mitigation programs to help decrease flood risks
and better protect flood-exposed communities, homes, and busi-
nesses.

I would like to focus the remainder of my testimony on our inter-
est in this final provision—our support for strengthening the miti-
gation programs.

In 2011 alone, there were 58 Federal flood disaster declarations
covering 33 different States and costing $8 billion and causing 113
deaths. Both the costs and the number of deaths exceeded the 30-
year averages, and results from scientific studies indicate that
changing climate has exacerbated and will continue to intensify ex-
treme weather events, including flooding and coastal storms.

The proposed reform legislation is the most important single step
we can take toward mitigating these risks. Currently, under the
Flood Insurance Program, a dangerous feedback loop is in play.
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Subsidized insurance rates facilitate development in coastal zones
and freshwater floodplains, which not only puts people and prop-
erty at risk, it simultaneously facilitates the destruction and deg-
radation of the ecosystems that provide a natural defense to people
and properties.

The traditional approach to flood protection and river floodplain
systems has been to rely on dams and levees to contain flood wa-
ters and in coastal areas has been to build sea walls, bulkheads,
and other “grey” infrastructure. While built infrastructure plays an
important role in helping secure our communities, it requires sub-
stantial investments for both initial construction and ongoing
maintenance.

Instead of relying solely on grey infrastructure, an alternative
approach involves integrating the use of natural infrastructure—or
so-called “green” infrastructure—with built infrastructure. This
specifically involves maintaining and restoring the connectivity of
rivers along with sufficient area of floodplain and conserving and
restoring coastal natural infrastructure such as wetlands, reefs,
dunes, barrier beaches, and islands.

In addition to flood control benefits provided, these ecosystems
provide many services that support and protect humans and na-
ture, such as filtering pollutants, erosion protection, production of
fish and shellfish, and continued agriculture production.

The Nature Conservancy is working with diverse partners across
the country to implement floodplain restoration projects and along
the east and Gulf coasts, in Louisiana and Alabama in particular,
we are restoring and building oyster reefs as a way of protecting
against floods.

Due to our understanding of the benefits of investments in miti-
gating efforts, we stand ready to work with FEMA and Members
of Congress to strengthen this aspect of the Flood Insurance Pro-
gram.

Thank you for the opportunity to present The Nature Conser-
vancy’s recommendations on the need to pass the Senate’s 5-year
reauthorization of the Flood Insurance Program.

Chairman TESTER. Well, thank you, Ms. Murdock. I appreciate
your testimony, as I do with the whole panel. We will start with
questions now. I want to, before I start, though, thank each one of
you for your commitment to a long-term reauthorization. I very
much appreciate it.

I think the clerk can put on 7 minutes. We will probably have
more than one round, would be my guess.

I am going to start with the most pressing issue that is facing
us right now, and that is the danger of a lapse in the program. I
understand—and this may be different today. I do not know, Sen-
ator Vitter, but the short-term extension has cleared my side of the
aisle. I do not know if it has cleared yours yet or not. But we are
working together to try to get this done. In some cases, I would
rather just see us get this thing done rather than deal with the ex-
tension. I think that is what Senator Vitter talked about in his re-
marks.

I want to drill down on the point of the lapse because the clock
is ticking. In your testimony, you all spoke of consequences which
can be pretty severe if this program does lapse again. So what I
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would like is from each one of your different perspectives, describe
the most damaging consequences of failing to extend this program.
And at what point prior to the expiration do carriers and agents
and realtors and homeowners need to start preparing for a poten-
tial lapse? Go ahead, Dr. Sampson.

Mr. SAMPSON. Well, while the costs of the lapse are hard to
quantify, they are very real. And in answer to your question, Mr.
Chairman, insurers are already in the process, now that we are
this close to the expiration, of beginning to mail out those notices
of the imminent lapse of the program. Now, the only one who wins
by that may be the U.S. Postal Service because they get revenue,
and I know you have been dealing with that recently, but those are
embedded friction costs to insurers. And I think it is these repet-
itive lapses in the program that have caused a number of major
participants in the Write-Your-Own Program to leave in recent
years. We are down to 85 active participants in the program from
150 just a few years ago.

So that is giving you the indication that the frustration and the
friction costs of these very complicated bridging transactions are
making it not worth the participation from the insurers’ perspec-
tive.

Chairman TESTER. OK. Jon, would you like to respond to that?

Mr. JENSEN. Yes, sir. As Dr. Sampson mentioned, the carriers
are forced to start sending out these notices. The perspective from
an agency, as I mentioned in my testimony, we have 3,000 flood
insurance policies. That means we will get 6,000 calls from folks
that say, you know, “What is happening? What is going on?”

I would also emphasize that it is truly important to the con-
sumers. As a matter of fact, this morning on a cab ride over I was
forced to share a cab with five other people due to some transpor-
tation issues, but one of the ladies had a home in Charleston,
Structural, and asked me what I was doing here. And I explained
to her, and she said, “My God, don’t they understand that hurri-
cane season is June 1st?” And this lapses May 31st. She said, “We
get these notices all the time.” And as we were leaving the cab, she
said, “Would you do me a favor?” She said, “My name is Angie
Davis. Would you please tell the Senate to do good work here. We
need flood insurance. We cannot be without it.”

Chairman TESTER. That is good. Thanks, Jon.

Maurice? Moe?

Mr. VEIssI. You know, six of the last eight recessions have come
out because of a healthy housing and construction market. We
know that every two houses sold generate one job, so even in the
worst of times, we are generating about 2-plus million jobs a year
when a housing market is on track. Without national flood insur-
ance, we affect so many homes—not just coastal States but interior
States today. And even those that have existing homes—not poten-
tial homeowners, not folks that are looking to either go out and sell
their home or buy a new one, but those that exist—have clauses
in their existing mortgage that simply say if there is a failure to
renew flood insurance, the mortgage could be in technical default.
So even those folks do not know how at risk they might be.

This is a fledgling, recovering real estate market. As important
to this market as any other aspect, as important to the reces-
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sionary period that we have had is a healthy real estate market
both from the economic standpoint for America and from the social
and cultural standpoint. And when you do anything—anything—to
affect that fledgling real estate recovery, you are literally affecting
the economic recovery and the social and cultural aspects of Amer-
ica. I cannot tell you how important this piece of legislation is and,
Senator Vitter and Senator Tester, how important your efforts are
to get it extended for the 5 years. That is enormously important
not just to Realtors but to American homeowners.

Chairman TESTER. Just a real quick follow-up, Moe. You may not
know this on a national basis, but you may know it on a southern
Florida basis. If this thing were to expire, what kind of impact as
far as percentage of homes would it have, say, in southern Florida?

Mr. VEissi. Well, I cannot be specific about that, although I will
get you those——

Chairman TESTER. Is it a big number? I just want to get an idea.

Mr. VEIssI. As I quoted to you, nationally the lapse stalled about
1,300 a day, or 47,000 during June 2010. But in Florida, where we
would be specifically impacted because the entire State, for all in-
tents and purposes, is a floodplain, it would impact every one of
those sales and even the existing mortgages. Percentage-wise, I am
going to guess at least one out of every two.

Chairman TESTER. Thank you very much.

Ms. Murdock, from your perspective, from The Nature Conser-
vancy’s perspective, if we just keep doing extensions or if it is to
expire, how does that impact the mitigation efforts?

Ms. MURDOCK. Clearly, we are seeing more frequent and more
intense storms, which is causing more and more damage. And the
mitigation efforts are long-term efforts. They are not something
that can happen overnight. So you need that long-term certainty of
the program, the backing of the program and the grants that they
provide in order to really plan for an implement some of these miti-
gation efforts.

Chairman TESTER. Thank you.

Senator Vitter.

Senator VITTER. Thank you, Mr. Chairman. And I certainly
strongly support a short-term extension if we need it, if we cannot
do anything else before May 31st. In fact, I think technically it is
my bill, so I will certainly be trying to clear that if it is necessary.

I am just concerned about two things. Number one, patience is
running really thin among some members about doing all these
short-term extensions, so we may not be able to clear it. “Clear it”
means get unanimous consent, every Senator on our side has to
agree. And, you know, the more these Band-aid extensions we do,
the less patience members have because they want reform, which
is needed.

Second, a short-term extension avoids a lot of negatives, but it
does not accomplish the positives that the full reauthorization does,
and I think that was one of Moe’s points. So I am for it if we can
only do that between now and May 31st, but I am also trying, as
Jon and others are, for the full reauthorization.

May 31st is 3 weeks and a day away. When do concrete negative
actions, notices, letters, other things, start going out compared to
that date? Is it now, Dr. Sampson?
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Mr. SAMPSON. They have already started.

Senator VITTER. Why don’t you describe some of that and when
that starts?

Mr. SAMPSON. Sixty days out from the expiration of the program,
insurers are required to notify holders of policies that the coverage
is going to be ending. And then as I say, it has a cascading—during
the lapse, there is this whole cascading series of very complicated
bridging transactions that add no value to the process but only cost
to the carriers and uncertainty to the policyholders.

You know, we are in a bizarre situation where you have the Na-
tional Flood Insurance Program actively advertising the NFIP on
television to try to increase the take-up rate, which is the socially
responsible thing to do. And yet everyone who has a policy knows
the number of disruptions that we have experienced over the last
several years. And so, you know, we are really sending cross sig-
nals here, and these lapses are causing companies to exit the pro-
gram, and I am convinced that these continual lapses create such
uncertainty in the policyholder that it reduces and suppresses the
take-up rate and the renewal rate.

Senator VITTER. And I assume part of what you are saying is a
near lapse, a near miss, is also negative. I mean, if you act the day
before or 3 days before, that is also not a great situation.

Mr. SAMPSON. Well, we are within the period where negative ac-
tivities are already occurring from the companies’ perspective.

Senator VITTER. Right.

Mr. SAMPSON. But I would say, if you can get the short-term ex-
tension without letting it lapse, we are talking about here the least
of the bad alternative. So certainly we are in the cone of negative
activity, but it is not as negative as it will be if we get to May 31st
and the program lapses for the 13th time.

Senator VITTER. Right, right. OK.

That is all I have. Thank you, Mr. Chairman.

Chairman TESTER. Senator Moran.

Senator MORAN. Mr. Chairman, thank you. I am not a Member
of this Subcommittee, although I am a Member of the full Com-
mittee, and I appreciate you allowing me the opportunity to join
you today, really only for the purpose to lend my support to the ef-
forts of the two of you to see that we get this accomplished and to
hear from the witnesses today so that I can have my arguments
reinforced.

I still remain baffled by—at least I am unaware of a response to
the letter that the two of you led to our leaders asking that the 5-
year reauthorization be considered by the Senate. I just do not un-
derstand why this is something that cannot be accomplished based
upon the nature of this legislation, its importance, its value to the
country, and its bipartisan support. And so every once in a while,
when we have to admit how dysfunctional this place is, this just
seems to me to be the perfect example of dysfunction. And if there
is something I can do, Senator Vitter, Senator Tester, to assist in
your efforts to get the 5-year reauthorization bill to the Senate
floor, I am your ally. And I appreciate the testimony that I read
and heard expressing the value and importance of accomplishing
that.
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What Mr. Sampson just said I had not thought about, but it does
make sense to me that the ability to continue to write these poli-
cies in this uncertain environment diminishes as Congress fails to
act on so many occasions.

I appreciate you having this hearing to highlight the importance
of this legislation, and I am pleased that you would allow me to
join you for this brief period of time.

Chairman TESTER. I have got another question here. There are
some that have suggested that a 2-year straight extension would
be better than the reform of the existing insurance program. I
think both Senator Vitter and Senator Moran alluded to it. I think
we have an opportunity here to reform this program and put it on
more firm ground with a long-term extension.

I would just like—and this is basically to Dr. Sampson or Mr.
Jensen or Moe, either one of the three or two of the three or all
of you can talk to this. But beyond improving the solvency of the
program, could you discuss some areas where reform on this bill is
important to the constituencies that you represent? What else does
it provide?

Mr. JENSEN. Thank you, Senator. In addition to the reform, as
you mentioned, there are some issues with increasing maximum
coverage limits. Currently, the coverage limit on a home for flood
loss is $250,000 as the maximum indemnity limit. That is increas-
ingly becoming a problem and an issue as we see higher values in
homes again.

As well, we are looking at business interruption. It is important
to note that there is a study called for in the bill that talks about
business interruption coverage within the commercial sector. We
think that is very valuable as well.

Mr. VEissi. In addition, you heard testimony on the previous
panel of folks that were placed in areas that, in fact, were not in
a floodplain. One of the bill’s reforms would be to enable folks who
were not in floodplain areas but were charged for flood insurance
to come back and get reimbursed for their floodplain appeal ex-
penses. So that would help us for the folks that have been incor-
rectly mapped into the floodplain.

Chairman TESTER. Thank you.

Mr. SAMPSON. Mr. Chairman, I would say that from the company
perspective, the number one concern is the fiscal reforms, and I
would not underestimate that at all. I think the bill also, though,
does address the repetitive loss properties. I think it is absolutely
essential, as the previous panelists talked about, that repetitive
loss properties where you have 1 percent of the properties that ac-
count for 30 percent of all of the claims in the NFIP, the reform
bill does address that. And I would say that that is a critical com-
ponent.

The increase in the amount that FEMA can increase premiums
to incrementally move toward an actuarially sound rate, while im-
portant, I would say what is even more important than that,
though, is that FEMA has been unwilling to raise the premium
prices even by the amount that they are currently authorized in
legislation, which is 10 percent a year. And so even more important
than raising the cap in legislation of what they could raise prices
I think is a signal to the marketplace that they will actually do
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that in incremental steps. The longer you artificially suppress these
rates, the greater the impact is going to be on the consumer down
the road.

So in addition to what is in the legislation, this Committee and
other committees of jurisdiction, encouragement of FEMA to use
the authority that they currently have I think is critically impor-
tant.

Chairman TESTER. Well, thank you.

Ms. Murdock, in your testimony you cite an interesting statistic
that for every dollar spent on flood mitigation, $5 are saved. In
your testimony you make the distinction between grey and green
flood-related infrastructure investments. Could you just elaborate
on the distinction between grey and green infrastructure invest-
ment and the relative costs of both?

Ms. MURDOCK. Yes. When we are talking about grey, we are
talking about hard infrastructure like levees and dams, bulkheads,
sea walls. An increased focus is now being placed on implementing
projects where we allow natural systems—floodplains, wetlands,
coastal wetlands, barrier beaches, oyster reefs—to also perform
flood mitigation services. So we are doing a lot of projects like that
both in floodplain systems focused on restoring floodplains. Some
of that involves just setting back levees far enough from the river
to allow floodplains to perform their natural function. And then
along the Gulf coast, for example, where we have a goal of building
100 miles of oyster reefs along the Alabama coast.

The cost comparison compared to grey infrastructure is very new,
and we are actually starting to work in partnership with some in-
surance companies to accurately compare the cost of grey versus
green infrastructure. We have some preliminary figures on the oys-
ter reefs, but it is very new, and I do not think it accurately yet
Eeﬂects what the true cost/benefit of the green versus grey would

e.

Chairman TESTER. Thank you very much.

Senator Wicker is coming here in just a second, and I want to
make sure to get his perspective for his questions. In lieu of that,
I just want to say this, first of all—and he will be here momen-
tarily. I would just like to say thank you for your testimony—we
are waiting for you, Roger. You are good to go. Go ahead and get
organized while I talk for a second.

I want to thank you for your testimony. I can tell you that Sen-
ator Vitter and myself and Senator Moran and others want to
make sure we get this thing considered and moved forward. I
think, as you do, Moe, that this is a critically important piece of
our economic recovery, and I think the longer we put this off, I
think it is just a missed opportunity. So the coalition that has
formed here and the work that you are doing on the Hill, do not
underestimate it. It is critically important to put pressure on every-
body that serves in the Senate to allow us to put pressure on lead-
ership to take this bill up sooner rather than later.

And with that, Senator Wicker, you have comments, questions.
Have at it.

Senator WICKER. Right, and thank you, Mr. Chairman. I have
been back in my office watching the hearing while trying to get my
desk cleared. I would not be surprised if some other Members of
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the Committee also were availing themselves of this opportunity.
But I just had to rush down and add my support for what you are
trying to do, Mr. Chairman, and to thank all of these Members of
the panel for their excellent remarks.

I guess it was the representative from the realtors—I am not
sure, but someone made a very cogent point. You know, Mr. Chair-
man, we need a bipartisan accomplishment in this Senate. And we
have it in our grasp to do this on a very important issue. The
American people are looking at us, they are looking to us. They ex-
pect us to come to Washington and actually engage in accomplish-
ments, and this is an opportunity for us to do that. A good vote in
the House, strong support in this Committee, and the opportunity
is right there.

So for those Members of the leadership within the sound of our
voices, I just had to rush down before we gavel to a close and say
that I absolutely hope we can do this.

I would mention that the Committee leadership has been very
generous in working with me and others on the so-called Coastal
Act, which is a small step toward using science that is already out
there to get us toward a resolution on this wind and water issue
that is often a problem when a hurricane comes along. But you
have made great points. This is not just a bill for people along the
oceans and the gulf. This is a bill for the entire United States of
America. It is a bill for the taxpayers, for heaven’s sake. And so,
Senator Tester, thank you for your leadership and that of Senator
Vitter, and I appreciate Senator Moran coming, too.

I do not have questions because the questions I would have
asked had been asked while I was listening. But thank you very
much, and let us keep this up and let us redouble our resolve to
actually get an accomplishment for the taxpayers and for the
American public.

Chairman TESTER. Well, thank you, Senator Wicker. We cer-
tainly appreciate your long support and working on this bill has
been critically important, and I think you are right—Moe brought
it up—it is a good bipartisan win. It is something that we need to
do that will help do a lot of good things for a lot of folks out there,
and plus fix some fiscal problems that this program has.

So I just want to thank this panel, and I want to thank the pre-
vious panel for their testimony. The hearing record will remain
open for 7 days for any additional comments that anybody might
want to add for that, or any questions that folks want to submit
for the record.

With that, thank you all very much, and this hearing is ad-
journed.

[Whereupon, at 11:21 a.m., the hearing was adjourned.]

[Prepared statements and additional material supplied for the
record follow:]
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PREPARED STATEMENT OF TODD KLIETZ
MissouLA COUNTY FLOODPLAIN ADMINISTRATOR, MISSOULA, MONTANA

May 9, 2012

On behalf of Missoula County, Montana, and the Association of Montana Flood-
plain Managers, I am honored to appear before you today to provide comment on
the reauthorization of the National Flood Insurance Program.

I respectfully urge this Committee to ensure that long-term reauthorization of the
National Flood Insurance Program (NFIP) is enacted prior to May 31st. Over the
past several years, I have witnessed the results that delayed and uncertain congres-
sional action on reauthorization has caused within my community and my State.
Property values, already having fallen due to the economy, fall further in the flood-
plain due to buyer’s uncertainty that Congress will provide homeowners with long-
term flood insurance coverage. Real estate transactions have been delayed—and
some have completely fallen through. Homeowners—many of whom already must
sell their property at a loss—are forced to reduce their sales prices further. The
small pool of local insurers that are willing to process flood insurance policies dwin-
dles further as they become increasingly frustrated with the ever-changing uncer-
tainty the last several years of delayed short-term reauthorizations has caused.
Floodplain citizens need to know that you have their back by reauthorizing the Na-
tional Flood Insurance Program for the long term.

This is not to say that we support reauthorization of the exact same flood insur-
ance program that has contributed significantly to our national debt. From my per-
spective, reform is correctly focused on the insurance side as the requirements for
floodplain development within NFIP communities do work—simply tour a partici-
pating community post-flood to see those results. My own community just experi-
enced a 10-year flood last Spring. Older homes built before FEMA mapping were
destroyed while the newer homes right next door suffered virtually no damages.

The commonsense reforms including those that the Montana delegation and this
Committee have put forward must be included in long term reauthorization. The
American taxpayer is increasingly unwilling to provide financial support for those
who have time and time again received handouts post-flood who then do absolutely
nothing to prevent future damages as they know Uncle Sam will be there check in
hand to quite literally bail them out again. Many repetitive loss property owners
within my community received FEMA checks last year. None have voluntarily cho-
sen to mitigate their homes.

Gone too are the days that the taxpayer will support those who knowingly choose
to live in areas and in homes with severe flood risk—so we thank you for moving
the National Flood Insurance Program away from overwhelmingly tax-subsidized
premiums towards actuarially rated policies. I also want to thank you for your com-
mitment to fund ongoing mapping so that communities in rural States like Montana
will eventually be provided with detailed floodplain maps allowing our citizens to
build homes constructed through means that minimize flood loss.

I further appreciate the efforts that are being made regarding levees. Although
the issuance of new FEMA floodplain maps for my community has been on hold for
several years due to inconsistencies with how FEMA is mapping properties behind
levee-like structures such as railroad beds, roads and even interstate highways, my
community was fortunate that the Army Corps of Engineers certified their levees.
This makes sense as the Corps designed, built and inspects them on a regular basis.
My community’s experience with the Seattle District of the Army Corps of Engi-
neers was exactly the way it should be. We asked, they came and while we had
some unexpected work that needed to be done, we did our job in maintaining
them—and the Corps did their job in certifying them. Unfortunately, other Montana
communities have been required to spend hundreds of thousands of dollars to certify
levees that the Corps designed, built, and already inspects. An unjustifiable burden
on those communities and their residents, we are glad to see the Senate taking a
proactive position to put the Federal responsibility for certifying Federal levees back
where it belongs.

The positive reforms that have been put forward are long overdue and I applaud
your efforts to make them happen. However, there remains one very important
issue: 500-year floodplains. You've heard testimony regarding the losses that the
National Flood Insurance Program incurs—i.e., the taxpayers incur—when homes
within “500-year floodplains” are damaged. The Senate Bill will ensure property
owners will now be notified of the risk of living in a 500-year floodplain. The prob-
lem is that FEMA does not map 500-year floodplains. These areas are identified as
“Shaded-X” on the floodplain maps and in small print, the corresponding legend
states these are actually “areas of 100-year flood” OR “areas protected by levees
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from 100-year flood” OR “areas of 500-year flood.” Until FEMA is actually required
by Congress to map these Shaded-X areas based on actual topography, the maps
simply cannot be relied on to determine if a building proposed in these locations is
actually within the 500-year floodplain or will be inundated during lesser flood
events. Last Spring, I was in a Shaded-X “500-year” home with a full walkout base-
ment that was inundated during our 10-year flood. There are no Federal require-
ments for how that home should have been built—nor how that home should be
mitigated to prevent future losses. There are no requirements that the property
owner obtain flood insurance to ease the burden on the taxpayer. The property own-
ers had received FEMA checks multiple times prior to last year’s 10-year flood
event—and they did so again last Spring.

I was in another flooded home that was built in the 100-year floodplain—with a
basement. It should have never happened but it did. Although that home was not
constructed in compliance with FEMA requirements, those property owners also re-
ceived a check from FEMA.

I sincerely appreciate the opportunity to appear before you today and would like
to leave you with my own Top Three reform requests:

e Stop issuing subsidized flood insurance policies for new structures built after
FEMA’s floodplain designation. As addressed in the Senate Bill, the taxpayer
will no longer be forced to subsidize insurance for those that choose to build in
designated floodplains.

e Stop rewarding those who bring fill into the floodplain to protect their develop-
ment at the expense of pushing those floodwaters onto their neighbors. FEMA
encourages this practice by issuing Letters of Map Revision Based on Fill
(LOMR-F) which completely removes the owner’s obligation to obtain manda-
tory flood insurance coverage and contribute to the National Flood Insurance
Program.

e Stop issuing FEMA floodplain maps without providing written notice to affected
property owners. FEMA has the audacity—and the budget—to send notices to
widows on fixed incomes in Bozeman and Missoula whose homes are nowhere
near the floodplain which scares them into buying flood insurance—but FEMA
does not have the budget or desire to send such notices to people that are actu-
ally in the floodplain?! Thankfully, notification is now addressed in the Senate
Bill—scare tactics are not. Even Missoula City Hall located nearly a half mile
from the floodplain received such a letter from FEMA. Targeting extremely low
risk properties may be good for the bottom line but is not what citizens expect
from their Government.

In closing, I sincerely thank this Committee and both Houses for pursuing signifi-
cant reform—and providing our citizens with long-term, confidence restoring, reau-
thorization.

PREPARED STATEMENT OF DWAYNE BOURGEOIS

EXECUTIVE DIRECTOR, NORTH LAFOURCHE CONSERVATION, LEVEE, AND DRAINAGE
DISTRICT, RACELAND, LOUISIANA

MaAy 9, 2012

I would like to thank you Mr. Chairman and Members of the Committee, for this
opportunity to testify today. I am the Executive Director of the North Lafourche
Levee District, a political subdivision of the State of Louisiana. However, I am here
today representing a broader coalition of agencies, citizens, and businesses in the
State of Louisiana who rely heavily on the National Flood Insurance Program.

We commend the Committee for addressing long-term reauthorization and reform
of the National Flood Insurance Program. Further, we appreciate the opportunity
to provide to you today details of our current circumstances which are typical for
many areas in South Louisiana and across our Nation. We firmly believe that our
issues are being complicated and made worse by the lack of a long-term reauthoriza-
tion of the National Flood Insurance Program. We also believe that our issues clear-
1%71 demonstrate a need for reform, a reform that we are right in the middle of at
this time.

Our issues began in mid-2009 with FEMA'’s issuance of Preliminary Digital Flood
Insurance Rate Maps (DFIRMS) for our area. It was immediately obvious to us that
the maps could not possibly represent the true risk of flooding in our area because
the maps had no correlation to any real world features. The North Lafourche Levee
District, along with the South Lafourche Levee District and the Lafourche Parish
Government immediately began to prepare our appeals to FEMA. (A full copy of the
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Appeal launched by the North and South Lafourche Levee Districts is included as
Attachment A.)

The conclusion in our appeal was that FEMA’s policy of removing noncertified lev-
ees before running the wave analysis part of their Flood Insurance Study was a sci-
entifically unsound policy. This approach to mapping produces DFIRMS that indi-
cate base flood elevation zones with boundaries that have no correlation to real
world features. Such maps are not understood or acceptable to local residents and
businesses. Further, and most importantly, we noted that intentionally ignoring the
impact of noncertified levees on the propagation of floodwater necessarily yields re-
sults that overstate the risk of flooding in some areas and understates the risk of
flooding in other area. We also noted that FEMA’s Mapping Partners had insuffi-
cient information, familiarity and experience to realize the results of their mapping
efforts were not a reasonable result of their study. Finally, we pointed out that the
modeling and mapping results were not in even basic agreement with past flooding
patterns and historical data.

Particularly in our appeal, we questioned how the preliminary DFIRMs could in-
dicate that a small polder, with a ring levee system of only 8.2 miles in circum-
ference, would possibly have a requirement for 7 different base flood elevations.
(VE8, AE7, AE6, AE5, AE4, AE3, and X) This entire polder is surrounded by a sin-
gle levee of the same elevation and the ground elevations inside this sub-drainage
district were virtually at the same elevation throughout. The results were nonsen-
sical. In the South Lafourche Levee System, the Preliminary DFIRMS had similar
unbelievable results. In some areas these maps indicated there were 5 different base
flood elevation requirements within 800 feet all over perfectly flat ground. Literally,
if the DFIRMS were to be believed in expressing the risk of flooding, two people
standing on level ground, a mere 800 feet apart could be in two different flood zones
and there would be three additional base flood elevations between them. This simply
could not be.

We began working through the appeals process with FEMA and were able to
quickly identify the elements of the Flood Insurance Study that were causing the
erroneous mapping as well as the limitation of the process that would allow the
maps to more accurately reflect the threat of flooding in our area. In short, two
items primarily caused the mapping problems. First, was the FEMA policy to NOT
consider the impacts of nonaccredited levee in their Flood Insurance Study. This
would become known as the “without levees” policy. The second problem was in the
application of the wave model FEMA was using as part of the Flood Insurance
Study for coastal levees. This model, known as the Wave Height Analysis for Flood
Insurance Studies (or WHAFIS) had serious limitations when applied to long
transects such as would be required in south Louisiana.

We found that the appeals process was also limited in its ability to produce accu-
rate DFIRMS. We learned these limitations as we took our appeals on these issues
to FEMA including FEMA’s Region 6 office in Denton, TX. All along this process,
we encountered cooperative and sympathetic FEMA employees who were powerless
to make any changes that were not part of the official FEMA policy. Realizing that
complete resolution of these issues would have to come from a change in FEMA’s
policy, and that this change would have to come from Washington, we began to in-
form our Legislative Delegation of our quandary. In early February of 2011, twenty-
seven (27) U.S. Senators signed a letter to FEMA Administrator Fugate asking
FEMA to discontinue the “Without Levees” policy.

In March of 2011, Administrator Fugate announced that FEMA would begin de-
veloping a series of targeted modeling approaches to replace the “without levees” ap-
proach to identifying the risk of flooding behind uncertified levees. In one of the first
publications that FEMA released to answer questions as to how they were going to
go about making and implementing such a change, FEMA stated that it was “en-
gaged in a systematic effort to reform the national Flood Insurance Program (NFIP),
and we view a change in the manner in which we map levees that do not meet the
criteria for accreditation as a step toward a long-term solution.” (See Attachment
B for a full copy of that document.)

FEMA began working on the change to their policy. By the end of July 2011,
FEMA had put together enough of their revised policy to host a Community Round-
table Forum here in Washington. Approximately 20 people from various stakeholder
agencies across the country were invited to participate in this forum. This was a
very welcomed step and I can truly say that FEMA was working earnestly on the
issues at hand. The main points that I was able to take away from attending the
Forum was first and foremost, the “without levees” approach was history. Next,
FEMA made it clear that the substitute process was going to be collaborative with
the local stakeholders, flexible yet technically sound, and feasible in that the ap-
proach must be cost effective and not overly burdensome on a community. (A full
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copy of our press release after this event is included as Attachment C.) But, the
forum focused most of its efforts on the process and the basic revisions to the policy.
We started to see that FEMA was still working on the technical side of the approach
and we remained concerned for FEMA’s ability to develop a suitable approach for
both Riverine and Coastal flood protection levees.

We continued to follow-up with our friends at FEMA who were working on the
technical side of the policy changes. (Please see Attachment D.) We were hoping to
get a better understanding on how FEMA was going to handle the differences in
coastal versus riverine flooding; but, we were hampered by FEMA’s desire to release
the Proposed Approach for Public Review, which eventually came in December of
2012. After the proposed policy change was opened for a 45 day public comment pe-
riod, FEMA did reveal that they were still working on how to address coastal levee
analysis. Further, they realized that some of the riverine methods developed would
not be appropriate for coastal levees. Finally, they also acknowledged the limitations
of their use of the one dimensional WHAFIS model used for V zone determination
was not appropriate in parts of coastal Louisiana. However, they stated that making
changes to the use of WHAFIS was beyond their current study (the revised ap-
proach) and they were looking for ways to improve coastal analysis. They also agree
to meet with us on these specific issues.

In order to answer the call for public comment on the revised approach, we broad-
ened our coalition to include questions and comments agreed upon by the State’s
Coastal Protection and Restoration Authority, the Association of Levee Boards of
Louisiana, the North Lafourche Levee District, the South Lafourche Levee District,
the Lafourche Parish Government, the Terrebonne Parish Government, the St.
Mary Parish Government and Coastal Oceanographer Dr. Joseph Suhayda. (Please
see Attachment E.) Again, most of these comments centered on the difference be-
tween coastal levees and riverine levees. The draft, revised policy included pages of
technical details on how riverine-based flood protection systems would be analyzed;
but, it certainly lacked detail in how reasonable maps would be developed for coast-
al levees. As you can imagine, the flood source for coastal levees, typically a short
duration tropical event, is broadly different than the flood source for riverine levees
which is primarily driven by the timing of rainfall and snowmelt. Further, the ar-
rangement of riverine levees, basically along the river, is different than coastal lev-
ees which intend to provide protection from backwater flooding. The two types of
systems are so different that there is little opportunity to create one methodology
that can be used for both.

Following up on FEMA’s offer to meet with us further on coastal levee issues,
FEMA helped facilitate a meeting with a small group from our local coalition in
February of this year, the topic of which was centered on coastal levee issues. I
must state that each time we have met with FEMA we have encountered a group
of individuals that were cooperative in trying to produce the best product that they
could, given the confines of their operational policies. I could sense that the recent
proposed changes were giving them a better opportunity to produce a better product
and they were enthusiastic about the new possibilities to produce a more accurate
]f)]ﬂIRM. The most import points that our group took away from the meeting are as

ollows.

1. When it comes to producing more accurate DFIRMS, no methods of analysis
are “off the table” as far as FEMA is concerned.

2. The process is not going to be black or white any longer. The process is now
“intentionally gray” in order to allow the utmost flexibility in producing accu-
rate results.

3. Where in the past, when trying to work with FEMA, we encountered a series
of well intending people whose hands were “tied” by existing regulations; we
will now be able to meet with FEMA personnel who are no longer encumbered.

4. We can hope to see released coastal levee guidance independent of riverine
guidance to draw a clean distinction in the differences to better assist FEMA
mapping partners in handling Coastal Levees.

(A full copy of the press release for this meeting is included as Attachment F)

Overall, it was believed by all to be a very productive meeting. Yet we have a
long way to go and as of yet, FEMA has not released the results of the analysis
of all the Public Comments received.

So, today, we find ourselves working hand in hand with FEMA on meaningful re-
forms to their policy only to be met by another looming expiration of a short-term
extension of the National Flood Insurance Program. These are reforms that from
our point of view began in mid-2009, were enhanced by Legislative intervention and
a commitment by FEMA to improve the process in 2011 and are still being worked
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on today. Obviously, changes to a process such at this takes time. And yet, the de-
tails I have provided today are the efforts to resolve but a single issue within the
National Flood Insurance Program. There are so many more issues that can be cor-
rected trough cooperative reform and a long-term reauthorization of this vital pro-
gram.

In conclusion, I would like to point out that ours is a working delta, the fruits
of which are enjoyed by and enrich our entire Nation. From freight transportation
on the Mississippi River to our oil and gas and petrochemical industry to our abun-
dant fisheries, not to mention tourism, jazz and Mardi Gras, we simply must work
and live within this delta. As such, the availability of federally backed, affordable
and financially stable flood insurance is of vital importance to our region and the
entire Nation.

We thank you for this opportunity to share both our situation and our views on
this important issue. We look forward to working with all of you to continue to
make these changes to the National Flood Insurance Program.
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PREPARED STATEMENT OF DAVID A. SAMPSON

PRESIDENT AND CHIEF EXECUTIVE OFFICER, PROPERTY AND CASUALTY INSURERS
ASSOCIATION OF AMERICA

May 9, 2012

Executive Summary

Good morning Mr. Chairman, Members of the Subcommittee. My name is David
Sampson and I am President and Chief Executive Officer of the Property Casualty
Insurers Association of America (PCI).

PCI and our members believe that the National Flood Insurance Program (NFIP)
is vitally important to our Nation and the economy, and we are here today to sup-
port your efforts to pass bipartisan legislation in the Senate that includes a long-
term reauthorization and meaningful reforms.

PCI represents the broadest cross-section of insurers of any national trade asso-
ciation. Our more than 1,000 member companies write approximately 38 percent of
all home, auto, and business insurance in the country. PCI members write about
52 percent of all the flood insurance as partners with the NFIP through the Write-
Your-Own (WYO) program. PCI also chairs the WYO Flood Insurance Coalition, a
group that includes the more than 85 private insurers that actively participate in
the WYO Program as well as all the other national property casualty trade associa-
tions. Thank you for the opportunity to appear before you today on behalf of PCI
and its members.

PCI commends you for holding this important hearing. The NFIP is set to expire
on May 31—the day before the official start to the Atlantic hurricane season—if
Congress does not act. More than 5.6 million American homeowners, renters, and
businesses are NFIP policyholders and rely on this program to protect their homes
and their financial security. They are depending on you to act quickly to avoid an-
other lapse in flood insurance coverage. In addition, the millions of Americans who
intend to purchase or refinance homes with financing from federally regulated lend-
ers will not be able to do so if they live in a flood plain and Congress fails to extend
the NFIP. Finally, the U.S. Government, and ultimately taxpayers, will be forced
to pay the tab for the next flood if consumers are unable to purchase insurance due
to an expired NFIP.

The NFIP is also deeply in debt and needs long-term structural fiscal reform. If
a private insurance company held no surplus and carried $17.75 billion in debt (on
$4 billion in revenue) for 6 years, State regulators would immediately shut it down
and the CEO would be fired. And yet the NFIP is both statutorily unable to charge
adequate rates and often unwilling to raise prices by even the amount they are al-
lowed, despite their massive accumulated debt.

Two PCI studies on flood risk pricing revealed that the NFIP is providing Govern-
ment subsidized flood policies at roughly one-third the private sector comparable
premium. A RAND study estimated that FEMA is underpricing policies by 20 to 50
percent, and even the Congressional Budget Office estimates that the NFIP’s built-
in deficit is at least $1.3 billion annually, with the Government Accountability Office
(GAO) suggesting the true program subsidy is far higher. The subsidies for repet-
itive loss and high flood-risk properties are even greater, estimated by GAO at 40
to 45 percent of Government risk costs, with such explicitly subsidized policies actu-
ally growing in number and now representing over 22 percent of all Federal flood
Folici(ﬂas. The NFIP is fiscally unsustainable in its current path and must be re-
ormed.

NFIP Reauthorization

The NFIP Should Be Reauthorized on a Long-Term Basis (e.g., 5 Years)

Congressional authorization for the NFIP program has been extended on a short-
term basis 12 times since September 30, 2008, with the flood program scheduled to
expire again on May 31, 2012. A long-term reauthorization will ensure that there
will be no gaps in coverage, which occurred four times in 2010 alone, each lapse
longer than the previous with increasing uncertainty and frustration among con-
sumers and providers.

Gaps in flood insurance coverage cause significant disruption in the housing mar-
kets. Homebuyers in flood zones with a federally backed mortgage are required to
purchase flood coverage before the property can be closed on. According to the Na-
tional Association of REALTORS, in 2010, more than 40,000 real estate transactions
were delayed because of lapses in the NFIP’s authorization.

Gaps also cause policyholders and insurers to doubt the continued availability of
the product. Each time the program lapses, or is extended for a short term, a cum-
bersome and expensive series of special bridging transactions is required. Insurers,
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consumers, and the NFIP must set aside policy purchases, collect funds and advance
claims payments. This creates significant costs and bureaucracy for the marketplace
and uncertainty for Americans who rely on this important protection. This uncer-
tainty has been one of the reasons that several Write-Your-Own carriers have exited
the program.

With the next NFIP expiration deadline scheduled for the day before the upcom-
ing hurricane season, Congress and consumers face a potential economic nightmare
in both public and private markets if a major storm occurs during a lapse—some-
thing that is so easily preventable.

First and foremost to protect Americans and our economy, a long-term reauthor-
ization of the national flood program is needed.

Reforms

Fixing the Rate Structure

The NFIP heavily subsidizes consumer rates across the board, unlike rates
charged in the private sector. High flood-risk properties are particularly and explic-
itly subsidized, as part of a grandfather clause established at the NFIP’s inception
in 1968 that was expected to shrink over time but has instead morphed into an
ever-growing subsidy. Even while carrying tens of billions of dollars in ongoing debt,
the NFIP has allowed these subsidies to grow in recent years as it has struggled
to impose updated flood maps. Rate increases during that time have been minimal
despite increasing predictions of storm loss by catastrophe modelers. While Write-
Your-Own carriers have little direct interest in the NFIP’s rates, as taxpayers who
help facilitate the program, we encourage Congress to consider phasing out NFIP
subsidies over time. Government insurance subsidies can create a moral hazard by
encouraging overbuilding and discouraging consumer risk mitigation. This results in
greater ultimate costs to taxpayers.

The long-term NFIP reauthorization bill passed by the Senate Banking Com-
mittee last year includes reforms raising from 10 to 15 percent the ceiling for an-
nual rate increases that the NFIP can establish. Insurers believe that insurance
premiums should reflect the risk of loss, and we support this initial improvement.
The bill also increases the minimum deductibles for flood losses to reduce program
costs and more appropriately reflect prevailing practices in the private insurance
market. Increasing the loss deductible should also improve the NFIP’s solvency and
allow more resources to be reallocated towards loss mitigation and protecting con-
sumers from financial ruin. PCI also supports congressional proposals to establish
an NFIP reserve fund, setting aside a percentage of the potential loss exposure. This
would better protect consumers and taxpayers, though it would still be a fraction
of the surplus that would be required for private insurers.

Increasing the rates is the first step, but the program must also begin to further
offset the significant Government subsidy (which FEMA states is 40-45 percent for
pre-FIRM properties). The rates need to be closer to true market rates before any
meaningful discussion related to the private industry taking on flood risk can take
place. PCI estimates that flood insurance premiums would need to double, and in
some cases triple, if the private insurance market were to write this business on
a primary basis. Proposals to end the NFIP’s primary flood underwriting are unreal-
istic given the current steep subsidies and the recognized unwillingness of many
homeowners to purchase coverage in high risk areas and at highly subsidized rates,
even when mandated.

Address Mapping Issues

The certification of levees and ongoing flood map modernization has continued to
be controversial, particularly for consumers who are now required to purchase flood
insurance, often at higher-than-average Federal rates, as a result of map revisions.
While PCI believes that insurance rates should always appropriately reflect the cost
of risk, a phase-in for these purchasers as well as the reestablishment of the Tech-
nical Mapping Advisory Council are important measures to ameliorate the impact
of these changes for consumers, communities, the States and policyholders. PCI and
members of the Write-Your-Own coalition would ask that our industry be rep-
resented on that Council by a representative of a flood insurance servicing carrier
(a “Write-Your-Own” company).

PCI encourages the extension of the Flood Insurance Reform Act of 2004 program
for Severe Repetitive Loss Properties. These properties account for just 1 percent
of NFIP’s insured properties but are responsible for 25 to 30 percent of claims. It
is time to buy-out, or otherwise charge the appropriate premium for these properties
that continually flood and are rebuilt time after time.

PCI also supports the inclusion of nationally recognized building codes in the
floodplain management criteria. This would require FEMA/NFIP to work with the
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building code councils to include this information. It would provide for better con-
struction of properties and help minimize damage from a variety of perils, including
flood, as well as reduce the number of repetitive loss properties over time.

Address Servicing Issues

The “Write-Your-Own” (WYO) program, established in 1984, has been very suc-
cessful in increasing consumer participation in the NFIP, but it has also been the
subject of legislative discussion over the past few years. There have been issues re-
lated to loss settlement, expense reimbursement, and participation in the NFIP by
WYO insurers.

Following Hurricane Katrina, there were significant issues related to the settle-
ment of wind and water losses. Most of these issues would have been addressed by
the application of the NFIP appeals process that was included in the Flood Insur-
ance Reform Act of 2004. Unfortunately, that process was not implemented when
Katrina hit, but it is in place now. Thus, the rare occurrences of wind-water dis-
putes are already effectively dealt with by existing reforms and no new reporting
requirements (such as providing the NFIP with wind claims information) or other
legislation is needed to address these issues.

Questions sometimes also arise about the WYO claims expense reimbursement for
insurers. Following Katrina, the NFIP worked with the WYO participating insurers
to revise the claims expense reimbursement when significant catastrophes occur. In-
deed, the NFIP reduced the amount of the claims expense reimbursement where the
number of losses are significant and insurers and the NFIP can benefit from some
economies of scale. However, the marketplace has now proven that existing claims
reimbursement payments are not overly generous. If they were, the number of in-
surers willing to participate in the WYO program would not have continued to de-
cline. Thus, to the extent any further changes are proposed, we urge careful consid-
eration of the potential effect on WYO participation.

Eliminate Outdated Commissions

Past Senate bills have included provisions establishing a natural catastrophe com-
mission to examine insurance market conditions following the 2005 hurricanes. PCI
suggests that the marketplace, its regulation, and the sophistication of catastrophe
modeling have advanced significantly over the past 7 years, eliminating the need
for such a commission.

Conclusion

A long-term extension of the flood program with fiscal rate reforms is supported
by consumers, insurers, environmental groups, taxpayer groups, the real estate in-
dustry, and the overwhelming majority of both parties in Congress. At a time when
the American economy is struggling to move forward, housing values are still mired
in recession, and hurricane season is rapidly approaching, a fiscally sound long-term
reauthorization of the NFIP is absolutely critical before another lapse occurs.

PCI applauds your efforts to encourage the Senate to take up this issue and to
pass a long-term reauthorization and reform bill before May 31. PCI stands ready
to be of any assistance in this effort.

Thank you.

PREPARED STATEMENT OF JON JENSEN

GOVERNMENT AFFAIRS COMMITTEE CHAIRMAN, INDEPENDENT INSURANCE AGENTS
AND BROKERS OF AMERICA, AND PRESIDENT, CORRELL INSURANCE GROUP

May 9, 2012

Good afternoon Chairman Tester, Ranking Member Vitter, and Members of the
Subcommittee. My name is Jon Jensen, and I am pleased to be here today on behalf
of the Independent Insurance Agents and Brokers of America (IIABA or Big “I”) to
present our association’s perspective on efforts to reform the National Flood Insur-
ance Program (NFIP). I am president of Correll Insurance Group, an insurance
agency based in South Carolina with 12 offices and 132 associates. Since 2011 I
have served as Chairman of the Government Affairs Committee for the Big “I”.

The Big “I” is the Nation’s oldest and largest trade association of independent in-
surance agents and brokers, and we represent a nationwide network of more than
a quarter-of-a-million agents, brokers, and employees. IIABA represents inde-
pendent insurance agents and brokers who present consumers with a choice of pol-
icy options from a variety of different insurance companies. These small, medium,
and large businesses offer all lines of insurance—property/casualty, life, health, em-
ployee benefit plans, and retirement products. In fact, our members sell 80 percent



66

of the commercial property/casualty market. It is from this vantage point that we
understand the capabilities and challenges of the insurance market when it comes
to insuring against flood risks.

Background

The Big “I” believes that the NFIP provides a vital service to people and places
that have been hit by a natural disaster. The private insurance industry has been,
and continues to be, largely unable to underwrite flood insurance because of the cat-
astrophic nature of these losses. Therefore, the NFIP is virtually the only way for
people to protect against the loss of their home or business due to flood damage.
Prior to the introduction of the program in 1968, the Federal Government spent in-
creasing sums of money on disaster assistance to flood victims. Since then, the NFIP
has saved disaster assistance money and provided a more reliable system of pay-
ments for people whose properties have suffered flood damage. It is also important
to note that for almost two decades, up until the 2005 hurricane season, no taxpayer
money had been used to support the NFIP; rather, the NFIP was able to support
itself using the funds from the premiums it collected every year.

Under the NFIP, independent agents play a vital role in the delivery of the prod-
uct through the Write Your Own (WYO) system. Independent agents serve as the
sales force of the NFIP and the conduits between the NFIP, the WYO companies,
and consumers. This relationship provides independent agents with a unique per-
spective on the issues surrounding flood insurance, yet also makes the role of the
insurance agent in the delivery process of flood insurance considerably more com-
plex than that of many traditional property/casualty lines. Agents must possess a
higher degree of training and expertise than their non-NFIP participating counter-
parts, which requires updating their continuing education credits through flood con-
ferences and seminars. This is done regularly and involves traveling to different re-
gions of the country, costing personal time and money. Every agent assumes these
responsibilities voluntarily and does so as part of being a professional representative
of the NFIP.

Despite our strong support of the NFIP, we also recognize that the program is
far from perfect, which was made all the more clear by the devastating 2005 hurri-
cane season. The current $17.2 billion dollar debt, incurred in 2005, reveals some
of the deficiencies of the program and has strained Government resources. While
ITABA is confident that the NFIP will recover, it is important that Congress shore
up the NFIP’s financial foundation and use this opportunity to enact needed reforms
to ensure the long-term sustainability of the program.

For this reason, the Big “I” strongly supports S. 1940, the “Flood Insurance Re-
form and Modernization Act of 2011,” by Chairman Tim Johnson, which the Senate
Banking Committee reported out unanimously last year. The Big “I” thanks the
Committee for its action on this legislation and urges the full Senate to consider
the legislation on the floor at the earliest opportunity.

The Big “I” also supports H.R. 1309, the “Flood Insurance Reform Act of 2011,”
similar legislation which passed the House of Representatives with over 400 votes
last year. We believe that while there are some differences between the Senate and
House bills, these minor differences could be overcome by policy makers with a mod-
est amount of effort.

Long-Term Extension

As you know, the NFIP is a Congressionally authorized program that requires
periodic extensions. Traditionally these extensions have been for multiple years
(often for 5-year periods) but in recent years Congress has not passed a long-term
extension of the program and instead has opted to pass numerous short-term exten-
sions. In 2010 alone the NFIP expired three separate occasions only to be retro-
actively extended by Congress each time. Each expiration of the program led to con-
crete damage to the real estate market and the country’s economy. During one
month-long expiration in June 2010, for example, the National Association of Real-
tors estimated that as many as 50,000 new home loans were either significantly de-
layed or canceled. While the IIABA appreciates each of the retroactive extensions,
we strongly believe that in order to provide certainty to the marketplace as well as
avoid damage to our fragile economy, Congress should pass a long-term extension.

Even the short-term extensions passed over the last several years, while thank-
fully staving off expiration of the program, caused their own economic damages.
Every time the program is set to expire, WYO companies send notices to their con-
sumers about the pending expiration, agents must then communicate to their clients
about what the ramifications of an expiration would be (as well as oftentimes pro-
viding real time legislative updates on extension legislation), banks must prepare
for how and if to enforce the mandatory purchase requirement of an expired pro-
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gram, and realtors and mortgage bankers must discuss with their customers how
and if to proceed with home loan closings. While not nearly as damaging as an ac-
tual expiration, the uncertainty and the increased work-load caused by short-term
extensions justifies a long-term extension of this critical program.

It is for these reasons that ITABA strongly supports the 5-year extension found
in the Senate reform bill.

Moving Towards More Actuarial Prices

The Big “I” has for many years asked Congress to explore phasing out subsidies
in the NFIP altogether. We are pleased that the Senate legislation contains pro-
posals to phase out subsidies for many properties. Almost 25 percent of property
owners participating in the NFIP pay subsidized premium rates. These subsidies
allow policyholders with structures that were built before floodplain management
regulations were established in their communities to pay premiums that represent
about 35 to 40 percent of the actual risk premium. The subsidized rates were delib-
erately created by Congress in 1968 in order to help property owners during the
transition to full-risk rates. However, after 43 years the Big “I” believes it is time
to start phasing out this significant subsidization.

In addition to the fact that subsidized rates torpedo any hope that the NFIP could
ever be actuarially sound, FEMA estimates that subsidized properties experience as
much as five times more flood damage than structures that are charged full-risk
rates. Customers that are paying a full actuarial rate have a vested interest to take
measures to reduce the economic damages associated with floods. In contrast, those
with subsidized rates have less incentive to mitigate. The Big “I” welcomes and sup-
ports the Senate legislation’s phasing out of subsidies for commercial buildings, sec-
ond and vacation homes, homes experiencing significant damage or improvements,
and repetitive loss properties.

Finally, the Big “I” welcomes S. 1940’s proposal to increase the “elasticity band”
with which FEMA can increase premiums in any given year. Currently the annual
elasticity band for premium increases is a maximum of 10 percent on any property.
S. 1940 would propose to increase this band to 15 percent which would allow the
program to move even more properties towards actuarially priced rates.

Privatization of the NFIP

Some observers have argued that the program should be eliminated or completely
privatized. These arguments center on the assumption that the private market
could step in and offer flood insurance coverage. However, the IIABA has met with
many insurance carriers who categorically state that the private market is simply
unable to underwrite this inherently difficult catastrophic risk, especially in the
most high risk zones where it is needed. IITABA would always prefer to utilize the
private market, and our members would almost certainly prefer to work directly
with private insurance carriers rather than a Government agency. However, where
there is a failure in the marketplace, as there is in the case of flood insurance, we
believe it is imperative that the Government step in to ensure that consumers have
the protection they need. This was the reason the NFIP was first created in 1968,
because the private market could not offer flood insurance and a series of high pro-
file floods had consumers turning to direct Federal disaster assistance as their only
recourse. We see no evidence that the private marketplace is any more prepared or
capable of underwriting flood risk in 2011 than they were in 1968.

We do not, however, oppose the study on private market capacity as called for in
the Senate bill. We believe that this study will likely show that the private market
cannot properly underwrite flood risks, but if it can be demonstrated that a private
market could emerge in some way, we would welcome that discussion.

Repetitive Loss Properties

Repetitive loss properties—currently defined as those that have had two or more
flood insurance claims payments of $1,000 or more over 10 years—continue to put
a significant drain on NFIP resources. These properties account for about 1 percent
of all policies but are estimated to account for up to 30 percent of all NFIP losses.
The Big “I” is encouraged that the Senate legislation would phase out subsidized
rates for these repetitive loss properties, and in the future would urge the Com-
mittee to consider taking further measures to combat this difficult issue. For exam-
ple, if a repetitive loss property continues to experience a certain number of losses
within a specific timeframe, Congress could require that property to either take
stringent mitigation measures or to be disqualified from participating in the NFIP
altogether.

While Congress has previously made efforts to tackle the repetitive loss issue, ac-
cording to GAO the number of repetitive loss properties has actually grown over the
last decade. Dealing with repetitive loss properties is of the utmost importance not
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only because of the financial strain that they place on the program, but also because
of the obvious lack of fairness that these properties highlight to other program par-
ticipants and the general public.

May 31st Expiration

As you know, the NFIP is set to once again expire on May 31, 2012, barring Con-
gressional action. While some stakeholders believe that short-term extensions are
helping to add a sense of urgency for the passage of the long-term reform and exten-
sion bills, the Big “I” is very concerned about the messages that these continual
short-term extensions are sending to NFIP consumers, the WYO companies, and the
agents that drive consumers to the program.

While the most important message the Big “I” would like to share with this Sub-
committee is to urge you to not allow the NFIP to expire, it is also important to
reiterate the increasing frustration felt in the marketplace concerning the continual
short-term extensions. The NFIP protects 5.6 million consumers across the country,
and after 6 years of short-term extensions it deserves some long-term certainty.

Conclusion

The ITABA is very pleased that the Subcommittee is conducting today’s hearing
on comprehensive flood insurance reform and we strongly urge the Senate to quickly
consider the Flood Insurance Reform and Modernization Act so that work can start
immediately on resolving differences between S. 1940 and H.R. 1309. Reforming and
extending the NFIP is essential to ensure the long-term stability of the NFIP. It
is our sincere hope that agreement can be reached soon on the reform and long-term
extension legislation, but we also feel that the time is approaching to consider aban-
doning the chaotic practice of short-term extensions and to finally provide some sta-
kl;iﬁ‘cy for the program and the marketplace—regardless of the status of the reform

ills.

I thank the Committee for giving me the opportunity to express the views of the
ITABA on this important program. I hope very much that this hearing will con-
tribute to additional action taken by Congress to pass long-term flood insurance re-
forms and to ensure the stability of the NFIP.

PREPARED STATEMENT OF MOE VEISSI
2012 PRESIDENT, NATIONAL ASSOCIATION OF REALTORS

MaAy 9, 2012

Introduction

Chairman Tester, Senator Vitter, and Members of the Economic Policy Sub-
committee, the 1 million members of the National Association of REALTORS®
(NAR) thank you for this opportunity to testify on the urgent need for long-term
reauthorization and reform of the National Flood Insurance Program (NFIP).

My name is Moe Veissi, and I am NAR’s 2012 President. I have been a REAL-
TOR® for over 40 years, and am the broker-owner of Veissi & Associates, Inc., in
Miami, FL. Since 1981, I have served the REALTOR® community in many capac-
ities, from local association president, to State association president, to Regional
Vice-President, and now on the national stage as NAR President. Based on numer-
ous first-hand accounts over the years, as well as my direct personal experience as
a practitioner in the field, I can assure you that there are few issues of greater im-
portance to real estate markets than ensuring access to affordable flood insurance.

Thanks to your continued leadership, the Senate Banking, Housing, and Urban
Affairs Committee has already taken a critical step toward providing that certainty,
by unanimously approving the Flood Insurance Reform Act (S. 1940) last year. One
of the most important next steps the Senate could take right now is to pass this
bill and keep the legislative process moving forward. The House has already passed
similar legislation (H.R. 1309) by an overwhelming margin (406-22). This is a level
of bipartisan support few bills have received in any Congress, and it is testament
to the careful and painstaking work by you and many other members over multiple
sessions. The bill would not only reauthorized but reform and strengthen NFIP
long-term, and we are confident that any remaining issues can be resolved through
the amendment process on the floor. This bill is ready for Senate consideration. It
is a bipartisan opportunity. It deserves a vote.

As the Committee is well aware, for some time now, the NFIP has been operating
under stopgap extensions of authority to issue flood insurance. The latest one is set
to expire on May 31, 2012. There now have been a total of 17 extensions since 2008
(appended); twice, failure to act on an extension resulted in a multiweek lapse of
NFIP authority. According to NAR research, this stalled more than 1,300 home
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sales per day during the 53-day lapse in 2010. Each sale meant jobs and growth
to the U.S. economy. There were unquantified losses to property owners and tax-
payers beyond homes sales—not to mention 17 missed opportunities for reforms
which would help pay down the outstanding loan for Hurricane Katrina. A stopgap
approach to NFIP reauthorization is not a responsible way to run a Federal pro-
gram—Ilet alone one upon which 5.6 million taxpayers in 21,000 communities de-
pend. We urge the Senate to bring up and pass the Flood Insurance Reform Act,
immediately.

Background

Floods are a national problem requiring a Federal solution. As detailed in our
prior testimony before this Committee, there is not a single State in the Union that
has escaped a presidential flood disaster declaration in the past two decades.! Since
May 1, 2011, disasters have been declared in more than half the States, including
Wyoming, New Mexico, Oklahoma, Utah, Nebraska, North and South Dakota, Iowa,
Kansas, Ohio, and Missouri. Tomorrow, it could be Michigan or New York. Floods
are inherently unpredictable. They can occur anywhere—along rivers, wherever
snow melts or rain falls. We simply do not know when or where they will strike
next.

Because of their unpredictable nature and high cost, there has never been an ade-
quate private market for flood insurance. The lack of predictability would force in-
surers to charge unaffordable rates that few States would be willing to approve.2
Already, few property owners will buy flood insurance at the more affordable NFIP
rates; short of imminent threat, most question the need. However, allowing the rate
to rise to reflect this “adverse selection” (i.e., those most likely to buy are also most
likely to flood) would guarantee that few could afford flood insurance in a purely
private market.

Given this, and the widespread devastation floods cause, the Federal Government
will step in, one way or another. In the past, the Federal response took entirely the
form of appropriated disaster relief where taxpayers were 100 percent “on the hook”
for rebuilding flooded communities and properties. Then Hurricane Betsy struck in
1965, and the Federal Government could no longer afford to ignore the cost to the
Federal Government and taxpayers. A HUD commission, authorized by Congress
and convened by President Johnson, had demonstrated how creation of a Federal
insurance alternative could reduce the cost. Rather than relying on Government as-
sistance after the fact, those at risk of flooding could assume a measure of responsi-
bility and control upfront by purchasing federally backed insurance and essentially
prepaying to cover future flood damage. Every insured property would mean one
fewer to be rebuilt with taxpayer dollars. Insurance would pay for the damage, so
taxpayers would not. The NFIP was the result in 1968.

Since then, the NFIP has been reauthorized multiple times, but the Bunning-Be-
reuter-Blumenauer Flood Insurance Reform Act of 2004 (P.L. 108-264) was the last
reauthorization bill to become law. Congress returned to the subject last session, but
the 110th Congress came closer to a subsequent reauthorization, when both houses
passed similar versions of the Flood Insurance Reform Act, the predecessor to this
Committee’s S. 1940. That bill passed the Senate by 92 votes and was headed to
a conference with the House when attention turned to the U.S. financial crisis. S.
1940 is virtually unchanged from what passed the Senate in 2008. And while there
were not many bill differences to begin with, the House has since adopted many of
the Senate provisions. Now 17 stopgaps and two shutdowns later, NFIP authority
is again set to expire on May 31st of this year.

Real Estate Markets Have NOT Rebounded

The housing market continues to recover from one of the longest economic
downturns since World War II. While fewer property owners are reporting as many
major problems as they have in the past and some markets are even starting to
trend upward, surveys show real estate prices remain weak as the distressed prop-
erties still make up a significant portion of home sales. Many home buyers, who
bought during the peak of the market and saw their homes values drop precipi-
tously, continue to be underwater and many of those face foreclosure. Below is
NAR’s chart of existing home sales.

1NAR Statement to the U.S. Senate Committee on Banking, Housing, and Urban Affairs, re-
garding the hearing “Reauthorization of the National Flood Insurance Program,” June 9, 2011,
pp. 9 and 20.

21d, pp. 4-5.
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Data show a concomitant drop in sales around the time of the last multiweek
lapse. As the chart illustrates, sales were dropping before and during June 2010 but
rebounding afterward. The lapse was not the only or even the driving factor for this,
but as this suggests, it contributed. By Federal law, buyers and property owners
may not obtain a federally related mortgage loan without flood insurance in 21,000
communities, where there is a 100-year floodplain. These days, the bulk of financing
is federally related, and private insurance is not an option, except for the highest
value property owners. 3

Commercial real estate markets are similarly struggling. Property values have
plummeted across the board since 2007. Small business owners—the engine of job
creation and innovation and backbone of the local community—have suffered the
most. Compounded with $2 trillion in commercial real estate loans coming due over
the next decade and a limited capacity to refinance, sales and leasing of commercial
properties have been dismal. The failure to reauthorize the NFIP has only exacer-
bated the situation for commercial property owners, who are already struggling to
stay afloat amid the liquidity crisis, high vacancy rates, and lower net operating in-
comes. In many cases, this held up commercial sales, contributing to the economic
instabilities.

NFIP Stopgaps Exacerbate Market Uncertainty

For some time now, the NFIP has operated under stopgap extensions of authority
to issue flood insurance. Since 2008, there have been a total of 17 extensions, with
the latest one set to expire on May 31, 2012. Twice in 2010, failure to act on an
extension turned into a multiweek shutdown, resulting in the delay or cancellation
of any property sale to be financed with a federally related mortgage in the 100-
year floodplain.

NAR surveyed its membership to assess the impact of the shutdown and found
that the NFIP is essential for successfully completing half a million home sales an-
nually. Further analysis confirmed that each day of a lapse stalls more than 40,000
sales per month or 1,300 daily. Nationwide, about 8 percent, or 10 million homes,

314, p.4.
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are located in the 100-year floodplain or Special Flood Hazard Areas (SFHAs). Table
1 presents the daily impact in SFHAs by census region.

Economic Impact of Home Sales

A stopgap approach to NFIP reauthorization not only affects home sales but also
has a ripple effect throughout the economy. Each sale provides jobs and income to
real estate agents, construction workers, building contractors, mortgage service pro-
viders, home inspectors, home appraisers, and many others. There is an annual im-
pact to the community as there is less income to spend on goods and services.

NAR estimated the contribution of each home sale to Gross Domestic Product
(GDP). In 2010, real estate and related industries added $58,000 in income per sale,
accounting for the multiplier effect. Using a conservative earnings assumption, this
translates into two jobs generated for each sale.

4NAR estimated annual existing home sales by taking the 2008-2010 average. Using an aver-
age ensures that any year-to-year variability (such as the first-time home buyer credit) is
smoothed out and avoids the elevated activity of the circa-2002 housing boom. The 2008-2010
market activity has been generally consistent with the activity prior to the year 2000. Adding
2011 data would not significantly change the results.

5NAR estimated the percentage of the existing sales in SFHAs by using GIS software to over-
lay spatial layers of block-level data from the latest American Housing Survey (ACS 2005-2009)
with the map of SFHAs from FEMA.

6 New residential sales data is available by region only. Assuming the new homes are simi-
larly located in the SFHAs as the existing homes are, the share of homes located in the flood
zone is multiplied by the total number of new sales by region.
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Additional Economic Impacts

Each NFIP lapse affects +1,300 home sales daily, each of which has the potential
to generate jobs and contribute to the annual growth of the economy. But this home
sales impact is not the full impact of a lapse. While NAR has quantified the loss
of those sales with a federally related mortgage in the 100-year floodplain, as well
as the multiplier effect, this does not account for:

e Property Sales Other Than Single Family Homes and Rentals. The mandate to
purchase flood insurance applies to multifamily and nonresidential properties,
too.

e Refinancing. During the lapse, Write Your Own companies (which partner with
NFIP to process insurance policies) are unable to renew or modify a policy, ei-
ther. Existing property owners could be in technical default of a mortgage for
failure to renew flood insurance after the 30-day grace period.

e Financing BEFORE Lapses. Some banks, when faced with the prospect, often
weeks in advance, preemptively suspended lending in the floodplain. Federal
regulators attempted to address this through guidance that loans could still be
made where buyers took steps, though due to the lapse, were unable to obtain
flood insurance; nevertheless, anecdotal reports were that most of these lenders
did not find the guidance persuasive and instead, erred on the side of protecting
their interest in the property, by choosing not to lend.

e Insurance Outside of Federally Designated Floodplains. According to NFIP, 25
percent of flood claims come from properties located outside of areas where flood
insurance is required but where the owner chooses to purchase coverage.

Finally, there is also the consequence to taxpayers. Again, a property without
flood insurance is a property one flood away from Federal disaster relief—at tax-
payer expense. Owners of a property facing a 1-percent chance of flooding in a given
year (or a 26-percent chance over the life of a 30-year mortgage) would most likely
turn to the Federal Government after flooding. Compared to the number of NFIP
policies, the following table bounds the impact of uninsured residential structures
for the United States.
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Bipartisan Opportunity for NFIP Reform

We appreciate NFIP’s many program innovations over the years, including em-
ploying advanced flood mapping technologies (e.g., satellite imaging and LIDAR),
working to replace its “without levee” policy with a more precise approach, and in-
stituting independent review of map appeals. While there have been many great
strides, REALTORS® have helped identify a number of areas for further improve-
ment, including:

e Enhancing FEMA notifications and communications with communities.
e Providing reimbursement of flood-map appeal expenses where NFIP erred.

e Providing additional time for communities and homeowners to work through ap-
peals.

e Reviewing mapping standards and procedures, and streamlining the process.

e Undertaking more accurate insurance pricing, particularly behind dams and
levees to account for the protection provided by flood control structures.

e Indexing and expanding coverage to include business interruption and living ex-
penses.

We applaud the Committee for addressing virtually every one of these rec-
ommendations in S. 1940. These reforms will greatly improve the accuracy of flood-
plain mapping and increase participation. They will help property owners better un-
derstand the flood risk and make more informed decisions that protect their homes
and businesses as well as taxpayers. But unless the Senate takes up this bill and
soon, the many years of hard work and collaboration on these reforms will be lost,
and we will have to start again. We will not only have lost these important reforms
llout also missed yet another opportunity to fiscally strengthen the program for the
ong run.

Conclusion

Thank you again for the opportunity to share the REALTOR® community’s views
on the NFIP and the urgent need for long-term reauthorization and reform. All stop-
gap extensions do is maintain an uncertain status quo while shut downs risk homes,
businesses, communities, and the U.S. economy. NAR urges the Senate take up and
pass the Flood Insurance Reform Act, immediately, and keep the legislative process

7NAR estimated the percentage of these in SFHAs by using GIS software to overlay spatial
layers of block-level data from the latest American Housing Survey (ACS 2005-2009) with the
map of SFHAs from FEMA.
8The 5-year ACS offers a rolling average of housing units at the lowest geographic level avail-
%bl%EII\\IdIZR calculated the comparable 5-year average of NFIP policies, based on data provided
y .



74

moving forward. NAR stands ready to work with you and the Senate to pass mean-
ingful reforms to the NFIP that help protect property owners and renters and help
them prepare for and recover from future losses resulting from floods.
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PREPARED STATEMENT OF SARAH MURDOCK
SENIOR PoLICY ADVISOR, THE NATURE CONSERVANCY

May 9, 2012

Mr. Chairman and Members of the Subcommittee, thank you for the opportunity
to present The Nature Conservancy’s views on the timing of and nature of reforms
to the National Flood Insurance Program. My name is Sarah Murdock and I am a
Senior Policy Advisor for The Nature Conservancy. The Nature Conservancy is an
international, nonprofit conservation organization working around the world to pro-
tect ecologically important lands and waters for nature and people. Our mission is
to conserve the lands and waters upon which all life depends.

The Nature Conservancy continues to support a 5-year reauthorization of the Na-
tional Flood Insurance Program through passage of The Flood Insurance Reform
and Modernization Act of 2011 currently being considered by the United States Sen-
ate. We believe this legislation brings significant reforms which we consider critical
to begin to address areas of the Program that are currently broken. Contrary to
Congressional intent, the Program as it currently functions is increasing risk from
storms and floods to people, property and ecosystems, and to the important services
that those ecosystems provide to people.

Enactment of The Flood Insurance Reform and Modernization Act of 2011 will
phase out subsidies that have undermined the financial stability of the program,;
will require the Federal Emergency Management Agency (FEMA) to ensure maps
are updated and accurate so that people understand and can better prepare for their
risks; and will streamline and strengthen mitigation programs to help decrease flood
risks and better protect flood-exposed communities and homes and businesses. We
ask that this legislation be brought before the full Senate for debate and consider-
ation at the earliest opportunity.

The Nature Conservancy is also a member of the Smarter Safer coalition, a di-
verse coalition of environmental organizations, taxpayer advocates, insurance indus-
try representatives and housing groups. Though the groups span the political spec-
trum, the coalition works together on insurance, natural disasters and mitigation.
Smarter Safer also strongly supports the Senate Banking Committee flood insur-
ance reform bill which will help ensure that the flood program can continue to pro-
vide needed insurance to Americans in harm’s way while making commonsense re-
forms.

Why Reform Is Needed Now

Waiting to implement reforms will continue a policy that results in increased risk,
destruction of homes and infrastructure, and cost to people, property and the nat-
ural resources upon which we depend. The National Flood Insurance Program
(NFIP) is currently over $18 billion in debt.

Without significant reform, the NFIP will not be economically sustainable and
American taxpayers will continue to be asked to bail out the program and subsidize
public and private development in flood risk areas.

Extreme Weather Events Predicted To Increase

Results from scientific studies indicate that a changing climate has exacerbated
and will continue to intensify extreme weather events including flooding and coastal
storms. Over the last 50 years, Americans have seen a 20 percent increase in the
heaviest downpours. In addition, newly published research demonstrates that pro-
portion of category 4-5 hurricanes has doubled from 20 percent to 40 percent in only
35 years.! Coastal storm surge and storm impacts will only intensify as sea levels
continue to rise the predicted 0.6 and 2 feet globally in the next century. 2

A published study conducted by Nature Conservancy scientists and others exam-
ines the impacts of storm surge to people and property on Long Island, NY and in
particular examines the likely added effect of sea level rise to these impacts. Just
a little bit of sea level rise (just 1.6 feet) increases predicted impacts of storms to
people and property by nearly 50 percent and 75 percent respectively. 3

1Holland and Bruyere (2012).

2International Panel on Climate Change (2007).

3Shepard, C., V.N. Agostini, B. Gilmer, T. Allen, J. Stone, W. Brooks, M W. Beck. 2011. “As-
sessing Future Risk: Quantifying the Effects of Sea Level Rise on Storm Surge Risk for the
Southern Shores of Long Island, New York”. Natural Hazards. DOI: 10.1007/s11069-011-0046-
8.



76

Associated Costs Are Increasing

In the first decade of the new millennium, floods and flood damage associated
with extreme rainfall events have increased, with damages rising from $6 billion to
$10 billion over this time period, despite the billions of dollars invested in flood con-
trol. In 2011 alone, there were 58 Federal flood disaster declarations, covering 33
different States. The 2011 flooding damages cost over $8 billion and caused 113
deaths; both the costs and the number of deaths exceeded the 30-year averages.
Clearly, these trends all speak to the immediate need to decrease risk and allow
implementation of mitigation measures that decrease risks. The proposed reform
le;gii{slation is the most important single step we can take toward decreasing flood
risks.

Maximizing Our Return on Investment by Integrating Built and Natural In-
frastructure

Under the current National Flood Insurance Program (NFIP), a dangerous feed-
back loop is in play. Subsidized insurance rates facilitates development in coastal
zones and in freshwater floodplains which not only puts people and property at risk,
it simultaneously facilitates the destruction and degradation of ecosystems that pro-
vide a natural defense to people and properties. Left in place, coastal marshes and
sand dunes and inland wetlands and floodplains serve important flood- and storm-
control purposes.

The overall benefits of flood mitigation efforts implemented has been studied and
found that for every dollar spent on flood mitigation 5 dollars are saved.4 Other re-
cent studies® show that one of the most cost-effective solutions to protect people
from the impacts of increased extreme precipitation and coastal storm intensity will
be to preserve, enhance and restore the natural systems that already deliver critical
protection from sea level rise, storm surge and coastal and inland flooding. Sci-
entists from the Nature Conservancy recently published a review of all papers that
measured the role of salt marshes in protecting coastlines from waves and erosion.
They found that salt marshes have a strong and significant role in the United
States and globally in providing coastal defense and shoreline stabilization. ¢

In addition to flood control benefits provided by protection and restoration of
floodplains and coastal wetlands, these ecosystems provide many services that sup-
port and protect humans and nature such as filtering pollutants, erosion protection,
habitat that supports fish and shellfish populations. These services provide real eco-
nomic benefits that can be measured through reduced cost of water quality protec-
tion, increased revenue from fishing and increased value to personal property.

The traditional approach to flood protection in river-floodplain systems has been
to rely on dams and levees to contain flood waters and in coastal areas has been
to build sea walls, bulkheads and other “grey” infrastructure and to “nourish”
beaches with additional sand to slow erosion and diminish the impact of storms.
While built infrastructure plays an important role in helping to secure our commu-
nities, it requires substantial investments for both initial construction and ongoing
maintenance. Moreover, an over-reliance on built infrastructure in the United
States during the 20th and early 21st centuries has encouraged extensive land de-
velopment in areas particularly susceptible to flooding and storm damage, and cata-
strophic flooding when infrastructure fails. And fail it has. Despite many billions of
dollars in taxpayer investment in flood protection, flood damages continue to in-
crease and now average more than $6 billion annually. 7 If left unaddressed, as the
Nation’s water and coastal protection infrastructure continues to age we should be
expecting that these economic losses will continue to increase—including the tax-
payer’s obligation under the National Flood Insurance Program—along with the risk
faced by tens of millions of Americans who live and work behind levees® and tens
of millions more living along the coast.

4 Multihazard Mitigation Council, “Natural Hazard Mitigation Saves: An Independent Study
To Assess the Future Savings From Mitigation Activities”, Multihazard Mitigation Council,
http:/ Jwww.floods.org | PDF | MMC Volumel FindingsConclusionsRecommendations.pdf, and
Rose, A, et al. 2007. “Benefit-Cost Analysis of FEMA Hazard Mitigation Grants”. Natural Haz-
ards Review 8, 97.

5Examples include a report on the effect climate change will have on Caribbean economies,
by the Caribbean Catastrophe Risk Insurance Facility; and a study by Entergy Corporation and
Swiss Re on disaster risk along the Gulf Coast.

6 Shepard, C., Crain, C., Beck, M.W. 2011. “The Protective Role of Coastal Marshes: A Sys-
tematic Review and Meta-Analysis”. PLoS ONE 6(11): e27374. http:/ / bit.ly | vfAHvT

7U.S. Army Corps of Engineers (USACE). (2009). “Flood Risk Management: Value to the Na-
tion”. (http:/ | www.corpsresults.us/docs | VTNFloodRiskMgmiBro loresprd.pdf).

8 Freitag, B. S., Bolton, F. Westerlund, and Clark, J.L.S. (2009). “Floodplain Management: A
New Approach for a New Era”, Island Press, Washington, DC, USA.
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Simply investing to renew the Nation’s over-reliance on built flood control infra-
structure poses a daunting challenge. There are more than more than 110,000 miles
of levees across the country,® the average of which is well over a half century and
which the American Society of Civil Engineers estimates would require $100 billion
to repair and rehabilitate. 10 The challenge also exists for coastal infrastructure. In
Massachusetts alone, there are about 140 miles of publicly owned sea walls or other
structures along the coast designed to protect billions of dollars of property. Most
were designed to last a half century but are older than that now. The estimated
price tag to repair and fortify all of them against rising seas is more than a billion
dollars. I happen to live in the coastal town of Scituate, Massachusetts, where the
sea walls are crumbling and in disrepair. During a nor’easter on Dec. 27th, 2010,
a break in the sea wall occurred, flooding dozens of homes. Two homes caught fire
and burnt to ground as firefighters could not access them through the five feet deep
freezing water. All of the residents living in those homes were displaced for many
months and some were forced to permanently relocate. Yet the town does not have
the financial resources necessary to adequately repair the town’s sea walls. The
town is seeking State and Federal resources to maintain the sea walls, yet those
funds are becoming scarcer and more difficult to secure. Unless significant repairs
are made, residents living behind these sea walls continue to be at significant risk.
This is but one example of similar incidents occurring throughout our Nation.

Instead of relying solely on grey infrastructure, an alternative approach involves
integrating the use of natural infrastructure (or so-called “green infrastructure”)
with built infrastructure. This specifically involves maintaining and restoring the
connectivity of rivers along with sufficient area of floodplain and conserving and re-
storing coastal natural infrastructure such as wetlands, reefs, dunes, and barrier
beaches and islands.

An example of this approach is the Yolo Bypass in California’s Central Valley. It
is a 60,000-acre engineered area of the Sacramento River floodplain that was recon-
nected to the river in the 1930s. The system is designed such that when the Sac-
ramento River rises during major floods and exceeds the elevation of weirs built
within the levee, additional floodwater flows over the weirs into the Yolo Bypass
and away from the City of Sacramento and its suburbs. Since its construction, Yolo
has been an integral part of the valley’s flood management system, conveying as
much as 80 percent of large floods. The Yolo Bypass not only protects Sacramento
and the surrounding area, it does so at a small fraction of the cost of would have
been necessary to construct and maintain traditional built infrastructure for a simi-
lar level of protection. Moreover, because of the episodic and seasonal nature of
floods, Yolo has continued to act as economically valuable and productive farmland
while providing additional benefits such as critical habitat for fish and water fowl. 11

On the Gulf Coast, The Nature Conservancy is focusing efforts on restoration of
sea grass and oyster reef habitat both of which serve to greatly diminish coastal ero-
sion and mitigate impacts from storms and flooding. Over the past 100 years, the
oyster reef habitat has severely diminished and this has contributed to increased
coastal erosion and vulnerability to storm impacts. In Alabama and Louisiana, The
Nature Conservancy has created 5 miles of shoreline—protecting oyster reefs and
directly supported 227 jobs through the work to create these reefs. Working with
partners, our goal is to develop 100 miles of oyster reef breakwaters/living shore-
lines in Alabama that will in turn promote the growth of more than 1,000 acres of
coastal marsh and sea grass.

The Nature Conservancy and dozens of diverse partners across the country recog-
nize the long-term effectiveness and cost-efficiency of connected river-floodplains and
in conserving and restoring coastal wetlands and reef habitats in helping to reduce
flood risk, while providing other economically important benefits such as continued
agricultural production, enhanced water quality, and improved fish and wildlife
habitat and associated recreation. Floodplain restoration projects such as Mollicy
Farms in Louisiana, Emiquon and Spunky Bottoms in Illinois, and Hamilton City
in California are further demonstrating the many values of this approach and un-

9 National Committee on Levee Safety. (2009). “Draft Recommendations for a National Levee
Safety Program: A Rep. to Congress From the National Committee on Levee Safety”. <http://
www.nfrmp.us [ ncls/docs | NCLS-Recommendation-Report 012009 DRAFT.pdf>  (Jan. 15,
2009).

10 ASCE. (2009). “Facts About Water and Environment, Levees”, 2009 Infrastructure Fact
Sheet, (http:/ /www.infrastructurereportcard.org/sites/default/files/ RC2009 levees.pdf) (Mar.
25, 2009).

11Sommer T., Harrell B., Nobriga M., et al. (2001). “California’s Yolo Bypass: Evidence That
Flood Control Can Be Compatible With Fisheries, Wetlands, Wildlife, and Agriculture”. Fish-
eries 26: 6-16.
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derscore the commitment of the Conservancy and its partners to implement these
projects and realize the associated high returns on investment.

Nature Conservancy Supports Legislative and Administrative Reforms

Enactment of The Flood Insurance Reform and Modernization Act of 2011 will ac-
complish several policy objectives. It will put the program on a path of financial sus-
tainability, will improve communication of risk through more accurate, higher qual-
ity maps, and finally will streamline and strengthen mitigation programs to help
decrease flood risks and better protect flood-exposed communities and homes and
businesses. In addition to passage of the legislation, there are additional policy
changes that support the legislative goals that are needed and could be achieved ad-
mf}nistratively that would support, amplify and run parallel to the legislative reform
efforts.

The Nature Conservancy supports the following three key provisions of the Senate
Flood Insurance Reform and Modernization Act of 2011 and corresponding adminis-
trative reforms:

Scientifically Accurate Mapping of Current and Future Risk

Providing scientifically sound data and information related to flood risk, land use,
and natural resources is essential to communicating the actual flood risk to people
and properties. Information on future changing climate conditions must also be in-
corporated to enable individuals, communities, and regional and State Government
entities to sufficiently plan to mitigate their flood risks. The Senate NFIP bill ac-
complishes this by requiring the incorporation of the most accurate science on cur-
rent conditions and future conditions by assessing the best available climate science
related to flood risks including the impact of sea level rise and other future condi-
tions. The bill also requires outreach and education to property owners to ensure
sharing of this new risk based information.

Charging Rates That Accurately Reflect Flood Risk

Only if rates reflect the true risk to people and property will people understand
the true risk of living in or developing certain areas and act to discourage develop-
ment in the most risky areas. Additionally, the current Program allows and sub-
sidizes redevelopment in flood risk zones, not properly incentivizing retreat of struc-
tures and restoration of the important natural systems. It is the American people
who are currently supporting the subsidization of this Program through our tax dol-
lars, and this subsidization occurs regardless of the economic status of those bene-
fiting from it. The National Flood Insurance Program will never be financially sound
until actuarial sound rates are charged. Currently there are 1.2 million NFIP prop-
erties (20 percent) that are charged premiums well below the actuarial value of the
insured liability. On average (including subsidized and unsubsidized policies) NFIP
premium collections cover approximately 70 percent of the actuarial value of the in-
sured liability. The Senate bill makes a number of needed reforms to put the flood
insurance program on sound financial footing by eliminating subsidized rates and
allowing for rates to be adjusted reflecting true risk, taking into consideration fu-
ture conditions. Charging actuarial sound rates for properties in flood hazard areas
will greatly improve the public’s understanding of the true risk of living in such
areas. Such understanding should drive better decisions related to development and
implementation of mitigation measures.

We recognize that increase rates for flood insurance will place an economic burden
on people of lower economic means living in flood prone areas. The Senate bill does
not and should consider the affordability of increased flood insurance through imple-
mentation of a voucher system or some similar means tested assistance. At a min-
imum a thorough study of the issue of affordability of flood insurance needs to be
conducted to determine the extent to which this is an issue.

Ensuring Nature-Based Solutions Are Properly Incentivized and Funded in All
FEMA Programs

The Senate bill will accomplish improvements related to the use of hazard mitiga-
tion grant funds and the ability to use grant funds to accomplish conservation and
restoration of freshwater and coastal ecosystems by consolidating, streamlining and
making more efficient the existing programs and clarifying that voluntary buy out
of properties are an allowable use of these funds.

As discussed above, preserving and restoring natural ecosystems like floodplains
and coastal wetlands can provide cost-effective protection against some of the
threats that result from current natural disasters which will be exacerbated by cli-
mate change. For example, coastal ecosystems like wetlands, mangroves, coral reefs,
oyster reefs, and barrier beaches and intact freshwater floodplains all provide nat-
ural protection from storms and flooding in addition to their many other benefits
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such as habitat for fish populations, water quality improvement, economic develop-
ment from recreation and tourism. Incentives to protect and restore floodplains in
the Mississippi River valley could substantially contribute to reducing the dead zone
in the Gulf of Mexico. The Conservancy supports greater emphasis placed on use
of hazard mitigation funds for the purpose of conservation and restoration of natural
systems like floodplains and natural coastal ecosystems.

While the legislation begins to make more efficient the mitigation programs of the
NFIP, more changes need to occur to enable, facilitate, and encourage floodplain and
coastal protection and restoration. Doing so will play a significant role in returning
the National Flood Insurance Program to solvency, thereby making a relatively
modest—yet important—contribution to Federal debt reduction. Overall greater em-
phasis should be made to improve these programs which as cited before, return $5
in reduced cost for every $1 invested. Improvements should include overall in-
creased funding for the mitigation programs and increased effort to link the FEMA
mitigation programs to programs with similar goals of other Federal agencies, in-
cluding FEMA’s other mitigation programs that fall under the Stafford Act. Several
important administrative changes should also be considered that will additionally
facilitate use of the mitigation funds for floodplain and coastal restoration. Such
changes involve changes to how FEMA calculates the cost and benefit of mitigation
activities. Currently, clear economic benefits such as water quality improvements,
flood reduction benefits, and fisheries revenue enhancement are currently valued or
considered.

These policy changes will better protect American communities from the threat
to life and livelihood of future flooding, improve the quality of our drinking water,
and help restore the health and productivity of the Nation’s rivers and estuaries.

Summary

Thank you for the opportunity to present The Nature Conservancy’s recommenda-
tions on the need to pass the Senate’s 5-year reauthorization of the National Flood
Insurance Program and why we implore immediate reform to begin to fix aspects
of the Program that are currently financially and environmentally unsustainable.
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ADDITIONAL MATERIAL SUPPLIED FOR THE RECORD

PREPARED STATEMENT OF THE AMERICAN INSURANCE ASSOCIATION
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PREPARED STATEMENT OF THE MORTGAGE BANKERS ASSOCIATION
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Frequency of Payment: (Section 106) MBA appreciates the intent of the Senate to make flood
insurance more affordable by allowing (where flood insurance is not escrowed) the
Administrator to provide an option of paying premiums either annually or in more frequent
installments. We note, however, that in lending transactions, insurance policies (including flood)
are generally required to be paid one year in advance with monthly escrows accumulating to
pay the next year premium. We urge clarification that lenders not be precluded from requiring
that the flood insurance policy be paid one year in advance. We are concerned that allowing
flood insurance premiums to be paid monthly may result in increased policy lapses and, in
lending transactions, increased need for forced placement of the insurance.

Enforcement: (Section 110) MBA urges the Senate to reconsider the increase of penalty
amounts and elimination of the ceiling on penalty payments. We note that lenders are
dependent on professional flood zone determination companies to assess the need for flood
insurance. While we acknowledge that a systemic failure to knowingly require flood insurance
may result in penalties, we urge the Senate to either retain the existing penalty provisions or
provide a safe harbor that limits increased penalties to a willful and systemic failure of the lender
to require coverage.

Continuation of Insurance: (Section 110) We urge the Senate to adopt a provision found in
H.R. 1309 clarifying that, in order to avoid a lapse in insurance, the servicer may charge a
borrower for lender placed insurance when the flood insurance amount is insufficient or the
borrower cancels or allows the flood insurance policy to lapse. The House provision would
clarify that after the running of the 45-day notice and the borrower’s failure to produce evidence
of insurance, servicers can obtain and charge for lender placed coverage that starts with the
date the NFIP (or private) flood insurance coverage lapsed or did not provide sufficient
coverage.

Mandated Escrows: (Section 111) The bill mandates escrows for flood insurance payments.
This is problematic for several reasons.  First, some mortgage companies (e.g. second
mortgage lenders) do not have the capacity to escrow. Congress recognized this fact and
excluded second lien lenders from escrow requirements in the Dodd Frank Act. Second, many
borrowers have contracted for non-escrowed mortgages. Imposing escrows on existing
borrowers would repudiate their negotiated contracts. Third, many borrowers with low balance
loans have traditionally been allowed to manage their own insurance payments. Section 1461
of Dodd Frank recognized this, and limited the mandatory escrow provision to higher-risk
products and to the first five years of the loan. We recommend that the escrow of flood
insurance premiums remain a loan term negotiated between lender and borrower. However, if
the mandatory requirement remains, we urge the Senate to conform S. 1940 to the
requirements of the Dodd Frank Act.

Payment of Flood Insurance Invoices: (Section 111) We urge the Senate to make a
correction to eliminate the requirement that a lender/servicer pay “the remaining balance in the
escrow account” to the flood provider upon receipt of the invoice. Lenders collect insurance
payments each month (estimated based on the prior year's invoice) to pay the next year's
premiums. We note that, in addition, RESPA permits a ‘cushion’ above the estimated premium
amount to avoid a zero or negative balance in the escrow account. As a result, the balance in
the escrow account at the time of flood insurance invoice is unlikely to exactly equal the amount
required to pay the flood insurance premium.

Notification upon Loan Termination: (Section 111) MBA recommends deletion of this
section. The flood insurance policy is a policy between the property owner and the insurance
provider. Loan payoff does not generally result in termination of the borrower’s policy.
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