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THE FUTURE OF THE NATIONAL FLOOD
INSURANCE PROGRAM

TUESDAY, OCTOBER 18, 2005

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

The Committee met at 10:30 a.m., in room SD-538, Dirksen Sen-
ate Office Building, Senator Richard C. Shelby (Chairman of the
Committee) presiding.

OPENING STATEMENT OF CHAIRMAN RICHARD C. SHELBY

Chairman SHELBY. This morning, the Committee meets now to
hold a hearing on the future of the National Flood Insurance Pro-
gram. Hurricanes Katrina and Rita have not only reminded us that
flooding has been the most common and costly natural disaster in
American history, but also that the Federal Government has long
played an important role in planning for and reacting to flooding.

A significant part of the Federal Government’s role is the Na-
tional Flood Insurance Program. Established by the National Flood
Insurance Act of 1968, this program works to both help flood vic-
tims recover from disasters and encourage communities and home-
owners to mitigate against future floods. Despite both Federal and
local government efforts, the damages from flooding, both in terms
of life and property, have continued to increase. It is likely that
Hurricane Katrina will be the most costly natural disaster in our
Nation’s history.

Flooding, however, has not been limited to the Gulf States, in-
cluding mine, as we have witnessed with the recent flooding in
both New Hampshire and New Jersey. The claim payments that
are likely to result from recent flooding bring to the forefront many
of the structural weaknesses inherent in the design of the National
Flood Insurance Program. For instance, a sizable portion of prop-
erties continue to receive insurance rates that are far from being
actuarially sound. Continuation of subsidized rates, particularly for
properties that have suffered repetitive losses, needs to be exam-
ined closely to consider whether such subsidies encourage families
to remain living in harm’s way.

As FEMA currently lacks the reserves to pay the expected claims
from Hurricane Katrina, I believe bringing the insurance fund to
financial solvency is necessary to assure that all claims are paid in
a timely and a fair manner and so that impacted families can re-
build their lives as quickly as possible.

It also appears that many flooded homes in the Gulf region were
located outside the 100-year floodplain. This hearing will help us

o))
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consider whether existing program requirements are sufficient to
address the realistic threat of flooding from natural disasters.

Many of these issues were central to the Flood Insurance Reform
Act of 2004, passed by this Committee last year. I want to recog-
nize the leadership roles of both Senator Bunning and Senator Sar-
banes in crafting that important piece of legislation. I am hopeful
that this Committee can continue to build upon their efforts in ad-
dressing many of the issues currently facing the Flood Insurance
Program.

We have a very distinguished panel of witnesses that I would
like to welcome to the Committee at this time.

Our first panel this morning includes Mr. David Maurstad, Act-
ing Director of the Mitigation Division, FEMA; Mr. William Jen-
kins, Director of Homeland Security and Justice, GAO; and Mr.
Chris Landsea from the National Oceanic and Atmospheric Admin-
istration’s National Hurricane Center.

Our second panel will include Mr. Robert Hunter, Consumer Fed-
eration of America; Mr. Doug Elliott, Center on Federal Financial
Institutions; Mr. Robert Hartwig, Insurance Information Institute;
Mr. Chad Berginnis, on behalf of the Association of State Flood-
plain Managers; and Professor Mark Browne from the University
of Wisconsin.

I again want to thank today’s witnesses here, and we will start
with the first panel, but first I want to recognize Senator Sarbanes.

STATEMENT OF SENATOR PAUL S. SARBANES

Senator SARBANES. Thank you very much, Mr. Chairman. I want
to commend you for holding this important hearing on the National
Flood Insurance Program, which currently insures over 4.7 million
properties in the United States.

Regrettably, I have had experience dealing with FEMA on the
National Flood Insurance Program over the past 2 years, and given
these interactions, I am very deeply concerned about FEMA’s abil-
ity to handle not only flood insurance claims but also the other
needs of the people affected by Hurricanes Katrina and Rita.

Over 2 years ago, Hurricane Isabel struck the East Coast, wreak-
ing havoc on the lives of thousands. FEMA was clearly over-
whelmed then, let alone now. Many of my constituents reported
having problems settling their flood insurance claims, and, in fact,
some are now suing FEMA over their flood insurance settlements.

In addition, almost 50 Maryland families remain in FEMA trail-
ers. These are not the conditions people should have to suffer
through after losing their homes and possessions. These were prob-
lems experienced after Hurricane Isabel, a much smaller event
than the ones FEMA is currently dealing with, where the estimates
are that a million people have been displaced. FEMA estimates
that over 200,000 flood claims will be filed.

I have called on the President to provide housing assistance to
families through HUD in this Nation’s housing delivery system. I
do not think FEMA can deliver 18 months of housing assistance for
hundreds of thousands of people. Putting this responsibility on
FEMA, an agency already under strain, is a recipe for disaster. You
can see it from the news reports every day.
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I am also concerned about the handling of flood claims, especially
since FEMA has not implemented many of the critical reforms Con-
gress passed in response to the problems after Hurricane Isabel.
We held hearings, Senator Bunning crafted legislation, but FEMA
has not put the provisions of that legislation fully into place. Al-
most a year since the statutory deadline, FEMA has not adopted
minimum education and training requirements for insurance agen-
cies, something Congress found was specifically necessary to ensure
consumers receive accurate information about flood insurance and
their policies.

In addition, while FEMA has finally published the required
Claims Handbook, a critical element of this handbook and the
claims process is missing. The Committee found after Hurricane
Isabel struck over 2 years ago that flood victims had no adequate
means to make complaints or appeal decisions. I am dismayed to
learn that there is still no formal appeals process for holders of
flood insurance policies. It has not been formalized within the stat-
utory timeframe, and while FEMA has now issued the handbook,
it does not contain an appeals process.

Hurricanes Rita and Katrina and the recent floods in the North-
east will place even greater strains on the Flood Insurance Pro-
gram than we have seen in the past. I gather the current estimates
are that we will have over $20 billion in flood insurance payouts,
more than has been paid out in flood insurance claims since the
program began in 1968.

So, I think this review of the Flood Insurance Program is obvi-
ously timely. There are many issues that need to be looked at: Why
many property owners do not have flood insurance, the rates of
coverage are quite low. Although mortgage lenders must ensure
that homeowners have flood insurance in flood zones, there is no
system in place to ensure that homeowners keep the coverage in
force. And many properties that lie outside of the special flood haz-
ard areas are flooded, so we need to look at how we define manda-
tory purchase zones and assess whether requiring coverage only for
those properties within the 100-year flood zone makes sense.

The state of the flood maps is apparently woefully inadequate.
FEMA is in the midst of map modernization, but the State people
tell us that these maps really do not fully reflect the true risk to
life and property.

There is some concern about FEMA staffing and resources and
whether placing it within the Department of Homeland Security
means that it is being neglected in that regard. I think that is an
important issue to look at as well.

So, Mr. Chairman, obviously a number of issues have arisen.
Again, I want to emphasize my concern that the reforms that I
worked with Senator Bunning and others to formulate and that we
moved through have not been fully implemented by FEMA. And
some of those were quite important indeed, and obviously we want
to know why that is the case and what can be done about it. It
ought not to take another catastrophe to put some of these things
into effect.

Thank you very much.

Chairman SHELBY. Senator Bennett.
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STATEMENT OF SENATOR ROBERT F. BENNETT

Senator BENNETT. I have no statement at this time. I just want
to join the Chairman in welcoming our witnesses.
Chairman SHELBY. Senator Reed.

STATEMENT OF SENATOR JACK REED

Senator REED. Thank you, Mr. Chairman, and I would just like
to make two points.

In following up on Senator Sarbanes’ comment, one of the prob-
lems we have is that the maps that are being used, the FEMA map
and the Corps of Engineers map, are not consistent. The FEMA
map describes a 100-year flood. The Corps has inundation maps of
actually used scenarios of Class 2 and 3 hurricanes. And in my
home State of Rhode Island, in fact, in every area in the country,
you can think you are secure if you look at the FEMA map because
you are outside the flood zone. But if you look at the Corps of Engi-
neers map, a Class 2 hurricane, you are going to get flooded. I am
working on legislation. I think these maps should be coordinated,
and the information should be provided to homeowners and to in-
surers. And I think also we should be encouraging more home-
owners who could be flooded to get this insurance, as Senator Sar-
banes suggested. And that is something I think we can do very
practically and we should do.

The other point is the fact that we all recognize that there is in-
creased building along wetlands, oceans, and beaches. Again, I
think my State is not unique. I would expect that along the Ala-
bama coast you have seen a lot more houses, and the Maryland
coast. I do not know about you, Senator Bennett, but certainly
along our coast we have seen a lot of building along the coastline.

Senator BENNETT. We have had some rivers go out of their 100-
year

Senator REED. Floodplains.

Senator BENNETT. And cause floods.

Senator REED. Into the new subdivisions.

Senator BENNETT. That is right.

Senator REED. And so we have to begin to think very seriously
about how we balance this new growth with the dangers of flooding
and are we giving incentives that complicate our problems with
flooding. And I think that is something that, in a general topic, we
should address.

But I thank you very much, Mr. Chairman. This is a very impor-
tant hearing. As we speak—and I think everyone is aware of it if
you watched some television this morning—there is a dam that is
under great stress in Taunton, Massachusetts. If it gives way,
there could be serious flooding up the 10-plus miles from the Rhode
Island border. So this is not an academic subject today.

Thank you, Mr. Chairman.

Chairman SHELBY. Senator Bunning.

STATEMENT OF SENATOR JIM BUNNING

Senator BUNNING. Thank you, Mr. Chairman, for holding this
very important hearing, and I would like to thank all of our wit-
nesses for coming before us today.
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We all saw the heartbreaking images of the devastation caused
by Hurricanes Katrina and Rita. Americans have opened their
hearts and their wallets to help those whose lives have been turned
upside down by those storms. I know the Chairman has been per-
sonally affected by the plight of his constituents. We are still clean-
ing up the mess, but we are also starting to rebuild the homes and
lives of those affected.

One critical tool to rebuild the Gulf is the National Flood Insur-
ance Program. On June 30 of last year, the President signed into
law the Reauthorization of the National Flood Insurance Program.
We worked very hard on that bill, and I think we made a good
product.

Mr. Chairman, you were instrumental in passing that bill, as
was Senator Sarbanes. After Hurricane Isabel devastated parts of
Maryland, we learned a lot about what improvements could be
made to the Flood Insurance Program to make it work better for
policyholders. Senator Sarbanes was instrumental in writing Title
IT of the bill.

Title II, when implemented, will provide policyholders with much
needed protection, including, I think most importantly, an official
appeals process. Unfortunately, the key words in that last state-
ment is “when implemented.” Despite it being almost 16 months
after the President signed the bill and 10 months after the statu-
tory deadline, FEMA has not implemented the consumer protection
called for in this law. FEMA has not even put out proposed regula-
tions for comment.

I know they finally put out the guidebook that Senator Sarbanes
talked about for Title IT last month, but that booklet is incomplete
because it does not tell policyholders about an appeals process. Of
course that appeals process does not exist yet, which is a violation
of the law. This is completely unacceptable.

After the Isabel experience we tried to learn from our mistakes
and make the program more user friendly before the next storm.
Unfortunately, FEMA did not. The protections are still not in place.
Many policyholders do not know that unlike in homeownership in-
surance, the contents of their homes are not covered unless they
bought a separate content policy, and as I already mentioned, there
is no official appeals process. Hopefully, our witnesses can answer
some of the $64,000 questions that have plagued this program.

How do we get more people to participate in the program, and
how do we make sure everyone who should be in the program is
in the program? We must assure the program is shored up after
this hit, and maybe FEMA will tell us if they ever have any idea
when they will put out for comment the proposed regulations re-
quired under last year’s reauthorization. I may ask when the final
rules will be implemented, though I am pretty sure they do not
have a clue.

Thank you, Mr. Chairman.

Chairman SHELBY. Thank you.

Senator Carper, you have any comments?

STATEMENT OF SENATOR THOMAS R. CARPER

Senator CARPER. Just briefly. I have a sense of déja vu, a long
time ago when the Chairman and I served on the House Banking
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Committee, this was an issue that I had a great deal of interest
in, and that was almost 20 years ago, and we are still back at it
and trying to figure out——

Chairman SHELBY. We were younger then.

Senator CARPER. Yes, we were.

But I was pleased to support Senator Bunning’s legislation last
year in a belief that it would help get us close to where we tried
to go some 15 years ago, and I am very much looking forward to
the testimony of our witnesses today to find out what is being done,
what needs to be done, how do we get this thing moving so we can
better protect homeowners, but at the same time better protect the
Treasury.

With that having been said, I welcome our witnesses, and we
look forward to your testimony and a chance to ask you some ques-
tions.

Thank you.

Chairman SHELBY. Thank you, Senator Carper.

I have introduced the panel already. We will start with Mr.
Maurstad.

Senator DOLE. Mr. Chairman.

Chairman SHELBY. Senator Dole, sorry. You do have a lot of
coastline in North Carolina.

STATEMENT OF SENATOR ELIZABETH DOLE

Senator DOLE. Thank you, Mr. Chairman. I first want to asso-
ciate myself with Senator Bennett’s statement earlier this morning
on the importance of moving forward with TRIA.

I ask unanimous consent that a statement from the National As-
sociation of Realtors on the Flood Insurance Program be entered
into the record.

Chairman SHELBY. Without objection, it will be made part of the
hearing record.

Senator DOLE. I am particularly pleased that we are examining
the future of the National Flood Insurance Program this morning,
Mr. Chairman. Folks in North Carolina know that I have been a
strong advocate of this program, which covers approximately
147,000 homes in our State.

North Carolina has certainly felt the impact of flooding, as you
mentioned, in the wake of powerful hurricanes like Isabel, Frances,
Ivan, and just last month, Ophelia. Ophelia hit the coast, resulting
in a great deal of flooding as well. Indeed, no one could have fore-
seen the strains that Hurricanes Katrina and Rita would place on
the program. As of September, FEMA has $3%% billion in borrowing
authority to help pay the claims resulting from these two hurri-
canes. But according to FEMA, we now expect between $15 and
$25 billion in claims. This makes it clear that we are going to again
need to raise the borrowing authority for the program, and we
should not hesitate to do so.

In the aftermath of these most recent tragedies, we must redou-
ble our efforts to make certain that wherever possible homes are
rebuilt stronger, higher, and safer than before to prevent repetitive
losses and to save lives in the future.

In my 8 years as President of the American Red Cross, we took
a leadership role and worked as a full partner in FEMA’s efforts
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to develop and implement a national mitigation strategy, and we
also co-sponsored FEMA’s biannual National Mitigation Con-
ferences. We appointed the first ever Assistant Director for Mitiga-
tion, who worked closely with FEMA’s Deputy Federal Coordi-
nating Officer for Mitigation and advocated for these policies and
actions at the local, State, regional, and national levels. After all,
mitigation not only prevents or greatly minimizes damage, mitiga-
tion but also saves lives.

Now more than ever we must ensure that this important work
on mitigation is emphasized as we rebuild, and that it continues
in the areas most vulnerable to flood loss across the Nation.

Fmally, mapping plays an integral role in mitigation efforts. Last
year’s reauthorization included nearly $1% billion in flood map
modernization funding through 2008. These maps helped deter-
mine the exact size of our floodplains and they are essential to
proper planning for our communities. The Government has com-
mitted to a 50/50 partnership with the States and it is essential
that these efforts continue.

I am proud that North Carolina has one of the most advanced
mapping programs under way. I look forward to continuing our
work on these issues as our recovery efforts continue, Mr. Chair-
man. Families certainly deserve the security and the peace of mind
that the National Flood Insurance Program provides.

Thank you.

Chairman SHELBY. Thank you, Senator Dole.

All of your written testimony will be made part of the hearing
record in its entirety. Mr. Maurstad, we will start with you.

STATEMENT OF DAVID I. MAURSTAD
ACTING DIRECTOR AND FEDERAL INSURANCE
ADMINISTRATOR, MITIGATION DIVISION,
FEDERAL EMERGENCY MANAGEMENT AGENCY,
EMERGENCY PREPAREDNESS AND RESPONSE DIRECTORATE,
U.S. DEPARTMENT OF HOMELAND SECURITY

Mr. MAURSTAD. Good morning, Chairman Shelby, Ranking Mem-
ber Sarbanes, and Members of the Committee. I am David
Maurstad, Acting Mitigation Division Director and Federal Insur-
ance Administrator for FEMA within the Department of Homeland
Security. I appreciate the opportunity to appear today before the
Committee.

Hurricanes Katrina and Rita left devastation in their wake be-
yond any natural disaster in our Nation’s history. The impact of
these events will be felt for some time, and my thoughts and pray-
ers are with those who have been personally impacted.

The magnitude and severity of flood losses related to Katrina and
Rita are unprecedented in the history of the NFIP. The challenges
these storms have presented in terms of flood insurance claims
handling, floodplain management, mitigation planning, and grants
management, have never been encountered on this scale before.

Let me provide a context for what the NFIP and the Nation is
facing. Since the NFIP’s inception in 1968, $15 billion has been
paid out to cover more than 1.3 million losses. In 2001, Tropical
Storm Allison resulted in the NFIP’s first billion-dollar storm with
over 30,000 claims received, totaling $1.1 billion. Just last year, the
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2004 hurricane season resulted in a record number of claims, over
75,000, totaling close to $2 billion paid out in NFIP coverage,
again, a record amount.

We estimate that Hurricanes Katrina and Rita will result in
flood insurance claims at least 8 times the highest number filed
from any single event in NFIP’s history, and well more than triple
the total number of claims filed in 2004. Currently, there are
20,100 communities in all 50 States and U.S. territories partici-
pating in the NFIP. The program collects slightly more than $2 bil-
lion in premium and fees from 4.7 million policyholders, insuring
in excess of $800 billion in assets. It is important to note that since
1986 the NFIP has been financially self-supporting. During periods
of high losses, the NFIP has borrowed from the U.S. Treasury, and
this is an essential part of NFIP’s financing for heavy loss years.
These loans have been repaid with interest from policyholder pre-
mium and related fees at no cost to the Nation’s taxpayers.

This catastrophic event goes well beyond what the NFIP was in-
tended to address from premium revenues alone. A recent claims
payment projection, which was submitted for the record, indicates
that more than 225,000 flood insurance claims may be filed, result-
ing in an estimated $23 billion in payments. This $23 billion in es-
timated claims from those whose homes and businesses have been
damaged or destroyed by these hurricanes is not a new obligation.
It is the result of a legal promise we made to these homeowners
and business owners when Congress passed the National Flood In-
surance Act of 1968 and subsequent revisions.

Homeowners and business owners agreed to pay premiums. Com-
munities agreed to adopt building codes to mitigate flood damages,
and the Federal Government agreed to provide insurance coverage
to policyholders after a disaster. Every single one of these claims
represents someone who has taken a responsible course of action
by purchasing flood insurance and faithfully paying the premiums.
We not only have a legal obligation to honor our commitments, but
we also have a moral obligation to provide the coverage that we
promised.

On September 20, 2005, the President signed H.R. 3669, which
increased the program’s borrowing authority from $1.5 billion to
$3.5 billion. However, as Hurricanes Katrina and Rita related
claims will exceed this amount by a substantial margin, we request
that an additional $5 billion be added to this authority. This stop-
gap measure should allow sufficient borrowing authority to cover
claims through mid- to late-November, and also would enable us to
work with this Committee and others to complete meaningful pro-
gram reform recommendations.

The NFIP has been a long-term commitment for changing the
way we reduce the Nation’s flood risk. As we move forward toward
the future we are using the following principles to guide us in for-
mulating those recommendations: Protecting the NFIP’s integrity
by covering existing commitments and liabilities, charging fair and
actuarially sound premiums for all policyholders by phasing out
subsidized premiums, increasing program participation incentives
and improving enhancements where mandatory participation is
warranted, increasing risk awareness among homeowners and con-
sumers by improving information quality, and reducing future risks
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through a combination of mitigation measures, and by exploring
opportunities to reduce risk through enhanced protective measures.

Consistent with the first principle, I have established policies
that enabled, simplified, and streamlined processes to help policy-
holders settle their claims quickly. Using these streamlined meth-
ods we expect to substantially reduce our adjustment times from
what you would expect under such extreme circumstances.

Starting September 1, to help policyholders through the claims
process, two updated documents have been made available, the
NFIP Summary of Coverage, and the Flood Insurance Claims
Handbook. With the Committee’s permission, I would like to sub-
mit copies of these documents into the record.

Chairman SHELBY. Without objection, will be made part of the
record.

Mr. MAURSTAD. As the focus shifts from response to recovery, the
areas impacted will begin to consider opportunities for rebuilding
a less vulnerable coast. However, the overwhelming desire to re-
build immediately must be balanced with the need to rebuild wise-
ly. A significant part of FEMA’s Gulf Coast mitigation strategy is
based on effective planning and encouraging communities to re-
build stronger and safer.

The NFIP Community Rating System will play a major role in
this effort. FEMA will also continue to address repetitive loss prop-
erties including severe repetitive loss properties as authorized by
Title I of the 2004 Flood Insurance Reform Act. Removing repet-
itive loss properties from the NFIP policy base will be a significant
step toward improving the financial health of the National Flood
Insurance Fund.

Sound floodplain management, planning, regulation, save this
country an estimated $1.1 billion in prevented flood damages annu-
ally. This means that since 1996 the Nation has reduced the risk
of flood loss by $10 billion.

After seeing the devastation of the hurricanes firsthand, I have
a clear understanding of the challenges we face as a Nation. The
Department of Homeland Security, FEMA, the NFIP, and our part-
ners are committed to working closely with the Gulf Coast States,
local governments, communities, and private sector entities during
what will be a long recovery and rebuilding process.

I will be pleased to answer any question Committee Members
may have.

Chairman SHELBY. Thank you.

Mr. Jenkins.

STATEMENT OF WILLIAM O. JENKINS, JR.
DIRECTOR, HOMELAND SECURITY AND JUSTICE ISSUES,
U.S. GOVERNMENT ACCOUNTABILITY OFFICE

Mr. JENKINS. Chairman Shelby, Mr. Sarbanes, and Members of
the Committee, I appreciate the opportunity to be here today to
discuss the challenges facing the National Flood Insurance Pro-
gram.

The devastating effects of Hurricanes Katrina and Rita have
placed unprecedented demands on the NFIP. As of October 13,
FEMA reported that 192,809 claims had been filed, and NFIP had
paid almost $1.3 billion to settle 7,664 of these claims.
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The NFIP combines property insurance for flood victims, maps to
identify the areas at greatest risk of flooding, and incentives for
participating communities to take actions that reduce future flood
damage. Two key goals of the NFIP are, one, to maximize the use
of insurance rather than taxpayer funded disaster assistance for re-
pairing and replacing flood-damaged property, and two, reduce the
potential for future flood damage through floodplain management
and building code regulations and enforcement.

A key characteristic of the NFIP is the extent to which FEMA
must rely on others to achieve the program’s goals. FEMA’s role is
primarily to, one, establish policies and standards that others gen-
erally implement on a day-to-day basis, and two, provide financial
and management oversight of those who carry out these day-to-day
responsibilities. Those daily responsibilities include ensuring that
property owners who are required to purchase flood insurance do
so, developing and revising flood maps, enforcing floodplain man-
agement and building code regulation in participating NFIP com-
munities, and selling and servicing flood insurance policies.

Our prior work has identified several NFIP challenges. First is
reducing program losses resulting from policy rate subsidies and
repetitive loss properties. The NFIP does not collect sufficient pre-
mium income to build reserves to meet long-term future expected
flood losses, in part because Congress authorized subsidized insur-
ance rates to be made available for some properties, many of which
have had repetitive claims.

Premiums are set to cover losses for an average claim year,
which until 2004 has generally been sufficient to pay claims. Repet-
itive loss properties account for approximately 1 percent of all in-
sured properties, but as much as 30 percent of all claims payments.
To address this issue, the Flood Insurance Reform Act of 2004 es-
tablished a pilot program that would provide funds to elevate, relo-
cate, or demolish such properties with NFIP bearing a substantial
portion of the cost. Those who refuse to participate can have their
premiums raised up to the actuarial rate for the area in which they
are located.

The success of this program should be carefully evaluated to de-
termine how well it works and what changes if any are needed to
increase its effectiveness in reducing costly repetitive loss prop-
erties in the program.

Second, increasing property owner participation in the program
has been a historic challenge. Half, perhaps less, of eligible prop-
erties may be covered by flood insurance. In 2002, we found it was
not possible to reliably determine the extent of compliance with the
applicable mandatory purchase requirement. Our work also sug-
gests that higher premiums, which could enhance the program’s fi-
nancial stability, may result in fewer voluntary insurance pur-
chases, thus increasing taxpayer exposure when flooding occurs.

Third is the challenge of developing and maintaining accurate
digital flood maps which are the very foundation of the NFIP.
FEMA must ensure that floodplain maps accurately identify the
areas at highest risk of flooding, the areas in which flood insurance
is required. It must also ensure that communities at comparable
risk of flooding have maps of comparable and useful accuracy.
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Fourth, providing effective oversight of flood insurance oper-
ations. In the report we that are releasing today, we note that
FEMA faces a challenge in providing effective oversight of the 95
insurance companies that are primarily responsible for selling and
servicing flood insurance policies. The record number of claims re-
sulting from the recent hurricanes only reinforces the importance
of effective oversight and the need for a clearly defined, under-
standable, and consistently applied process for policyholders to file
and appeal claim settlements.

In conclusion, FEMA and Congress face a complex challenge in
assessing potential changes to the NFIP that would improve its fi-
nancial stability, increase the proportion of property owners at risk
of flooding to purchase flood insurance, reduce losses from repet-
itive loss properties, and maintain accurate and current maps of
floodplain boundaries. These issues are complex, they are inter-
related, and addressing them is going to involve tradeoffs and the
cooperation and participation of all key stakeholders, both public
and private.

That concludes my statement, Mr. Chairman. I would be pleased
to respond to any questions you or other Members of the Com-
mittee may have.

Chairman SHELBY. Thank you, Mr. Jenkins.

Dr. Landsea.

STATEMENT OF CHRIS LANDSEA
TROPICAL PREDICTION CENTER/
NATIONAL HURRICANE CENTER,
NATIONAL WEATHER SERVICE,
NATIONAL OCEANIC AND ATMOSPHERIC ADMINISTRATION,
U.S. DEPARTMENT OF COMMERCE

Mr. LANDSEA. Good morning, Mr. Chairman and Members of the
Committee. Thank you for inviting me the discuss the outlook for
hurricane activity and the storm surge and flooding associated with
hurricanes. I am Chris Landsea, the Science and Operations Offi-
cer at the National Hurricane Center, part of the National Weather
Service of NOAA.

With the Chairman’s permission, I request the that clerk provide
these handouts to the Committee.

Chairman SHELBY. The clerk will do that.

Mr. LANDSEA. Hurricanes are fueled by warm water as they trav-
el across the ocean. If atmospheric winds allow, an abundance of
warm water provides more energy, causing the storm to increase
in strength. In recent decades, the United States has experienced
relatively few hurricane landfalls, and in particular, very few major
hurricanes, those of Category 3 or higher on the Saffir-Simpson
Hurricane Scale.

Our good fortune ended last year when 6 hurricanes hit the
United States and 3 of those were major hurricanes. The 2005 sea-
son has been one of the most active on record with 21 tropical
storms, 11 of which have become hurricanes, and 5 of those have
been major hurricanes. Three of these major hurricanes, Dennis,
Katrina, and Rita, struck the United States.

Based upon changes in oceanic and atmospheric conditions, we
believe this increased activity is due to a natural cycle called the
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Atlantic Multidecadal Mode. It is a shift in the surface temperature
and the wind structure of the North Atlantic and Caribbean Sea
between warm and cool phases, each phase lasting 25 to 40 years.
Data suggests that we are currently in a warm Atlantic phase,
thus an active Atlantic hurricane era is under way similar to that
last seen from the late 1920’s to the late 1960’s.

Our research suggests that many of the hurricane seasons in the
next two to three decades may be much more active than they were
in the 1970’s through the early 1990’s. Warmer sea surface tem-
peratures and less destructive atmospheric winds are expected to
contribute to conditions that foster increased hurricane develop-
ment over this period.

While anticipating a busy era in coming hurricane seasons, we
do not expect every year to be hyperactive. But because of this
heightened storminess, we should continue to be threatened by de-
structive hurricanes with the potential for loss of life when they do
strike. This is of particular concern because of the increasing popu-
lations living in vulnerable coastal regions.

Both storm surge and inland flooding pose significant challenges
to both coastal and inland companies. Storm surge is where the
water is pushed over the shoreline by the force of the winds associ-
ated with the hurricane. Because much of the densely populated
U.S. Atlantic and Gulf coastal communities lie less than 10 feet
above sea level, the danger from storm surge is tremendous. As ex-
perienced with Hurricane Katrina, storm surge can be a deadly as-
pect of hurricanes for which we need to be prepared.

Freshwater floods from rain present another great threat to life
and property in hurricanes. Two types of inland flooding occur from
these storms, flash flooding and river flooding. Flash flooding oc-
curs in creeks, streams in urban areas within a few minutes or
hours of excessive rainfall. Rapidly rising water in confined valleys
or canyons can reach heights of 30 feet or more. River flooding oc-
curs from heavy rains associated with decaying hurricanes or trop-
ical storms, and in extreme cases, river floods can last a week or
more.

We have taken steps to improve our forecasts of rainfall
amounts, extended those forecasts out for 5 days, and incorporated
those rainfall forecasts into our river and flood predictions. The Na-
tional Weather Service conveys the magnitude of observed or fore-
cast flooding using flood severity categories, including minor,
moderate, and major. Each category has a definition based upon
property damage and public threat.

The National Weather Service precipitation frequency estimates
are used as design standards for civil infrastructure built to cope
with rainfall and runoff, such as stormwater drainage systems,
roads, and small dams. These precipitation frequency estimates
also contribute to computing flood insurance rate maps and various
planning activities.

NOAA strives to improve the reliability, accuracy, timeliness,
and specificity of predictions of hazardous weather, such as hurri-
canes, to help our society cope with these phenomenon.

Over the last 15 years, hurricane track forecast areas have de-
creased by 50 percent, largely due to advances in hurricane mod-
eling and technology, a better understanding of hurricane dynamics
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and increased availability of data from the region around the hurri-
canes.

In addition, using a combination of atmospheric and oceanic hur-
ricane observations from satellites, aircraft, and all available
surface data over the oceans, we conduct experiments to better un-
derstand internal storm dynamics, interactions between a hurri-
cane and its surrounding atmosphere and ocean.

Predicting hurricane intensity remains one of our acute chal-
lenges. To advance hurricane prediction, NOAA is developing the
Hurricane Weather and Research Forecasting System. This system
uses a collaborative approach among the research community with
a goal of coupling an advanced wave model with a dynamic storm
surge model to better predict coastal impacts of waves and storm
surge.

We have also increased our efforts to transfer research into oper-
ations. The U.S. Weather Research Program Joint Hurricane
Testbed was formed in 2000. The mission of this testbed is to facili-
tate the transfer of new technology, research results, and observa-
tional advances for improved hurricane analysis and prediction. A
large portion of my job at the National Hurricane Center is to fa-
cilitate and test these new projects for possible implementation.

Thank you, Mr. Chairman, and Members of this Committee, for
the opportunity to discuss the outlook for hurricane activity and
the storm surge and inland flooding associated with hurricanes.

I would be happy to address any questions. Thank you.

Senator SARBANES. Mr. Chairman, could I just put a technical
question?

Chairman SHELBY. Go ahead.

Senator SARBANES. Is the definition of a hurricane, as reflected
in this chart, consistent from 1944 forward?

Mr. LANDSEA. It is. The definition of a hurricane is with winds
of at least 74 miles per hour. The graph that you have is the major
hurricanes, the Category 3’s, 4’s, and 5’s. Those are with winds of
at least 111 miles per hour.

Senator SARBANES. They were defined the same way back here
as they are now; is that correct?

Mr. LANDSEA. Well, that is part of the problem, is knowing the
past data is sometimes problematic because our understanding has
changed of hurricanes in the past. So we think it is equivalent, but
it does need to be reanalyzed.

Senator SARBANES. Thank you.

Thank you, Mr. Chairman.

Chairman SHELBY. That was a good question.

Mr. Maurstad, I believe the hurricane forecast we just heard
from Dr. Landsea is quite a sobering one. Throughout most of the
existence of the Flood Insurance Program, we have been in a period
of relative calm hurricanes. That period appears to be over, at least
for the future. To what extent does FEMA take future weather
forecasts into account when setting rate premiums?

Mr. MAURSTAD. The actuarial basis is a look at what the experi-
ence has been for the particular rate classes, and tries to antici-
pate——

Chairman SHELBY. And experience how far back? How far do you
relate back on this?
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Mr. MAURSTAD. We use what data is available based on experi-
ences for the program, and that changes as different events—for
example, in 2004 when that data is included in our rates for the
upcoming year, that will certainly change the experience and the
numbers that the actuaries will use in trying to determine what
the appropriate amount of premium to generate should be. There
is an element of also trying to look to what the future may hold,
but it is not as great an element as the mathematical statistics
that are developed.

Chairman SHELBY. Dr. Landsea, your testimony, among other
things, pointed out that an active hurricane season does not nec-
essarily mean more storms make landfall. Could you expand on
that for the Committee, on some of the factors that determine
whether a hurricane reaches land or not? Is that just luck if it does
not?

Mr. LANDSEA. It is partly luck. What we see is that ones that hit
land are a factor of whether they form, the steering that they un-
dertake. And so some years, like 1995, we have a large number of
hurricanes, but because of the steering patterns pushing them back
out to sea, we do not have a lot of issues in the United States. And
then there are years like this year and last year where most of
them seem to be heading toward the United States.

Chairman SHELBY. Mr. Maurstad, this Committee has heard a
variety of assertions about who in the Gulf States, including my
State of Alabama, had flood insurance, who did not, and whether
areas impacted by Hurricane Katrina were within special flood
hazard areas. To what extent did families in Katrina areas have
flood insurance, and do we know how many homes were flooded by
Katrina, and how much of the impacted area was considered to be
within a special flood hazard zone, and hence, subject to the man-
datory purchase requirements?

Mr. MAURSTAD. Well, First if I could, I want to make sure that
my previous question that we look at more than just the insurance
experience in determining what the rates are, that there are engi-
neering studies, a full range of expectations are included in that ac-
tuarial determination of what the rates are.

Chairman SHELBY. And by engineering studies, what do you
mean, what the Corps does?

Mr. MAURSTAD. What engineering studies relative to the amount
of damage that is caused by surge, by collecting data at the site
of the damaged area, that type of information. And that actual hur-
ricane data that we use goes back 100 years. So it is more than
just since the program started.

But to get at your question of how many people had flood insur-
ance in the affected areas, in the special flood hazard area, what
I would like to do is—because we are continuing to gather that in-
formation—get that information and provide it to your Committee.

Chairman SHELBY. Will you provide that for the Committee?

Mr. MAURSTAD. Yes, I will, sir. I can say that—if I can move
from Louisiana east, that in the parishes affected in Louisiana,
there is a higher percentage of people with policies than what you
generally will see in most areas of the country.

Chairman SHELBY. Is that because there are so many more areas
below sea level?
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Mr. MAURSTAD. Yes, sir. And in the Mississippi Gulf Coast area
the estimation is, and the Alabama Coast area, about a third of the
people had a flood insurance policy. One of the challenges that we
have is to make sure that people here—what we are trying to com-
municate to them as accurately as possible, in that the special flood
hazard areas are those areas on the rate maps that are at the high-
est risk, and that just because you are not in a special flood hazard
area does not meant the you are not subject to risk of a flooding
event.

Chairman SHELBY. Did we not witness some of that in Mis-
sissippi, that areas that had never been flooded, not that we knew
about?

Mr. MAURSTAD. Our current gathering of the data at this time
shows that in some of the areas across the Gulf Coast area this
was 1,000-year event or beyond. In some of the areas it was a 250-
year event, and so areas were affected by storm surge that pre-
viously had not been considered at that great of a risk, not at zero
risk, but not at that great of a risk. And so we use events like this
to learn and to try to make improvements as we move forward.

Chairman SHELBY. Under current law, mortgage lenders are re-
quired to make sure federally related mortgages have flood insur-
ance. Mr. Jenkins, you stated in your testimony that the existing
data on lender compliance with the Flood Insurance Program’s
mandatory purchase requirement is inconclusive. Do you have any
suggestions as to how either the bank regulators or FEMA could
better measure compliance with this requirement, and are there
additional statutory changes that could increase the level of compli-
ance with the mandatory purchase requirement?

Mr. JENKINS. There are a couple of issues here I think. One of
the things that affects being able to track compliance is the fact
that the agency that services the mortgage changes. Very rarely is
it the person or the agency that initially issues the mortgage. This
does not seem to be much of a compliance issue in terms of when
the mortgage closes. In other words, you close on the house or the
property, and usually flood insurance is included at that point. It
is maintaining the flood insurance and knowing that you main-
tained the flood insurance that is an issue. As the servicer changes,
that can get lost in the shuffle and people then can drop it without
it being known that they have dropped it.

So one of the issues is making sure that there is a central point
of accountability, whether it is the initial lender or some other per-
son that has responsibility for making sure that this

Chairman SHELBY. Is it today? Is that central point of account-
ability prevalent?

Mr. JENKINS. It is not clear that it is prevalent. I mean it is cer-
tainly true that as a result of the 1994 Act, that a lender has to
make sure that that insurance is retained, but it is not clear ex-
actly to the extent to which that is actually the case, and that is
what we found. It was very difficult to find out.

Chairman SHELBY. Who checks on that? Who is accountable here
to make sure this Act is complied with?

Mr. JENKINS. The lender that made the loan is, at least under
the 1994 Act, accountable for that. So they are the ones.
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And then the other issues, which is not so much whether or not
they maintain the mandatory insurance, but as you know, the
mandatory requirement is only for the outstanding balance of the
mortgage. So as the mortgage is paid down, if you are just doing
what you need to do, then the amount of your coverage is going to
go down and your exposure is going to go up for the uninsured por-
tion of your property

Chairman SHELBY. Have you done studies, or do you have access
to studies, where once the mortgage is paid off, for example, that
that is the end of the flood insurance, that the homeowner does not
carry the insurance anymore?

Mr. JENKINS. I really do not have any data. We have not done
any studies looking——

Chairman SHELBY. Should we not have that data?

Mr. JENKINS. I think we should have that data, yes, but we do
not. It is very difficult and there are lots of different studies out
there. The studies that we looked at were not nationwide for the
most part, they were in specific counties or specific groups of coun-
ties, or a particular lender had done its own study to look at what
was going on with its loans. So there is no source of national data
which

Chairman SHELBY. No definitive study.

Mr. JENKINS. Right, no definitive study of which we are aware.

Chairman SHELBY. Senator Sarbanes.

Senator SARBANES. Thank you very much, Mr. Chairman.

Mr. Jenkins, this report which the GAO is releasing that was
mandated by the Act, as part of that study, GAO was supposed to
lool}‘:{) ilnto the problems experienced by policyholders after Hurricane
Isabel.

Mr. JENKINS. Right.

Senator SARBANES. Now, as I understand it from your testimony,
the report was based on interviews with FEMA officials as well as
with review of FEMA data and files; is that right?

Mr. JENKINS. That is correct.

Senator SARBANES. In GAQO’s review, were interviews held with
policyholders, those who had direct experience with FEMA after
Hurricane Isabel?

Mr. JENKINS. No, we did not interview policyholders specifically.

Senator SARBANES. Why not?

Mr. JENKINS. Part of the problem with interviewing the policy-
holders is the time that the work started, the time we got work
started. We were concerned about being able to validate the infor-
mation that we got, and so what we wanted to do is be able to look
at information that we could get from those people, or at least from
those files of people who appealed their policy claims to FEMA
through the appeals process and what happened. That was what
was documented consistently in terms of what their concerns were,
what issues that they raised, why they thought their initial claim
settlement was

Senator SARBANES. Documented by whom?

Mr. JENKINS. By the policyholder, that is, the policyholder who
filed the appeal, put in writing why they thought the initial claim
was unsatisfactory. And so we wanted to look at that because that
is what they documented, it is what they had on record, it is what
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they considered their most serious concerns with regard to their
initial settlement and why they thought that settlement should be
changed.

Senator SARBANES. I know, but you are reviewing the whole
FEMA process. I have difficulty in understanding why you would
not talk to some of the people who had these complaints and were
the victims.

Mr. JENKINS. We decided, as I said, and we discussed this with
the Committee, I mean with Committee staff as we were going for-
ward with the study, that we were concerned about the consistency
of the data.

Now, we do have, as a result of what is going on now, teams in
each of the four Gulf States, who are interviewing hurricane vic-
tims as well as Federal, State, and local officials, and flood insur-
ance is one of the issues that they are getting. That information is
more real time, and that was one of our concerns with Isabel, was
the time that had passed since the events had occurred.

Senator SARBANES. Well, it seems to me you should revisit that.
I mean I think, as I understand it you had some concern about
whether the victims’ views would, “be objective,” but your job is to
weigh what you hear, but I mean they are going to bring things
to your attention that you might otherwise be aware of. These com-
plainants are being left out of the process everywhere we turn. Do
you agree with us that there is not a formal appeals process that
has been put in place by FEMA?

Mr. JENKINS. At this point, that is correct.

Senator SARBANES. That is correct, right. The statute required a
formal appeals process. We do not have that in place. So the people
cannot work up a ladder and get through process, so to speak. In
fact, I am told FEMA says to them, “Well, you can go to court.” Of
course they can go to court, but that is a big step to go to court.
It costs a lot of money. A lot of people cannot entertain that step,
and they have been hit hard, and they are struggling and then
they run into all these kind of problems.

So, I commend to you maybe the possibility of revisiting this
judgment about talking to the complainants.

The next question I want to put to both you and Mr. Maurstad,
is that I am told that the administrative fees in writing these flood
insurance policies, the so-called “write-your-own-insurers,” run as
high as 30 percent. Is that correct?

Mr. JENKINS. That is right, about 30 percent of the premium, and
then they get about 3 percent of any claims that are paid.

Senator SARBANES. How does that compare with the administra-
tive costs of other types of insurance?

Mr. JENKINS. I am not really quite sure. It depends on the in-
struments. For example, certain kinds of whole life policies, that
the agent gets 100 percent of the first-year premium, so in those
cases it is lower. I do not know how it compares to other kinds of
casualty policies or property loss policies.

Senator SARBANES. Would you regard these administrative costs
as being particularly high?

Mr. JENKINS. Because we have not looked at that compared to
others, I really do not have a fact basis for answering that.

Senator SARBANES. Mr. Maurstad, what is your take on this?
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Mr. MAURSTAD. Well, the issue is, other than maybe some State
wind pools, there is not a circumstance that is similar to how an
insurance program is provided. We rely on the 96 write-your-own
insurance companies to administer this program on behalf of the
Federal Government. They write the policies under their name.
They market the policies. They sell the policies. They reimburse
their agents. They handle the claims. They administer the pro-
gram. Ninety-five percent of all the policies written, they admin-
ister, and that is the cost to the program for using the private in-
surance sector as our administrator of the program.

Senator SARBANES. On what basis do you evaluate whether the
administrative costs incurred in this program are reasonable or
whether FEMA is being—I do not want to use a pejorative term
like “ripped off” or something, but is FEMA overpaying with re-
spect to administrative costs.

Mr. MAURSTAD. We rely on those 96 write-your-own companies
to—in fact, they are the basis, the foundation for the National
Flood Insurance Program. It has been tried other ways, but they
in fact are the mechanism by which we can distribute policies to
people in all 50 States. We look at the A.M. Best rating for the cost
associated, the expense cost associated, put out by the A.M. Best
Company, and use that as a guide. I suggest sense that part of that
is the agent commission reimbursement that is more than likely in
the 15 percent range. So believe me, we watch and oversee this
very carefully to make sure that there is an appropriate balance in
making sure that there is enough paid to the companies so that
they in fact voluntarily choose to participate in this program.

Senator SARBANES. Mr. Hunter is going to be on the next panel.
Mr. Maurstad, are you familiar with Mr. Hunter?

Mr. MAURSTAD. Yes, sir.

Senator SARBANES. He says about this program, “It appears to be
terribly expensive.” Then in a footnote to that he says, “I have not
been able to get current data from FEMA on this point. I have a
call in to FEMA for the latest information, will supply it to the
Committee when I get it, if I do get it. The Committee should ask
for this information from FEMA to determine the program’s actual
cost. I suggest not only looking at the cost of service compared to
that of a competitively bid contractor, but also to compare the cost
of that of private insurers selling homeowner insurance, a more
complex problem than flood insurance, and more costly to produce,
since homeowners insurance is not simply added to a policy as
WYO flood insurance is.”

Mr. MAURSTAD. Well, sir, we look at the expense allowance, and
that expense allowance is set primarily with 15 percent under the
premise that 15 percent goes to the agent that is out in the field,
and 15 percent goes to the company, and that expense allowance
is set based on the review of equivalent lines of business, the home-
owners, farm owners, a commercial multiperil, so that we are com-
pensating the companies fairly, again for them to provide a very
valuable service to the program because, for example, a single con-
tractor would not have the distribution system in place, the thou-
sands of agents across the country that these 96 write-your-own
companies have, just to start with just the distribution of it, the
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availability regardless of where one lives, to have flood insurance
be made available to them.

Again, we look at this very carefully. I believe that we are fairly
compensating the companies for the valuable service that they pro-
vide this program.

Senator SARBANES. We will have a chance to explore that when
the next panel comes before us.

Mr. MAURSTAD. Yes, sir.

Senator SARBANES. Let me just run through very quickly—my
time is up—but FEMA was required to develop an acknowledge-
ment form to be signed by every insured person that they have re-
ceived the flood insurance policy detailed description of its cov-
erage. Has that been done?

Mr. MAURSTAD. That is in the process of being implemented. Ef-
fective October 1, the companies will be doing that on the first
batch of renewals that will occur either late November or early De-
cember, so that is in place.

Senator SARBANES. It was supposed to have been implemented
last December; is that correct?

Mr. MAURSTAD. Yes, sir.

Senator SARBANES. FEMA is required to establish a formal ap-
peals process by December 30, 2004. Was that done?

Mr. MAURSTAD. No. Well, if I could take a moment, Mr. Chair-
man, and respond to that.

Chairman SHELBY. Go ahead.

Mr. MAURSTAD. Of course, right on the heels of the Congress
signing the reauthorization and the President signing this, very
early on in my tenure I recognized the importance of the appeal
process based on discussions that I had with you, sir. And the 2004
hurricanes hit. And even though we did not have a formal appeals
process in place, what occurred to me that was most important was
that there be visibility that there was an appeal process, and that
there be common knowledge that this appeal process exist. And we
began last year during the 2004 hurricanes, our largest claim year
ever, of making sure that that information was made available
through disaster relief centers, disaster field offices, through the
adjusters, by handing out that appeal process. We have closed 98
percent of the claims associated with the hurricanes of last year.

We continued this year to work on establishing that through the
formal rulemaking process. I am committed to doing that. I am also
looking at including the possibility of adding dispute resolution to
the appeal process. I did not want to implement the formal appeal
process and then amend it shortly thereafter.

So, I believe there are legitimate reasons as to why that formal
appeal process has not been established yet, but I want to assure
you and the Committee that we are implementing it in the spirit
of which the Congress has asked us to.

Senator SARBANES. You do not assert that there is in place a for-
mal appeals process, do you?

Mr. MAURSTAD. In the claims handbook that I—

Senator SARBANES. I am looking at this claim pamphlet, and let
me get very direct to the question. Do you assert that these four
steps to appealing your claim constitute a formal appeals process?



20

Mr. MAURSTAD. Sir, I do not want to argue with you. I believe
that from my perspective, the four——

Senator SARBANES. I am just asking you a question.

Mr. MAURSTAD. Yes, sir. The formality of it would be that it be
completed through the rulemaking process. This is an appeal proc-
ess. We are looking at

Senator SARBANES. This is not much of an appeals process. I
mean you are told

Mr. MAURSTAD. Well, Congress has indicated

Senator SARBANES. Contact the adjuster, and then if you do not
like the adjuster, contact the supervisor, and then you go back to
your insurance agent. But where is the appeals process within
FEMA where someone can say, “Well, you know, I was able to get
it off of that level. They were not really giving me justice at that
adjuster and supervisor level, and I was able at least to get into
a process there, where some people in a sense from outside, maybe
outside of that particular FEMA chain of command heard my
claim, so I have some fairness in this appeals process.”

Mr. MAURSTAD. The Congress at this point has indicated that the
Insurance Administrator is responsible for settling those claims,
and so the appeal process that goes to FEMA and through our sys-
tem, once it has been determined by the policyholder the company
or the adjuster has not met their needs, comes with the responsi-
bility—to me with the responsibility that you have given through
statute.

Senator SARBANES. What hearing process is there for the—I do
not want to—I will close on it.

Chairman SHELBY. Go ahead.

Senator SARBANES. What hearing process is there for the com-
plainant?

Mr. MAURSTAD. Right now the hearing process—I mean there is
not a formal hearing process such as this. The process would be
that the information is provided by the policyholder to the Admin-
istrator. The recommendation is provided to the Administrator on
what the issues are, and if need be, then the Administrator makes
a decision as to what the appropriate amount of that claim should
be given the provisions of the standard flood insurance policy.

Senator SARBANES. I have used a lot of time, but that does not
strike me as being——

Senator BUNNING. I will follow up, Paul.

Senator SARBANES. Okay. It does not strike me as being any-
where near satisfactory.

Chairman SHELBY. Senator Bunning, thank you for your indul-
gence.

Senator BUNNING. Thank you very much.

Mr. Maurstad, I am going to follow up some provisions that Sen-
ator Sarbanes talked about, and I want specific answers. I do not
want all of your talking around the issue. Why haven’t you imple-
mented the provision of the law we passed 16 months ago? Why
haven’t FEMA implemented what was in the law?

Mr. MAURSTAD. From the first day that the law was signed we
began the process. If you would like, I can provide the Committee
with a status of each of the actions, where it is in the process, and
provide that to you and to the Committee in response specifically
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as to where various aspects of the sections of the reauthorization
are, but is the resources that we have available to us given the
2004 hurricane season

Senator BUNNING. We did not give you that option.

Mr. MAURSTAD. Yes, sir.

Senator BUNNING. We passed the law and said it is up to you to
get the regulations out for comment and passed, and you have not
done it. I want to know who is responsible for the noncompliance.
You? Michael Brown? Secretary Chertoff or someone else?

Mr. MAURSTAD. It would be me.

Senator BUNNING. It is you.

Mr. MAURSTAD. Yes, sir.

Senator BUNNING. When will you be putting out proposed regula-
tions for comment?

Mr. MAURSTAD. On the appeals process?

Senator BUNNING. That is correct.

Mr. MAURSTAD. I hope to have that through

Senator BUNNING. We did not do that in the law. We did not say,
“Here is the new law. Here is the reauthorization.” We said, “You
are responsible for doing this.” We did not give you a chance to say,
“Oh, by the way, we are going to take 2 years to do this.”

Mr. MAURSTAD. Yes, sir.

Senator BUNNING. You are responsible for getting it done, and
there should be a time limit to get it done. Now we have had two
major hurricanes, and now we do not have an official appeals proc-
ess. In fact, we do not have one for Hurricane Isabel that hit Mary-
land. You are explaining all of these things, and they still do not
get to the bottom line. Under an official, where they can say, “I had
a fair hearing through FEMA, and I got either satisfied or not sat-
isfied.” No, you tell them, “Go to court.” Do you know how expen-
sive it is to go to court to get a claim filed and an appeal done?
The people that have flood insurance cannot afford it.

When will FEMA be in compliance with our law?

Mr. MAURSTAD. As soon as I can make it happen. I understand
your——

Senator BUNNING. When is that?

Mr. MAURSTAD. If I could give you a specific date, sir, I would.

Senator BUNNING. It is 16 months. How much more time do you
need?

Mr. MAURSTAD. Your concerns have been

Senator BUNNING. No. My concerns were when we passed the
law, that you were going to get the job done, and so far you have
not got the job done.

Mr. MAURSTAD. Well, I would say we have got the job done.

Senator BUNNING. You have not got the job done. Go into Mary-
land and talk to the people. Go into Louisiana, Mississippi, and
Alabama and talk to the people. You have not got the job done.

How far along are you in updating the flood maps that have
caused problems?

Mr. MAURSTAD. We are about halfway through the process, the
5-year plan that was adopted in the Map Modernization effort. We
continue to work very closely with the States, the cooperating tech-
nical partners within those States to try to update and modernize
those maps according to the schedule that has been provided.
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Senator BUNNING. What about the maps of the area hit by
Katrina and the updating before the storm? Where were you with
that?

Mr. MAURSTAD. We were near providing those on a preliminary
basis to the communities to start to adoption process. As a result
of Katrina hitting, we suspended that activity so that we can use
the information and the data that will be gathered by these storms
to make sure those maps can be as pertinent as possible. So we are
right in the midst of it.

Senator BUNNING. I am going to ask you the question again.
When will FEMA be in compliance with the new law that we
passed 16 months ago?

Mr. MAURSTAD. Sir, as I indicated before, I would love to be able
to give you a specific date.

Senator BUNNING. Well, do you not think we have a right as the
people who passed the law? The Congress got it through the Senate
and it went through the House of Representatives. The President
signed the law. Do you not think the agency that is in charge of
enforcing and implementing the law should take it seriously?

Mr. MAURSTAD. We have taken it seriously and we are work-
ing:

Senator BUNNING. Sixteen months does not

Mr. MAURSTAD. We are working as diligently as we can to
enact—

Senator BUNNING. I do not accept that, sir. I am sorry, I do not
accept 16 months delay as being a reasonable time to implement
the law.

That is all.

Chairman SHELBY. Senator Reed.

Senator REED. Thank you very much, Mr. Chairman.

And, Mr. Maurstad, I want to follow up some of the issues about
the FEMA maps. Our maps are around 20 years out of date. As I
understand the program, you provide a certain amount of money
to the local agency to update the maps. A lot has changed in Rhode
Island in 20 years, and I do not think we are atypical. How long
is it going to take to get Rhode Island in again—you might not
know the—but to get up to a point where the maps are current
within a year or two of data?

Mr. MAURSTAD. I can get you the specific information that we are
working with the State of Rhode Island on, on implementing the
plan that we have jointly agreed to on when the maps would be up-
dated.

Senator REED. Do you have an estimate?

Mr. MAURSTAD. It is a 5-year program now, and we are on target
to have the first phase of that modernization done at the end of
that 5-year program.

Senator REED. There is I think a digitization component, where
all the data will be digitized. But will the maps be actually updated
with taking into consideration all of the changing environmental
conditions and coastal building?

Mr. MAURSTAD. Yes, sir. Again, that is what is agreed to between
FEMA generally at the regional level, and the State level, in identi-
fying which areas have had substantial changes where new studies
need to be done as opposed to just taking the paper maps and
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digitizing them, which is appropriate in some circumstances, but
certainly in a minority of circumstances.

Senator REED. My sense from talking to our State officials is that
they get several hundred thousand dollars a year, and that is in-
sufficient to do this mapping. Is there a problem here with appro-
priate funding levels so that it can be done in a timely way?

Mr. MAURSTAD. We continue to look at and take information
from the individual States and the various stakeholders that were
a part of the Map Modernization effort from 1995 to 2000, and look
at that information now that we have been into the program for a
couple of years, and are determining whether or not the current ap-
propriation is going to be sufficient to completely get the job done
to the extent that all of our stakeholders want to see it done. So
we are using the first couple of years to assess. We now have ac-
tual data to determine what the costs are associated with mapping
in different circumstances across different parts of the country, and
are reviewing that.

Senator REED. When will you have a conclusion about how much
money you need to get these maps updated, including not just
digitization, but I would hope, particularly in sensitive areas, all
the new information? When will you have that figure?

Mr. MAURSTAD. We are trying to identify those high-risk areas
where new engineering studies, hydrology information needs to
occur. We are in the process right now of working with DHS and
OMB on the budget for next year, and we will be proposing some-
thing through that.

Senator REED. We have been told by the Association of State
Floodplain Managers that even though in the Gulf Coast you do
have new data that would require building outside of some zones,
that you are going to use the old maps in terms of rebuilding,
which raises the possibility people could go right back in and build
houses in areas which under new maps would be prohibited; is that
correct?

Mr. MAURSTAD. For Katrina?

Senator REED. The Gulf Coast today.

Mr. MAURSTAD. The Gulf Coast today. We have provided advi-
sory elevation information to the Mississippi coast area, shared
that with the local governments so that they can have that infor-
mation on which to base their building permit circumstances. We
are looking at doing the same thing in the New Orleans area. So
we are in the process. We have provided the advisory information
to Mississippi. We are in the process in Louisiana. And we will also
be coming out in about 3 weeks with recovery mapping information
that will be another tool that they will be able to use to make sure
that they can make decisions and rebuild stronger.

Senator REED. Let me understand this. I will ask the question
because I do not know the answer. It is advisory so that they do
not have to follow this new data; is that correct?

Mr. MAURSTAD. It is advisory information, and as is the same
with the normal flood maps, the local communities are responsible
for adopting and enforcing ordinances to adopt floodmaps. If they
were to pass an ordinance that would reflect this advisory data,
then it would be required.
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Senator REED. What is the consequence of this data with respect
to the Flood Insurance Program?

Mr. MAURSTAD. If they use this data and build to the higher ele-
vations that the data shows, then it will be a benefit to them when
the new maps come out because they may be above what was re-
quired, and they would have lower flood insurance premiums as a
result. So it is actually more of a benefit than it is a hammer, so
to speak.

But the communities, when I have been down there, the informa-
tion that we are getting from the field is the communities want this
data because they want to rebuild at a higher level. They do not
want to rebuild in the fashion in which they were just harmed.

Senator REED. How close are you to implementing the repetitive
loss mitigation programs authorized last year?

Mr. MAURSTAD. The appropriation for that pilot program was in-
cluded in the DHS budget that was just passed. So we have begun
the process of developing the necessary rules, so we are hopeful
during the next year that we will be able to get that program up
and rolling.

Senator REED. Finally, the Corps of Engineers maintains maps
and data with respect to inundation maps, storm scenarios. Are
you trying to integrate your information? I think we have seen ob-
viously in Katrina where the 100-year floodplain map did not actu-
ally describe the flooding, and the Corps of Engineers maps might
not either, but they seem to be more sensitive to these major storm
phenomena. Are you trying to get all that map on one page or at
least make people aware of it? All the information, I should say.

Mr. MAURSTAD. Well, the inundation maps are used primarily for
hurricane evacuation planning, and our maps are done to the 100-
year flood level, and so they are developed for different purposes,
but we certainly recognize that in some areas the 100-year flood
levels reflected on the maps levels were too low. We certainly look
at using, when appropriate, the maps that are provided by the
Corps. So it is not like we do not consider them.

Senator REED. But, you know, the phenomenon—and I will con-
clude now because the Chairman has been very kind. But the situ-
ation is there are people down in the Gulf and people all over the
country now who thought they were outside the flood zone, when,
in fact, the Corps of Engineers maps would show in certain cases
they were going to be flooded. And it seems to me that if we have
that information at the Federal level, we would somehow make it
available. Maybe it would not be tied to requiring insurance, but
it would be made available.

Mr. MAURSTAD. People generally, as it has been relayed to me,
look at the special flood hazard area, the highest-risk area, the
100-year flood area and they believe that if they are not—we do not
tell them this, but they believe that if they are not in that manda-
tory purchase area, then they do not have to buy it.

The maps show varying levels of risk, and we communicate to
people in our public awareness campaigns two things: One, a flood
can happen to you; and, two, your homeowner’s policy does not
cover you for flood damage. And so it is a tool and it is important
that the communities have accurate information and the policy-
holders have accurate information. But we need to dispel the per-
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ception that if you are not in the highest-risk area then you do not
need to buy a flood insurance policy.

Senator REED. I agree, but I think the perception, frankly, is that
and we have to do much more.

Thank you, Mr. Chairman.

Chairman SHELBY. Thank you, Senator Reed.

Mr. Maurstad, you head FEMA’s Mitigation Division, correct?

Mr. MAURSTAD. Yes, sir.

Chairman SHELBY. How do we deal with the problem—I think it
goes to the beginning here—of continuously bailing out people who
build in these flood-prone areas, including Louisiana, Mississippi,
Alabama, especially like Dolphin Island that you are familiar with
and a lot of other areas?

Mr. MAURSTAD. Yes, sir.

Chairman SHELBY. How do we do this? Do we ever learn, I
guess? Have we learned anything? Because if you are going to go
back into these areas that are more than likely going to be flooded
again, your beach is going to be destroyed or what land you have
there, more than likely, a good chance. Isn’t that some of the un-
derlying question we have to grapple with here? You deal with
mitigation.

Mr. MAURSTAD. Yes, sir, and, in fact, as far as rebuilding goes,
if a home or a business is damaged at least 50 percent of its pre-
flood market value, then it has to build back—the lowest elevation
has to be built back to base flood elevation or higher. Seventy-five
percent of the policies in the National Flood Insurance Program are
at those higher levels. We have made a lot of progress over the last
37 years in reducing the number of properties that are not at base
flood elevation or higher, that are not at less risk. We certainly
need to continue, as I indicated in my remarks, to address the re-
petitive loss properties, and we do that both through the National
Flood Insurance Program, but also through the Hazard Mitigation
Grant Program, post-disaster, and also a significant number of the
predisaster mitigation grant programs also target repetitive loss
properties. So it certainly is an issue, and we want to continue to
work with the Committee in dealing with it.

Chairman SHELBY. But that is a big public policy issue that faces
us, is it not, up here?

Mr. MAURSTAD. Yes, sir. The whole issue of-

Chairman SHELBY. I guess the real question I am asking: Have
we learned anything? Are we going to repeat mistakes of the past?
Are we going to continue to bail out people who will continue to
build in very hazardous areas?

Mr. MAURSTAD. Well, if they rebuild in those areas and they do
not rebuild according to our regulations, they either will not have
insurance or they will have very expensive insurance.

Chairman SHELBY. I appreciate, gentlemen, all of your participa-
tion here today, and maybe we are learning something. I hope so.

Thank you.

I am going to call up the second panel: Robert Hunter, as we all
know, is Director of Insurance, Consumer Federation of America,
no stranger to this Committee; Doug Elliott, President, Center on
Federal Financial Institutions; Robert Hartwig, Senior Vice Presi-
dent and Chief Economist, Insurance Information Institute; Chad
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Berginnis, Chief Financial Manager, Immediate Past Chair, State
of Ohio, on behalf of the Association of State Floodplain Managers;
and Professor Mark Browne, the Gerald D. Stephens CPCU Chair
in Risk Management and Insurance, School of Business, University
of Wisconsin.

Gentlemen, we appreciate your indulgence here today. I think
this is all very important testimony for this record, and you can tell
from the participation.

I want to tell you at the outset all of your testimony will be made
part of this hearing record in its entirety. We are scheduled to have
a vote on the Senate floor probably in about 20 minutes, 25 min-
utes, so if you would shorten your testimony as much as you can,
make your chief points, we would appreciate it.

Mr. Hunter, we will start with you.

STATEMENT OF J. ROBERT HUNTER
DIRECTOR OF INSURANCE,
CONSUMER FEDERATION OF AMERICA

Mr. HUNTER. Mr. Chairman, I have served as Federal Insurance
Administrator during the decade of the 1970’s, and other jobs at
the FIA, and I have been in this very room tarred and feathered.

[Laughter.]

I believe that the National Flood Insurance Program is an inge-
niously designed program of carrots and sticks that by this time
should have covered most of the flood-prone properties in the Na-
tion, but, to my great disappointment, has not. And I have several
serious questions to raise, Mr. Chairman, about how the program
is going and some proposals which are really more in the form of
questions but for your consideration.

Chairman SHELBY. Raise them quickly.

Mr. HUNTER. Yes. The first question, how do you move from sub-
sidy to soundness? I think that you should consider moving to a
500-year requirement for mitigation and purchase. You should
eliminate subsidies immediately on high-valued structures. Mid-
valued structures should have their subsidy phased out over some
intermediate term. Subsidies should be eliminated on homes with
multiple floods in the past. I know you have moved in that direc-
tion. Low-valued structures should have their subsidies removed as
the building is sold; maybe over three sales, the subsidy would be
removed. Homes that would be in floodplains except for flood works
such as levees that could fail should be required to buy coverage,
at lower rates but should be required.

Rates should not be based solely on history. Modeling and more
scientific methods should be used. You should consider giving pri-
vate insurers skin in the game for the actuarially priced part of the
business, the original excuse insurers use for not covering floods
that they could not price in a way to avoid adverse selection. If you
had a program where the insurers took 50 percent of the risk and
the Federal Government took 50 percent of the risk, you could con-
tinue the purchase requirement. You could use modern technology
to get actuarially priced business, and insurers can afford it. Even
with 2005 events of Katrina and Rita, this will be their third high-
est profit year in history.
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If insurers refuse to share the risk, then I think you should look
at the excessive expense of write-your-own. We have already
touched on that. You could go to the big contractor, but here is a
very Republican idea. How about have FIA just establish the risk
part of the rate, how much is for the risk, and let the private insur-
ers compete for the expense part of the rate and by offering for
lower money. Why not move in that direction?

Chairman SHELBY. Move the risk away from the taxpayers as
much as we could?

Mr. HUNTER. Yes, not only move the risk away from the tax-
payer, but also allow the insurance companies to compete on the
expense portion of the rate by just establishing the pure premium
of the rate.

The flood insurance policy should be redesigned to offer lower-
cost policies for consumers choosing higher deductibles and other
reduced coverage operation, but make it their choice. If they want
to pay more, give them better coverage.

The second question, where is the market penetration? There
should be an expansion of the coverage to the 500-year standard,
as I mentioned. You have to find out why the percentages—every
time there is a flood, 15 percent, 20 percent, 30 percent coverage.
What is going on? I would find ways to make purchase required by
all lenders, not just federally backed lenders, perhaps by offering
incentives to the States to require purchase by State-regulated
lenders. And I would require tracking to assure that the coverage
is in place. I believe some of the bank institutions do require it.
But I believe you need to make sure it is working.

Consideration should be given perhaps to requiring builders to
buy a 5- or 10-year policy when they sell the structure in the first
place. Then they would build it more wisely.

The third question, is mitigation working? GAO should be tasked
with going out to the communities and seeing if the maps are real-
ly being enforced. When I walk along barrier islands, I doubt it.
And I think it needs to be studied. In the meantime, you should
require FIA to upgrade maps every 5 years, 3 years, something like
that, and the maps should project the effects of development over
the 3- to 5-year period, so that there is a freeboard to assure safety
both of lives and property.

Fourth question, who will assure in the current situation proper
wind versus water allocation? You must make sure that the write-
your-own insurers do not hurt taxpayers by overstating flood dam-
age in their claims adjustments as opposed to wind. You can see
the conflict of interest. If it is flood damage, they do not pay any-
thing. They just adjust it and send the bill to us as taxpayers. If
it is wind damage, it affects their bottom line. There are serious
questions about where wind stops and flood starts. Many lawsuits
have already been filed, and there will be more. It is not a slam-
dunk that these damages are not wind-related, and our research
says that oftentimes the insurers are going to be wrong.

Question: Is FEMA challenging the write-your-own insurers as
strongly as the attorneys for those without flood insurance are?
And if not, why not? If insurers underpay wind, the taxpayers will
suffer. But, equally bad, the next-door neighbor will suffer because
if they can point to that and say, hey, look, they only paid 25 per-
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cent over there and FEMA does not push them to 50 where it be-
longs, that is going to hurt the next-door neighbor as well.

I think GAO—I am glad to hear they are there. You should make
sure they do a really good audit, and it is vital that these kinds
of questions be responded to, and this hearing is a very important
first step, Mr. Chairman, and I congratulate you for it.

Chairman SHELBY. Thank you.

Mr. Elliott.

STATEMENT OF DOUGLAS J. ELLIOTT
PRESIDENT, CENTER ON FEDERAL FINANCIAL INSTITUTIONS

Mr. ELLIOTT. Mr. Chairman, I will give you the 2-minute version.

First, our focus as an institution is on the Federal Government’s
lending and insurance activities. That is all we look at. Looking at
the Federal Flood Insurance Program in that light, we see three
major problems. One, we cannot persuade most of the target mar-
ket to buy the policies.

Chairman SHELBY. Persuasion will not work, will it?

Mr. ELLIOTT. No, and I will talk about that. Unfortunately, I fear
it is going to have to be more mandatory provisions. Second, the
insurer does not have the financial resources to pay the claims that
they expect to occur. And third, budget accounting is structurally
misleading in this case.

The participation problem is worst because that hits real people
directly. To answer Bob’s question, there has been a fair amount
of research about why people do not buy, and there seem to be two
key reasons. One is there are rational economic reasons not to buy.
It is one of the few insurance policies where if you do not buy,
there is substantial money coming from other sources.

1Cha?irman SHELBY. As opposed, say, to a regular homeowner’s
policy?

Mr. ErvuiorT. Exactly. If your house burns down, people will be
sorry for you, but they probably will not give you much money;
whereas, with flood insurance the NFIP calculates that the Federal
Government provides an uninsured homeowner with a third of the
value that they would have received from insurance without their
ever having paid for the insurance. And that does not take account
of State and local aid, charitable aid, and the fact that insurance
premiums are not deductible but insurance losses are. So there are
rational reasons not to buy.

In addition, research shows that most people irrationally do not
want to buy insurance against catastrophic loss, anyway. I do not
have time to go into that now.

The mandatory provisions, as you know, are leaky. A big reason
they are leaky is because a third or more of people in these areas
do not have mortgages, so you are not going to get them through
provisions that tie to mortgages.

In terms of what can be done, I am certainly in favor of things
that will increase voluntary participation, but it is unlikely to do
much. In terms of mandatory provisions, there is a limit to what
you can achieve with tightening current rules, partly because so
many people do not have mortgages. A more radical solution would
be to require that homeowner’s insurance in these areas include
flood insurance.
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Very few people have no insurance at all on their house——

Chairman SHELBY. Based on the maps and the tendency to re-
peat ourselves.

Mr. ELLIOTT. Yes, exactly. You just say in flood-prone areas to
have you have flood insurance if you buy a homeowner’s policy.
NFIP would still take the financial risk.

Chairman SHELBY. There would be a lot less risk to the taxpayer,
wouldn’t there?

Mr. ELLIOTT. Absolutely. There would be much less risk there.

Finally, in terms of the subsidy, we need much greater trans-
parency than there has been. I have been able to calculate from fig-
ures provided by NFIP that they would need to charge about $1.3
billion more a year in order to cover the fully expected losses over
time, including the occasional very bad catastrophe. That is basi-
cally a 40-percent subsidy on the whole program. It is concentrated,
obviously, on those people in older houses, but it is very large in
terms of the program.

I do not have a feeling about whether there should be that sub-
sidy, but I know it should be obvious. Right now, there is a mis-
conception that the program is self-supporting although we have
designed it so it cannot be, because many of the homeowners are
paying a fair price, while everybody else, the people with older
homes, are getting heavily subsidized.

Chairman SHELBY. Basically the way it is set up today, it is set
up to fail, is it?

Mr. ELLIOTT. Yes, it is set up to require the taxpayer to write
a check every so often.

Thank you, Mr. Chairman.

Chairman SHELBY. Mr. Hartwig.

STATEMENT OF ROBERT P. HARTWIG
SENIOR VICE PRESIDENT AND CHIEF ECONOMIST,
INSURANCE INFORMATION INSTITUTE, NEW YORK, NEW YORK

Mr. HARTWIG. Thank you, Mr. Chairman. My name is Robert
Hartwig. I am Chief Economist for the Insurance Information Insti-
tute, a property/casualty insurance trade association, and I, too,
will cut to the chase. And I think many of my comments actually
echo Mr. Elliott’s.

Despite what we have heard today, since the NFIP has been in
existence, in 1968, over the past 37 years much has actually been
accomplished, and in many respects the NFIP does operate like a
private insurance company combining concepts of insurance protec-
tion with hazard mitigation. So in exchange for federally backed
flood insurance, communities must agree to adopt and enforce
floodplain management ordinances to reduce future flood losses.

However, as we can see from the heavy borrowing NFIP must do
this year, there are problems. And, in fact, the principal problem
associated with the price of coverage today, it is not sufficient to
account for the catastrophic events which we know will occur occa-
sionally. And so I basically have two or three recommendations.

The first is the need to reflect the true cost of insuring against
the peril of flood by adopting a policy of charging actuarially sound
rates, thereby reducing the risk to taxpayers; and, second, an ur-
gent need, as we have already heard several times, to dramatically
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increase participation rates in the Federal Flood Insurance Pro-
gram in order to avoid a repeat of future human and economic
tragedies on the scale of Katrina or worse.

I will concur with Mr. Elliott in terms of what factors are in play
in the sense that—why people do not buy flood coverage. I believe
that in some sense denial or a misperception of risk is ubiquitous
and it is everywhere. We see it all across the country. For example,
if people understand they live in a one-in-100-year floodplain, they
typically interpret that as thinking they are not likely to see any-
thing but one flood in the course of a century, when, in fact, in the
course of a 30-year mortgage, you have a 26-percent chance of actu-
ally being flooded out.

Cost. Even given the option of buying coverage, no matter how
modestly priced, most people will decline. Government aid also,
large amounts of Government aid are routinely made available
after disasters and will continue to be so, no matter what is done
in the wake of Katrina. And so many people rationally reason that
there is little point in buying flood coverage.

And then in a new twist we have legal action, Attorneys General
in several States, in some Katrina-impacted areas, are now trying
to sue homeowner’s insurance companies to force them to pay flood
losses that are clearly not covered under the terms of the contract,
giving them false hope, and that is very tragic indeed.

And so to overcome these obstacles, which I believe generally are
probably beyond the NFIP itself, I think that the most efficient
way to substantially increase the NFIP’s penetration rate among
property owners is to expand mandatory participation through a
lender-based system that ensures that the flood coverage is in force
at all times for all mortgaged properties, and perhaps even for
properties where the mortgage has already been paid off, within
the 100-year floodplain and beyond. Lapse rates, from what I can
tell, are 10 to 15 percent on an annual basis, and I will tell you
that for private homeowner’s insurance, which covers fire and wind
and so on, approximately 96 percent of homes have it, and it is not
significantly different whether or not there is a mortgage present
on a property.

And it is also very important that these rates, which also allow
the NFIP to accumulate a reserve, are placed in an NFIP lockbox,
which would effectively help eliminate the risk to the U.S. tax-
payers for the vast majority of disaster scenarios.

I think I will conclude there, sir, and thank you very much for
the opportunity to appear today.

Chairman SHELBY. Thank you.

Mr. Berginnis.

STATEMENT OF CHAD BERGINNIS
CHIEF FINANCIAL MANAGER, IMMEDIATE PAST CHAIR,
STATE OF OHIO

Mr. BERGINNIS. Thank you, Mr. Chairman. On behalf of the As-
sociation of State Floodplain Managers, its 21 chapters and 8,000
members representing State and local officials and other profes-
sionals engaged in all aspects of floodplain management, we thank
you for the opportunity to offer our views on the program.
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I first want to talk about the impact of the recent hurricanes.
The anticipated claims do not indicate necessarily a failure of the
NFIP. As Director Maurstad had mentioned, we are facing our first
through catastrophic loss year, and now we need to look at future
changes.

One set of these changes revolves around moving all policy pre-
miums toward actuarial rating. As you are aware, a large percent-
age of flood insurance policies are pre-FIRM for structures built be-
fore the mapping and construction codes.

(f{hairman SHELBY. In other words, they are not based on current
risk.

Mr. BERGINNIS. That is correct. And the original thought there
was that we would reduce the older housing stock and replace it
with flood-resistant stock, and that just has not happened as quick-
ly. We believe there are at least two ways to reduce the pre-FIRM
subsidy. First is through all available FEMA mitigation programs,
including the reform act that was passed last year, and also reduc-
ing or eliminating the pre-FIRM subsidies for certain classes of
structures, for instance, like vacation homes.

Mitigation is the best way, in our opinion, to reduce the suscepti-
bility of flooding to pre-FIRM structures. It is a set of techniques
that include elevating buildings, moving them out of harm’s way,
and from a mitigation standpoint, we would urge the Committee
continue full funding and support for the 2004 reform act pro-
grams.

We also would urge FEMA to expedite the writing of the rules
for implementation of the reform act provision. Since 83 percent of
the repetitive loss properties are pre-FIRM, implementation of the
reform act will reduce subsidized premiums by taking those struc-
tures out of harm’s way. Similarly, we hope that Members will sup-
port FEMA’s ongoing mitigation programs through the Robert T.
Stafford Act.

Another set of recommendations revolves around the mandatory
purchase requirement. I would like to take the opportunity to point
out to the Committee that the first part of a comprehensive evalua-
tion of the NFIP has been released as of March of this year
through the American Institutes of Research. In that document are
contained several excellent recommendations on the mandatory
purchase provision.

The ASFPM, though, has several specific recommendations in
our written testimony, and one such recommendation would be to
examine alternatives to require lenders not currently subject to the
mandatory purchase requirement to require their borrowers to ob-
tain flood insurance. Some estimates put the number of new mort-
gages not subject to the mandatory purchase requirement as high
as 40 percent, while for certain types of loans, such as those from
manufactured homes, it might be as high as 70 percent.

It is also time that we consider changing the mandatory pur-
chase requirement and extending it to areas beyond the 1-percent-
chance floodplain. It is interesting to note that the actual act itself
is not necessarily tied just to the 100-year floodplain. Although the
1-percent floodplain was identified along the Gulf Coast, areas sub-
ject to lower probability flooding from major storm surges was not
shown on the flood maps. Similarly, areas behind protective levees
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and downstream of dams that would be inundated when a levee or
dam fails are also not shown on flood maps.

Chairman SHELBY. So the maps are basically inadequate.

Mr. BERGINNIS. Correct. I would say probably inadequate as
much as anything.

Chairman SHELBY. That is a mild word.

Mr. BERGINNIS. They just are not showing the true risk.

All of those areas have a common trait: They are areas of low
probability flooding, yet they are areas of potential catastrophic
damage. The ASFPM advocates the mapping of these areas nation-
wide, putting this information on the FEMA flood maps which are
the most widely used tools for property owners and lenders to as-
sess flood risk to an area, and institute a mandatory purchase in-
surance requirement for structures in those areas.

As 1 was watching television last night, for instance, in Massa-
chusetts, property owners are being evacuated last night and today
downstream of a dam that was anticipated to likely breach or
overtop sometime today. So it does point out not only is this hap-
pening in the Gulf Coast, but also even in the Northeast.

There are also measures that can improve the effectiveness of
current NFIP approaches. The NFIP is a quid pro quo program. It
not only is an insurance program, but also requires new construc-
tion to be built to at least minimum standards of flood resistance.
The first thing we need to do is get the flood maps in order.
FEMA’s map modernization program is underfunded and being
haunted by program performance metrics that are resulting in
maps that do not have the appropriate level of accuracy or detail.

There are thousands of miles of floodplains not yet mapped.
Many flood hazard areas need detailed data, and many more need
updated detailed information. We urge the Committee to support a
map modernization program that will extend current funding levels
for a total of 10 to 15 years, reflecting a total cost of $2 to $3 billion
mapping program.

Finally, there are a few recommendations that we would also
have in building standards. We would advocate the institution of
a national freeboard standard—a freeboard meaning the lowest
floor of a building would be elevated to one foot above the existing
flood elevation. Nationally, not only would this result in an in-
creased safety factor, but also it actually reduces flood insurance
rates for the people complying with the code. It is now time that
we change the minimum standard there.

We appreciate the opportunity to testify on this, and I would be
happy to answer any questions. Thank you.

Chairman SHELBY. Thank you.

Professor Browne.

STATEMENT OF MARK J. BROWNE
PROFESSOR, GERALD D. STEPHENS CPCU CHAIR
RISK MANAGEMENT AND INSURANCE,
SCHOOL OF BUSINESS, UNIVERSITY OF WISCONSIN—MADISON

Mr. BROWNE. Thank you, Senator Shelby. We appreciate the op-
portunity. You asked earlier what we have learned, and so I am
going to take 30 seconds and tell you what I think we have learned
and that will be my testimony.
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First of all, people do not buy flood insurance, and they should.
And, second, if we move to actuarially sound rates, without a man-
date people are not going to purchase it. So we are shooting our-
selves in the foot if we are trying to protect——

Chairman SHELBY. We are playing games with ourselves.

Mr. BROWNE. We are playing games, and we are going to hurt
ourselves. We are trying to protect the Treasury funds of the
United States, and I am afraid that if we do not have a mandate,
we are not going to do that. I am also afraid that we need to think
about earthquake, not just flood, and we need to think about man-
made disasters, and we need to have an insurance program that
addresses all of these, not just flood, or we are going to be in seri-
ous problems.

Earlier panelists have also indicated they support a mandate.
They have suggested making it part of the homeowner’s policy.
They have also suggested making it a lender-based program. I am
concerned about those. I think if you make it part of the home-
owner’s policy, then what you are going to do is discourage people
from purchasing homeowner’s insurance. What I would prefer to
see is a mandate that is based on a property tax, a national prop-
erty tax to cover risk. It could be adjusted for different areas with
different rates.

Chairman SHELBY. Would that be difficult to pass, a national
property tax?

Mr. BROWNE. I am sure it would be, but you know more than I
do. I am an economist here, Senator.

[Laughter.]

I think it would work in terms of economics, and if you think it
is a worthwhile idea, I guess you would need to build the consensus
for it.

[Laughter.]

Chairman SHELBY. Well, I hope you could build consensus for it.

Mr. BROWNE. You would have my vote.

Chairman SHELBY. Well, I would vote against that.

[Laughter.]

Mr. BROWNE. Thank you.

Chairman SHELBY. I do have a few questions.

Mr. Elliott, to you first. You suggest in your testimony that
tougher mandatory provisions are likely needed to increase pro-
gram participation. Do you have specific suggestions as to which
program provisions should be made tougher? In other words, are
the current civil money penalties of $385 maximum per violation
sufficient to ensure lender compliance?

Mr. ELLIOTT. You know, the American Institute of Research re-
port was mentioned earlier, which is very good. The thing that
struck me reading through that is the problem does not seem to be
so much getting it set up in the first place. It is that these mort-
gages are sold all the time, and it seems that a central authority
whose job was to make sure that mortgages were followed along
would probably do more good than changing the money penalties.

Chairman SHELBY. If you did increase the pool—in other words,
first you have to do the mapping and you have to do it right. That
is very important. And if it were mandatory, as a lot of you sug-
gest, that people that are in these high-risk areas buy this insur-
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ance, flood insurance, and other catastrophic insurance, the more
people in the pool, the premium goes down, does it not? You are
the economist.

Mr. BROWNE. The problem that you have with these types of sit-
uations is what is known as simultaneous destruction. You have
the potential for wiping out the pool, and that is one reason that
economists feel this might not be a risk that is transferred to the
private market. So the risks are correlated.

Chairman SHELBY. So you want to transfer it all to the taxpayer?

Mr. BROWNE. No. What I really think is important is for the indi-
viduals at risk, those who are deriving the benefit from living in
an area, to bear the cost. I think that is fundamentally important.

Chairman SHELBY. That is true of most other things, is it not?

Mr. BROWNE. Yes, it is.

Ch%irman SHELBY. Isn’t that what insurance is based on, in a
sense?

Mr. BROWNE. Actuarially fair pricing is what is mandated by pri-
vate markets.

Chairman SHELBY. Sure.

Mr. Hartwig, I believe you also suggested expanding mandatory
participation. Do you have some suggestions or one specific sugges-
tion here?

Mr. HARTWIG. Yes, basically going well beyond the 100-year
floodplain. I think the interpretation among the average person out
there is that if you live in a one-in-100-year floodplain you are not
going to even live long enough to actually see a flood. But as I men-
tioned in my testimony, you actually have a 26-percent chance of
seeing a flood in the course of a 30-year mortgage. And so when
you go beyond that one-in-100-year floodplain, the risk is not one
in 250 years in the course of the mortgage either. The risk is much,
much higher than the average person perceives, and hence that
gets into the mandatory requirement.

Chairman SHELBY. It is just common sense that we all know that
in these low-lying areas, Louisiana particularly, but parts of Texas,
even some areas in my State, with the hurricane season seeming
to pick up more and more, there is more of a likelihood that there
is going to be more hurricanes, more damage, than there are going
to be in, say, Wyoming or Utah and places like that. That is com-
mon sense, is it not?

Mr. HARTWIG. Yes, it is. But I would argue that the NFIP could
not have gotten into the financial mess that it is in today by itself.
It had a lot of help. And there are literally hundreds of thousands
of structures today that would have never been built were it not
for the implicit guarantees of a myriad of Government-run insur-
ance enterprises, of which the NFIP is one. And, in fact, there are
such plans in about 30 States, most of which operate at deficits,
and collectively, along with the NFIP, they write 6.6 million poli-
cies with a face value of $1.2 trillion. And when they suffer losses,
most of those cases, they are assessed back on people who live no-
where near the water, or in the case of the NFIP, it goes to the
taxpayer.

Chairman SHELBY. Professor Browne, the pricing of insurance
premiums. In your research on the demand for flood insurance, you
characterized the demand for policies—and these are your words—
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as “relatively insensitive to changes in price.” If prices were in-
creased as a result of reducing subsidies, what impact do you think
this would have on participation? Do you believe this impact would
differ across incomes?

Mr. BROWNE. Yes, I do. I did not test if it would change across
incomes. And when I was saying that it was relatively inelastic, it
was still elastic. It was just in comparison to some other goods and
other types of insurance products. So we should expect that if the
price increases, there will be decreases in the amount of insurance
purchased.

Chairman SHELBY. Mr. Berginnis, Mr. Hunter earlier has sug-
gested using a 500-year floodplain mandatory purchase standard
instead of the current 100-year standard. How feasible do you
think this would be to implement? Are 500-year floodplains as com-
monly mapped as the 100-year floodplains? And what would it take
as far as mapping to get there?

Mr. BERGINNIS. Well, it would certainly take an increased focus
from a mapping standpoint, but in terms of implementation, I
think what—and, again, some of the other panelists have talked
about it. Property owners seem to get very wrapped around this
concept of I am either on one side of the hazard line or on the
other. And I think that it might be good for us as we explore some
of these larger mapping areas, not only is it feasible but we also
change the terminology, just say this is a high-risk flood hazard
area, this is a catastrophic risk flood hazard area, and get away
from this 100-year or 500-year, because I have had homeowners
call me up and say, well, I am 76 years old, and I still have a good
24 years left before I am going to experience a 100-year flood.

Folks really have a deep misconception of that. I do not think it
would be difficult at all, quite frankly, to extend the mandatory
purchase to a 500——

Chairman SHELBY. I think a lot of those people that say they
have not experienced a flood, they need to go to the Gulf Coast and
look around right now.

Mr. BERGINNIS. Yes, sir.

Chairman SHELBY. I thank all of you. We have a vote that I have
1:10 make on the Senate floor. Thank you very much for your impact

ere.

The hearing is adjourned.

[Whereupon, at 12:21 p.m., the hearing was adjourned.]

[Prepared statements, response to written questions, and addi-
tional material supplied for the record follow:]
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PREPARED STATEMENT OF DAVID I. MAURSTAD
ACTING DIRECTOR AND FEDERAL INSURANCE ADMINISTRATOR
MITIGATION Di1vISION, FEDERAL EMERGENCY MANAGEMENT AGENCY
EMERGENCY PREPAREDNESS AND RESPONSE DIRECTORATE
U.S. DEPARTMENT OF HOMELAND SECURITY

OCTOBER 18, 2005

Good morning Chairman Shelby, Ranking Member Sarbanes, and Members of the
Committee. I am David Maurstad, Acting Mitigation Division Director and Federal
Insurance Administrator for the Federal Emergency Management Agency (FEMA)
within the Department of Homeland Security. I appreciate the opportunity to ap-
pear today before the Committee to discuss the status of the National Flood Insur-
ance Program (NFIP), particularly after the devastating effects of Hurricanes
Katrina and Rita.

FEMA’s Mitigation Division manages the NFIP—the cornerstone of the Nation’s
strategy to prepare communities for flood events. When I accepted the position of
Acting Director of Mitigation, the NFIP became one of my most important respon-
sibilities and a top priority. During my tenure, I have used my 25 years of experi-
ence in the insurance industry to help guide the successful implementation of this
program.

This year’s hurricane season represents a significant challenge for the NFIP. Hur-
ricane Katrina was a monumental flooding event that was further exacerbated by
the impact of Hurricane Rita. The magnitude and severity of flood losses related to
these storms are unprecedented in the history of the NFIP. The challenges these
storms have presented to the Mitigation Division—in terms of flood insurance
claims handling, floodplain management, and mitigation planning and grants man-
agement—have never been encountered, on this scale, before.

Let me provide a context for what the NFIP, and the Nation, is facing. Since the
NFIP’s inception in 1968, $15 billion has been paid out to cover more than 1.3 bil-
lion losses. In 2001, Tropical Storm Allison resulted in the NFIP’s first billion-dollar
storm with over 30,291 claims received totaling $1.1 billion. Just last year, the 2004
hurricane season resulted in over 75,022 claims totaling close to $2 billion paid out
in NFIP coverage.

We estimate that Hurricanes Katrina and Rita will result in flood insurance
claims that significantly exceed the highest number of claims filed from any single
event in the NFIP’s history, and well more than triple the total number of claims
filed in 2004. The Katrina and Rita-related NFIP claims could exceed $22 billion,
far surpassing claims paid in the entire history of the NFIP.

These claims from those whose homes and businesses have been damaged or de-
stroyed by Hurricane Katrina are not a new obligation—they are the result of a
legal promise we made to these homeowners and business owners when Congress
passed the National Flood Insurance Act of 1968 and subsequent revisions. Home-
owners and business owners agreed to pay premiums, communities agreed to adopt
building codes to mitigate flood dangers, and the Federal Government agreed to pro-
vide insurance coverage to policyholders after a disaster. Every single one of these
claims represents someone who has taken the responsible course of action by pur-
chasing flood insurance and paying premiums to the Government. We not only have
a legal obligation to honor our commitments, but we also have a moral obligation
to provide the coverage we have promised to provide.

Since the tragic events of the past 6 weeks, I have traveled to the Gulf Coast to
meet and work closely with the Insurance Commissioners from the affected areas.
After seeing the devastation first hand and listening to State and local government
representatives, insurance industry representatives, and flood victims, we have de-
veloped a post-disaster mitigation strategy that will carry us forward in the days,
months, and years ahead. Now, more than ever, we must build on these already
strong partnerships and remain engaged in developing and implementing innovative
approaches and solutions to meet the many challenges we will face as we help the
Gulf Coast rebuild stronger, safer, and smarter.

Today, I will focus on the National Flood Insurance Program’s financial status,
and highlight several aspects of our post-disaster mitigation strategy. This strategy
aggressively provides critical flood insurance information to State and local officials,
adjusters, home and business owners, and policyholders in the affected areas so that
they may rebuild a stronger, less vulnerable Gulf Coast.

NFIP Financial Status and Related Issues

Congress authorized NFIP in 1968 following a series of hurricanes in the
mid-1950’s and 1960’s. At that time, affordable flood insurance was not generally
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available from the private insurance industry. The concept was that the Federal

Government would make flood insurance available to the people if local govern-

ger(lits would adopt and enforce measures to make future construction safer from
ooding.

Today, more than 20,100 communities in all 50 States and U.S. Territories volun-
tarily participate in the NFIP, representing about 95 percent of all properties in the
Nation’s Special Flood Hazard Areas. The NFIP provides these communities with
maps that identify flood risks and help local government decisionmakers determine
how flood-prone areas are used and how buildings in these areas should be con-
structed. These maps, that we are in the process of modernizing and making more
accessible to homeowners, are also used to determine flood insurance rates.

As previously stated, $15 billion have been paid out since the NFIP’s inception
to cover more than 1.3 billion losses. Many of these claims occurred as a result of
smaller flood events where no other Federal disaster assistance was available. Yet
these property owners endured as much of an individual loss as those in larger
events. In this regard, studies have indicated that insurance is the most efficient
and equitable method of providing disaster assistance.! Since 1986, the NFIP has
been financially self-supporting for the average historical loss year. During periods
of high losses, consistent with the law, the NFIP has borrowed from the U.S. Treas-
ury. These loans have been repaid, with interest, from policyholder premiums and
related fees, and at no cost to the Nation’s taxpayers. Last year’s claims activity rep-
resented a significant loss year for the NFIP, and the program exercised its bor-
rowing authority in the amount of $225 million. This was only the fourth time since
1990 that the Program was in a borrowing position.

The NFIP currently insures in excess of $800 billion in assets. This covers more
than 4.7 million policies for homes, businesses, and other nonresidential property
owners. Each year the NFIP collects approximately $2 billion in premiums and fees.

Hurricane Katrina was a catastrophic event. More than 200,000 flood insurance
claims are likely to be filed.

The NFIP provides insurance at actuarial (risk-based) rates, including consider-
ation for catastrophic losses, for newer construction, with approximately 76 percent
of policyholders paying actuarial rates. For structures built prior to the mapping
and imposition of NFIP floodplain management requirements less than full-risk
rates are charged because flood risks were not fully known when these structures
were built. Approximately 24 percent of policyholders pay less than full-risk rates.
It is important to note the NFIP has never been capitalized.

Our authority to borrow from the Treasury is an essential part of the NFIP’s fi-
nancing for heavy loss years. Because of Hurricane Katrina, on September, 20, 2005,
the President signed into law H.R. 3669, which increased the NFIP’s borrowing au-
thority by $2 billion.2 Current flood insurance claims projections for Hurricanes
Katrina and Rita indicate additional borrowing authority will be necessary. The
total payout for Katrina alone may be as much as 10 times the highest annual loss,
and 20 times the program’s average historical annual losses.

Streamlining the NFIP Claims Process

It is my job to ensure that, consistent with statute and regulations, flood insur-
ance claims are handled fairly, equitably and in a timely manner. Given the
catastrophic impact these events have had in the Gulf, a critical first step was to
implement a simplified and streamlined claims process to help policyholders settle
their claims quickly.

Utilizing state-of-the-art aerial imagery, up-to-date water-depth data, and infor-
mation from extensive underwriting files, the Write-Your-Own (WYO) companies
are rapidly identifying insured properties that have been washed off their founda-
tions, have had standing water in them for an extended period, or have only pilings
or concrete slabs remaining. Under such circumstances, adjusters are waiving proof
of loss requirements and fast-tracking claims up to the maximum insured value.

Using these streamlining methods, we expect to substantially reduce our normal
adjustment times from what one would normally see under such extreme cir-
cumstances. To ensure all claims are handled quickly 