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If you’re not in the insurance business,  
and if you don’t own property near water, 
you may not have noticed, but over the 
past several years, the policies and the 
politics surrounding flood insurance have 
been as volatile as the weather. This topic 
has become a political hot potato that’s 
been bouncing so violently from one end 
of the spectrum to the other that even 
seasoned insurance professionals are 
getting a little seasick. 

Here is some background and a look at 
recent events that have brought us to our 
current flood insurance situation:

Back in 1968, most private insurance 
companies considered flood insurance 
too risky, so the federal government 
stepped in and formed the National Flood 
Insurance Program (NFIP). The plan was 
to provide affordable flood insurance to 

all property owners. To make flood coverage affordable 
in high-risk areas, the government set rates in some 
flood-prone areas that were artificially lower than what 
the true cost would be in a free market. The theory was 
that by spreading the risk among ALL flood insurance 
policyholders that the premiums collected and losses 
paid would even out over time.

The plan actually worked for a while, but the people 
who administered it never did have the foresight to sock 
away enough money into a fund to pay for a rainy day…
or a rainy week. Then, in 2005, three lovely ladies came 
waltzing ashore. They went by the names of Katrina, Rita, 
and Wilma, and in one year the NFIP found itself roughly 
$18 billion in debt. Already, the program was barely 
breaking even with annual revenues of only $3.6 billion, 
so these destructive storms left little or no hope that 
the program could get out of the red at any time in the 
foreseeable future.

Fast-forward to 2012 and the Biggert-Waters Act. Did it 
prove to be “The Solution”? Not exactly. 

After several years of debate, the legislature came up with 
what they thought was a great solution called the Biggert-
Waters Act. The new law put an end to subsidized flood 
insurance rates for secondary homes, businesses, and 
properties that have had multiple flood events. The new 
law also made these property owners pay the true cost of 
flood insurance, based on rates that reflect their actual 
exposure. This also meant that when you bought or sold 
a home, or let the flood insurance lapse, the property was 
suddenly subject to non-subsidized rates. 

In theory, this made perfect sense. If someone chooses to 
own property on the beach or beside a mighty river, why 
shouldn’t they pay the true cost of their own insurance? 
Right? Well, three months after the law passed, another 
fine lady by the name of Sandy paid the East Coast a 
memorable visit. Estimates of the total damage that she 
inflicted on New York and New Jersey run as high as 
$80 billion. Many claims are still not being paid, and the 
NFIP may be over $30 billion in the red by the time those 
losses are settled.

So, when it came time to implement the Biggert-Waters 
Act, Washington was inundated by a tsunami of 
complaints from very angry property owners. Across the 
country there are about 5.5 million properties covered by 
flood insurance. Twenty to twenty-five percent of those 
are actually receiving “subsidized rates,” which means 
they’re only paying 40-45 percent of the “going rate.”

Those numbers mean big and painful surprises for over 
1.3 million property owners. You can imagine their 
screams when they received notices informing them that 
their rates were going up…in some cases dramatically. 
Many homeowners complained that they simply could 
not afford the new rates and would be forced out of their 
homes. Potential buyers backed away from property 
that might be subject to increased flood insurance rates, 
and realtors and real estate associations complained 
that the new law would paralyze the real estate market. 
Legislators, not known for their willingness to take the 
heat, decided they simply had to do something.

That something was the Homeowner Flood Insurance 
Affordability Act. 

In late March of 2014, President Barack Obama 
signed into law the new Homeowner Flood Insurance 
Affordability Act. There’s that word “affordable” again, 
which we’ve now learned is code for “beware the bearer 
of gifts.” This new law was co-sponsored by Rep. Maxine 
Waters (D-CA). Yes, believe it or not, the same Waters who 
sponsored the original 2012 law bearing her name, and 
who then had to work feverishly to reform it. Ironic, don’t 
you think?

This new law requires gradual rate increases to 
properties now receiving artificially low (meaning 
subsidized by the rest of us) rates instead of the 
immediate increases to full-risk rates required under 
Biggert-Waters. Under the Homeowner Flood Insurance 
Affordability Act, FEMA will be required to increase  
rates on most subsidized properties by no less than 5% 
and by no more than 18% a year until they reach their 
full-risk rate. 

And the new law does come with some exceptions. They 
include older business properties, older non-primary 
residences, properties that have had frequent flooding, 
and buildings that have been substantially damaged 
or improved before the local adoption of the Flood 
Insurance Rate Maps. These exceptions may be subject to 
up to a 25% increase per year until they reach their full-
risk rate.

Those who lost their subsidies under Biggert-Waters and 
consequently paid higher premiums should eventually 
get a refund from FEMA, but don’t hold your breath. 
Getting this money back is going to take some time. One 
important thing to note is that under the new law, a 
property may lose its subsidy status immediately if the 
flood insurance policy lapses for any reason or for any 
length of time. 

And the bottom line in all of this is? The idea of 
discounting rates in flood-prone areas is simply not 
sustainable, nor will taxpayers continue to tolerate 
footing the bill for those who choose to buy, build, or live 
there. The overall result of these changes is that more 
than 34,000 homeowners and businesses in Pennsylvania, 
and many more all across the country, are going to see 
their flood insurance rates rise.

So if you happen to own a property getting reduced 
flood insurance rates, don’t let that policy lapse. I’d also 
suggest you start putting some money aside because 
every indication is those that flood insurance rates are 
only going in one direction…up.

Information and answers to frequently asked questions 
are available on NFIP’s website at www.nfipiservice.com 
or contact a member of our flood insurance team and ask 
for a Ross Review. If you wait until the storm clouds are 
on the horizon, it’s too late. s
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