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More Changes are Coming to the 
NFIP

 On July 6, 2012, the Flood Disaster Protection Act of 1973 
(FDPA) was amended by the Biggert-Waters Flood Insurance 
Reform Act of 2012 (BW-12).

 On March 21, 2014, President Obama signed the Homeowner 
Flood Insurance Affordability Act of 2014 into law. 
• Repeals and modifies certain provisions of BW-12

• Makes additional program changes

• Leaves some parts of BW-12 intact. 

 FEMA is working with our Write Your Own (WYO) insurance 
company partners, Congress, others to implement. 
• Prior to restoring and refunding premiums, the law requires FEMA 

to consult with its WYO insurance companies to develop and 
finalize guidance and rate tables within eight months .  

• FEMA and  the WYOs have up to eight months to implement.
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Key Priorities

 FEMA is actively analyzing and prioritizing implementation of the 
new Act. 

 Initial Priority
• FEMA’s initial priority is assessing potential changes to the NFIP’s 

business processes to stop policy increases for certain subsidized 
policyholders as outlined in the Act.

• FEMA also plans to issue guidance in the months ahead for the WYO 
insurance companies to begin issuing refunds to some policyholders. 

 Key Priorities include:
• Refunds, Rates, and Surcharges

• Promote Mitigation

• Flood Insurance Advocate 
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Stop Rate Increases

 Stop Rate Increases
• Beginning May 1, 2014, for all new applications for flood insurance and 

renewal of flood insurance policies affected by certain parts of Section 205 of 
BW-12, FEMA will require its Direct Servicing Agent and WYO companies to 
use the October 1, 2013 Pre-FIRM subsidized rates when more favorable for 
such properties.

 Refund Guidance Development
• The use of the October 2013 rate tables is an interim step while FEMA 

develops new rate tables and guidance to process and issue refunds for 
policyholders covered by Section 3 who were charged full-risk premiums 
under Biggert Waters and are now eligible for Pre-FIRM subsidies. 

WYO Bulletin – April 15, 2014
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Refunds, Rates, and Surcharges

 New law requires gradual rate increases to 
properties now receiving artificially low (or 
subsidized) rates instead of immediate 
increases to full-risk rates

 Required to increase premiums for most 
subsidized properties by no less than 5 to 15% 
annually within a single risk class, but no more 
than 18% annually for an individual 
policyholder, annually until the class premium 
reaches its full-risk rate. 

• Close to 80 percent of NFIP policyholders paid a full-risk rate and are 
minimally impacted by either law. 

• With limited exceptions flood insurance premiums cannot increase more than 
18 percent annually.

Premium Rates for Subsidized Policies 
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Refunds, Rates, and Surcharges

 Exceptions to these general rules and limitations: 
• Policies for the following properties will continue to see up to 25 percent 

annual increases as required by BW-12 until they reach their full-risk rate:
 Older business properties insured with subsidized rates; 

 Older non-primary residences insured with subsidized rates; 

 Severe Repetitive Loss Properties insured with subsidized rates; 

 Buildings that have been substantially damaged or improved.

 To enable new purchasers of property to retain Pre-FIRM rates while 
FEMA is developing guidelines, a new purchaser is allowed to assume 
the prior owner’s flood insurance policy and retain the same rates until 
the guidance is finalized. 

Premium Rates for Subsidized Policies 
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Refunds, Rates, and Surcharges

 FEMA is working closely with the WYO insurance 
companies to develop a timetable for processing 
refunds expediently. 

 The new Act mandates refunds of the excess 
premiums for certain flood insurance policies 
affected by the Pre-Flood Insurance Rate Map (Pre-
FIRM) subsidy elimination required by BW-12.

 Refunds will not affect all subsidized policyholders 
who received rate increases as directed by 
Congress in BW-12. 

 WYOs will be permitted to retain the expense 
allowance in compensation for work completed.  

Refunds
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Refunds, Rates, and Surcharges

 Applies to all policies

 A policy for a primary residence will include a $25 surcharge. 

 All other policies will include a $250 surcharge. 

 The fee will be included on all policies, including full-risk rated policies, 
until all Pre-FIRM subsidies are eliminated. 

 Surcharges are not considered premium and are therefore not subject to 
premium increase caps required under Section 5 under the new Act.

Mandatory Surcharges (Sec. 8)



5

9

Refunds, Rates, and Surcharges

 HFIAA restores FEMA’s ability to 
grandfather properties into lower risk 
classes.

 For newly identified properties, the law 
sets first year premiums at the same 
rate offered to properties located 
outside the SFHA (Preferred Risk Policy 
rates). 

 With limited exceptions, flood insurance 
premiums cannot increase more than 
18 percent annually.

 Grandfathered policy holders are not 
entitled to refunds!

Grandfathering (Sec 4) 
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Refunds, Rates, and Surcharges

 The new Act requires FEMA to draft an affordability framework, which is 
due to Congress 18 months after completion of the affordability study 
required by BW-12. 

• Affordability Study required by BW-12 is being conducted by the National 
Academies of Sciences, as specified in the BW-12 law. 

 The Affordability Study required by BW-12 will inform FEMA’s Affordability 
framework required by HFIAA.

Affordability Study (BW12 and HFIAA)
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Refunds, Rates, and Surcharges

 In developing the affordability framework, FEMA must consider:
• Accurate communication to customers of flood risk 

• Targeted assistance based on financial ability to pay

• Individual and community actions to mitigate flood risk or lower cost of flood 
insurance

• Impact of increases in premium rates on participation in NFIP

• Impact of mapping update on affordability of flood insurance

 Framework will include proposals and proposed regulations for ensuring 
flood insurance affordability among low-income populations. 

Draft Affordability Framework (Sec. 9 & 16) 
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Refunds, Rates, and Surcharges

 The Act permits FEMA to account for flood mitigation of the property in 
determining a full-risk rate. (Sec. 14) (Requires Rulemaking)

 The Act mandates that FEMA develop a monthly installment payment 
plan for non-escrowed flood insurance premiums, which will require 
changes to regulations and the Standard Flood Insurance Policy 
contract. (Sec. 11) (Requires Rulemaking)

 The Act increases maximum deductibles for residential properties. (Sec. 
12)

 The Act encourages FEMA to minimize the number of policies where 
premiums exceed 1-percent of the coverage amount, and requires FEMA 
to report such premiums to Congress. (Sec. 7)

Other Provisions 
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Refunds, Rates, and Surcharges

 Sec. 29 requires FEMA to report to Congress on the effects the Pre-FIRM subsidy 
phase-outs and surcharge on small businesses, non-profits, houses of worship 
and certain residences. 

• If FEMA determines the rate increases and surcharges are having a 
detrimental effect on affordability, FEMA must submit appropriate 
affordability recommendations to Congress. 

 Business properties are included within the “non-residential” policy class. FEMA 
is actively working to determine how best to identify and classify businesses 
within the category. 

 Older Business properties paying pre-FIRM subsidized rates will continue to see 
up to a 25 percent annual increases as required by BW-12 until they reach their 
full-risk rate. This requirement was not changed as a result of the HFIAA.

Small Business (Sec. 29)

HFIAA Impacts to Businesses
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Flood Insurance Advocate
 Educates on: 

• Individual flood risks;

• Flood mitigation; 

• Measures to reduce rates through effective 

mitigation; 

• The rate map review and amendment process; 

• Changes in the program as a result of any newly enacted laws.

 Assists in understanding how to appeal preliminary rate maps and 
implementing measures to mitigate evolving flood risks;

 Assists in developing regional capacity;

 Coordinates outreach and education with local officials and community 
leaders in areas impacted by map amendments and revisions; and

 Aids potential policy holders in obtaining and verifying accurate rate 
information when purchasing or renewing a policy. 
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Flood Regulations – Status Update
 Regulations implementing BW-12 still in proposed form only 

• Issued October 2013

• Agencies have not provided estimated date for final regulations

 HFIAA was enacted after the October 2013 proposed regulations

• Amends part of BW-12

• Makes other changes as well

• New proposal to address HFIAA changes has yet to be issued

 Agency letter issued in response to ABA letter requesting guidance on 
HFIAA

• Issued June 30, 2014

• http://www.aba.com/Compliance/Pages/Compliance_news.aspx

• Agencies still considering impact of HFIAA on regulations

16

Mandatory Purchase Guidelines
 Officially rescinded in February 2013

 FEMA instructs lenders to “consult their respective regulatory agency for 
information regarding compliance with the mandatory purchase 
requirements.”

 Interagency Q&As Regarding Flood Insurance remain a good resource for 
lenders
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Updates to RESPA Booklet
 BW-12 revised Section 5(b) of RESPA (contents of RESPA Booklet)

• Adds notice advising borrowers of the availability of flood insurance 

• Informs borrowers that insurance available from the NFIP or from a private 
insurance company

• Tells borrower that insurance can be purchased whether or not structure is 
located in a Special Flood Hazard Area

 HFIAA made additional changes to the RESPA Booklet
• Requires the following statement:  “Although you may not be required to 

maintain flood insurance on all structures, you may still wish to do so, and 
your mortgage lender may still require you to do so to protect the collateral 
securing the mortgage.  If you choose to not maintain flood insurance on a 
structure, and it floods, you are responsible for all flood losses relating to that 
structure.”

• According to October 2013 proposed regulations, the CFPB is responsible for 
updating the RESPA Booklet
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New Exemption for Detached 
Structures
 Prior to HFIAA, only two limited exemptions from flood insurance 

requirements
• State-owned property

• Short-term loans of $5,000 or less

 New Exemption added by HFIAA (effective March 21, 2014)
• Applies to any non-residential structure that is detached from the primary 

residential structure

• “Flood insurance shall not be required, in the case of any residential 
property, for any structure that is part of such property but is detached from 
the primary residential structure of such property and does not serve as a 
residence.”

• Structures likely impacted:  detached garages, sheds (if eligible structures) 
and other detached structures
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New Exemption for Detached 
Structures
 Lender not required to exempt structure from coverage

 Lender may require insurance up to RCV of structure

 Practical issues to consider:
• Notice?

• Acknowledgment?

• Neither?
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Increased Coverage for
“Other Residential” Structures
 Prior to BW-12, NFIP coverage limit was $250,000

 Effective June 1, 2014, NFIP coverage limit increased to $500,000
• Applies to apartment buildings and other 5+ structures

• No impact on residential condominiums

• Contents coverage limits remain unchanged

 Agencies issued statement regarding increase on May 20, 2014
• Reminds lenders of force-placement requirement

• If on or after June 1, 2014 lender determines that flood coverage is 
insufficient (due to increase in NFIP limit to $500,000), it must force place

• No requirement to go through portfolio
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Escrow Requirement
 Current rule

• Lender must escrow for flood insurance premiums on residential structures if 
it requires escrowing of property taxes and hazard insurance

 BW-12 rule 
• Lender must escrow flood insurance premiums on residential structures 

regardless of whether lender requires escrowing of property taxes and hazard 
insurance

• Initially, the escrow requirement seemed to have very broad impact

• HFIAA amended the proposed October 2013 flood regulations in relation to 
escrow requirements

• New escrow requirement effective January 1, 2016 (per HFIAA)
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Escrow Requirement
 HFIAA-added exemptions

• Subordinate lien loans (if flood insurance provided for senior lien at 
origination)

• Condos and coops (if flood insurance paid by HOA or coop)

• HELOCs

• Business-purpose loans secured by a residence

• Loans with a term of < 12 months

• Nonperforming loans

 BW-12 exclusion for small institutions
• Assets <$1 billion as of December 31 of either of two prior calendar years

• On or before July 6, 2012, was not required to escrow for taxes or insurance 
for type of loan; and

• On or before July 6, 2012 did not require escrow for taxes and insurance
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Escrow Requirement
 October 2013 proposed flood regulations would require written notice to 

borrowers

 Lenders would be required to provide this notice of the escrow 
requirement to impacted borrowers

 Model language has been proposed
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Force-Placed Insurance
 General  force-placement requirements remain unchanged

• Determine structure securing loan is in SFHA

• Structure is not covered or coverage is inadequate

• Must notify borrower and require insurance

• Borrower has 45 days to obtain insurance

• If evidence of insurance not provided, lender must force place coverage and 
may charge borrower for cost of premiums and fees

 BW-12 allows lender to begin charging borrowers for premiums and fees 
incurred on date flood insurance coverage lapsed

• But borrower still has 45 days to provide proof of coverage

• As of October 1, 2013, a 30-day waiting period applies before coverage goes 
into effect on all force-placed policies
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More Information & Updates

 For more information and updates as they become available, visit: 
http://www.fema.gov/flood-insurance-reform. 
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Question & Answer Session
(time permitting)
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