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The NFIP, by design, is not actuarially sound.  The program does not collect 
sufficient premium income to build reserves to meet long-term future 
expected flood losses.  In November 2005, FEMA’s authority to borrow from 
the Treasury was increased from $1.5 billion to $18.5 billion through fiscal 
year 2008 to help pay claims from the 2005 hurricane season. It is highly 
unlikely that the NFIP as presently funded could generate sufficient 
revenues to repay a debt of this size. 
 
One reason the NFIP is not actuarially sound is because a number of its 
policies on dwellings that were built before flood plain management 
regulations were established in their communities are subsidized and pay 
premiums of 35-40 percent of the true risk premium.  In January 2006, FEMA 
estimated an annual shortfall in premium income of $750 million because of 
such policy subsidies.  Some subsidized properties, called repetitive loss 
properties, also suffer repetitive flood losses, which accounted for about 
$4.6 billion in claims payments from 1978 to March 2004.  We need to analyze 
the progress made to reduce the inventory of subsidized repetitive-loss 
properties and determine whether additional regulatory or congressional 
action is needed. 
 
A challenge for FEMA is to expand the NFIP policyholder base by enforcing 
mandatory purchase requirements and encouraging voluntary purchase by 
homeowners who live in areas at lower risk of flooding.  The extent of 
noncompliance with current mandatory purchase requirements for property 
owners in special flood hazard areas is unknown. There has been some 
congressional interest in the feasibility of expanding mandatory purchase 
requirements beyond the current special high-risk areas, however, there are 
a number of difficulties to assessing the impacts, effectiveness, and 
feasibility of such a change in the structure of the NFIP, as well as concerns 
related to enforcing and assessing compliance.  For example, more precise 
flood mapping of areas outside the current high-risk areas would be required 
to accurately identify affected property owners. FEMA and its private 
insurance partners also have efforts underway to increase NFIP 
participation by marketing policies in areas where purchase is not 
mandatory.   
  
FEMA has not yet fully implemented provisions of the Flood Insurance 
Reform Act of 2004 requiring the agency to develop new materials to explain 
coverage and the claims process to policyholders, establish an appeals 
process for claimants, and provide insurance agent education and training 
requirements. The statutory deadline for implementing these changes was 
December 30, 2004, and, as of January 2006, FEMA had not developed 
documented plans with milestones for meeting the provisions of the act, as 
recommended by GAO. 
 
 

The National Flood Insurance 
Program (NFIP), established in 
1968, provides property owners 
with some insurance coverage for 
flood damage.  The Federal 
Emergency Management Agency 
(FEMA) within the Department of 
Homeland Security is responsible 
for managing the NFIP.   
 
The unprecedented magnitude and 
severity of the flood losses from 
hurricanes in 2005 challenged the 
NFIP to process a record number 
of claims.  These storms also 
illustrated the extent to which the 
federal government has exposure 
for claims coverage in catastrophic 
loss years.  FEMA estimates that 
Hurricanes Katrina, Rita, and 
Wilma will generate claims and 
payments of about $23 billion—far 
surpassing the total claims paid in 
the entire history of the NFIP. 
 
This testimony provides 
information from past and ongoing 
GAO work on issues including: (1) 
NFIP’s financial structure; (2) the 
impact of properties with repetitive 
flood losses on NFIP’s resources; 
(3) proposals to increase the 
number of policies in force; and (4) 
the status of past GAO 
recommendations. 

What GAO Recommends  

In past work, GAO recommended 
that FEMA strengthen its oversight 
of the NFIP and develop plans to 
implement requirements of the 
Flood Insurance Reform Act of 
2004.  FEMA disagreed with those 
recommendations. 

www.gao.gov/cgi-bin/getrpt?GAO-06-335T.
 
To view the full product, including the scope 
and methodology, click on the link above. 
For more information, contact William O. 
Jenkins, Jr., at (202) 512-8777 or 
jenkinswoj@gao.gov. 

http://www.gao.gov/cgi-bin/getrpt?GAO-06-335T
http://www.gao.gov/cgi-bin/getrpt?GAO-06-335T


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (None)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /False

  /Description <<
    /JPN <FEFF3053306e8a2d5b9a306f300130d330b830cd30b9658766f8306e8868793a304a3088307353705237306b90693057305f00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /FRA <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
    /ENU <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


