United States Government Accountability Office

Report to the Ranking Member,
Committee on Financial Services,
House of Representatives
February 2016

NATIONAL FLOOD
INSURANCE
PROGRAM
Options for Providing
Affordability
Assistance

GAO-16-190

February 2016

NATIONAL FLOOD INSURANCE PROGRAM
Options for Providing Affordability Assistance
Highlights of GAO-16-190, a report to the
Ranking Member, Committee on Financial
Services, House of Representatives

Why GAO Did This Study

What GAO Found

As of May 30, 2015, FEMA, which
administers NFIP, subsidized about
996,000 flood insurance policies. The
National Flood Insurance Act of 1968
authorized these highly discounted
premiums. To help strengthen NFIP’s
financial solvency, the Biggert-Waters
Flood Insurance Reform Act of 2012
required FEMA to eliminate or phase
out almost all subsidized premiums.
However, affected policyholders raised
concerns about the resulting rate
increases. The Homeowner Flood
Insurance Affordability Act of 2014
sought to address affordability
concerns by repealing or altering some
Biggert-Waters Act requirements.

Options for targeting assistance to subsidized policyholders of primary
residences who may experience difficulty paying full-risk rates for their National
Flood Insurance Program (NFIP) policies include means testing assistance
based on the income level of policyholders or geographic areas, setting premium
caps, and basing assistance on the cost of mitigating the risk of damage to their
homes. Currently, NFIP subsidies are tied to the property. Implementing a
means-tested approach would decouple the subsidy from the property and
instead attach it to the policyholder or a group of policyholders on the basis of
financial need. All of these options involve trade-offs, and implementing any of
them would present challenges because the Federal Emergency Management
Agency (FEMA) would have to collect data that it does not currently collect, such
as policyholders’ income and flood-risk information needed to calculate full-risk
rates.
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Although data are limited, they suggest that many policyholders who currently
receive a subsidy would likely be eligible for assistance under certain targeting
options GAO identified. For example, using Census data, under the meanstested approach based on individual policyholders’ income and using an eligibility
threshold of 80 percent of area median income, about 47 percent of subsidized
policyholders, as of September 2013, would likely be eligible to receive
assistance. If the eligibility threshold were increased to 140 percent of area
median income, 74 percent would likely be eligible to receive assistance. Under
this and other targeting options, however, it is not possible to estimate the cost of
providing assistance with precision because FEMA lacks the information needed
to calculate full-risk rates for currently subsidized properties. GAO recommended
in July 2013 that FEMA collect information from all policyholders necessary to
determine flood risk. FEMA agreed with the recommendation but has taken
limited action to implement it, citing the considerable time and cost involved in
obtaining the information. FEMA officials stated that they plan to continue to rely
on subsidized policyholders to voluntarily obtain this information. Without proper
flood-risk information, the cost of the existing subsidy or other assistance—which
would be important for Congress in considering options to address affordability—
cannot be determined accurately.
Several mechanisms are available for delivering assistance to eligible
policyholders, but each involves trade-offs among four public policy goals. For
NFIP, these goals are (1) charging premium rates that fully reflect risk, (2)
encouraging private markets to provide flood insurance, (3) encouraging broad
program participation, and (4) limiting administrative costs. NFIP currently uses
discounted rates to deliver subsidies to certain policyholders but could choose
from a variety of delivery mechanisms, including vouchers, tax expenditures, and
grants and loans, depending on policy priorities. For example, while tax
expenditures do not have the stigma that some individuals may associate with
government spending programs, policyholders could face cash flow challenges
because they would generally need to pay the full premium before they receive
the tax benefit. Finally, alternative mechanisms could increase administrative
costs because FEMA would incur additional costs associated with setting up and
administering a new assistance program or tax benefit, among other reasons.
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Letter

441 G St. N.W.
Washington, DC 20548

February 10, 2016
The Honorable Maxine Waters
Ranking Member
Committee on Financial Services
House of Representatives
Dear Ms. Waters:
As of May 30, 2015, approximately 996,000 residential flood insurance
policies—about 19 percent—covered by the National Flood Insurance
Program (NFIP) continued to be sold at highly discounted rates that did
not fully reflect the actual risk of flooding damage (known as subsidized
rates). The National Flood Insurance Act of 1968 authorized subsidized
rates to encourage participation in NFIP. 1 Generally, subsidized policies
cover properties in high-risk locations known as Special Flood Hazard
Areas (SFHA) that were built before Flood Insurance Rate Maps (FIRM)
became available for the community and the flood risk was clearly
understood; these properties otherwise would have been charged higher
premiums.
Although subsidized rates promote participation in NFIP by offering
affordable premiums, these premiums do not contribute sufficient
revenues to cover long-term expected losses. As a result, policies
receiving subsidized rates have been a financial burden on NFIP, and the
program is not actuarially sound. 2 In recent years, claims related to major
weather events, especially catastrophic weather events in 2005 and
2012, have required the Federal Emergency Management Agency
(FEMA), which administers NFIP, to borrow funds from the Department of
the Treasury (Treasury). As of September 30, 2015, FEMA owed

1

The National Flood Insurance Act of 1968 established NFIP. Pub. L. No. 90-448, tit. XIII,
§ 1304, 82 Stat. 476, 574.

2

Actuarial Standards of Practice note that “actuarial soundness” has different meanings in
different contexts, and these practices state that if an actuary identifies a process or result
as actuarially sound, the actuary should define the meaning of actuarially sound in that
context. For this report, in referring to NFIP as not actuarially sound, we mean that its
aggregate premiums, after providing for program expenses, are not at a sufficient level to
cover actuarial estimates of the program’s long-term expected losses.
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Treasury $23 billion, and it made a $1 billion principal repayment at the
end of December 2014—FEMA’s first such payment since 2010. 3 As a
result of the program’s importance, level of indebtedness to Treasury, and
substantial financial exposure for the federal government and taxpayers,
as well as FEMA’s operating and management challenges, NFIP has
been on our high-risk list since 2006. 4
The Biggert-Waters Flood Insurance Reform Act of 2012 (Biggert-Waters
Act) instituted provisions to help strengthen the future financial solvency
and administrative efficiency of NFIP. 5 For example, it required FEMA to
eliminate or phase out almost all subsidized insurance premiums and
establish a reserve fund. 6 Specifically, as mandated by the BiggertWaters Act, on October 1, 2013, FEMA began prohibiting subsidies from
being passed to new property owners and removed subsidies if insurance
coverage lapsed as a result of the policyholders’ deliberate choice.
Additionally, FEMA has begun phasing out subsidies on policies for
business properties, residential properties that are not primary
residences, and single-family properties with severe repetitive losses. 7
The Biggert-Waters Act also mandated that FEMA contract with the
National Academy of Sciences (NAS) to conduct an initial study on the

3

In September 2014, FEMA’s largest loan from Treasury was refinanced into three smaller
loans with higher interest rates, which increased the amount of FEMA’s payments on its
debt.

4

Every 2 years, we provide Congress with an update on our high-risk program, which
highlights major areas that are at high risk for fraud, waste, abuse, or mismanagement, or
that need broad reform. See GAO, High-Risk Series: An Update, GAO-15-290
(Washington, D.C.: Feb. 11, 2015).
5

Pub. L. No. 112-141, tit. II, 126 Stat. 405, 916.

6
Pub. L. No. 112-141, §§100205,100212, 126 Stat. 405, 917, 922 (codified as amended at
42 U.S.C. § 4014(a)(2) and (g), 42 U.S.C. § 4017a). Discounted insurance premiums
include both subsidized and grandfathered policies. NFIP allows other property owners to
continue to pay “grandfathered” rates, which do not reflect reassessments of their
properties’ flood risk that occur when the properties are remapped into higher-risk flood
zones but whose policies continue to be classified with other policyholders from lower-risk
zones. The scope of this report excludes policies with grandfathered rates and policies
with preferred risk premiums, which are also discounted.
7
For single-family properties, severe repetitive loss properties are those that have incurred
four or more claim payments exceeding $5,000 each with a cumulative amount of such
payments over $20,000, or at least two claims with a cumulative total exceeding the value
of the property. 42 U.S.C. § 4014(h)(1). For multifamily properties (those which consist of
five or more residences), FEMA will define the term by regulation. 42 U.S.C. § 4014(h)(2).
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affordability of NFIP premiums. 8 Under the Biggert-Waters Act, the NAS
study is to inform a subsequent FEMA study, which is to include methods
to encourage and maintain participation in NFIP and to establish an
affordability framework. As implementation proceeded, however, affected
policyholders raised concerns about some Biggert-Waters Act
requirements, particularly the rate increases that resulted from the
elimination and phase out of subsidies.
In March 2014, Congress passed and the President signed into law the
Homeowner Flood Insurance Affordability Act of 2014 (HFIAA). 9 HFIAA
sought to address affordability concerns by repealing or altering some
Biggert-Waters Act requirements. For example, HFIAA repealed the
prohibition on the extension of subsidized rates to new property owners
and allowed subsidies to continue after a lapse in insurance coverage for
certain reasons. HFIAA did not stop the phasing out of subsidies on
policies for businesses, nonprimary residences, and severe repetitive loss
properties. FEMA plans to continue to phase out subsidized rates for
these policies by increasing premium rates by 25 percent annually until
the average rate equals the full-risk rate. In our 2014 report on forgone
premiums, we found that the complete phase-out of these subsidized
rates could take 12 years or more. 10 Under HFIAA, FEMA also generally
must increase premium rates on other subsidized policies by 5 percent to
15 percent annually until full-risk rates are achieved. In our 2014 report,
we found that the complete phase-out of these rates could take 25 years
or more. In addition, HFIAA permitted additional funding to complete the
affordability studies and extended the time for completing them, after

8

Pub. L. No. 112-141, tit. II, § 100236(b), 126 Stat. 405, 957.

9

Pub. L. No. 113-89, 128 Stat. 1020.

10
GAO, Flood Insurance: Forgone Premiums Cannot Be Measured and FEMA Should
Validate and Monitor Data System Changes, GAO-15-111 (Washington, D.C.: Dec. 11,
2014).
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which FEMA would be required to prepare and present to Congress an
affordability framework. 11
You asked us to describe options that exist for identifying property owners
experiencing difficulty with premium rate increases under the BiggertWaters Act, as amended, and options for addressing their affordability
issues. This report focuses on subsidized policies for residential
properties that are primary residences located in SFHAs and describes
(1) options to target assistance to NFIP subsidized policyholders who
may experience difficulty paying full-risk rates, (2) the number of currently
subsidized policyholders who might be eligible for assistance under
certain options and the cost of implementing these options, and (3)
potential delivery mechanisms for providing assistance to eligible
policyholders.
To identify options for targeting assistance to policyholders who may
experience difficulty paying full-risk rates and to identify potential
mechanisms for delivering that assistance, we reviewed our prior related
reports, conducted a literature search by searching for key words and
reviewing abstracts of the literature we found to select relevant studies
and reports, and analyzed relevant laws. In addition, we interviewed
officials from FEMA, the Department of Housing and Urban Development
(HUD), Treasury’s Federal Insurance Office, and three state insurance
commissioner offices and representatives from 18 organizations with
flood insurance knowledge to obtain input on (1) options that could be
used to target assistance for NFIP; (2) different mechanisms that other
federal programs have used to deliver assistance and the extent to which
they could be used to deliver assistance for NFIP; and (3) to the extent
possible, any benefits and challenges of using these options and delivery
mechanisms. To select the organizations to interview, we reviewed lists
compiled for prior GAO reports on NFIP, identified organizations that
have testified before Congress on the affordability of NFIP premiums, and
obtained recommendations from those we interviewed, among other

11

NAS issued two separate reports to fulfill this affordability study requirement. NAS
issued the first of these two reports in March 2015, which, among other things, describes
policy options that might be part of an affordability strategy. See National Research
Council of the National Academies, Affordability of National Flood Insurance Program
Premiums – Report 1 (Washington, D.C.: March 2015). NAS issued the second report in
December 2015, which proposes procedures with which FEMA might analyze those policy
options. See National Academies of Sciences, Engineering, and Medicine, Affordability of
National Flood Insurance Program Premiums – Report 2 (Washington, D.C.: 2015).

Page 4

GAO-16-190 Flood Insurance

approaches. For purposes of this report, we assumed that (1) only
policyholders who own currently subsidized primary residences located in
SFHAs would be potentially eligible for assistance; (2) the starting point
for premiums, before the provision of any assistance, would be a full-risk
premium; and (3) the maximum amount of the assistance provided to
those policyholders deemed eligible for assistance under the premium
subsidy options would be the difference between the full-risk premium
and the subsidized premium charged under the current NFIP structure.
Further, to obtain information on (1) benefits and challenges of obtaining
tax data from the Internal Revenue Service (IRS) and (2) the implications
certain delivery mechanisms may have for the tax system, we contacted
representatives of Treasury’s Office of Tax Policy and IRS.
To assess the number of currently subsidized policyholders who might be
eligible for assistance under certain options, we analyzed the most
reliable recent data available at the time of our analysis from (1) the 2009
through 2013 5-year American Community Survey (ACS)—a continuous
survey of households conducted by the U.S. Census Bureau—and (2)
FEMA on NFIP flood insurance policies for primary residences located in
SFHAs with subsidized rates as of September 30, 2013. 12 We used the
ACS data at the census tract and county levels for the 50 states, the
District of Columbia, and Puerto Rico to estimate the number of
subsidized policyholders who would likely receive assistance under two
different approaches using three means-tested thresholds. We assessed
the reliability of the NFIP policy and ACS data by analyzing available
information about how the data were created and maintained and
performing electronic tests of required data elements. We determined that
the NFIP policy data were sufficiently reliable for the purpose of

12

The 2009 through 2013 ACS 5-year estimates, which were released on December 4,
2014, are based on multiyear period estimates for the years 2009 through 2013 and
should not be interpreted as estimates for any particular year in that period. We used data
on NFIP flood insurance policies for fiscal year 2013 because in December 2014 we
identified a number of discrepancies in the fiscal year 2014 data and determined them to
be not sufficiently reliable. We recommended that FEMA institute internal controls, such
as testing a sample of policies, to validate that the data system contractor fully
implemented changes and edit checks before program changes become effective (see
GAO-15-111). In March 2015, FEMA addressed this recommendation by instituting the
use of a new procedure manual, including a testing plan, for data system programming
changes required to implement NFIP rate and rule changes. According to FEMA, the
contractor conducted sample testing of the April 2015 program changes and plans to
conduct a comprehensive validation. However, these data were not available at the time
of our analysis.
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determining the number of subsidized policies and the associated
premiums. We found that the ACS data were sufficiently reliable for the
purpose of estimating the number of households that were below different
income thresholds. We used these data to determine the potential effect
of applying certain targeting options on the number of subsidized
policyholders. We also attempted to gather data on the income of
individual subsidized policyholders, but we found such data to either be
unavailable or unreliable for our purposes. 13 Further, we also attempted to
illustrate the potential subsidy cost of implementing various targeting
options we identified by obtaining digital elevation data from the North
Carolina Floodplain Mapping Program and FEMA’s National Flood
Hazard Layer system to calculate the full-risk rate of subsidized
properties in North Carolina. However, the North Carolina and FEMA data
were not precise enough for purposes of this analysis. See appendix I for
more details about our scope and methodology.
We conducted this performance audit from July 2014 to February 2016 in
accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.

Background
NFIP Overview

In 1968, Congress created NFIP to address the increasing cost of federal
disaster assistance by providing flood insurance to property owners in
flood-prone areas, where such insurance was either not available or
prohibitively expensive. 14 The 1968 law also authorized premium
subsidies to encourage community and property owner participation. To
participate in the program, communities must adopt and agree to enforce

13

We were unable to obtain access to IRS tax return data, which are confidential and may
not be disclosed, except as specifically authorized by law. 26 U.S.C. § 6103. We also
explored obtaining income data from third-party vendors but determined that the data
were not precise enough for the purposes of our analysis.

14

National Flood Insurance Act of 1968. Pub. L. No. 90-448, tit. XIII, §§ 1301-1304, 82
Stat. 476, 572-574.
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floodplain management regulations to reduce future flood damage. In
exchange, federally backed flood insurance is offered to residents in
those communities.
NFIP was subsequently modified by various amendments to strengthen
certain aspects of the program. The Flood Disaster Protection Act of 1973
made the purchase of flood insurance mandatory for properties in SFHAs
that are secured by mortgages from federally regulated lenders. This
requirement expanded the overall number of insured properties, including
those that qualified for subsidized premiums. The National Flood
Insurance Reform Act of 1994 expanded the purchase requirement for
federally backed mortgages on properties located in an SFHA.

Key Factors for NFIP
Premium Rates

FEMA bases NFIP premium rates on a property’s flood risk and other
factors. A FIRM is the official map of a community on which FEMA has
delineated both the risk premium zones applicable to the participating
community and SFHAs. FEMA studies and maps flood risks, assigning
flood zone designations from high to low depending on the likelihood of
flooding. Properties in SFHAs are at high risk, specifically a 1 percent or
greater annual chance of flooding, and are designated as zones A, AE, V,
or VE. FEMA also bases premium rates on property and policy
characteristics. For example, FEMA bases premium rates on occupancy
type (single-family or multifamily unit), number of floors, and elevation of
the property—that is, the difference between the lowest elevation of the
building relative to its base flood elevation—if applicable. Base flood
elevation refers to the level relative to mean sea level at which there is a
1 percent or greater chance of flooding in a given year. Additionally,
FEMA uses policy characteristics, such as building and content coverage
amounts and policy deductible amounts, in setting premium rates.
NFIP has two basic categories of premium rates: those intended to reflect
the full risk of flooding to the group of properties within a rate class (fullrisk rates) and those that are not intended to reflect full risk (subsidized
rates). Full-risk rate structures are mostly buildings constructed after a
community’s FIRM was published and are referred to as post-FIRM.
These structures have been built to flood-resistant building codes or have
had their flood risks mitigated and generally are at or above base flood
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elevation. 15 Structures with subsidized rates are mostly buildings
constructed before a community joined NFIP and are generally referred to
as pre-FIRM because they were built before the potential for flood
damages was known and identified on the community’s FIRM. Unlike fullrisk rates, subsidized rates do not take elevation of the property into
consideration. Property elevation can be obtained through elevation
certificates. 16

Status of Subsidies under
the Biggert-Waters Act and
HFIAA

More recent legislation—the Biggert-Waters Act and HFIAA—affected
NFIP’s ability to charge subsidized premium rates on certain types of
properties and will likely change the number of policies that are
subsidized, as well as the size of the subsidy. For example, the BiggertWaters Act prohibited subsidies from being extended for homes sold to
new owners after July 6, 2012, (date of enactment) and removed
subsidies if properties lapsed in coverage as a result of the policyholders’
deliberate choice. 17 However, HFIAA reinstated premium subsidies for
properties that were purchased after July 6, 2012, and properties not

15

FEMA does not categorize policies with grandfathered rates—rates that were not
changed after properties were remapped into higher-risk flood zones—as “subsidized”
because they are within classes of policies that are not subsidized for the class as a
whole. However, FEMA officials acknowledged that property owners who obtain
grandfathered rates are cross-subsidized by other policyholders in the same flood zone.
That is, other policyholders pay higher rates to cover the shortfall in premiums from
grandfathered policies not being charged rates that accurately reflect the flood risk. The
focus of this report is subsidized policies as defined by FEMA’s categorization and thus
excludes grandfathered policies.
16

FEMA requires elevation certificates to determine rates for post-FIRM buildings located
in high-risk areas, the A and V zones. However, an elevation certificate generally has not
been required for pre-FIRM buildings that previously received subsidized rates because
information about elevation was not used in setting subsidized rates. An elevation
certificate may be required if the pre-FIRM building is being rated under the optional postFIRM flood insurance rules. About half of the older pre-FIRM buildings insured by NFIP
have had their compliance with new construction standards documented and
policyholders pay full-risk rates.

17

The Biggert-Waters Act also prohibited subsidies for properties that were not insured as
of July 6, 2012, or on properties for any prospective policyholder who refuses to accept
any offer for mitigation assistance by FEMA following a major disaster or in connection
with a repetitive loss or severe repetitive loss property. Pub. L. No. 112-141, tit. II, §
100205(a)(1)(B), 126 Stat. 405, 917.
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insured by NFIP as of July 6, 2012. 18 Because new policyholders may join
NFIP and receive subsidized rates, such as owners of pre-FIRM
properties that previously were not insured, the number of subsidized
policies could increase over time.
However, provisions under both acts gradually phase out subsidies by
requiring FEMA to increase premiums annually until full-risk rates are
reached. The Biggert-Waters Act requires FEMA to increase premiums by
25 percent each year until full-risk rates are reached for certain types of
properties, including business properties, residential properties that are
not a primary residence, properties that have sustained substantial
damage or improvement, and severe repetitive loss properties. 19 HFIAA
did not affect the phase-out schedule for those properties, and the act
also contains provisions requiring FEMA to increase premium rates on
other subsidized policies, such as those for primary residences
purchased after July 6, 2012, and primary residences not insured by NFIP
as of the same date, by at least 5 percent but no more than 15 percent
annually. 20

Mitigation

FEMA supports a variety of flood mitigation activities that are designed to
reduce flood risk and thus NFIP’s financial exposure. These activities,
which are implemented at the state and local levels, include hazard
mitigation planning; the adoption and enforcement of floodplain
management regulations and building codes; and the use of hazard
control structures, such as levees, dams, and floodwalls or natural
protective features such as wetlands and dunes. Community-level
mitigation funding is available through FEMA via grant programs such as
the Flood Mitigation Assistance Program. Through these programs,
FEMA provides communities cost-sharing opportunities for mitigation
activities. At the individual property level, mitigation options include

18

In addition to these changes, HFIAA also requires FEMA to refund to policyholders
premiums paid after July 2012 that exceeded the subsidized premiums permissible under
HFIAA. Pub. L. No. 113-89, § 3(a)(4), 128 Stat. 1020, 1021.

19

The Biggert Waters Act defined “substantial damage” as “exceeding 50 percent of fair
market value” and “substantial improvement” as “exceeding 30 percent of fair market
value.” Pub. L. No. 112-141, tit. II, § 100205, 126 Stat. 405, 917. HFIAA changed this
latter threshold from 30 percent to 50 percent. Pub. L. No. 113-89, § 15, 128 Stat. 1020,
1026.
20

Pub. L. No. 113-89, § 5, 128 Stat. at 1022 (codified at 42 U.S.C. § 4015(e)).
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elevating a building to or above the area’s base flood elevation, relocating
the building to an area with less flood risk, or purchasing and demolishing
the building and turning the property into green space.

Various Options Exist
for Targeting
Assistance, but Each
Involves Challenges
That FEMA Would
Have to Overcome

Although any pre-FIRM property located in an SFHA in a participating
community is currently generally eligible for a subsidy, according to some
stakeholders we interviewed and our analysis of literature we reviewed,
options for targeting assistance to subsidized NFIP policyholders who
may experience difficulty paying full-risk rates include means testing
based on the income level of policyholders or geographic areas, setting
premium caps, and basing assistance on the cost of mitigating the risk of
damage to a home. 21 These options are not mutually exclusive and could
be combined depending on Congress’s policy priorities for NFIP.
However, they all involve trade-offs, and implementing any of them would
likely be challenging. 22

Means-Tested Assistance
Targets Those with
Financial Need but
Presents Data-Related
Challenges

According to some stakeholders we interviewed and our analysis of
literature we reviewed, means testing to determine eligibility for NFIP
assistance could help directly address affordability concerns by targeting
subsidies to those in need. According to a NAS report on NFIP
affordability we reviewed, a means-tested program could be designed in
various ways, including targeting assistance based on individual
policyholders’ financial need or the financial characteristics of a local

21

As previously discussed, for purposes of this report, we assumed that (1) only
policyholders who own currently subsidized primary residences located in SFHAs would
be potentially eligible for assistance; (2) the starting point for premiums, before the
provision of any assistance, would be a full-risk premium; and (3) the maximum amount of
the subsidy provided to those policyholders deemed eligible for assistance would be the
difference between the full-risk premium and the subsidized premium charged under the
current NFIP structure.

22

NAS has identified a number of policy issues Congress would likely need to consider in
designing a program that provides assistance in making flood insurance more affordable
for NFIP policyholders, including determining who will receive assistance and how much
assistance will be provided. See National Research Council of the National Academies,
Affordability of National Flood Insurance Program Premiums – Report 1. In addition, an
ongoing GAO review is examining the policy factors that have led to NFIP’s debt to
Treasury—for example, providing subsidies to certain policyholders—and how the
program can be improved going forward.
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geographic area. 23 Currently, NFIP subsidies are tied to the property, not
the property owner, and any pre-FIRM property located in an SFHA in a
participating community is eligible for a subsidy. In contrast, a meanstested program would decouple the subsidy from the property and instead
attach it to the policyholder or a group of policyholders on the basis of
need, as determined by specified financial requirements and eligibility
criteria. In our July 2013 report on subsidized properties, we found that
this approach would allow the federal government to provide assistance
only to those NFIP policyholders deemed eligible, with the rest paying fullrisk rates. 24
Means-tested programs that consider individuals’ financial need are not
new to the federal government, and some stakeholders we interviewed
suggested that a means-based assistance program for NFIP could be
designed similarly to other existing programs. Over the years, Congress
has established a number of programs to provide cash and noncash
assistance based on the financial need of individuals and families. 25 For
example, to be eligible for certain federal housing programs, individual
households must meet specific income limits. 26 These limits reflect the
financial characteristics of a local area because they are expressed as a
percentage of the area median income (AMI) for the county or
metropolitan area in which the household is located, and the limits range

23

National Research Council of the National Academies, Affordability of National Flood
Insurance Program Premiums – Report 1.

24

GAO, Flood Insurance: More Information Needed on Subsidized Properties,
GAO-13-607 (Washington, D.C.: July 3, 2013).
25

In July 2015, we identified 82 federal programs, including several tax expenditure
programs, which target low-income individuals, families, and communities to help them
meet basic needs or provide other assistance. See GAO, Federal Low-Income Programs:
Multiple Programs Target Diverse Populations and Needs, GAO-15-516 (Washington,
D.C.: July 30, 2015).

26

In addition to income limits, HUD considers family size and housing costs when
determining eligibility for its rental housing programs. HUD considers households that pay
more than 30 percent of their income for housing to be cost burdened; as a result, these
households may have difficulty affording necessities such as food, clothing, transportation,
and medical care.
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from 30 percent through 140 percent of AMI. 27 For example, to be eligible
for homeowner rehabilitation and homebuyer assistance under HUD’s
HOME Investment Partnership Program, households must have incomes
at or below 80 percent of AMI. Similarly, under the Federal Home Loan
Bank System’s Community Investment Program, the income of a
qualifying mortgage borrower may not exceed 115 percent of AMI. 28
Some stakeholders we interviewed suggested that similar AMI limits
could be used to determine eligibility for NFIP because these measures
reflect local characteristics. 29 An NFIP assistance program based on
individuals’ or households’ income would require a similar threshold to be
set.
In order for FEMA to implement a means-tested option that considers
individual policyholders’ financial need, it would need income information
at the individual or household level for policyholders who receive a
subsidized rate under the current NFIP structure. Because the current
NFIP structure attaches the assistance to the property rather than the

27

Low-income families are defined as families whose incomes do not exceed 80 percent
of the median family income for the area, and very low-income families are defined as
families whose incomes do not exceed 50 percent of the median family income for the
area. 24 C.F.R. § 5.603(b). Some HUD programs, such as the Housing Choice Voucher
program, target households with lower incomes. Specifically, under the Quality Housing
and Work Responsibility Act of 1998, Pub. L. No. 105-276, § 513, 112 Stat. 2461, 2544
(codified at 42 U.S.C. § 1437n(b)), at least 75 percent of new program participants must
have extremely low incomes—that is, very low-income families whose incomes do not
exceed the higher of 30 percent of AMI or the federal poverty threshold. The remainder of
eligible households must have incomes at or below 80 percent of AMI.

28

The Federal Home Loan Bank System is composed of 12 banks (members) and the
Office of Finance, which provides funds for mortgages and community lending. The
Federal Home Loan Bank System’s Community Investment Program is a noncompetitive,
community development lending program that provides below-market-rate advances to
members. These loans enable members to extend long-term financing for housing to
households with incomes up to 115 percent of AMI.
29

Some other federal programs, such as food and nutrition and health care programs,
determine eligibility using the federal poverty guidelines based on family size, which are
the same for the 48 contiguous states and Washington, D.C. These programs use a
multiple of the federal poverty level, with some programs defining eligibility as high as 400
percent of the federal poverty level. For example, under the Patient Protection and
Affordable Care Act, tax filers can be eligible to receive tax credits that help pay for
premiums for health plans purchased through health insurance exchanges. To be eligible,
tax filers must meet several criteria, including having a household income between 100
percent and 400 percent of the federal poverty level for the tax year in which they are
receiving the premium tax credit. Pub. L. No. 111-148, § 1401, 124 Stat. 119, 215
(codified as amended at 26 U.S.C. § 36B).
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policyholder, FEMA does not collect income information for policyholders
who receive subsidies. As a result, a system to collect this information
would need to be designed and implemented. We identified two primary
ways FEMA could obtain income data, but gathering such information
could be challenging. According to some stakeholders we interviewed,
IRS could provide FEMA with income data it collects from tax filers. 30 For
example, some stakeholders said that a partnership between FEMA and
IRS could be established, similar to the partnership IRS and the
Department of Education have for the Free Application for Federal
Student Aid (FAFSA) form. The Department of Education began
coordinating with IRS in 2010 to provide an option for tax filers to
prepopulate the FAFSA using an automatic data transfer from their tax
returns. 31
However, restrictions set forth in the Internal Revenue Code prohibit the
disclosure of taxpayer information to other federal agencies without a
statutorily specified purpose, and new processes would need to be
established if taxpayer data were to be used. 32 Under section 6103 of the
Internal Revenue Code, federal tax information must be kept confidential
and may not be disclosed, except as otherwise specifically authorized. In
December 2011, we developed a guide that Congress could use for
screening and assessing proposals to disclose confidential tax
information to specific parties for specific purposes. 33 Specifically, the
guide consists of key questions that can help in screening a proposal for

30

IRS collects information on various sources of income such as wages and salaries,
earning from self-employment, interest and dividends, Social Security benefits, and
alimony. As we discuss later in this report, some individuals are not required to file taxes.

31

In October 2009, we found that while it is feasible to electronically transfer tax data
directly from IRS to the FAFSA by using income data 1 year older than what was then
currently required, using older tax data might result in increased aid eligibility for some
applicants whose data may not reflect their current economic needs. See GAO, Federal
Student Aid: Highlights of a Study Group on Simplifying the Free Application for Federal
Student Aid, GAO-10-29 (Washington, D.C.: Oct. 29, 2009).

32

Congress has granted some statutory exceptions to the provisions relating to
confidentiality while balancing the expectation of taxpayer privacy with the policy goals of
efficient use of federal resources, public health and welfare, and law enforcement. 26
U.S.C. § 6103.

33
GAO, Taxpayer Privacy: A Guide for Screening and Assessing Proposals to Disclose
Confidential Tax Information to Specific Parties for Specific Purposes, GAO-12-231SP
(Washington, D.C.: Dec. 14, 2011).
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basic facts and identifying policy factors to consider. 34 Further, according
to IRS officials, certain processes would need to be developed to provide
federal tax information to another agency, such as FEMA, including
entering into required agreements, such as data-sharing agreements.
Moreover, IRS officials told us that FEMA would need to develop a
system to accept and safeguard the information, and IRS would need to
make modifications to its own information technology systems in order to
interface with the agency, which they described as a significant effort, and
provide oversight of the assistance program. If this approach were used,
information on the cost of making these changes to FEMA’s and IRS’s
information technology systems would need to be balanced against the
costs of the existing subsidy approach.
Another way to obtain household income information would be to collect it
from individual policyholders, but doing so could be complex and
challenging. First, a definition of income for the program would need to be
determined (e.g., what sources of income would be considered when
determining eligibility), as well as whether and which exclusions and
deductions would be allowed. Second, FEMA would then need to develop
an infrastructure and new processes to collect the information, which
would likely increase the cost of administering the program. In addition,
FEMA would need to determine how it would verify the information. For
example, HUD’s Housing Choice Voucher (Voucher) program, which
provides rental assistance to participating low-income households, is
administered by almost 2,300 local public housing authorities (program
administrators). These program administrators must obtain and verify
comprehensive information on tenants’ household composition, level and
sources of income, assets, public assistance, and some types of
expenses (e.g., medical and child care expenses) to determine their
household adjusted gross incomes, their eligibility for income exclusions

34

The guide consists of two sections of key questions for evaluating these proposals. The
first section includes five threshold questions for screening proposals to address basic
issues, such as whether they are adequately developed and tailored to minimize
disclosure of confidential tax information. Under the framework, all of the threshold
questions would need to be resolved with a “yes” answer before further consideration of
the proposal. The second section includes six policy factor questions that explore the
proposal’s expected benefits and costs, privacy effects and safeguards, and effects on the
tax system.
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and deductions, and their rental payments. 35 We have previously found
that complex processes for determining income can lead to compliance
issues. For example, in a February 2005 report on rental subsidy
improper payments in HUD’s rental programs, we found that HUD’s
complex policies for determining rent subsidies have led to improper
payments. 36 Similarly, in an August 2013 report on farm and conservation
programs, we found that complex income determination and verification
processes may have led to improper payments to participants whose
incomes exceed statutory limits. 37
In addition to income, a few stakeholders we spoke with said that wealth,
such as value of the insured property, could be considered when
determining eligibility based on individuals’ financial need. For example,
one stakeholder we interviewed said that an assistance program for NFIP
could be designed using a two-step process that considers income and
other factors as a proxy for wealth, such as property value. Under this
process, according to the stakeholder, a policyholder’s eligibility would
first be assessed using a means-tested approach, and then property
value would be evaluated to help ensure that only those with modest
income and wealth receive the assistance. However, other stakeholders
we interviewed said that property values may not be an adequate

35

Under HUD’s rental housing programs, including the Voucher program, a tenant’s rent is
based on the family’s anticipated adjusted gross annual income—that is, income from all
sources received by the family head, spouse, and each additional family member who is
18 years or older minus applicable exclusions and deductions. 24 C.F.R. § 5.609. We
previously identified 44 statutory and regulatory exclusions and deductions from tenant
income (e.g., deductions for elderly and disabled households). For more information, see
GAO, HUD Rental Assistance: Progress and Challenges in Measuring and Reducing
Improper Rent Subsidies, GAO-05-224 (Washington, D.C.: Feb. 18, 2005). According to
HUD officials, local public housing authorities are not responsible for all of the
administrative tasks that would be necessary for an NFIP system.

36
GAO-05-224. Also, in March 2012, we examined different options that could create
administrative efficiencies and found that simplifying HUD’s rent structure for the Voucher
program—by, for example, using gross income without any adjustments to determine
eligibility—would introduce significant administrative efficiencies into the program and
could allow administrators to further reduce improper payments. GAO, Housing Choice
Vouchers: Options Exist to Increase Program Efficiencies, GAO-12-300 (Washington,
D.C.: Mar. 19, 2012).
37

We suggested that Congress consider simplifying those limits by, for example, using
total adjusted gross income to set income limits for participants’ payment eligibility. GAO,
Farm Programs: Additional Steps Needed to Help Prevent Payments to Participants
Whose Incomes Exceed Limits, GAO-13-741 (Washington, D.C.: Aug. 29, 2013).
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measure to determine a policyholder’s ability to pay the premium. For
example, some stakeholders said that the value of a modest home could
be high because it is located in an area with a high land value. One
stakeholder we interviewed said that a low-income policyholder could
have purchased a home at a modest price, but over the years the value of
the home could have significantly increased. The stakeholder further
suggested that if the policyholder was lower-income and did not have any
other assets besides the home, it would be appropriate to exclude the
value of the home when determining eligibility.
An alternative to using individuals’ income to determine financial need
would be to determine eligibility based on the income characteristics of a
specific geographic area. For example, a NAS report on the affordability
of NFIP suggested that all homeowners in a geographic area, such as a
community, could be eligible for assistance if, for instance, the median
income of the area was “sufficiently low.” 38 The federal government has
established a similar approach for the provision of school lunches. For
example, the Healthy, Hunger-Free Kids Act of 2010 includes a
community eligibility provision that allows school districts with high
poverty rates to provide free breakfast and lunch to all students,
regardless of their household income. 39 This provision eliminates the
burden of collecting household applications to determine eligibility for
school meals, relying instead on information from other means-tested
programs such as the Supplemental Nutrition Assistance Program. The
NAS affordability report also notes that determining assistance at the
community level would help to protect the vitality of an eligible community
with a high concentration of currently subsidized policyholders because if
the subsidies were not available, the resulting higher flood insurance
premiums would likely depress the value of properties. For example,

38

National Research Council of the National Academies, Affordability of National Flood
Insurance Program Premiums – Report 1. This study does not define what is sufficiently
low. As previously mentioned, in order to obtain an NFIP policy the property needs to be
located in a community participating in NFIP. According to a NAS study on communitybased flood insurance, FEMA defines a community as a “political entity that has the
authority to adopt and enforce floodplain ordinances for the area under its jurisdiction.”
However, if this approach were to be implemented, a clear definition of what is considered
a community would be necessary. For more information on this approach and discussion
about the need for clear definitions, see National Academy of Sciences, A CommunityBased Flood Insurance Option (Washington, D.C.: 2015).

39

Pub. L. No. 111-296, § 104, 124 Stat. 3183, 3193 (codified at 42 U.S.C. §
1759a(a)(1)(F)).
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according to information from the National Association of Realtors, the
Biggert-Waters Act negatively affected the housing market in certain
areas where many buyers walked away from purchasing a home because
of the high flood insurance premium increases. However, because this
option does not consider individuals’ financial need, some policyholders
who do not face an affordability issue with their flood premiums, as
defined by a potential assistance program, may continue to receive
assistance, while policyholders who have affordability issues but do not
live in a community eligible for the assistance would no longer receive a
subsidy. In addition, similar to determining eligibility using individuals’
financial need, some policyholders who could be eligible for the
assistance under this approach could have high-value homes.
Under any means-tested approach, FEMA would need to know the fullrisk rate for the properties of those policyholders deemed eligible in order
to determine how much assistance to provide. 40 However, FEMA does
not collect data needed to calculate the full-risk rate of currently
subsidized properties, such as elevation data obtained through an
elevation certificate. 41 As a result, these data are not currently available,
which would be another challenge to implementing and determining the
cost of a means-tested approach to providing NFIP assistance.

40

For purposes of this report, we assumed that the maximum amount of the subsidy
provided to those policyholders deemed eligible for assistance would be the difference
between the full-risk premium and the subsidized premium charged under the current
NFIP structure.
41

As previously discussed, under the Biggert-Waters Act and HFIAA, the rates of all
subsidized policies are to be increased annually until they reach full-risk rates. In addition,
HFIAA requires that FEMA clearly communicate full flood risk determinations to individual
property owners regardless of whether their premium rates are full actuarial rates. Pub. L.
No. 113-89, § 28, 128 Stat. 1020, 1033 (codified at 42 U.S.C. § 4015(l)). Full-risk rates for
subsidized properties are needed to implement these provisions. Later in this report we
discuss a recommendation that we previously made regarding the collection of these data,
FEMA’s response to the recommendation, and its status.
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Other Options for
Targeting Assistance May
Be Simpler to Implement
but Would Target Those
with Financial Need Less
Directly
Premium Caps

Other approaches to targeting assistance with NFIP premiums could be
simpler to implement than means-tested approaches or might help reduce
risk, but they would target those with financial need less directly.
According to our analysis of a NAS report on NFIP affordability, one of
these methods would be to provide assistance to those policyholders
whose premium exceeds a certain percentage of the amount of coverage
purchased. 42 Under this option, policyholders could receive assistance if it
were greater than a certain percentage of coverage provided by the
policy, and the premium would effectively be capped at that percentage.
For example, HFIAA states that FEMA should strive to minimize the
number of policies with annual premiums that exceed 1 percent of the
total coverage provided by the policy. 43 Using this option would help
ensure that the premiums do not go above a certain amount—for
example, 1 percent of coverage—which could help lower the premiums of
eligible policyholders who live in high-risk areas.
While capping premiums could be simpler to implement than some other
options, it would likely involve trade-offs. For example, capping premiums
does not consider policyholders’ resources and certain expenses (e.g.,
household income, assets, and expenditures for housing, food, medical
care, or other goods and services) and therefore does not take into
account their financial need. As a result, similar to the current subsidy
method, this option could provide subsidies to some individuals who may
not have a financial need. In addition, this option may discourage
mitigation efforts because premiums would not reflect the actual flood risk
of a property. As with the means-tested options, an appropriate threshold
for the cap would need to be established if premium capping were
implemented. Further, FEMA would need to know the full-risk premium

42

National Research Council of the National Academies, Affordability of National Flood
Insurance Program Premiums – Report 1.

43

Pub. L. No. 113-89, § 7, 128 Stat. at 1023.
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rate of a property to determine whether it is above or below the defined
cap. As previously discussed, FEMA does not collect the necessary
elevation data needed to calculate the full-risk rate of properties
subsidized under the current structure, and so these data are not
currently available. As discussed later in this report, we have previously
recommended that FEMA collect these data.

Cost of Mitigating Risk to a
Property

According to some stakeholders we interviewed, our prior work, and our
analysis of some of the literature we reviewed, another option to target
NFIP policyholders would be to provide assistance based on the cost of
mitigating flood risk, where policyholders with mitigation costs above a
certain level could receive assistance to help mitigate the risk of damage
to the property. This option would help policyholders finance mitigation of
flood risk to their homes—whether through elevation, relocation, or
demolition—which could reduce risk in ways that would likely be reflected
in a lower insurance premium. In a November 2008 report on options for
addressing the financial impact of subsidized premium rates, we found
that mitigation efforts could be used to help reduce or eliminate the longterm risk of flood damage, especially if FEMA targeted the properties that
were most costly to the program. 44 We concluded that increasing
mitigation efforts could have a number of advantages, including that it
could
•

produce savings for policyholders and for federal taxpayers through
reduced flood insurance losses and federal disaster assistance,

•

increase the number of property owners paying full-risk rates, and

•

build on FEMA’s existing mitigation programs.

However, we also identified several disadvantages associated with this
option, including the following:
•

Mitigating flood risk to a large number of properties could take a
number of years to complete under the current mitigation process,
which could require premium subsidies to also be offered.

44
GAO, Flood Insurance: Options for Addressing the Financial Impact of Subsidized
Premium Rates on the National Flood Insurance Program, GAO-09-20 (Washington, D.C.:
Nov. 14, 2008).
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•

Increasing mitigation efforts would likely be costly and require
increased funding, and even if this funding were made available,
property owners could still be required to pay a portion of the
mitigation expenses.

•

Buyouts and relocations, two other types of mitigation, would likely be
more costly in certain areas of the country, and in some cases the
cost for mitigating the structures’ flood risk might be prohibitive.

•

Certain types of mitigation, such as relocation or demolition, might be
met with resistance by communities that rely on those properties for
tax revenues, such as coastal communities with significant
development in areas prone to flooding.

Further, not all properties can be modified to mitigate flood risk. For
example, according to a 2013 RAND report, some mitigation activities
that have been used in other areas of the country would pose challenges
in New York City because of the particular characteristics of the city’s
building stock. 45 An initial analysis by the New York City Mayor’s Office
found that 39 percent of buildings (approximately 26,300) in the high-risk
zones of the city’s new floodplain would be difficult to elevate because
they are on narrow lots or are attached or semiattached buildings. To help
address this challenge, HFIAA requires that FEMA establish guidelines
for alternative methods of mitigation (other than building elevation) to
reduce potential flood damages to residential buildings that cannot be
elevated due to their structural characteristics. As a result, in September
2015, FEMA issued guidance that describes alternative mitigation
measures intended for a variety of housing types that cannot feasibly be
elevated. 46 According to the report, there are a number of alternative
methods of mitigation that may result in flood insurance premium
reductions, such as filling a basement located below the base flood
elevation to ground level, abandoning or elevating the lowest floor of
certain residential buildings, and installing openings in foundation and
enclosure walls located below the base flood elevation that allow
automatic entry and exit of floodwaters.

45

RAND, Center for Catastrophic Risk Management and Compensation, Flood Insurance
in New York City Following Hurricane Sandy, a report prepared for the New York City
Mayor’s Office of Long-Term Planning and Sustainability (2013).

46

Federal Emergency Management Agency, Reducing Flood Risk to Residential Buildings
that Cannot Be Elevated, FEMA P-1037 (Washington, D.C.: September 2015).
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Similar to the other options previously discussed, implementing mitigation
as an option for targeting assistance would also require elevation data
that are currently unavailable because these data would be needed to
determine the cost of mitigating the risk of damage to a property. Once
the mitigation cost was determined, FEMA could compare this amount to
the established threshold for mitigation costs to determine eligibility.
For all of the options we have discussed, including the means-tested
options, administering an assistance program could add to FEMA’s
existing management challenges. In our June 2011 report on the
administration of NFIP, we found that FEMA faces management
challenges in areas that affect NFIP, and we made 10 recommendations
to, among other things, improve the effectiveness of FEMA’s planning
and oversight efforts for NFIP and increase the usefulness and reliability
of NFIP’s flood insurance policy and claims processing system—5 of
which FEMA has implemented. 47 Further, FEMA continues to work on
implementing required changes under the Biggert-Waters Act, as
amended by HFIAA. In a February 2015 report on the status of FEMA’s
implementation of the Biggert-Waters Act, as amended, we found that
FEMA faces a number of challenges in implementing the new
requirements, including resource issues, the complexity of the legislation,
and the need to balance NFIP’s financial solvency and affordability
goals. 48 As a result, FEMA would likely face challenges in designing and
implementing any new assistance program.

47
GAO, FEMA: Action Needed to Improve Administration of the National Flood Insurance
Program, GAO-11-297 (Washington, D.C.: June 9, 2011). The 5 open recommendations
relate to (1) developing a comprehensive workforce plan; (2) developing protocols to
encourage and monitor collaboration between FEMA’s Federal Insurance and Mitigation
Administration, which administers NFIP, and relevant support offices; (3) considering the
costs and benefits of implementing an interim document management system for FEMA,
among other things; (4) establishing timelines to complete the development and
implementation of FEMA’s revised acquisition process; and (5) ensuring that the FEMA
Mission Support Bureau’s business process improvement efforts are expeditiously
completed. FEMA agreed with these recommendations and, as of November 2015, was
still working on implementing them.
48

GAO, Flood Insurance: Status of FEMA’s Implementation of the Biggert-Waters Act, as
Amended, GAO-15-178 (Washington, D.C.: Feb. 19, 2015).
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Many Policyholders
Could Be Eligible for
Assistance under
Various Approaches,
but FEMA Lacks Data
to Estimate Costs

Our analysis of available data suggests that, under several of the options
discussed in the previous section, many subsidized policyholders would
potentially be eligible for assistance with their NFIP premiums. However,
estimating the cost of providing assistance under various targeting
options with precision is difficult because FEMA lacks the elevation data
needed to calculate full-risk rates for currently subsidized properties.
Using the limited data that are available, we estimated that the cost could
vary widely, depending on various factors such as which option and
threshold are used.

Available Data Suggest
Many Subsidized
Policyholders Could Be
Eligible for Assistance
Using Various Targeting
Options and Thresholds

Our analysis of available FEMA data suggests that many subsidized
policyholders would potentially be eligible for assistance under three of
the options previously discussed: (1) means testing based on individual
policyholders’ financial need, (2) means testing based on income
characteristics of a local geographic area, and (3) capping premiums
based on a percentage of coverage. 49

Estimation of Eligible
Policyholders Based on
Individuals’ Financial Need

Our analysis of ACS data showed that, depending on the income
threshold used, 47 percent to 74 percent of subsidized policyholders
(approximately 285,000 to 451,000) would likely be eligible to receive
assistance under a means-tested approach that considers individuals’
financial need. As described previously, to implement this approach,
individual or household-level income information is needed; however,
these data were publicly unavailable. 50 Instead, using household
homeowner data from the 2009 through 2013 5-year ACS at the county
level, we estimated that roughly 47 percent of subsidized policyholders
have incomes below 80 percent of AMI and, therefore, would likely be

49
We focused on primary residences located in SFHAs with subsidized rates as of
September 30, 2013. We could not illustrate the mitigation option because data were not
available. NFIP currently does not collect data necessary to measure the effects of this
option; in particular, information on elevation is needed to calculate the cost of mitigating a
property. Stakeholders we spoke with said that mitigation costs could vary based on the
characteristics of a particular property and by geographic location.
50

We were unable to obtain access to IRS tax return data, which, under section 6103 of
the Internal Revenue Code, are confidential and may not be disclosed, except as
specifically authorized by law. We also explored obtaining income data from third-party
vendors but determined that the data lacked the precision for purposes of our analysis.
See appendix I for more detail on our efforts to obtain individual income data.
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eligible to receive assistance if this approach and threshold were
implemented. 51 This estimate is based on the assumption that the
distribution of household income levels among subsidized policyholders in
a given county as of September 30, 2013, was similar to the distribution
of household income among all homeowners in the county. 52 We
recognize this is a potential limitation of the estimates, and the actual
numbers of policyholders likely to receive assistance under this approach
would vary depending on how similar the income distribution of
subsidized policyholders is to the income distribution of homeowners
overall in a county. Further, as figure 1 indicates, adjusting the threshold
would affect the estimated percentage of policyholders that would likely
be eligible for the assistance. 53 For example, if the eligibility threshold
were increased to 140 percent of AMI, we estimated that the percentage
of policyholders who would likely be eligible to receive assistance would
increase to about 74 percent. 54

51

We used 80 percent of AMI for our analysis because, as previously mentioned, HUD
defines low-income households as those with income at or below this threshold and we
found it appropriate for NFIP. Also, we conducted this analysis at the county level rather
than the census-tract level because the county-level data had more precise and reliable
estimates of homeowner income distribution than did individual census tracts.

52

The distribution of income among homeowners is likely to differ from that among
subsidized policyholders. Nevertheless, this simplifying assumption is useful for illustrating
the potential effect on the number of subsidized policyholders of implementing a meanstested approach that considers individuals’ financial need in the absence of more targeted
information, such as tax data. See appendix I for more detail.

53

The lower and upper ends of the range we present are based on a simulated shift in the
county income distribution up or down one category, and they show the estimated count of
policyholders requiring subsidies if the income distribution of policyholders were
somewhat higher or lower than that of homeowners in the county itself. This methodology
renders our estimates relatively wide, which is appropriate in light of how little is known
about policyholder income. An even wider range could result if the income distributions
differ to a greater extent than our sensitivity analysis suggests. For information on our
calculations, see appendix I.

54

As previously mentioned, to be eligible for certain federal housing programs, individual
households must meet specific income limits that could be as high as 140 percent of AMI.
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Figure 1: Estimated Percentage of Subsidized Flood Insurance Policies That Would Likely Be Eligible for Assistance under
the Individuals’ Financial Need Approach by Various Income Limits, as of September 2013

a
We used county-level data to generate estimates of the number of subsidized policyholders residing
in areas with estimated income below the Department of Housing and Urban Development’s area
median income thresholds. These estimates are based on the assumption that the distribution of
household income level among Special Flood Hazard Area policyholders in a given county was
similar to the income distribution of household income among all homeowners in the county as of
September 30, 2013. The actual numbers of policyholders likely to receive assistance under this
option may vary depending on how similar the income distribution of subsidized policyholders is to the
income distribution of owners overall in a county.
b

The lower and upper ends of the range we present are based on a simulated shift in the county
income distribution up or down one income category, and they show the estimated count of
policyholders requiring subsidies if the income distribution of policyholders were somewhat higher or
lower than that of homeowners in the county itself. This renders our estimates relatively wide, which
is appropriate in light of how little is known about policyholder income. An even wider range could
result if the income distributions differ to a greater extent than our sensitivity analysis suggests.

As of September 30, 2013, the actual number of subsidized policies was
about 609,000. The states with the highest numbers of subsidized
policies as of that date were Florida (102,193), Louisiana (60,692),
California (50,018), New Jersey (41,259), and Texas (40,805) (see fig. 2).
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Figure 2: Number of Estimated Subsidized Flood Insurance Policies by State, as of September 2013

Using household homeowner data from the 2009 through 2013 5-year
ACS at the county level, Florida would still have the greatest number of
policyholders likely to be eligible to receive assistance if the income limit
for this approach were set at 80 percent of AMI, with nearly 48,000
policyholders likely to be eligible, followed by Louisiana and California
(see fig. 3).
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Figure 3: Estimated Number of Subsidized Flood Insurance Policies That Would Likely Be Eligible for Assistance at 80
Percent of Area Median Income, by State, as of September 2013

Note: We used county-level data to generate estimates, by state, of the number of subsidized
policyholders residing in areas with estimated income below the Department of Housing and Urban
Development’s area median income thresholds. These estimates are based on the assumption that
the distribution of household income level among Special Flood Hazard Area policyholders in a given
county was similar to the income distribution of household income among all homeowners in the
county as of September 30, 2013. The actual numbers of policyholders likely to receive assistance
under this option may vary depending on how similar the income distribution of subsidized
policyholders is to the income distribution of owners overall in a county. The lower and upper ends of
the range we present are based on a simulated shift in the county income distribution up or down one
income category, and they show the estimated count of policyholders requiring subsidies if the
income distribution of policyholders were somewhat higher or lower than that of homeowners in the
county itself. This renders our estimates relatively wide, which is appropriate in light of how little is
known about policyholder income. An even wider range could result if the income distributions differ
to a greater extent than our sensitivity analysis suggests.

Three of the top five states with the most subsidized policies—Florida,
Louisiana, and New Jersey—would also be states with the greatest
number of policyholders likely to be eligible to receive assistance if the
income threshold were set at 115 percent of AMI (see fig. 4).
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Figure 4: Estimated Number of Subsidized Flood Insurance Policies That Would Likely Be Eligible for Assistance at 115
Percent of Area Median Income, by State, as of September 2013

Note: We used county-level data to generate estimates, by state, of the number of subsidized
policyholders residing in areas with estimated income below the Department of Housing and Urban
Development’s area median income thresholds. These estimates are based on the assumption that
the distribution of household income level among Special Flood Hazard Area policyholders in a given
county was similar to the income distribution of household income among all homeowners in the
county as of September 30, 2013. The actual numbers of policyholders likely to receive assistance
under this option may vary depending on how similar the income distribution of subsidized
policyholders is to the income distribution of owners overall in a county. The lower and upper ends of
the range we present are based on a simulated shift in the county income distribution up or down one
income category, and they show the estimated count of policyholders requiring subsidies if the
income distribution of policyholders were somewhat higher or lower than that of homeowners in the
county itself. This renders our estimates relatively wide, which is appropriate in light of how little is
known about policyholder income. An even wider range could result if the income distributions differ
to a greater extent than our sensitivity analysis suggests.

If the threshold were increased to 140 percent of AMI, Florida, Louisiana,
and California would have the greatest number of policyholders likely to
be eligible to receive assistance (see fig. 5).
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Figure 5: Estimated Number of Subsidized Flood Insurance Policies That Would Likely Be Eligible for Assistance at 140
Percent of Area Median Income, by State, as of September 2013

Note: We used county-level data to generate estimates, by state, of the number of subsidized
policyholders residing in areas with estimated income below the Department of Urban Development’s
area median income thresholds. These estimates are based on the assumption that the distribution of
household income level among Special Flood Hazard Area policyholders in a given county was
similar to the income distribution of household income among all homeowners in the county as of
September 30, 2013. The actual numbers of policyholders likely to receive assistance under this
option may vary depending on how similar the income distribution of subsidized policyholders is to the
income distribution of owners overall in a county. The lower and upper ends of the range we present
are based on a simulated shift in the county income distribution up or down one income category, and
they show the estimated count of policyholders requiring subsidies if the income distribution of
policyholders were somewhat higher or lower than that of homeowners in the county itself. This
renders our estimates relatively wide, which is appropriate in light of how little is known about
policyholder income. An even wider range could result if the income distributions differ to a greater
extent than our sensitivity analysis suggests.

Estimation of Eligible
Policyholders Based on the
Financial Characteristics of a
Local Geographic Area

Our analysis of ACS data showed that, depending on the income
threshold used, 23 percent to 87 percent of subsidized policyholders
(approximately 139,000 to 527,000) would likely be eligible to receive
assistance if a means-tested approach that considers the income
characteristics of a local geographic area were implemented. Using ACS
data at the census-tract level, we estimated that as of September 2013,
about 23 percent of subsidized policyholders lived in a census tract that
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had an estimated median household income below 80 percent of AMI
and, therefore, would likely be eligible to receive assistance under this
approach. 55 Unlike the previous approach, which is based on individual or
household income, this estimate is based on the median income
characteristics of an entire local geographic area. As such, all
policyholders in a particular local geographic area, such as a census
tract, would be eligible for assistance if the median household income of
the area were below a selected threshold. 56
As figure 6 indicates, similar to the other means-tested approach,
adjusting the threshold would also affect the estimated percentage of
policyholders who could be eligible for the assistance. For example, if the
eligibility threshold were increased to 140 percent of AMI, we estimated
that the percentage of policyholders who would likely be eligible to
receive assistance would increase to about 87 percent.
Figure 6: Estimated Percentage of Subsidized Flood Insurance Policies That Would Likely Be Eligible for Assistance under a
Community Eligibility Approach by Various Income Limits, as of September 2013

a
We used census tract-level data to test the estimated median income of each census tract against
the relevant Department of Housing and Urban Development’s area median income (AMI) thresholds.
These estimates are based on the assumption that Special Flood Hazard Area policyholders who live
in a census tract with a median household income below the AMI threshold would be eligible to
receive a subsidy as of September 30, 2013.
b
For the lower and upper ends of the range, we followed American Community Survey guidance to
generate a 95 percent confidence interval around the median income for each geographic unit, and
tested the bounds of the confidence interval against the AMI threshold.

55

A census tract is a small statistical subdivision and is generally smaller than a county,
with a population between 1,200 and 8,000 people. We used the census-tract level for this
analysis because it was the smallest geographic unit for which estimates of median
household income were reliable for the areas in which subsidized policyholders reside.

56

For the lower and upper bounds of the estimate, we used ACS guidance to generate a
95 percent confidence interval around the median income for each geographic unit, and
we tested the bounds of the confident interval against the AMI threshold.
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Because this approach targets areas with certain geographic
characteristics, it could also include policyholders with relatively high
incomes or high property values. For example, in one census tract that
would potentially be eligible for assistance, where subsidized
policyholders comprised approximately 50 percent of the homeowners in
the community, an estimated 27 percent of homeowners had an income
that exceeded $150,000. 57 In another tract that would potentially be
eligible for assistance, where subsidized policyholders comprised about
36 percent of homeowners in the community, the median home value
exceeded $1 million. 58 However, we also found that some low-income
subsidized policyholders resided in census tracts not eligible for
assistance under this approach, including census tracts in Puerto Rico. 59

Estimation of Eligible
Policyholders under the
Capped Premium Option

We were unable to estimate the number of subsidized policyholders who
would likely be eligible for assistance under the capped premium option
because implementing it would require information on the full-risk
premium rates of currently subsidized policies, which as previously
discussed, FEMA does not calculate. However, our analysis of available
data on the subsidized premiums paid on these policies, and their total
coverage (building and content) amounts, as of September 30, 2013,
showed that, as table 1 indicates, about 23 percent of policyholders who
paid subsidized premiums as of September 30, 2013, were paying above

57

This estimate is based on the assumption that a means-tested approach that considers
the income characteristics of a local geographic area with a 115 percent AMI threshold
was implemented. To identify tracts with the potential for having a large portion of “highincome” policyholders, we selected only those tracts where an estimated 25 percent or
more of homeowners have income at $150,000 and above, the highest income category
available in the ACS data.

58

At the census-tract level, the median home value estimates above $1 million were
capped at $1 million. That is, if the actual median home value estimate for the tract was
higher than $1 million (i.e., $5 million or $20 million), ACS data showed the value as $1
million.

59

To identify tracts with the potential for having a large portion of “low-income”
policyholders, we selected only those tracts where an estimated 25 percent or more of
homeowners have income below $25,000. At this threshold, these tracts would be
considered eligible for subsidy even using the lowest HUD AMI of $16,400 (the lowest
income threshold available in the ACS data is $15,000).
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1 percent of their total coverage amounts. 60 Our analysis also showed
that almost none of the subsidized policyholders were paying premiums
that were more than 2 percent of their total coverage amounts.
Table 1: Estimated Percentage of Subsidized Policyholders’ Premium That Exceeds
Coverage Amount, across Various Limits, as of September 2013
Percent of Coverage
1%
Policyholders with premiums above a certain
a
percentage of coverage
Policyholders with premiums equal to or less than
a certain percentage of coverage

3%

4%

5%

22.9% 0.4% 0.1%

0%

0%

100

100

77.1

2%

99.6

99.9

Source: GAO analysis of Federal Emergency Management Agency data. | GAO-16-190
a

The Federal Emergency Management Agency does not calculate the full-risk rate for subsidized
policies. As a result, we used the total premium amount based on the available subsidized rates that
policyholders paid as of September 30, 2013. We calculated the combined building and content
coverage of each remaining subsidized policyholder and applied the various limits (i.e., 1 to 5
percent) to determine whether that percent of premium coverage is greater than the total subsidized
premium amount, as of September 30, 2013.

FEMA Lacks Information
Needed to Estimate the
Cost of Assistance

As previously discussed, FEMA does not collect certain flood risk
information that would be needed to calculate the full-risk rate for most
subsidized policies; as a result, estimating the cost of providing subsidy
assistance under various targeting options is difficult. 61 Elevation
certificates are needed to determine the full-risk rate for a property.
However, because FEMA does not use this information in rating
subsidized policies, it does not currently require elevation certificates for
subsidized policyholders, although policyholders may obtain an elevation
certificate voluntarily. 62 As a result, FEMA cannot accurately determine
60

We calculated the combined building and content coverage of each remaining
subsidized policyholder and applied the various limits (i.e., 1 to 5 percent) to determine
whether that percent of premium coverage is greater than the total subsidized premium
amount, as of September 30, 2013. We determined that the difference between these
policyholders’ annual subsidized premiums and the threshold of 1 percent of coverage
ranged from $1 to about $26,400, with the average and median difference of about $176
and $79, respectively.
61

For purposes of this report, we assumed that the maximum amount of the subsidy
provided to those policyholders deemed eligible for assistance would be the difference
between the full-risk premium and the subsidized premium charged under the current
NFIP structure.

62
GAO-13-607. Surveyors calculate the elevation of the first level of a structure in relation
to the expected flood level, or base flood elevation.

Page 31

GAO-16-190 Flood Insurance

the actual forgone premiums for subsidized policies—the difference
between subsidized premiums paid and the premiums that would be
required to cover the expected losses associated with subsidized
policies. 63 Likewise, without full-risk rate premiums for these properties, it
is difficult to estimate the actual subsidy cost of implementing various
options that could be used to target assistance for NFIP. Because it is not
possible to calculate the actual amount of assistance each policyholder
could be eligible for, estimating the aggregate cost of providing
assistance under the various targeting options is not possible with any
specificity.
Although we were unable to estimate the subsidy cost of implementing
these targeting options with any precision, we have previously estimated
forgone premiums for subsidized policies using various statements
published by FEMA that describe the size of the subsidies and expenses.
In our December 2014 report on forgone premiums for subsidized
policies, using available data, we estimated that the cumulative forgone
premiums net of expenses ranged roughly from $8 billion to $17 billion
over the period from 2002 through 2013. 64 In particular, we estimated that
the forgone premiums net of expenses for all policies subsidized in 2013
roughly range from $575 million to $1.8 billion. 65 While the number of
policyholders who could be eligible could vary widely depending on the

63

We attempted to construct elevation difference using Light Detection and Ranging
(LIDAR) data from the North Carolina Floodplain Mapping Program, but the methodology
used for LIDAR data was inconsistent with NFIP’s measure for lowest floor elevation. In
addition, as previously discussed, these data may not be of sufficient quality to measure
forgone premiums associated with subsidized policies.
64

In our December 2014 report, we used policy data from 2002 through 2013 to determine
the number and associated premiums of the subsidized policies and applied FEMA’s
published statements describing the size of the subsidies and expenses to estimate
forgone premiums and forgone premiums net of program expenses. FEMA officials stated
that their statements about the size of the subsidy should not be considered definitive or
precise. However, because FEMA officials said that these statements were the only
information available on the size of the subsidy, we used them in three different
calculations to estimate forgone premiums, added caveats to our estimates, and noted the
limitations of using them. See GAO-15-111.

65

In our 2014 report, we noted several limitations to using these statements to produce
our estimates. We presented three separate estimates: (1) FEMA’s statement about the
impact of eliminating subsidies on aggregate premiums, (2) the percentage of long-term
expected losses covered by subsidized premiums, and (3) the percentage of long-term
expected losses covered by subsidized premiums to estimate forgone premiums for only
the policies that remained subsidized after HFIAA.
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selected targeting option and threshold, only a subset of all subsidized
policyholders would likely be eligible to receive assistance. Using the
means-tested targeting option and thresholds mentioned earlier in this
report, the cost could have ranged from $40 million to $1.7 billion in
2013. 66 For example, the estimated cost for the approach that considers
individuals’ financial need could have ranged from $161 million to $1.7
billion in 2013, and the estimated cost for the approach that considers the
income characteristics of the local geographic area could have ranged
from $40 million to $1.7 billion. We could not calculate a potential cost
under the capped premium method because, as noted earlier,
determining eligibility for assistance would require information on full-risk
rates for currently subsidized properties, which FEMA does not collect.
In our July 2013 report on subsidized properties, we found that NFIP
lacked the information needed to determine the full-risk rates for
subsidized properties. 67 As a result, we recommended that FEMA
develop and implement a plan to obtain information needed to determine
full-risk rates for subsidized properties. FEMA generally agreed with the
recommendation and has taken limited action to implement it. For
example, FEMA noted that the agency would evaluate the appropriate
approach for obtaining or requiring the submittal of this information.
FEMA also said it would explore technological advancements and engage
with industry to determine the availability of technology, building
information data, readily available elevation data, and current flood
hazard data that could be used to implement the recommendation.
However, in a subsequent meeting, FEMA officials also said that the
agency faced a cost challenge with respect to elevation certificates and
that obtaining these certificates could take considerable time and cost
66

This estimated total subsidy cost is based on the estimated lowest and highest forgone
premium, net of expenses, in 2013 across the three estimates calculated in our 2014
report, GAO-15-111. We applied the range to the targeting options described earlier in this
report. Specifically, we applied the cost range ($575 million to $1.8 billion) to the various
targeting options and their ranges of percentage of eligible policyholders. This cost
estimate assumes that the difference between what subsidized policyholders would pay if
they were charged full-risk rates and the subsidized rates they paid in 2013 are the same
for all subsidized policyholders. Also, this estimated subsidy cost does not take into
account the cost associated with implementing the selected targeting option. In addition to
the limitations on the eligibility estimates discussed in this report, our 2014 report
discusses potential constraints on our cost estimates. Despite these limitations, the
estimated cost and eligibility figures are useful for illustrating the inability to precisely
determine the costs of these policies in advance without additional information.

67

GAO-13-607.
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several hundred million dollars. 68 They noted that requiring policyholders
to incur the cost of obtaining elevation certificates would not be consistent
with NFIP’s policy objective to promote affordability. The officials added
that the agency encourages subsidized policyholders who seek to ensure
the appropriateness of their NFIP rates to voluntarily submit elevation
documentation. We acknowledge the difficulty and expense involved in
obtaining precise information about flood risk, but we maintain that
implementing this recommendation is important. Information about flood
risk is needed to correctly charge full-risk rates for an increasing number
of policies as FEMA phases out subsidies. 69 Further, such information
could help FEMA inform policyholders about their flood risk, as required
by HFIAA.

Several Mechanisms
Could Be Used to
Deliver NFIP
Assistance, but Each
Involves Public Policy
Trade-offs

Based on our analysis of studies, interviews with stakeholders, and prior
GAO reviews, FEMA could potentially use a variety of mechanisms to
deliver assistance to NFIP policyholders who could be deemed eligible
based on the various targeting options previously discussed. 70 These
mechanisms include:
•

discounted rates, through which the government charges recipients
less than the full cost of the service received;

•

vouchers, through which the government would disburse funds that
allow recipients to pay for a restricted set of goods or services;

68

According to FEMA officials, the cost of obtaining elevation certificates can vary greatly.
With approximately 1 million subsidized policies, assuming a cost of $300 to $500 per
elevation certificate, the cost for obtaining elevation certificates could total several
hundred million dollars. However, it is unclear what effect increased demand for elevation
certificates could have on the price.

69

GAO-15-111.

70

We selected delivery mechanisms based on prior GAO reports, literature review results,
and interviews with industry stakeholders. This list is not comprehensive but rather
represents the delivery mechanisms mentioned most often in our review.
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•

tax expenditures, through which the government would reduce
recipients’ tax liability based on eligible expenses; 71 and

•

grants and loans for mitigation, through which the government
would disburse funds to recipients under a contract.

Each mechanism involves trade-offs among affordability and four policy
goals for federal involvement in natural catastrophe insurance. We
identified these four policy goals, which have not changed, in our 2007
report on the federal role in natural catastrophe insurance: (1) charging
premium rates that fully reflect actual risks; (2) encouraging private
markets to provide natural catastrophe insurance; (3) encouraging broad
participation in natural catastrophe insurance programs; and (4) limiting
costs to taxpayers before and after a disaster. 72 For the fourth goal, we
focused only on administrative costs because total program costs would
be affected by undetermined factors such as eligibility criteria and caps
on assistance. 73 As summarized in figure 8, we determined that each
mechanism fully supports at least two of the four natural catastrophe
insurance policy goals, but none of the mechanisms fully support all four
of these policy goals.

71

Tax expenditures are reductions in a taxpayer’s tax liability that are the result of special
exemptions and exclusions from taxation, deductions, credits, deferrals of tax liability, or
preferential tax rates. Tax expenditures result in revenue losses for the federal
government, which forgoes some of the tax revenues that it would have otherwise
collected. To deliver NFIP assistance, FEMA could include tax credits, which reduce tax
liability dollar-for-dollar for eligible expenses; tax deductions, which reduce gross income
by subtracting expenses taxpayers incur for eligible expenses; and tax-preferred savings
vehicles, which allow tax filers to save pretax up to a specified limit or make tax-free
withdrawals for eligible expenses and income. Because of Treasury’s role in tax policy
analysis, if FEMA were to pursue tax expenditures as an NFIP assistance delivery
mechanism, FEMA could work in consultation with Treasury on any tax proposals.
72

GAO, Natural Disasters: Public Policy Options for Changing the Federal Role in Natural
Catastrophe Insurance, GAO-08-7 (Washington, D.C.: Nov. 26, 2007).
73

Costs related to federal assistance programs generally include administrative costs
(costs associated with administering a program) and subsidy costs (costs associated with
the amount of assistance provided to recipients). For the purpose of this report section, we
consider the potential administrative costs of delivery mechanisms. We generally do not
consider subsidy costs because they would be affected by undetermined factors such as
eligibility criteria and caps on assistance, as previously discussed. However, we do note
instances where our previous work has had findings relevant to ways in which a delivery
mechanism may communicate subsidy costs.
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Figure 7: Comparison of Selected Delivery Mechanisms to GAO-Identified Policy Goals for Natural Catastrophe Insurance

a

Costs related to federal assistance programs generally include administrative costs (costs
associated with administering a program) and subsidy costs (costs associated with the amount of
assistance provided to recipients). For the purpose of this figure, we consider the potential
administrative costs of delivery mechanisms. We exclude subsidy costs because they would be
affected by undetermined factors such as eligibility criteria and caps on assistance.

b

We categorized a delivery mechanism as “likely to partially meet policy goal” if the delivery
mechanism had some characteristics that would likely help it meet the policy goal but others that
likely would not.

All Mechanisms Except
Discounted Rates Could
Reflect Actual Risk and
Encourage Private Market
Participation

FEMA’s current discounted rate mechanism does not help FEMA charge
premiums that reflect actual risks or encourage the private market to
provide flood insurance. The other delivery mechanisms we identified—
vouchers, tax expenditures, and grants and loans for mitigation—would
likely help support these goals.

Discounted Rates

NFIP’s current discounted rate mechanism does not support the policy
goal of charging premiums that reflect actual risk, according to our prior
reports, a study we reviewed, and most stakeholders we interviewed. 74 As
we have previously found, NFIP’s discounted rates do not fully reflect

74

As previously discussed in this report, NFIP is not currently able to set rates that reflect
the full risk of loss. In 2008 and 2013 reports, we noted the importance of charging
premium rates that reflect the full risk of loss and made three recommendations regarding
rate-setting with which FEMA generally agreed. FEMA has taken a number of steps in
response to these recommendations, but it has not fully addressed them. Also, we have
ongoing work in this area. See GAO, Flood Insurance: FEMA’s Rate-Setting Process
Warrants Attention, GAO-09-12 (Washington, D.C.: Oct. 31, 2008) and GAO-13-607.
Carolyn Kousky and Howard Kunreuther, “Addressing Affordability in the National Flood
Insurance Program” (working paper 2013-12, The Wharton School, Risk Management and
Decision Processes Center, University of Pennsylvania, Philadelphia, PA, 2013).
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actual risks because the premiums are not intended to contribute
sufficient revenues to cover potential losses. 75 In addition, the discounted
rate mechanism hides actual risk because it builds a subsidy within the
rate structure, meaning that policyholders who have discounted rates do
not know their full-risk rate or the amount of subsidy they receive. We
have previously found that discounted rates for NFIP, as well as for the
federal crop insurance program, do not provide all policyholders with
accurate price signals about their chances of incurring losses. 76 As a
result, some policyholders may perceive their risk of loss to be lower than
it really is and may have less financial incentive to mitigate risk of damage
to a property or to decide not to purchase a property at higher risk of
flooding.
In addition, building a subsidy into the rate structure means that the
discounted rate mechanism makes it difficult to measure
nonadministrative program costs (i.e., subsidy costs). We and the
Congressional Budget Office have previously found that FEMA’s
discounted rate mechanism disguises actual NFIP costs because the
costs were evident only in FEMA’s need to borrow from Treasury. 77
Further, because the discounted rate mechanism builds assistance into
the rate structure, it does not encourage the private sector to provide
insurance, according to our prior work and a stakeholder we interviewed.
We have previously found that discounted rates discourage private
participation in the flood insurance market because private insurers
cannot compete with NFIP’s highly discounted (subsidized) rates in some

75

GAO-13-607.

76

GAO-15-111, GAO, Flood Insurance: Strategies for Increasing Private Sector
Involvement, GAO-14-127 (Washington, D.C.: Jan. 22, 2014), and Climate Change: Better
Management of Exposure to Potential Future Losses Is Needed for Federal Flood and
Crop Insurance, GAO-15-28 (Washington, D.C.: Oct. 29, 2014). The federal crop
insurance program, administered by the Risk Management Agency within the U.S.
Department of Agriculture, provides subsidized crop insurance that protects farmers
against financial losses caused by drought, floods, and other natural disasters, among
other things.
77

GAO-14-127 and Donald B. Marron, Acting Director, Congressional Budget Office, The
Budgetary Treatment of Subsidies in the National Flood Insurance Program, testimony
th
nd
before the Senate Committee on Banking, Housing, and Urban Affairs, 109 Cong., 2
session, January 25, 2006.
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geographic areas. 78 For example, one state insurance regulator we
interviewed during this review indicated that HFIAA’s reinstatement of
discounted rates eliminated by the Biggert-Waters Act inhibited the
participation of private insurers who had begun to take a more active role
in the state.
However, a discounted rate mechanism used to deliver assistance to
policyholders who are deemed eligible could be modified to better
address these limitations. Specifically, a full-risk rate could first be
determined, and then the discount could be applied outside of the rate
structure. Such an approach would better communicate the actual cost of
the risk to policyholders and would make subsidy costs more transparent.
For example, one stakeholder we interviewed said that billing statements
could be modified to show policyholders both their full-risk rate and the
assistance they receive. Further, the amount of the subsidy could be
explicitly funded through an appropriation.

Vouchers, Tax Expenditures,
and Grants and Loans

The other potential NFIP assistance delivery mechanisms we identified—
vouchers, tax expenditures, and grants and loans for mitigation—would
likely help promote premiums that reflect the actual risk of losses because
they first require determination of a full-risk premium and then provide
assistance outside of the rate structure. 79 On the basis of our literature
review and interviews with stakeholders, these other mechanisms would
deliver assistance in the following ways:
•

With vouchers, policyholders would be charged a full-risk rate
premium but would receive a subsidy through a voucher to cover the
difference between what they are deemed able to pay and the full-risk
rate premium.

•

With tax expenditures, policyholders would be charged a full-risk rate
premium before having their tax liability reduced when they file their
taxes.

78

GAO, Flood Insurance: Public Policy Goals Provide a Framework for Reform,
GAO-11-670T (Washington, D.C.: June 23, 2011) and GAO-14-127.
79

Our discussion of the benefits of using the other delivery mechanisms assumes that
NFIP could determine full-risk rates and that these rates would be used as a starting point
before applying any assistance. As previously discussed, this is something that NFIP
cannot currently do.
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•

With grants and loans, policyholders would receive grants or loans to
help mitigate their homes, and then they would be charged a premium
rate that reflects their lower risk.

These other potential NFIP assistance delivery mechanisms could help
make existing NFIP subsidy costs more transparent because they
separate assistance from premiums. We and the Congressional Budget
Office have found that separating assistance from premiums could help
the government and taxpayers understand actual program costs, in part
because doing so would make NFIP subsidy costs explicit by requiring
Congress to appropriate funds for them. 80 Vouchers and grants and loans
for mitigation meet these goals. However, the costs associated with tax
expenditures may be somewhat less clear than costs associated with
vouchers and grants and loans for mitigation. Tax expenditures would
help make subsidy costs somewhat more transparent because they
separate assistance from premiums, similar to vouchers and grants and
loans for mitigation, but we and the Congressional Budget Office have
previously found that tax expenditures can mask subsidy costs because
they are not readily identifiable in the budget and are generally not
subject to systematic performance measurement, similar to discounted
rates. 81
In addition, vouchers, tax expenditures, and grants and loans for
mitigation could help encourage the private sector to provide flood
insurance, based on our analysis of prior GAO reports, studies we
reviewed, and a stakeholder we interviewed. This is generally because
these mechanisms would provide assistance outside the rate structure,
enabling NFIP to charge rates that more fully reflect risk and are much
closer to the rates private insurers would need to charge, which we have

80

GAO-14-127 and Donald B. Marron, Acting Director, Congressional Budget Office, The
Budgetary Treatment of Subsidies in the National Flood Insurance Program, testimony
th
nd
before the Senate Committee on Banking, Housing, and Urban Affairs, 109 Cong., 2
session, January 25, 2006.
81

GAO, Tax Expenditures: Background and Evaluation Criteria and Questions,
GAO-13-167SP (Washington, D.C.: Nov. 29, 2012) and Government Performance and
Accountability: Tax Expenditures Represent a Substantial Federal Commitment and Need
to Be Reexamined, GAO-05-690 (Washington, D.C.: Sept. 23, 2005). Since 1994, we
have recommended greater scrutiny of tax expenditures, but the executive branch has
made little progress in developing a framework for systematically evaluating tax
expenditures. Congressional Budget Office, Refundable Tax Credits, Pub. No. 4152
(Washington, D.C.: January 2013).
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previously reported is a key private sector concern. 82 In addition,
vouchers and tax expenditures could potentially be designed in a way that
would incentivize homeowners to consider private insurance: vouchers
could be used with either NFIP or private insurance, and tax expenditures
could be based on either NFIP or private insurance expenses. Further,
grants and loans for mitigation could increase the number of homes at
lower risk of flood damage and create a larger, more diverse risk pool,
which would help private insurers be better able to manage their risk
exposure—another issue we have previously identified as a key private
sector concern about offering flood insurance. 83

Mechanisms Vary in
Whether They Encourage
Broad Participation and
Limit Administrative Costs

FEMA’s current discounted rate mechanism helps encourage broad NFIP
participation and limits administrative costs. The extent to which the other
delivery mechanisms we identified—vouchers, tax expenditures, and
grants and loans for mitigation—could encourage broad participation is
unclear. In addition, their effect on administrative costs varies. 84

Discounted Rates

The discounted rate mechanism encourages broad participation. As we
have previously reported, discounted rates have helped NFIP achieve a
program goal of broad participation by providing assistance that lowers

82

GAO-14-127. In January 2014 we found that insurers cited three main conditions that
needed to be present to increase private sector involvement in the sale of flood insurance.
In addition to being able to charge premium rates that reflect the full estimated risk of
potential flood losses while still allowing the companies to make a profit, insurers said that
they need to be able to accurately assess risk to determine premium rates and need a
sufficient level of consumer participation for insurers to properly manage and diversify
their risk.
83
GAO, National Flood Insurance Program: Additional Guidance on Building
Requirements to Mitigate Agricultural Structures’ Damage in High-Risk Areas Is Needed,
GAO-14-583 (Washington, D.C.: June 30, 2014) and GAO-14-127.
84

In a number of previous reports, we have stated that there is no federal definition of
what constitutes an administrative cost because programs have different missions,
priorities, services, and clients, resulting in a variety of definitions. However, in general,
administrative costs of federal programs generally refer to the costs that support
programs’ mission activities. See, for example, GAO, Federal Emergency Management
Agency: Opportunities Exist to Strengthen Oversight of Administrative Costs for Major
Disasters, GAO-15-65 (Washington, D.C.: Dec. 17, 2014) and Human Service Programs:
Demonstration Projects Could Identify Ways to Simplify Policies and Facilitate Technology
Enhancements to Reduce Administrative Costs, GAO-06-942 (Washington, D.C.: Sept.
19, 2006). While some costs, such as developing information technology systems, may
only be incurred upon implementation of a program or project, other costs, such as issuing
benefits, are ongoing and are incurred throughout the duration of the program or project.

Page 40

GAO-16-190 Flood Insurance

the cost of insurance. 85 Further, discounted rates may encourage more
participation than other potential delivery mechanisms, such as tax
expenditures, because FEMA applies discounted rates that reduce
premiums immediately and policyholders do not have to wait to receive
their assistance.
In addition, continuing to use the discounted rate mechanism would likely
help NFIP limit up-front administrative costs because the discounted rate
mechanism is already in place and used to issue subsidies, which means
that NFIP can avoid some costs that would be associated with creating a
new delivery mechanism. 86 Also, some stakeholders we interviewed said
that discounted rates may be the most efficient delivery mechanism
option for ongoing program administration, citing reasons such as
FEMA’s ability to implement the mechanism without coordinating with
other federal agencies.

Vouchers

Vouchers may have some characteristics that support the policy goal of
broad NFIP participation and others that do not, according to examples
cited in our previous work, studies we reviewed, and stakeholders we
interviewed. For example, vouchers could help encourage broad
participation in NFIP because they would immediately reduce premium
costs and are unrelated to recipients’ tax-filing status. However, some
stakeholders we interviewed noted other voucher characteristics that may
discourage participation in NFIP. For example, FEMA officials we
interviewed said that policyholders may perceive vouchers to have
associated stigma, and another stakeholder expressed concern that a
potentially burdensome application process could discourage eligible
policyholders from applying.
In addition, vouchers would likely increase NFIP’s administrative costs to
a certain extent, according to examples cited in our previous work,
studies we reviewed, and stakeholders we interviewed. Because FEMA

85

GAO-15-111.

86

While NFIP has an existing system in place to administer discounted rates, it should be
noted that implementing some of the eligibility options we previously discussed would
increase administrative costs because FEMA would have to collect data that it is not
currently required to collect. For example, as with all potential delivery mechanisms,
providing means-tested assistance would require FEMA or another agency to develop an
infrastructure to collect information on household income and assets and make eligibility
determinations.
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does not currently have an NFIP voucher program, it would need to
dedicate additional resources to its creation and to its ongoing
administration. For example, HUD is one agency with such a voucher
program and a 2015 HUD study of costs incurred by the local public
housing authorities that administer HUD’s Voucher program found that
efficient public housing authorities spent an average of $70 per month to
administer a voucher, with costs related to frontline labor representing the
largest costs. 87 To help FEMA limit such administrative costs, two studies
we reviewed said that flood insurance vouchers could be administered
through an existing voucher program, such as the HUD Voucher
program. 88 However, according to the 2015 HUD study and HUD officials
we interviewed, the local public housing authorities that administer the
HUD Voucher program do not receive adequate funding to efficiently and
effectively administer the existing program. 89 HUD officials we interviewed
also said that there would be additional costs, which could be significant,
associated with implementing a new program. As a result, establishing an
assistance program for NFIP under HUD’s, or another program’s,
infrastructure would likely require additional resources for agencies
responsible for implementing the program. Any additional costs would
have to be weighed against the costs of the existing program. According
to HUD officials, other concerns in addition to costs—such as housing
authorities’ lack of familiarity with FEMA and flood insurance—would also
have to be addressed before determining the suitability of using an
existing HUD program to deliver NFIP assistance.

Tax Expenditures

Tax expenditures may have some characteristics that support the policy
goal of broad NFIP participation and others that do not, according to
examples cited in our prior reports, many studies we reviewed, and some
stakeholders we interviewed. For example, well-designed tax
expenditures can be targeted to reach certain populations and provide

87

Abt Associates in partnership with RSG and Phineas Consulting, Housing Choice
Voucher Administrative Fee Study, a report prepared at the request of the Department of
Housing and Urban Development, Office of Policy Development and Research, April
2015. The aggregate costs to apply the study’s recommendations across the entire
program were estimated at over $1.8 billion. Frontline labor includes employees who
conduct activities such as eligibility determinations and annual recertifications.

88

National Research Council of the National Academies, Affordability of National Flood
Insurance Program Premiums: Report 1.

89

Abt Associates in partnership with RSG and Phineas Consulting, Housing Choice
Voucher Administrative Fee Study.
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incentives for taxpayers to engage in particular activities; do not have the
stigma that some individuals may associate with government spending
programs; and may be less burdensome than applying for assistance
through other spending programs in some ways. However, our prior
reports, many studies we reviewed, and some stakeholders we
interviewed found that other characteristics of tax expenditures may not
encourage broad participation because eligible policyholders
•

may not be aware of the tax expenditure or their eligibility;

•

would face the burden of navigating the complex tax system, which
may result in limited take-up or pressure to hire professionals to help
to navigate the system;

•

would generally need to pay the full premium before they receive the
tax expenditure, which could result in cash flow challenges; 90 and

•

may have lower incomes or may not be required to pay taxes, which
means they may not receive as great of a benefit from nonrefundable
tax credits, tax deductions, and tax-preferred savings vehicles.

Similarly, tax expenditures may have some characteristics that help NFIP
limit administrative costs and others that do not, according to examples
cited in our prior reports, many studies we reviewed, and some
stakeholders we interviewed. We and others have previously stated that,
in concept, using tax expenditures could help limit administrative costs to
taxpayers for certain activities because much of the administrative
infrastructure already exists for the government to collect and remit
money to tax filers via the tax system, as compared to setting up separate
spending programs. Additionally, one study we reviewed said that, in
general, direct IRS access to policyholder income information would help
limit administrative costs for the federal government. However,

90

Some studies we reviewed and a stakeholder we interviewed suggested that advance
tax credits—which aim to help recipients meet their daily expenses by increasing their
take-home pay or reducing the costs they are responsible for—could help address cash
flow challenges associated with tax expenditures, but other studies and stakeholders
pointed out associated trade-offs. For example, IRS and Treasury Office of Tax Policy
officials said that—based on their experience with other advance tax credits, such as the
Patient Protection and Affordable Care Act advance premium tax credit—advance tax
credits can increase administrative and compliance costs for IRS and other participating
agencies, complicate eligibility determinations due to possible income fluctuations, and
cause taxpayer confusion.
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implementing a new tax expenditure would still create some additional
burden for IRS in a time of tight budgetary resources. We previously
found that IRS has scaled back activities and staff in response to
declining appropriations, which could potentially reduce program
effectiveness or increase risk to IRS and the federal government. 91 We
also previously found that administering complex tax rules can strain
IRS’s ability to serve taxpayers because of the resources needed to
modify related documents and procedures, develop guidance, clarify
instructions, and address noncompliance. 92 Further, there may be some
administrative costs and inefficiencies associated with interagency
collaboration between FEMA and IRS, according to two stakeholders we
interviewed. For example, regarding potential NFIP tax expenditures,
Treasury Office of Tax Policy officials said that IRS would have to
dedicate resources to administering the program and coordinating with
FEMA to set up a data-sharing agreement and verify nonincome-related
information submitted by policyholders, such as premiums paid. 93 We
have previously found that the complex nature of some tax expenditures,
such as the mortgage interest and other real estate deductions, may
result in high error rates that create costs for taxpayers due to forgone
revenues and IRS resources spent to enforce compliance. 94
We have produced a guide for evaluating tax expenditure performance
that could be used if Congress were to decide that tax expenditures are
the most appropriate way to deliver assistance to eligible NFIP

91

GAO, IRS 2016 Budget: IRS Is Scaling Back Activities and Using Budget Flexibilities to
Absorb Funding Cuts, GAO-15-624 (Washington, D.C.: June 24, 2015).
92

GAO, Tax Policy: Differences in Definitions and Rules in the Tax Code, GAO-14-652R
(Washington, D.C.: July 18, 2014).
93

If NFIP assistance were provided through tax expenditures determined in part based on
premiums paid, IRS would need to verify that the amounts of premiums taxpayers claimed
on tax forms correspond to information about premium payments. FEMA currently has
premium payment data that would be useful to IRS in verifying premiums paid. To the
extent that flood insurance is also delivered through private insurers and private insurance
premiums are included in tax expenditure calculations, IRS would also need information
about premiums paid to insurers.

94
GAO, Home Mortgage Interest Deduction: Despite Challenges Presented by Complex
Tax Rules, IRS Could Enhance Enforcement and Guidance, GAO-09-769 (Washington,
D.C.: July 29, 2009) and Real Estate Tax Deduction: Taxpayers Face Challenges in
Determining What Qualifies; Better Information Could Improve Compliance, GAO-09-521
(Washington, D.C.: May 13, 2009).
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policyholders. 95 The guide discusses various tax expenditure design
issues that should be considered before implementing a tax expenditure,
including the tax expenditure’s purpose, how the tax expenditure would
relate to other federal programs, consequences for the federal budget,
and how the tax expenditure would be evaluated.

Grants and Loans

Grants and loans for mitigation may have some characteristics that
support the policy goal of broad NFIP participation and others that may
not, according to examples cited in prior GAO reports, a few studies we
reviewed, and two stakeholders we interviewed. As mentioned previously,
grants and loans could encourage policyholders to mitigate flood risk to
their properties by helping them afford the significant up-front costs of
mitigation, which may otherwise be a barrier. 96 Because mitigation would
likely result in significantly lower premiums, which homeowners could be
more willing and able to pay, homeowners might be more likely to
participate in NFIP. However, some characteristics of grants and loans
may discourage broad participation. For example, potentially complex
application processes could discourage eligible policyholders from
applying; eligible policyholders may not be aware of their eligibility or of
the programs; some potentially eligible policyholders may not be able to
meet loan qualification criteria related to repayment, a challenge GAO
has previously reported for Small Business Administration disaster
assistance loans; and loans may not be appealing to some policyholders
if rates are too high or policyholders are debt-averse. 97
Regarding the policy goal of limiting administrative costs, mitigation
grants and loans would likely pose some additional administrative costs
for NFIP. Similar to vouchers, FEMA would need to dedicate resources to
setting up and administering a new grant or loan program or expanding

95

GAO-13-167SP.

96

Grants may encourage broad participation more effectively than loans because grants
do not need to be repaid.

97

GAO, Small Business Administration: Additional Steps Needed to Help Ensure More
Timely Disaster Assistance, GAO-14-760 (Washington, D.C.: Sept. 29, 2014).
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an existing program to provide the assistance to eligible policyholders. 98
Also, loans pose some other administrative costs, such as servicing
outstanding loans and collecting on defaulted loans, among others.
Finally, it is important to remember that the delivery options discussed in
this report are not mutually exclusive and could potentially be used in
combination to address Congress’s priorities for NFIP. For example,
according to two studies we reviewed, NFIP could offer assistance to
policyholders experiencing affordability issues through a combination of
mitigation loans and vouchers. 99 The loans would help policyholders
afford mitigation efforts, reducing premiums in the long term. The
vouchers would help policyholders cover the costs of repaying the loans,
and they could also be used to cover part of the remaining premium costs
if they were still unaffordable.
If Congress were to consider an assistance program to address
affordability issues experienced by NFIP policyholders, a number of policy
decisions would be involved, each of which involves trade-offs and
potentially difficult choices. In particular, decisions would need to be
made to determine which policyholders would be eligible to receive the
assistance, as well as other factors to consider when determining
eligibility—for example, whether the assistance would only be provided to
pre-FIRM principal residences located in high-risk areas. Also, the
amount of assistance would have to be determined. For example, the
assistance could be less than, equal to, or more than the difference

98

Instead of starting a new grant program, one study we reviewed said that NFIP should
modify existing disaster relief grant programs—including the FEMA Pre-Disaster Mitigation
Program, the FEMA Flood Mitigation Assistance Program, the FEMA Hazard Mitigation
Program, and the HUD Community Development Block Grant Program—to administer
assistance to eligible homeowners. However, the study also noted that FEMA or HUD
would need to modify these programs to reflect changed eligibility and purpose because
the programs may be oversubscribed, require nonroutine funding processes, experience
challenges providing timely assistance, or not address affordability issues. See National
Research Council of the National Academies, Affordability of National Flood Insurance
Program Premiums: Report 1.

99

Carolyn Kousky and Howard Kunreuther, “Addressing Affordability in the National Flood
Insurance Program” (working paper 2013-12, The Wharton School, Risk Management and
Decision Processes Center, University of Pennsylvania, Philadelphia, PA, 2013) and
Wendy Zhao, Howard Kunreuther, and Jeffrey Czajkowski, “Affordability of the National
Flood Insurance Program: A Case Study of Charleston, South Carolina” (working paper
2015-03, The Wharton School, Risk Management and Decision Processes Center,
University of Pennsylvania, Philadelphia, PA, 2015).
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between the subsidized premium rate eligible policyholders would pay
under the current NFIP structure and the full-risk premium rate of the
property. In addition, a decision would need to be made on the type of
assistance (i.e., premium subsidy, mitigation assistance, or both). Further,
decisions would have to be made on which delivery mechanism is most
appropriate for NFIP, how the assistance would be paid for, and by
whom.

Agency Comments

We provided a draft of this report to FEMA within the Department of
Homeland Security for its review and comment. We also provided a draft
of this report to HUD and Treasury for technical comment. FEMA and
HUD provided technical comments, which we incorporated as
appropriate.
As agreed with your office, unless you publicly announce the contents of
this report earlier, we plan no further distribution until 30 days from the
report date. At that time, we will send copies of this report to the
appropriate congressional committees and the Secretaries of Homeland
Security, Housing and Urban Development, and the Treasury. In addition,
the report is available at no charge on the GAO website at
http://www.gao.gov.
If you or your staff have any questions about this report, please contact
Alicia Puente Cackley at (202) 512-8678 or cackleya@gao.gov. Contact
points for our Offices of Congressional Relations and Public Affairs may
be found on the last part of this report. GAO staff who made major
contributions to this report are listed in appendix II.
Sincerely yours,

Alicia Puente Cackley
Director, Financial Markets and Community Investment
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Our objectives in this report were to describe (1) options to target
assistance to National Flood Insurance Program (NFIP) subsidized
policyholders who may experience difficulty paying full-risk rates, (2) the
number of currently subsidized policyholders who might be eligible for
assistance under certain options and the cost of implementing these
options, and (3) potential delivery mechanisms for providing assistance to
eligible policyholders. For purposes of this report, we made the following
assumptions:
•

Only current NFIP policyholders who pay subsidized premium rates
established by the Homeowner Flood Insurance Affordability Act of
2014 (HFIAA) for their primary residences located in high-risk
locations known as Special Flood Hazard Areas (SFHA) would be
potentially eligible for assistance. 1

•

The starting point for premiums, before the provision of any
assistance, would be a full-risk premium. 2

•

The maximum amount of the subsidy provided to those policyholders
deemed eligible for assistance under the identified eligibility options
would be the difference between the full-risk premium and the
subsidized premium charged under the current NFIP structure.

1

The Biggert-Waters Flood Insurance Reform Act of 2012 (Biggert-Waters Act), enacted in
July 2012, required the Federal Emergency Management Agency (FEMA) to eliminate or
phase out almost all subsidized insurance premiums. As mandated by the Biggert-Waters
Act, on October 1, 2013, FEMA began prohibiting subsidies from being passed to new
property owners and removed subsidies if insurance coverage lapsed as a result of the
policyholders’ deliberate choice. Pub. L. No. 112-141, tit. II, § 100205(a)(1)(B), 126 Stat.
405, 917. However, HFIAA, enacted in March 2014, reinstated subsidies to these types of
policies, which are for primary residences. Pub. L. No. 113-89, § 3(a)(1), 128 Stat. 1020,
1021. In addition, the Biggert-Waters Act and HFIAA require that subsidies for these types
of policies be phased out at a slower rate than other subsidized properties. As a result, we
focused on NFIP policyholders who own currently subsidized primary residences because
they would likely experience the largest rate increases as the subsidies are phased out.
Also, we focused on subsidized properties that are located in SFHAs because they are
generally required to purchase flood insurance.

2
Our assumptions are consistent with prior recommendations that NFIP rates accurately
reflect flood risk. See GAO, Flood Insurance: FEMA’s Rate-Setting Process Warrants
Attention, GAO-09-12 (Washington, D.C.: Oct. 31, 2008).
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Identifying Targeting
Options and Delivery
Mechanisms

To identify options for targeting assistance to policyholders who may
experience difficulty paying full-risk rates and to identify potential
mechanisms for delivering that assistance, we reviewed our prior related
reports and analyzed relevant laws. We also conducted a literature review
using the Proquest database and Internet searches using search terms
such as “flood insurance,” “means test,” “ability to pay,” and “eligibility” for
identifying reports that discuss options for targeting federal assistance.
We reviewed 53 reports and determined 11 to be relevant by reviewing
abstracts of the literature we found. Similarly, we conducted a literature
review using the Proquest database using search terms such as
“delivery,” “assistance,” “loan,” “voucher,” “grant,” and “discount” for
identifying reports that discuss mechanisms used to deliver assistance.
We reviewed 70 reports and identified 23 to be relevant by reviewing
abstracts of the literature we found. In addition, we interviewed officials
from the Federal Emergency Management Agency (FEMA), Department
of Housing and Urban Development (HUD), the Department of the
Treasury’s (Treasury) Federal Insurance Office (FIO), Florida Office of
Insurance Regulation, Louisiana Department of Insurance, and New
Jersey Department of Banking and Insurance and representatives from
18 organizations with flood insurance knowledge to obtain input on (1)
options that could be used to target assistance for NFIP; (2) different
mechanisms that other federal programs have used to deliver assistance
and the extent to which they could be used to deliver assistance in NFIP;
and (3) to the extent possible, any benefits and challenges of using these
options and delivery mechanisms. 3 To select the organizations to
interview, we reviewed lists compiled for prior GAO reports on NFIP,
identified organizations that have testified before Congress on the
affordability of NFIP premiums, identified organizations through our
literature review, and obtained recommendations from those we
interviewed. We interviewed officials at the following 18 organizations:
•
•
•

Allstate Insurance Company
American Academy of Actuaries
Association of State Floodplain Managers, Inc.

3

We selected these three insurance state regulators because (1) they represented the
states with the most subsidized policies as of September 30, 2013; (2) the states were
represented in the Congressional Home Protection Caucus formed in May 2013, which
was tasked with making flood insurance affordable; and (3) the National Association of
Insurance Commissioners identified them as those with the most relevant experience with
NFIP.
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•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Center for Economic Justice
Consumer Federation of America
Independent Insurance Agents and Brokers of America
Insurance Information Institute
Joint Center for Housing Studies of Harvard University
National Academy of Sciences
National Association of Insurance Commissioners
National Association of Mutual Insurance Companies
National Association of Realtors
Property Casualty Insurers Association of America
RAND Corporation
SmartSafer.org
USAA General Indemnity Company
Risk Management and Decision Processes Center at the Wharton
School of the University of Pennsylvania
Wright National Flood Insurance Company

On the basis of our literature review and interviews, we identified three
general options that could potentially be used to target assistance to NFIP
policyholders who may experience difficulty paying full-risk rates: means
testing based on the income level of policyholders or local geographic
areas, setting premium caps based on a percentage of total insurance
coverage, and basing assistance on the cost of mitigating the risk of
damage to a home. We also identified four types of mechanisms that
could potentially be used to deliver assistance: discounted rates,
vouchers, tax expenditures, and loans and grants for flood risk mitigation.
A generally recognized definition of affordability does not currently exist
for flood insurance; as a result, we interviewed representatives from HUD,
FIO, the Florida Office of Insurance Regulation, Louisiana Department of
Insurance, New Jersey Department of Banking and Insurance,
Independent Community Bankers of America, and the Mortgage Bankers
Association to determine potential ways affordability could be defined as it
relates to flood insurance. 4 Further, to obtain information on benefits and
challenges of obtaining tax data from the Internal Revenue Service (IRS)
and the implications certain delivery mechanisms may have for the tax
4
We selected HUD because it has done extensive work related to housing affordability,
which could inform how affordability could be defined as it relates to flood insurance.
Similarly, we interviewed the Independent Community Bankers of America and Mortgage
Bankers Association to learn how lenders determined affordability as it relates to home
buying.
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system, we contacted representatives of Treasury’s Office of Tax Policy
and IRS.

Illustration of the Effects of
Certain Targeting Options

To address our second objective, we used NFIP’s policy data to identify
policies for primary residences that would continue to receive subsidized
premium rates as set by HFIAA. We analyzed data from NFIP’s policy
database as of September 30, 2013. We applied the same algorithm that
FEMA used to determine which policies were subsidized before
enactment of the Biggert-Waters Flood Insurance Reform Act of 2012
(Biggert-Waters Act), and we applied FEMA’s interpretation of the
provision in the Biggert-Waters Act that eliminated subsidies and the
provisions in HFIAA that restored subsidies. We further narrowed our
analysis to subsidized policyholders located in SFHAs because the
purchase of flood insurance is mandatory for properties in these areas
that are secured by mortgages from federally regulated lenders. We
assessed the reliability of the policy data by gathering and analyzing
available information about how the data were created and maintained,
and we performed electronic tests of required data elements. We
determined that the data were sufficiently reliable for the purpose of
determining the number of subsidized policies and the associated
premiums. We did not use more recent data because in December 2014
we identified a number of discrepancies in NFIP’s fiscal year 2014 data
and determined them to be not sufficiently reliable. 5 We had begun our
analysis before FEMA addressed those discrepancies. To determine the
overall number of policyholders and how many of those are subsidized,
we used data as of May 2015, which we deemed sufficiently reliable for
our purposes based on gathering and analyzing available information
about how the data were created and maintained, and we performed
electronic tests of required data elements.

5
See GAO, Flood Insurance: Forgone Premiums Cannot Be Measured and FEMA Should
Validate and Monitor Data System Change, GAO-15-111 (Washington, D.C.: Dec. 11,
2014). We recommended that FEMA institute internal controls, such as testing a sample
of policies, to validate that the data system contractor fully implemented changes and edit
checks before program changes become effective. In March 2015, FEMA addressed this
recommendation by instituting the use of a new procedure manual, including a testing
plan, for data system programming changes required to implement NFIP rate and rule
changes. According to FEMA, the contractor conducted sample testing of the April 2015
program changes and plans to conduct a comprehensive validation.
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To estimate the number of currently subsidized policyholders that might
be eligible for assistance under certain means-tested options, we
attempted to obtain income information for these policyholders. Because
FEMA does not collect income information for its NFIP policyholders, we
attempted to obtain income data from IRS for subsidized policyholders as
of September 30, 2013. We were unable to obtain access to IRS tax
return data, which under section 6103 of the Internal Revenue Code,
must be kept confidential and may not be disclosed, except as specifically
authorized by law. We also attempted to obtain household income and
other related data from a third-party vendor, including wealth, household
size, and home value. To do this, we used prior GAO work on information
resellers to identify and conduct market research with selected
companies. 6 We spoke with officials at three information resellers and
gathered documentation on data modeling, coverage, match rate, and
other relevant information to assess the accuracy and reliability of their
data. We determined the data lacked sufficient precision and therefore
found these data not to be reliable for purposes of estimating income and
other homeowner and property characteristics of NFIP subsidized
policies.
Because we were unable to obtain income information at the individual
policyholder level, we used income data from the American Community
Survey (ACS), a continuous survey of households conducted by the U.S.
Census Bureau. Specifically, we used 5-year data from the 2009 through
2013 ACS for the 50 states, the District of Columbia, and Puerto Rico to
estimate the number of subsidized policyholders who would likely receive
assistance under the means-tested options we identified. 7 We analyzed
income levels of households and owner-occupied households (tables
B19013 for household median income and table B25118 for owneroccupied household income distribution) obtained from ACS to provide a

6

See GAO, Information Resellers: Consumer Privacy Framework Needs to Reflect
Changes in Technology and the Marketplace, GAO-13-663 (Washington, D.C.: Sept. 25,
2013).
7
The 2009 through 2013 ACS 5-year estimates are based on multiyear period estimates
for the years 2009 through 2013 and should not be interpreted as estimates for any
particular year in that period.
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rough estimate of the income for subsidized policyholders in SFHAs. 8 To
examine the reliability of ACS data, we reviewed testing and
documentation for a prior GAO report using much of the same data,
including information from interviews with Census Bureau officials and
experts. 9 We also examined ACS technical documentation and conducted
electronic testing and logic checks. As a result of our testing and reviews
of related documentation, we determined the data were sufficiently
reliable for our analyses.

Estimation of Eligible
Policyholders Based on
Individuals’ Financial Need

To develop possible thresholds for estimating the number of policyholders
who might be eligible for assistance under the means-tested approaches,
we reviewed documentation on the income limits used for various federal
housing programs. These thresholds are expressed as a percentage of
the area median income (AMI) for the county or metropolitan area in
which an individual lives, and they range from 30 percent through 140
percent of AMI. Because HUD defines low-income households as those
with income at or below 80 percent, we used this percentage as the
lowest threshold when we conducted our analysis on the effect of
implementing the means-tested approaches. We also illustrated the
potential effect of using 115 percent and 140 percent of AMI, which are
used in other government programs, as thresholds.
We used ACS data on the distribution of homeowner income at the
county level to generate estimates of how many policyholders might be
eligible for subsidies using different thresholds of the HUD AMI. 10 Our
estimation of eligible policyholders based on individuals’ financial need is
based on the assumption that the distribution of household income
among SFHA policyholders is similar to that of the distribution of

8
We used the distribution of homeowner income rather than mortgage-holder income
because approximately 10 percent of policyholders reside in tracts with few to no
mortgages. Additionally, we found that the estimates for the distribution of homeowner
income at the county level were more precise (less variable) than those for mortgage
holders.
9

In our 2013 report, we analyzed 2007 through 2011 ACS 5-year data as an indicator of
income levels of owners of remaining subsidized properties. GAO, Flood Insurance: More
Information Needed on Subsidized Properties, GAO-13-607 (Washington, D.C.: July 3,
2013).
10

Although we recognize that the income distribution of policyholders and owners might be
more similar at the tract than the county level, we conducted this analysis at the county
level rather than the tract level because initial data reliability estimates suggested that the
categorical distribution of income was less reliable at the tract level than the county level.
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household income among all homeowners in each county. 11 To conduct
the analysis, we used county-level data to generate estimates of the
number of subsidized policyholders residing in areas with estimated
income below the HUD AMI thresholds. 12 Specifically, based on
household income distribution, we estimated the proportion of
homeowners with incomes above or below cut points based on the
income distribution categories in the ACS data. We then applied the
estimated proportion above and below the HUD AMI thresholds to the
number of policyholders in our data to generate an estimate of the
proportion that would be subsidized using a test of individuals’ financial
need. 13

11

The distribution of income among homeowners is likely to differ from that among
subsidized policyholders. Nevertheless, this simplifying assumption is useful for illustrating
the potential effect on the number of subsidized policyholders of implementing a meanstested approach that considers individuals’ financial need in the absence of more targeted
information such as tax data.

12

AMI is based on the metropolitan area, metropolitan subareas, or nonmetropolitan
county. Because of the way in which AMI is defined in New England, there could
conceivably be more than one HUD AMI per county. Accordingly in New England, we
have selected the highest HUD AMI in the county as the county value, as a conservative
approach to ensuring that the greatest number of individuals falls under the HUD AMI in
our estimate. Also, we excluded from our analysis 171 policyholders with addresses that
could not be geocoded, or mapped to a tract or county for ACS data.

13

We first dichotomized the income distribution to calculate the estimated proportion of
homeowners with household incomes below and above the ACS category cut points (e.g.,
above and below $25,000; above and below $35,000; above and below $50,000; etc.).
We then calculated the estimated proportion of homeowners living in households with
incomes below the HUD threshold. For example, if the HUD threshold was $50,000, we
took the proportion of homeowners in the county with income below $50,000 and applied
that proportion to the number of SFHA policyholders to estimate the number of SFHA
policyholders in that county with incomes below the threshold. If the HUD threshold fell in
the middle of a dichotomous category, we took all within the category (that is, if the closest
original category was $25,000 to $35,000, and the HUD threshold was $30,000, we took
the estimated proportion of homeowners with income below $35,000 to generate our
estimate of the count of SFHA policyholders “likely” needing subsidies). Assuming the
actual income distribution of policyholders matched that of homeowners in the county,
treating the full population in an income category as if it were below the AMI threshold,
even when the AMI falls in the middle of the threshold, would have the potential to
overstate the number of policyholders eligible for subsidies at a given threshold. Our
sensitivity tests examining the effect of shifts in the income distribution address this
potential error by using the next closest, lower income category to estimate the lower
range of the number eligible. Shifting the income distribution down one category is
consistent with assuming that everyone in the original category earned above the HUD
threshold.
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We used two different approaches to illustrate the sensitivity of our
estimates. We first followed ACS technical guidance to generate 95
percent confidence intervals around the proportions of residents in each
income category, and we tested these bounds against the HUD AMI or
threshold. This method produced relatively narrow confidence bounds
that depended heavily on the assumption that the distribution of
policyholder and homeowner income was similar at the county level.
Given that we do not have information on the accuracy of this
assumption, we instead present the results from an alternative sensitivity
test that allows for less correspondence between the homeowner and
policyholder income distributions. This second sensitivity test illustrates
the effect of shifting the income distribution within each county up or down
a category, and provides a better, if still imperfect, sense of the
uncertainty inherent in our estimates given that we lack information on
individual policyholders’ incomes. Despite these tests, we cannot be sure
that there are not systematic differences in the income distribution of
policyholders compared to homeowners in general at the county level that
would not be captured by such testing. 14

Estimation of Eligible
Policyholders Based on the
Financial Characteristics of a
Local Geographic Area

To estimate the number of eligible policyholders based on financial
characteristics of a local geographic area, we used the same HUD AMI
thresholds as in our estimates based on individuals’ financial need.
However, unlike the analysis for the means-tested approach that
considers individuals’ financial need, the estimation of eligible
policyholders based on the financial characteristics of a local geographic
area is based on the median household income of an entire local
geographic area, the census tract. As such, it estimates the number of
subsidized policyholders likely eligible for assistance using a “community”
threshold test, in which the census tract median household income is
compared to the HUD AMI. To conduct the analysis, we used tract-level
data to test the estimated median income of each census tract against the
relevant HUD AMI threshold, and we assumed that all policyholders living
in tracts with estimated median incomes below the threshold would
receive subsidies. To illustrate uncertainty in our estimates, we also
tested the upper and lower bounds of the 95 percent confidence interval

14

We also approximated 95 percent confidence intervals around the estimate of median
income for each geographic unit using the variance and estimation procedures described
in the ACS guidance. See U.S. Census Bureau, “A Compass for Understanding and Using
American Community Survey Data: What General Data Users Need to Know,” October
2008.
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for the tract-level estimate of median homeowner income against the
HUD AMI or threshold.
To illustrate potential consequences of using a community threshold test,
we identified tracts where policyholders comprised a relatively large
proportion of the estimated number of homeowners in the tract and that
would be subsidized using the HUD AMI as the threshold. We use the
threshold of 115 percent of HUD AMI to identify tracts eligible for subsidy
under the local geographic area approach, as it is the middle of the three
thresholds we test in our main analysis. We limited our analysis to tracts
with 50 or more policies and with fairly precise estimates of homeowner
income. 15 We then identified those tracts where either the estimated
home value was relatively high, or the estimate of the proportion of
homeowners with high incomes was relatively large. 16 From the tracts we
identified, we selected examples that represented extreme values; while
these tracts are not typical of tracts that would be subsidized under a
community approach, they demonstrate that as a targeting mechanism,
the community approach could have unintended consequences.

Estimation of Eligible
Policyholders under the
Capped Premium Option

We were unable to estimate the number of subsidized policyholders who
would likely be eligible for assistance under the capped premium option
because implementing it would require information on the full-risk
premium rates of currently subsidized policies, which FEMA does not
calculate. Instead, we estimated the number of subsidized policyholders
that paid less than various thresholds, as of September 30, 2013. To
identify a range of thresholds that could be used to develop estimates
under the premium capped option, we used 1 percent as the lower
threshold because HFIAA states that FEMA should strive to minimize the
number of policies with annual premiums that exceed 1 percent of the
total coverage. We also assessed the effect of increasing the threshold by
1 percent increments up to 5 percent. We compiled information on the
amount of insurance coverage (both building and content coverage) and
the premium cost associated with subsidized policies from the NFIP

15

We included only those tracts with a coefficient of variation, a measure that compares
the size of the estimate to its standard error, of 25 percent or less.

16
We based our definitions of “high income” on the highest income category available in
the data (i.e., above $150,000). We base our definition of “low income” on the lowest
income category (i.e., below $25,000) for which tracts would be considered eligible for a
subsidy using the lowest HUD AMI of $16,400. We based our definition of high property
value on the loan limit for conforming loans.
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policy database. Specifically, we compared a range of percentages, from
1 percent to 5 percent, of total insurance coverage to the total subsidized
premium and determined how many subsidized policyholders paid above
and below each percentage limit.

Estimation of Eligible
Policyholders Based on the
Cost of Mitigation

We were unable to illustrate the effect of targeting assistance based on
the cost of mitigating the primary residence of subsidized policyholders
because data to determine this cost were not available. To determine the
cost of mitigating the risk of damage to a property, information on its
elevation—that is, the difference between the lowest elevation of the
property relative to its base flood elevation—is needed, but FEMA does
not currently collect this information for properties that pay subsidized
rates.

Estimating the Cost of
Assistance

To estimate the potential cost of implementing these options, we
attempted to estimate the full-risk rate of subsidized properties by
constructing information about flood risk that is not available in NFIP’s
database. We attempted to calculate some flood risk information (i.e.,
elevation information) for subsidized properties located in North Carolina
by obtaining two key elements: lowest floor elevation and base flood
elevation—that is, the flood level relative to mean sea level at which there
is a 1 percent or greater chance of flooding in a given year. We selected
North Carolina because it is one of the only states that have collected
elevation data in high-risk flood zones, which is necessary to determine
the full-risk premium rates. Specifically, we obtained Light Detection and
Ranging (LIDAR) data from the North Carolina Floodplain Mapping
Program to determine if we could estimate the lowest floor elevation level
of subsidized properties in the state. We also analyzed data from FEMA’s
National Flood Hazard Layer database to determine if we could estimate
the base flood elevation of these subsidized properties. However, both
sources lacked the precision needed for purposes of our analysis.
•

LIDAR. While NFIP defines elevation difference as the difference
between lowest occupied floor elevation and base flood elevation,
North Carolina’s LIDAR data measures first floor elevation, which is
inconsistent with NFIP’s measure for lowest floor elevation. According
to North Carolina officials, its LIDAR does not measure the lowest
floor elevation because it is measured from the outside of the
structure to the bottom of the front door. Without measuring from the
inside of the structure, North Carolina’s LIDAR data do not take into
account a precise measurement of the lowest floor. For example, the
bottom of the front door may be higher than the bottom of the lowest
occupied floor, such as a furnished basement.
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FEMA’s National Flood Hazard Layer. FEMA’s National Flood
Hazard Layer data lack precision to correctly align the data to a
property. 17 The data are a geospatial file that shows the base flood
elevations of areas, among other things. However, it simply shows
them as lines on a map, which cannot be used to determine the base
flood elevation for a particular building unless the building is
intersected by the line. For all other buildings, base flood elevation
would have to be estimated using the closest elevation lines. For
example, if a building were located halfway between a 100 foot line
and a 110 foot line, a base flood elevation of 105 feet could be
estimated for the building. However, this estimate is not precise
enough for purposes of our analysis.

•

Due to the unavailability of accurate estimates for lowest floor elevation
and base flood elevation to calculate full-risk rate, we were unable to
estimate with any precision the potential cost of implementing certain
options we identified for targeting assistance to policyholders who may
experience difficulty paying full-risk rates. However, we developed a
rough estimate of the cost by multiplying the estimated percentage of
subsidized policyholders likely to be eligible for assistance under the
various options and thresholds and estimates on forgone premium net of
expenses we had previously developed. Specifically, in our December
2014 report on forgone premiums for subsidized policies, we noted
several limitations to using these statements to produce our estimates. 18
We presented three separate estimates: (1) FEMA’s statement about the
impact of eliminating subsidies on aggregate premiums, (2) the
percentage of long-term expected losses covered by subsidized
premiums, and (3) the percentage of long-term expected losses covered
by subsidized premiums to estimate forgone premiums for only the
policies that remained subsidized after HFIAA. The estimated total
subsidy cost of implementing certain targeting options is based on the
estimated lowest and highest forgone premium net of expenses in 2013
across the three estimates calculated in our 2014 report. We applied the
range to the targeting options described earlier in this report. Specifically,
we applied the cost range ($575 million to $1.8 billion) to the various
targeting options and their ranges of percentage of eligible policyholders.

17

The National Flood Hazard Layer is a digital database that contains flood hazard
mapping data from NFIP.

18

GAO-15-111.
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This cost estimate assumes that the difference between what subsidized
policyholders would pay if they were charged full-risk rates and the
subsidized rates they paid in 2013 are the same for all subsidized
policyholders. Also, this estimated subsidy cost does not take into
account the cost associated with implementing the selected targeting
option. In addition to the limitations on the eligibility estimates discussed
in this report, our 2014 report discusses potential constraints on our cost
estimates. 19
We conducted this performance audit from July 2014 to February 2016 in
accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.

19

In our December 2014 report, we used policy data from 2002 through 2013 to determine
the number and associated premiums of the subsidized policies and applied FEMA’s
published statements describing the size of the subsidies and expenses to estimate
forgone premiums and forgone premiums net of program expenses. FEMA officials stated
that their statements about the size of the subsidy should not be considered definitive or
precise. However, because FEMA officials said that these statements were the only
information available on the size of the subsidy, we used them in three different
calculations to estimate forgone premiums, added caveats to our estimates, and noted the
limitations of using them. See GAO-15-111.
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