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POLITICS & POLICY

Storms Rattle Federal Flood Insurer

As Claims Accumulate After Gulf Coast Hurricanes,

So Do Calls to Revamp Program

By MICHAEL SCHROEDER

Wushington

URRICANES THAT HIT the Gulf

H Coast alse have battered the fed-

eral flood-insurance program,

prompting a debate over whether the
37-year-old insurer needs an overhaul,

After Katrina and Rita, the National
Flood Insurance Program has received
almost 200,000 claims of damage to resi-
dential and commercial property and ex-
pects costs to approach $23 billion. Hurri-
cane Wilma will add billions of dollars
more. The amount far exceeds the $15
biilion paid out over the program’s entire
history, and dwarfs the $2 hillion in pre-
miums the program collects annually
from policyholders in flood-prone areas
around the country.

That means the program, which
largely has been financed by premiums
since 1986, will have to borrow from the
U.S. Treasury Department, and since
most loans won't be repaid, taxpayers will
end up footing the bill. Unlike commercial
insurance companies, the NFIP doesn’t
build reserves in good times to cover un-
usually large losses in bad times.

The program’s finances, some law-
makers and critics say, underscore the
urgency of revamping the NFIP and ad-
dressing a host of issues. What should
be done to ensure that people who are
required to have flood insurance actu-
ally have it? Should more property own-
ers be ordered to get the insurance? And
what shouid be done about the people
who don’t have insurance and lose their
homes to floods?

The recent hurricanes have raised u
“big public-policy question” about how to
make the program financially sound, Sen-
ate Banking Committee Chairman Rich-
ard Sheiby, an Alabama Republican, said
at a recent hearing. Legislation to re-
vamp the program is likely to come up
next year. David Maursiad, NFIP’s act-
ing administrator, says the problems
brought on by Katrina suggest that the
program needs to be scriutinized.

Federal flood insurance was proposed
by President Harry Truman after insur-

ers refused to cover major flood damage
in Independence, Mo. Congress didn't cre-
ate the program until 1968, a few years
after Hurricane Betsy caused devastating
flooding in the Florida Keys and Louisi-
ana. Then, as now, privately sold home-
owners’ policies covered wind but not wa-
ter damage from storm surges and other
kinds of flooding.

Today, the NFIP, which is part of the
Federal Emergency Management Agency,
has 42 employees and relies on Computer
Sciences Corp. to oversee 4.7 million fed-
eral policies valued at $800 billion. The
company has a new 27-menth contract val-
ued at $35 miliion. The policies are mar-
keted by 96 private insurance companies.

Property owners are required to buy
the policies—which for residences can
cover up to §250,000 in structural damage
and $106,000 in lost belongings—if they
meet two conditions: They live in the
most flood-prone parts of more than
20,100 communities that participate in
the NFIP, and they have mortgages from
federally regulated banks or the Federal
Housing Administration. But homeown-
ers in flood-prone areas aren't required
to buy policies if they don’t have mort-
gages or if their mortgages are from
state-chartered banks.

Program officials concede that it
makes little sense to require some home-
owners vulnerable to floods to buy the
insurance, while letting others go with-
out coverage. Moreover, less than 40%
of property owners whe are required to
buy the insurance actually do so. In
parts of Mississippt and Alabama hit
hardest by Katrina, the coverage rate
was only 16%. Much of the %44 billion in
total Katrina flood damage was to struc-
tures not covered by insurance, accord-
ing to AIR Worldwide, a disaster-model-
ing firm.

NFIP’'s Mr. Maurstad says many peo-
ple traditionally haven’t bought flood in-
surance because they hbelieve their big-
gest risk—basement water damage-—
doesn’t justify the costs. Premiums aver-
age $438 a year for maximumn coverage,
but can run as high as $25,000 for some
beachfront properties.

Another problem, officials say, is en-






