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September 9, 2021 

 

 

The Honorable Sherrod Brown 

Chairman 

Committee on Banking, Housing, and Urban 

Affairs 

United States Senate 

Washington, D.C. 20510 

The Honorable Pat Toomey  

Ranking Member 

Committee on Banking, Housing, and Urban 

Affairs 

United States Senate 

Washington, D.C. 20510 

 

Re: Long-term Reauthorization of the National Flood Insurance Program 

 

Dear Chairman Brown and Ranking Member Toomey,  

 

I write on behalf of the Federal Association for Insurance Reform (FAIR), an organization 

comprised of a diverse group of insurers, businesses, attorneys, and other interested stakeholders 

dedicated to assuring that consumers have access to affordable and quality insurance coverage.  

FAIR considers the National Flood Insurance Program (NFIP) to be critical in helping 

communities and property owners mitigate against the rising frequency and severity of flood 

losses. The annual cost of flood damage in the United States was estimated to be $17 billion 

annually from 2010 to 2018. These levels of loss are projected to grow over the next decade, 

significantly enhancing the risk to uninsured and underinsured Americans.  

FAIR supports full, long-term reauthorization of the NFIP provided that necessary improvements 

are made to protect consumers. Necessary reforms such as the creation of a means-tested 

affordability program, inclusion of a provision allowing for continuous coverage, and an 

alleviation of the NFIP’s debt load will make the NFIP more sustainable, affordable, and 

attainable. 

Means-Tested Affordability Program 

The implementation of Risk Rating 2.0: Equity in Action is a much-needed step forward in 

ensuring that rates offered to consumers accurately reflect a properties’ actual and unique flood 

risk. FAIR is confident that the new rating methodology will improve the communication of 

flood risk down to the policyholder level, and make the process of explaining and underwriting 

flood insurance more streamlined for insurance agents. Over the long-term, FAIR believes that 
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establishing a more risk-based flood insurance market should result in an increase in the total 

number of households covered by flood insurance.  

That being said, FEMA projects that 11% of NFIP policyholders will see a rate increase of at 

least $120 per year. Additionally, 66% of policyholders will see an increase ranging from $0 to 

$120 per year. The burden of assessing properties based on the actuarially indicated rate will 

likely fall on low to middle-income property owners that will not be able to afford even a modest 

rate increase. As a result, FAIR urges the creation of a means-tested affordability program to 

ensure that flood insurance remains accessible to vulnerable families.  

NFIP Debt Levels 

According to the Congressional Research Service, the NFIP currently owes over $20 billion in 

debt to the U.S. Treasury.  At times, the NFIP has been unable to compensate policyholders after 

a record year of claims. This was the case in 2017 following the aftermath of Hurricanes Harvey, 

Irma, and Maria. As a result, Congress cancelled $16 billion in program debt. FAIR is concerned 

that following future years of record breaking claims, the NFIP will be unable to support 

policyholders. While Risk Rating 2.0 is likely to reduce future debt levels due to increased 

premiums, existing debt may threaten the long-term sustainability of the NFIP. Therefore, FAIR 

is encouraging Congress to follow the precedent set in 2017 by at least partially cancelling 

existing NFIP debt.  

Continuous Coverage 

FAIR supports a sustainable NFIP and a strong private flood insurance market. This balance is 

critical to increasing the number of homeowners that have access to meaningful flood insurance. 

Continuous coverage allows for a properties’ existing policy to be maintained following a 

transfer of ownership and allows for a discounted rate. If a policyholder switches to a private 

insurer, the discount would no longer apply if a policyholder later returns to the NFIP. Allowing 

for continuous coverage when switching to the NFIP from the private market and vice-versa will 

enhance options for policyholders over the long-term. As such, FAIR is encouraging Congress to 

include H.R. 4699, the “Continuous Coverage for Flood Insurance Act” in a long-term NFIP 

reauthorization bill.  

Future Downgrades in the Financial Stability of Property & Casualty Insurers 

A high risk of market disruption exists for policyholders with flood coverage insured through 

private specialty property and casualty insurers. Currently, mortgage lenders like Fannie Mae 

and Freddie Mac only accept Financial Stability Ratings of A (exceptional), or higher for 

property & casualty insurers. Many specialty property and casualty insurers underwrite 

multiperil property insurance coverage, including flood insurance coverage in some of the 

highest catastrophe risk zones within our nation. These specialty property and casualty insurers 

often rely on the rating agency, Demotech for their required Financial Stability Rating. 

Unfortunately, the Government Sponsored Enterprises (GSEs) have not yet implemented the 

needed recognition of the Demotech S (substantial) rating as an acceptable level of financial 

stability, which is defined as, “regardless of the severity of a general economic downturn or 

deterioration in the insurance cycle, insurers earning a Demotech Financial Stability Rating of  S 
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possess substantial financial stability related to maintaining surplus as regards policyholders at 

an acceptable level.” In the future, consumers may be at an unwarranted level of risk of losing 

their insurance coverage should their insurer be downgraded to Demotech S rating. A failure to 

allow for Demotech’s S rating to be accepted by mortgage lenders may lead to increased 

mortgage default rates. The Demotech S rating would signify that “at least ninety-five percent of 

all the insurers countrywide receiving a Financial Stability Rating of S are expected to have 

positive surplus.” At the Demotech A rating level, which is currently required by mortgage 

lenders, ninety-seven percent of insurers are expected to have positive surplus. This is a 

negligible difference that if not corrected could cause significant harm to property owners and 

specialty property and casualty insurers across the nation. 

 

Equally important to all stakeholders, insurers assigned a Financial Stability Rating of S have 

survival characteristics all but identical to those rated A-/A by A. M. Best.  This level of 

financial stability is universally accepted.  Therefore, an FSR of S from Demotech should also be 

widely accepted.  Refer to excerpt below appearing in a report by Doug Voss, Ph.D., Professor 

of Logistics and Supply Chain Management, Scott E. Bennett Arkansas Highway Commission 

Endowed Chair of Motor Carrier Management at the University of Central Arkansas , and a 

report by Michael A. Cohen, MBA.  Cohen was a Vice President at A. M. Best for nearly a 

decade, served as an examiner at the NJ Department of Banking and Insurance, and includes in 

his consulting practice many Federal Reserve Banks.  
 

“The following graphic compares average cumulative impairment rates…” [Lower is 
better when viewing impairment rates.] 

 

 

The average cumulative impairment rate for carriers assigned an FSR of S by Demotech can be 

found at the bottom of the exhibit between the average cumulative impairment rates of carriers 

rated A- and A by A. M. Best.  Therefore, an FSR of S from Demotech should also be widely 

accepted. 
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Key Takeaway 

Clearly, adequate flood protection is vital to the resiliency of communities across 

America.  Homeowners must have access to quality flood insurance coverage at affordable rates 

to recover more quickly and completely following a flood event. 

FAIR appreciates your focus on the long-term reauthorization of the National Flood Insurance 

Program and solutions to ensure that property owners are able to have access to available, 

affordable, and meaningful insurance coverage in the future. If you have any further questions or 

comments regarding the points made in this letter, you may reach me at 

pjh@federalinsurancereform.org or (754) 200-4538. 

Respectfully submitted, 

 

 
Paul Handerhan, MBA, CPCU, Are, AIAF 

President 

 

 

 

 


