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Keeping the National Flood Insurance Program (NFIP) Afloat:
Updating Maps, Premiums, and Minimum Standards

Highlights

Current flood maps greatly underestimate the nation’s flood risk.
The NFIP is in debt, with 1.3% of policies accounting for 25% of payments.

NFIP debt can be reduced by phasing out grandfathered subsidies and updating maps, but
this will financially burden communities within the floodplain.

Means-tested subsidies can support disadvantaged communities within the floodplain who
cannot bear the revisions’ cost

Introduction

Flooding outpaces all other natural disasters in terms of direct economic impact and geographic reach,
costing billions of dollars annually in the United States. The climate crisis is dramatically increasing the
nationwide flood risk. The NFIP is one of the primary tools available to respond to this threat, but it is
undermined by the financial burdens associated with its current structure. This brief considers various
ways in which FEMA can revise the NFIP to increase its viability while minimizing potential inequities
which may adversely affect disadvantaged communities’ experiencing floods.

Context

To guide the NFIP implementation, FEMA develops flood zone maps that classify regions by their degree
of flood risk. These maps may not adequately identify regions at risk for severe flood damage, as they are
often outdated or unavailable for large swathes of the country. In the aftermath of Hurricane Harvey, for
example, nearly 75% of residential structures damaged by flooding were located outside of the 100-year
floodplain indicated on then-current FEMA flood maps. The inaccuracies have a disparate impact. In over
two-thirds of states, areas with more residents of color have a greater amount of unmapped flood risk.

“In over two-thirds of states,
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Figure 1: Map showing age of FEMA flood maps. Uncolored regions are unmapped. Source. First Street Foundation.
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Context Continued

Furthermore, the NFIP is spending more than it is receiving. This problem is exacerbated by the practice
of “grandfathering,” which subsidizes premiums for high-risk properties. Through “grandfathering,”
properties constructed prior to the establishment of flood zones or in areas reclassified to higher-risk status
may be charged premiums based on the previous, lower-risk status. To address this imbalance, FEMA
planned revisions to NFIP premiums dubbed “Risk Rating 2.0.” These revisions will set premiums based
on individual property risk rather than flood zone, raising premiums for high-risk properties. However, it
is important to note that taken alone this measure may overburden disadvantaged communities, an issue
discussed in the “Implications” section of this brief.
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Figure 2: NFIP debt from 1995 - 2019.

Contributing to the NFIP’s debt are multiple-loss properties, which experience repetitive flooding costing
more than the property value. These properties constitute only 1.3% of all policies, yet account for 25% of
NFIP payouts since 1978. To address these properties with a one-time investment father than a routine
annual cost, insurance payouts can be treated as payment for property instead of compensation for
damage. A “twice and out policy,” where properties receiving payouts totaling double the home value are
treated as purchase of property, can disincentivize continued development into areas with high flood-risk.

To encourage wiser development in floodplains, FEMA sets minimum floodplain management standards
communities must adopt as a prerequisite to participating in the NFIP. However, existing standards may
no longer be effective considering growing flood hazards. In January 2020, historic high-water levels in
the Great Lakes region resulted in a federal disaster declaration for Milwaukee, Racine, and Kenosha
counties. This damage occurred despite the implementation of protective structures (e.g., breakwaters,
etc.) and setback distances, suggesting that minimum standards were insufficient.

FEMA recommends elevating property 1-2 feet above the “Base Flood Elevation.” Requiring instead of
recommending this would ensure new developments have a buffer against rising water levels.
Additionally, communities could be required to maintain a minimum riparian green space corridor
setback. Green space corridors can reduce flood risk and absorb stormwater runoff during smaller events.

February 2022



Policy Recommendations
The Center for Water Policy recommends FEMA take the following actions:

Update flood maps to reflect current and future flood risk.

Set premiums based on actual flood risk and phase out grandfathered subsidies as planned in “Risk
Rating 2.0”; but pair it with means-tested subsidies.

Implement means-tested subsidies based on housing burden to support low-income households in
regions with high flood-risk.

Incorporate a property buyout program into the NFIP to manage the impact of multiple loss properties.
Raise minimum freeboard elevation and setback requirements for new developments in floodplains.

By following these recommendations, FEMA can ensure the NFIP’s financial viability, protect communities
against the threat of severe flooding, and support disadvantaged communities whose finances are
disproportionately affected by flooding intensified by climate disruption.

Implications

Updating flood zone maps can create opportunities for disadvantaged communities to receive insurance
coverage, but at a cost. Nationwide NFIP premiums would need to increase an average of 4.5 times to
adequately cover flood risk. Furthermore, market values for homes within the floodplain range from 3.5%
to 12.2% lower than those outside it. Combined, these two effects could significantly strain the finances of
disadvantaged communities within the floodplain.

Despite this, insurance coverage may be necessary to protect against potentially devastating losses
associated with severe flooding. As of 2020, 35% of Americans stated they did not have $400 in liquid
assets to spend in the event of an emergency expense, while 12% stated they would be unable to pay for
this expense by any means. A means-tested subsidy, as recommended above, could reduce premiums for
low-income households with a disproportionately large housing burden. In a New York City case study,
researchers determined that implementing such a subsidy resulted in $182 million additional program
revenue, suggesting other communities could see similar savings.
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