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More change is coming to the NFIP as a result of two recent acts passed by Congress. This is Rich Waalkes of NFIP Training, here to talk about the changes to the NFIP effective April 1st 2016.   Once again, these changes are mostly a result from the implementation of the Homeowner Flood Insurance Affordability Act   and the continued implementation of the Biggert-Waters Flood Insurance Reform Act.  

This video will highlight the changes in the NFIP Flood Insurance Manual that are effective April 1st 2016, as they are discussed in    Write Your Own Bulletins 15046 - April 1, 2016, Program Changes; bulletin 15063, Addendum 1 to the April 1, 2016, Program Changes and; Bulletin 15064 announcing Public Release of April 2016 Specific Rating Guidelines.  

OK. These Bulletins are available for download at NFIP iService dot com.  You can also download the April 1st Flood Insurance Manual by going to NFIP iService dot com or by going to and searching FEMA dot gov slash National Flood insurance Program. Depending on the speed of your Internet connection, you can download the April 1st manual as a large zip file or section-by-section.  

OK, here are highlights of the NFIP program changes that we’ll be covering in this video. These changes are effective April 1st 2016:  
OK, We’ll be covering the Updated premium rates. These premium rates conform to the Homeowner Flood Insurance Affordability Act premium rate caps.  
We’ll discuss the implementation of 25-percent rate increases for policies covering non-residential business properties.  
We’ll also discuss the Increased Federal Policy Fee for all policies   and increased Reserved Fund Assessment for Preferred Risk Policies;  
We’ll touch on the new premium increases and rating procedures for PRPs, and policies rated under the Newly Mapped procedure;  
 
We’ll talk about the new base premium tables, for PRPs   and New Base premium tables for policies rated under the Newly Mapped procedure. 

We’ll go over the revised PRP and revised Newly Mapped Application form that show the premium calculations. We’ll explain the criteria for elimination of subsidies for certain pre-FIRM properties with policies that lapse and are then reinstated. We’ll talk about how FEMA intends to clearly communicate full flood risk determinations to property owners.  We'll discuss the clarifications concerning the reformation of coverage; and the updated dec page requirements.

Premium increases effective April 1, 2016 will comply with all the limitations on premium increases that were introduced by the Homeowner Flood Insurance Affordability Act. Premium rates for four categories of Pre-FIRM subsidized policies must be increased 25% annually until they reach full-risk rates. 

These four categories include   non-primary residential properties, business properties, Severe Repetitive Loss or SRL properties, and substantially damaged or substantially improved properties.  

Now the average annual premium rate increases for all other risk categories are limited to 15% while the individual premium rate increase for any individual policy is simultaneously limited to 18%;  

And the average annual premium rate increase for Pre-FIRM subsidized policies must be at least 5%.  

Now there are some limited exceptions to the 18% cap on rate increases for individual policyholders.   These include the pre-FIRM policies I just talked about that are subject to the 25% annual premium rate increases.   

Other exceptions to the 18% cap include premium rate increases resulting from   changes in the Community Rating System class, misratings, and increases in the amount of insurance purchased. The specific scenarios that constitute a misrating are in the April 1st 2016 Flood
Insurance Manual.
 

Included as part of the 18% premium rate increases are, of course the building and contents premium, the Increased Cost of Compliance premium, and the Reserve Fund Assessment. 

Not considered a premium and therefore excluded from the 18% premium cap limitations are; the probation surcharge, the Federal Policy Fee, and Congressionally-mandated Homeowner Flood Insurance Affordability Act surcharge. 
As a result, the increase in the total amount charged a policyholder may, at times, exceed 18 percent.  

The Reserve Fund Assessment for policies issued on or after April 1, 2016   will remain zero for Group Flood Insurance Policies, but will increase from 10 percent to 15 percent for Preferred Risk Policies.   And for all other policies it will stay at 15 percent.   

The Federal Policy Fee is also being increased.  Increased from $22 to $25 for Preferred Risk Policies.   And increased from $45 to $50 for standard-rated policies.  

The Federal Policy Fee schedule for the RCBAP has also been increased   to $50 per policy for one condominium unit; and up to $2,000 for 21 or more condo units per policy.  

For policies written or renewed on or after April 1, Premiums will increase an average of 9 percent. The average premium includes the Reserve Fund Assessment   but excludes the Federal Policy Fee and the Homeowners Flood Insurance Affordability Act surcharge. The average premium change varies by zone.    You can check bulletin w-15046 for the average and total increase for a specific zone. 
There will be no change to the deductible factors for April.

Policies for Properties Newly Mapped into the SFHA, and this will include former PRP Eligibility Extension policies, will see premiums increase an average of 5%, but overall the average amount charged these policyholders will increase 4%. 
 

The Newly Mapped rate tables have been reformatted   to clear up the distinction between the base premium and the ICC premium.  FEMA is also introducing a multiplier to be used to apply annual increases to the base premium before adding the ICC premium.  I’ll talk bit more about the PRP and Newly Mapped multiplier a little later.  

We mentioned earlier that beginning April 1, 2016, FEMA. Is implementing 25-percent annual premium increases for Pre-FIRM subsidized, non-residential business properties, as required by BW-12. This increase just applies to Pre-FIRM, subsidized businesses only; and not to all businesses. The requirement to identify business properties within the larger non-residential occupancy category began with all new and renewal policies with a non-residential building occupancy, last year on or after November 1, 2015.
 

Write your Own Companies must continue to send the request to the agent for the necessary information to properly classify the risk, no less than 90 days before the policy expiration  

The renewal offer must be made no less than 45 days prior to expiration.  

If the insurer receives no response to the 90-day request for the required rating information, the policy renewal must be rated using the non-residential business building occupancy. The policy may be corrected by endorsement at the policy effective date if all the information is submitted later. 


One final note, the   building use and building purpose fields on the Application forms have been modified to help with the correct identification of the building occupancy.  


Now, let’s talk about PRPs and the “Newly Mapped Procedure” with a discussion on their new rating methodology.   The Homeowners Flood Insurance Affordability Act provides that the flood insurance premium rate for certain properties newly mapped into special flood hazards areas   will, for the first policy year, be a “preferred risk premium.”  

And from then on, upon each renewal, the Newly Mapped Policies shall be increased at no more than 15 percent by class, or 18 percent per policy, until a full-risk premium is achieved.   

Now effective April 1, 2016, obtaining a correct premium for Preferred Risk Policies (PRPs) and Newly Mapped policies will require the use of a “Multiplier”. These multipliers are found on tables in the rating section of the April Flood Insurance Manual, Initially, the multiplier will be 1.000 for all Newly Mapped policies.   

Then beginning, January 1, 2017, the multiplier will vary    based on the calendar year in which the map became effective that mapped the structure into the SFHA. You can expect that the table will be updated effective January 1 of each following year.    

The first table provides the multipliers for use through December 2016 the second table provides the applicable multipliers for January-December 2017.  
 On the new, combined Preferred Risk Policy and Newly Mapped Procedure Application, the Multiplier is applied to the base premium to get the adjusted premium. The new methodology will consist of the following steps:
The first step is to Identify Base Premium using the Newly Mapped Procedure’s base premium tables;
Then apply the Multiplier to the base premium. 
Then add in ICC Premium;
Calculate and add in the Reserve Fund Assessment
Then add in Homeowners Flood Insurance Affordability Surcharge.
If its community is on probation, then add in the Probation Surcharge.
Finally, add in Federal Policy Fee to get the total amount due.   

Along with the Newly Mapped Policies, the Preferred Risk Policies’ premium tables are being revised for April 1st 2016 flood insurance manual.   The tables only contain the base premium.  The rating steps for PRPs are the same as for the “Newly Mapped policies.”   The PRP will also use a multiplier of 1.000; for a Preferred Risk Policy the factor will always be 1.000.   


 All former Preferred Risk Policies Eligibility Extension policies that renewed under the Newly Mapped procedure between April 1, 2015, and April 1, 2016, will also use the revised “Newly Mapped” tables and the new rating methodology.  These policies will also use the same multiplier tables.  



Newly Mapped Properties that are no longer eligible for the “Newly Mapped Procedure,” are properties not covered under the NFIP as of March 31, 2016, and that were mapped into a Special Flood Hazard Areas by a FIRM revision that occurred between October 1, 2008, and April 1, 2015. 

However, Post-FIRM properties newly mapped into the SFHA between those dates, and not covered under the NFIP as of March 31, 2016, may still qualify for “built-in-compliance” grandfathering.

Pre-FIRM properties newly mapped into the SFHA between October 1, 2008, and April 1, 2015, and not covered under the NFIP as of March 31, 2016, may qualify for Pre-FIRM subsidized rates.  

Now let’s discuss the Pre-FIRM Policies that Lapse and are re-instated and the elimination of the Pre-FIRM subsidies. The Homeowners Flood Insurance Affordability Act prohibits the use of Pre-FIRM subsidized rates for “any policy under the flood insurance program that has lapsed in coverage”, unless the decision to permit the lapse was the result of the property no longer being required to have flood coverage.  So, if the policy lapses when flood insurance is no longer required by the lender, it could still use Pre-FIRM subsidized rates, if it is re-written at a later date    


Starting April 1, 2016, FEMA will prohibit the use of Pre-FIRM subsidized rates for policies reinstating coverage, where the NFIP coverage is reinstated by a payment that is received more than 90 days after expiration or cancellation of the policy. 
So to continue to get those pre-FIRM Rates, you have a one time, 90 days after expiration or cancellation to get the payment in. Otherwise the policy goes directly to full risk rating.  

More specifically, a policy will not be eligible for Pre-FIRM subsidized rate or even the Newly Mapped procedure if all these following conditions apply:
The policy reinstates coverage on a building that was previously covered by one of the NFIP’s Standard Flood Insurance Policies that expired or was cancelled and, if one or more of the named insureds on the new policy was either a named insured on the old expired or cancelled policy or had an ownership interest in the building at the time and, the policy was reinstated with the premium received either: more than 90 days after the prior policy expired or was cancelled where the named insured did not previously have an interruption in coverage on the property from April 1, 2016 to the prior policy’s expiration or cancellation date, or the premium was received more than 30 days after the prior policy expired or was cancelled where the named insured had previously experienced an interruption in coverage; 
And finally, the policy expiration or cancellation was for a reason other than: the insured was no longer legally required to obtain and maintain flood insurance, or the insured property was in a community that was suspended from participation in the NFIP and the policy was reinstated within 180 days of the community’s reinstatement date.  

These criteria encourage Pre-FIRM subsidized policyholders as well as those benefitting from the Newly Mapped procedure to pay their renewal premiums in a timely fashion but they also generously allow a one-time late payment of up to 90 days after the policy’s expiration or cancellation date.    
Any subsequent payments would have to be received within 30 days of expiration or cancellation in order to maintain Pre-FIRM subsidized rating or eligibility for the use of the Newly Mapped procedure.      

Also, for any community suspended from the NFIP, it allows policyholders a period of up to 180 days to get a policy reinstated once a community comes off of suspension before becoming ineligible for their previous Pre-FIRM rates or their prior use of the Newly Mapped procedure.   

OK, now let’s turn our attention to Clear Communications. The Homeowners Flood Insurance Affordability Act requires that FEMA clearly communicate full flood risk determinations to property owners, regardless of whether their premium rates are full-risk rates.   As an initial step to improve the communication of full flood risk determination, FEMA is requiring NFIP insurers to report current flood zone and current FIRM information including BFE, if applicable, for all new business policies effective on or after April 1, 2016, and for all renewals effective on or after October 1, 2016.   This requirement does not apply   to Mortgage Portfolio Protection Program Policies, provisionally rated policies, tentatively rated policies, and Group Flood Insurance Policies.  

Now let’s talk about changes to Reformation of Coverage.  
 
Now back in 2005, Policy Issuance 1- 2005 was published. This policy issuance changed the Standard Flood Insurance Policy to   no longer require the payment of premium retroactively when a policy is found to be misrated.    This policy issuance is now revoked, effective April 1, 2016.     

Starting on April 1st, when a misrating is discovered, the prospective reformation of coverage applies only when a misrating is the result of the incorrect flood zone or incorrect BFE.    Otherwise, insurers must follow the reformation procedures stated in the Standard Flood Insurance Policy.    


However, when a misrating is discovered after a loss, the prior policy term does not require reformation as indicated in the Standard Flood Insurance Policy. Only the current policy term requires reformation, effective to the beginning of the policy term.    

Now when there is no loss in the current policy term, and the discovery of a misrating occurs close to the renewal date - within 60 days prior to a renewal date - the correction will be made effective on the date of the prospective renewal.   

Now let me talk briefly about the new information to be included on the policy deck page. In order to ensure that the 18-percent and 25-percent cap on the annual premium rate increases applies to all policies FEMA is now requiring additional information on policy declarations to help the insurer in validating the correct rates. This applies to all policies including transfers and rollovers.  
Specifically, the company’s National Association of Insurance Commissioners (NAIC) identification number must be provided on the policy declarations page. 
 
Now, check out Attachment E on bulletin w-15046 for the all the declarations page requirements.  

OK that is all for now.   Remember, these changes will take effect, for new business and renewals, beginning April 1, 2016.   

This is Rich Waalkes with NFIP Training urging you to get with the Program – the National Flood Insurance Program.  

 




