October 2016 Program Changes Video Transcript

Cancellation and Refund Procedures
Welcome, in the October program changes package, there are revisions to cancellation and refund procedures as well as rating adjustments for endorsements and cancellation/rewrites.  This video segment focuses on updates to the cancellation refund rules. But be sure to view the video on rating adjustments as well.

FEMA is implementing a number of changes to refund procedures that will better benefit policyholders. Some of the changes are retroactive to a November 1, 2015, receipt date, but the effective date cannot be earlier than April 1, 2016. 

A summary chart of the changes is available in WYO Bulletin 16022 – at the end of attachment B. 

FEMA has expanded the use of Reason Code 9 and is clarifying the refund rules for Reason Code 24, all retroactive to a November 1, 2015 receipt date. However, as pointed out earlier, the cancellation effective date cannot be earlier than April 1, 2016. 

FEMA is also revising documentation requirements for certain cancellation reasons.  Attachment B of WYO Bulletin 16022 provides details of these changes as well.

So, let’s begin by talking about how the use of Cancellation Reason Code 9 has been expanded. 

Reason code 9 has traditionally been allowed only when flood insurance was at first required by a lender because the building was in a Special Flood Hazard Area but was later removed from the Special Flood Hazard Area following a map revision or through a Letter of Map Revision.

However, the Homeowner Flood Insurance Affordability Act added an additional exemption to the mandatory flood insurance purchase provision for certain detached structures. That section of the Act states that flood insurance, in the case of any residential property, is not required for any structure that is detached from the primary residential structure and does not serve as a residence.

Now, lenders are responsible for determining the applicability of this rule, and FEMA has no regulatory authority to interpret the statute for lenders. However, the publication of final rules by lending regulators to the Federal Register published on July 21, 2015, resulted in a number of requests to permit a pro-rata cancellation of coverage based on the receipt date of the cancellation request. Prior to expanding Reason Code 9, there was no valid cancellation reason that applied to this situation.

So, here is the revised guidance for Reason Code 9: 
· NFIP insurers can use Reason Code 9 to process the cancellation for eligible detached structures with pro-rata refunds. However the fees and surcharges must be retained. 
· For cancellation requests that were received between November 1, 2015, and March 31, 2016, NFIP insurers were allowed to issue a refund if a lender originally required the policy for a detached structure due to the property being located in the Special Flood Hazard Area, but the property was later released from mandatory purchase due to the detached structures exemption that is a part of the Homeowner Flood Insurance Affordability Act.  In such situations, Reason Code 9 was used to cancel the policy with an effective date of April 1, 2016.
· For cancellation requests received on or after April 1, 2016, NFIP insurers may issue a refund with a cancellation effective date based on the receipt date of the cancellation request.  
· NFIP insurers can continue to use Reason Code 9 when a lender releases a borrower from the flood insurance requirement after a map revision or through a Letter of Map Revision removing the property from the Special Flood Hazard Area.  

Now let’s turn our attention to cancellation code Reason code 24. Reason code 24 is used to cancel and rewrite a standard-rated flood insurance policy to a Preferred Risk Policy within the same company as the result of a map revision, Letter of Map Amendment or Letter of Map Revision.

The Cancellation/Nullification Section of the November 1, 2015, edition of the Flood Insurance Manual contained conflicting information regarding the years eligible for premium refund for Reason Code 24.   For example, the description of the cancellation indicates that the cancel/rewrite procedure is available for the current policy year and one prior year provided that the effective date of the map revision, Letter of Map Amendment or Letter of Map Revision occurred during prior years.    However, the “Years Eligible for Refund” language in the manual states that up to 5 years from the receipt date of the cancellation request are eligible for refund, provided that no claim has been paid or is pending.  

Retroactive to November 1, 2015, Cancellation Reason Code 24   may be applied to the current policy year   and up to 5 prior years provided that the effective date of the map revision, Letter of Map Amendment or Letter of Map Revision occurred during prior years, and no claim has been paid or is pending.

Let’s end this segment by talking about changes to the documentation requirement regarding the need for a lender’s written permission in order to cancel a flood insurance policy for certain reasons.   For all cancellation reasons involving a lender release, a policyholder may cancel a policy if the policyholder is no longer subject to a previous requirement by a lender, loss payee, or other federal agency to obtain and maintain NFIP insurance.  The policyholder must submit a signed statement that the NFIP policy is no longer required. In the case of a Residential Condominium Building Association Policy, every unit owner must obtain and sign this form when it is used to cancel coverage.   A sample form is attached to WYO Bulletin 16032.

For more October program changes information, please see the other videos posted to this site.
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