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I. INTRODUCTION

It is the intent of this study to examine several factors which influence

the selling of flood insurance, and to make recommendations based on the

findings of this study available to policy makers, the insurance industry

and other persons interested in improving the National Flood Insurance

Program.

Interest in this subject stemmed from the fact that only one flood

insurance policy was in effect in the Big Thompson Canyon, Larimer County,

Colorado, at the time of the Big Thompson Flood of July, 1976. In the

aftermath of this disaster the apparent lack of participation in the flood

insurance program by the residents of Larimer-Weld Counties resulted in

much speculation as to the causes of the non-participation. In other parts

of the country where flood threat is more apparent such as from hurricanes,

the program has been readily accepted. It is the opinion of the authors

of this report that the program is most beneficial and should be further

expanded in Larimer and Weld Counties through education of the public and

the sales agents.

To draw any conclusions concerning the sale of flood insurance, two

scales would need to be examined: the demand side (buyers) and the supply

side (sellers). A recent study by Howard M. Whittington, et al., entitled

IIImplementation of the National Flood Insurance Program in Larimer County,

Colorado" was mainly concerned with the overall program. A study by Dr.

Howard Kunreuther, et al., entitled IILimited Knowledge and Insurance

Protection: Implications for Natural Hazard Policyll went a step further, by

examining factors which induce individuals to protect themselves voluntarily

against the consequences of low probability events such as floods or earth

quakes (the demand side). Dr. Kunreuther's report also pointed out the need
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to examine the supply side of flood insurance. Therefore, it was the

authors' decision to examine the sellers' side of the flood insurance program

or several factors which influence insurance agents in the selling of

flood insurance.

Larimer and Weld Counties were chosen as study areas due to their close

proximity and the data which existed as a result of the most recent Big

Thompson Flood.

A random sample of 29 insurance agents in the Ft. Collins, Greeley, and

Loveland areas was chosen for the study. These agents represent approximately

40 percent of the total property and casualty agents in Larimer and Weld

Counties. Fourteen of the agents interviewed attended a National Flood

Insurance Association affiliated workshop. A questionnaire was prepared to

determine factors which influence the selling of flood insurance. The

results of the interviews are compiled along with a multiple regression

analysis of the data from the questionnaires. Specific recommendations are

made which could possibly improve the flood insurance program.

It is not the intent of this study to place blame on anyone individual

or group involved in the National Flood Insurance Program, but merely to

improve an existing institution with which we all must work.
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II. THE FLOOD INSURANCE PROGRAt~

PAST AND PRESENT

Past attempts to enact an effective federal flood control program had

been 1i ke a heroi c effort to curb fi res by putti ng them out with modern

equipment while paying little attention to what causes the fires. Engineering

measures to curb floods were effective in many places, yet the national toll

of flood losses continued to mount as more hazard areas were occupied and

little attention was paid to the extent to which increases in flood damage

might be warrented by the returns to the nation.

EVOLUTION OF THE PROGRAM

The Federal Flood Insurance Act of 1956

With the increase in the occurrence of flood disasters the federal,

state and local responsibilities for relief became tremendous. In 1950 the

state and local governments received assistance from the federal government

to carry out the necessary flood relief operations.

The floods of 1951 were devestating and President Truman spoke to the

insurance industry about possibilities of offering Flood Insurance. Because

of the nature of the disaster, insurance companies did not feel such a program

would be feasible since the people affected by a flood would buy insurance

while persons residing out of a flood plain would not. Thus, there would be

no way to spread the risk.

The floods of 1955 and 1956 on the East Coast precipitated congressional

action from several areas. The Eisenhower administration, Congress and the

general public were all in favor of some type of flood insurance; and in 1956

Congress passed the Federal Flood Insurance Act of 1956. This was the first

of several attempts by the federal government to provide low-cost flood
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insurance to homeowners through a federally subsidized program. The program

failed when the House refused to appropriate funds to implement it. The

rate setting procedure was not workable and no mechanism was established to

coordinate state and federal activities. These problems along with other

inadequacies resulted in the failure of the program. After this failure,

attempts were made to revive flood insurance legislation in 1962, 1963 and

1965.

The National Flood Insurance Act of 1968

The administrative policy of dealing with flood loss reduction changed

with President Johnson's message and accompanying report and executive order

to the Congress in August 1966. Under the new policy, federal flood protection

projects would continue to be built where economically feasible, but the

government agencies were to also work with other federal, state and local

agencies in encouraging wiser use of flood plains. Also it was determined

that it was hydrologically possible to provide an insurance program with

flood probabilities on which to base rates, where in previous attempts to

establish a rate scheme, rates were based on the average annual flood

damages. Thus the two major problems with the 1956 Act as cited by the House

had been solved. There was a policy for mitigation of future flood damage

and the rates for the insurance were to be established in a more acceptable

manner.

The Department of Housing and Urban Development (HUD) report submitted

by President Johnson entitled "Insurance and Other Programs for Financial

Assistance to Flood Victims" outlined a program of flood insurance of a

private nature but with continued participation by the federal government.

The report delegated the writing of the insurance to the private company with

the federal government responsible for providing incentives. The HUD Report

also noted the necessity for land use planning to limit future losses.
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The National Flood Insurance Act of 1968 (Title XIII of HUD Act) Ilwas

designed to provide subsidized flood insurance and to reduce long-term

flood damage through the use of land use and control measures,,1

The 1968 Act stated that after June 30, 1970, no new flood insurance

would be granted to a flood-prone area unless a flood plain management plan

had been adopted.

The National Flood Insurers Association (NFIA) was instrumental in

the success of the Act. NFIA was responsible for the dissemination of informa

tion about the flood insurance program. By the end of 1969 only four commu

nities had adopted management practices which made them eligible for federal

flood insurance; with over 7,000 other flood-prone communi ti es not in the

program much work was needed.

In August 1969 it was publicized that after Hurricane Camille only one

devistated community was eligible for flood insurance. Consequently the

1969 amendment to the Act created an emergency insurance program. This

amendment sought to enable participation in the program prior to the

establishment of accurate flood hazard boundaries, which require several

months to determine. The change in the wording in the Act from Rermanent

land use and control measures to adequate land use and control measures

allowed easier compliance with the Act. The emergency program assisted

many cOlTillunities in attaining eligibility but there were still problems

associated with providing coverage.

The failures with the previous flood insurance programs was the absence

of some mandatory concepts.

The Flood Disaster Protection Act of 1973

The worst floods in the nation's history occurred in 1972. The vast

majority of communities involved did not have flood insurance. On December 31,

1973, President Nixon signed into law (PL93-213) to "expand the national
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flood insurance proqram and require participation by designated flood-,prone

communities and property owners as a condition for receiving any federal

aid or federally in~red mortgage~ loan~~

PRESENT STATUS OF THE PROGRAM

It may now be helpful to summarize the present status of the flood

insurance program. In order for borrowers to obtain federally-,backed loans

for construction or refinancing in identified flood hazard areas, they are

requi red to purchase flood insurance fori the structure. However, the

communi ty mus t follow some clearly defi ned gui de1i nes.

Required Land Use and Control Measures

If a detailed rate-making study has not been completed for the community

by the Federal Insurance Administration (FIA), then the community can become

eligible under the Emergency Program. It does so by applying for eligibility

and meeting the following requirements for land use and control measures

within 6 months after the indicated data has been provided by FIA:

(a) Undefined special flood hazard area

The community must (1) require building permits for all construction,
(2) review all building permit applications and require modifications
to minimize flood damage, (3) review subdivision and new development
proposals to minimize flood damage, and (4) require new or replace
ment water and sanitary systems that would minimize contamination.

(b) Identified special flood hazard area by an official Flood Hazard

Boundary Map (FHBM)

Community measures for identified areas must (1) take into account
neighboring flood plain management programs, (2) apply to all
identified areas, (3) provide that flood plain ordinances take
precedence over conflicting ordinances, (4) require building permits
for all construction, (5) review building permit applications for
new construction and major repairs or improvements to minimize
flood damage, (6) review subdivision and new development proposals
to assure minimum flood damage, and (7) require new or replacement
water and sanitary systems to be designed to minimize contamination.
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The Flood Hazard Boundary Map (FHBM) is the official map of the community~

which is used by FIA~ and represents the boundaries of the flood plain~

mudflow areas~ and erosion areas having special hazards. Special hazards

are defined as those areas having a one percent chance of annual flood

occurrence.

The following additional land use and control measures are required

within 6 months after the indicated data has been provided by the FIA:

(c) Identified special flood hazard area with lOa-year water surface

elevations

Community measures for identified areas must (1) meet the requirements
of paragraph (b)~ (2) require new construction or major improvements
of residential structures to have the lowest flood (including basement)
elevated to or above the lOO-year flood level ~ (3) require new con
struction or major improvements of nonresidential structures to have
the lowest floor (including basement) flood proofed to or elevated to
or above the laO-year flood level~ and (4) until a floodway has been
designated~ not permit any use unless it is demonstrated that the use
will not increase the lOa-year water surface elevation more than one
foot at any point.

(d) Identified special flood hazard area with lOO-year water surface

elevations and floodway data.

Community measures must (l) meet the requirements of paragraph (e)
with the exception of (e) (4)~ (2) designate a floodway for passage
of the laO-year flood without increasing the water surface of that
flood more than one foot at any point~ (3) provide that nonconforming
uses sha11 not be expanded but may be floodproofed if the laO-year
flood level is not raised~ and (4) prohibit fill or encroachments
within the designated floodway unless oftsetby stream improvements.

Flood Insurance Rates

Under the Emergency Program~ landowners may purchase up to $35~000

worth of insurance for single family dwellings at an annual rate of 0.25

per $100 coverage. At the completion of the rate-making study, a Flood

Insurance Rate Map (FIRM) is issued by FIA and the community enters the

regular phase of the flood insurance program. The FIRM delineates areas

in which flood insurance may be sold at actuarial rates, and indicates the

actuarial rate zones with each such area. The FIRM supercedes the FHBM

and becomes the official zone designation by FIA for the community.
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Construction of a building in a flood hazard area, which begins after

the effective date of the FIRM or 31 December 1974, whichever is later, will

require that flood insurance be purchased at actuarial rates. These rates

are not only a function of location in the flood plain but also of the ~ype

of structure and its ability to withstand flooding. Structures built before

the effective date of the FIR~1 (or 1 January 1975, whichever is later) or

located outside of the identified flood hazard areas, can purchase first

layer coverage at either subsidized or actuarial rates, whichever is cheaper.

Second layer coverage is always at actuarial rates.

Communities notified of their special flood hazard areas should qualify

for the program by July 1,1975, or within one year of identification, which

ever is later, or face the economic sanctions of the Flood Disaster

Protection Act of 1973. Only Federal financial assistance for use in the

special flood hazard areas is affected by non--participation.

A community may qualify for the program at any time. Should a community

not qualify for the program by the prescribed dates, the community may enter

the program at a later date. When the community enters the program, Federal

financial assistance may be resumed for the special flood hazard areas.

A flood disaster victim will not be penalized for failing to purchase

a flood insurance policy prior to a disaster. However, as a condition for

the Federal disaster assistance loan, the victim will be required to purchase

flood insurance to protect his home against future flood damage.

Only new construction in the special flood hazard areas is required

to be built in conformity with the program's minimum criteria in return

for the availability of flood insurance. The program does not prohibit new

construction in the flood plains or floodway fringe areas.
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ESTABLISHMENT OF PREMIUM RATES

To establish the premium rates under the flood insurance program,

rate studies and investigations were required. The hydrologic method of

establishing rates was used. This method included two basic elements:

(1) the flood stage-frequency relationship; and (2) the depth-damage

relationship.

Four Federal agencies with major responsibilities for gathering and

developing flood information--the Corps of Engineers, the Geological Survey,

the Tennessee Valley Authority, and the Soil Conservation Service--made a

number of special studies for the Secretary of Housing and Urban Development.

The studies by the Corps of Engineers, the Tennessee Valley Authority, and

the Soil Conservation Service were designed to measure the location of

property in relation to the flood hazard, the value of such property, and

the average annual amount of damage that such property would suffer from

flooding. The basic information for these studies had already been developed

in connection with proposed flood protection projects. The Geological

Survey developed similar information from a different approach to demonstrate

the feasibility of determining rates based on average annual damages in

areas where such flood protection studies had not been made. This involved

mapping of flood risk areas, identification of properties subject to flood

risk and measurement of flood damage. In total, 48 areas were studied;

of these, six were agricultural, and 42 primarily urban. Of the urban

areas, six were subject to coastal flooding and 36 to river flooding, The

urban areas varied greatly in size, as did the sources of flooding.

Rates of average annual damage, the pure premium portion of the

actuarial rate, for different types of properties were prepared for

different flood risk zones in each of the areas. The flood risk zones

were as follows:



The flood risk zones in the 42 urban areas studied by the agencies were

considered as one large sample for residential structures and contents: it

was possible to estimate a median average annual damage per $100 of value

for each risk zone. The median values for each zone should not obscure

the variation in average annual damages between cities on each flood risk

zone. The topographical and other characteristics of a particular flood

zone affected the depth of flooding and flood damage. Therefore, the

rate of damages in Zones A in the city would not necessarily be the same

as the damages in Zone A in another city, although each city would be

flooded wi.th the same frequency. These initial rates were applied during

the first few years of the program, in which only the regular prognam was

in effect. Due to the detailed engineering studies required for involvement

in the regular program, few communities could readily get into the program,

resulting in 510\'1 initial sales.

In 1972, in an effort to stimulate sales, FIA reduced the actuarial

premium rates. The reduction was based on a rate restudy and comparison

with the approximate 1000 flood loss claims which were filed during that

year. This rate reduction increased the sales rate and brought the purchase

of flood insurance within the reach of many more people. The largest sales
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increases occurred after passage of the Flood Disaster Protection Act of

1973. Under the revised program of the 1973 Act, the limits of coverage

were increased and segmented into two layers, a first layer of subsidized

rates under an emergency program and a second layer of actuarial rates

under the regular program, previously described. Tables 1 and 2 illustrate

the limits of coverages available under the 1968 and 1973 acts and the rates

under the subsidized emergency program.

Table 1. Limits of Coverage

Subsidized Coverage Total Coverage

Coverage 1968 1973 1968 1973

Single Family Residential 17,500 35,000 35,000 70,000

Other Residential 30,000 100,000 60,000 . 20Q,000

Nonresidential 30,000 100,000 60,000 . 200,000

Residential Contents 5,000 10,000 10,000 20,000

Nonresidential Contents 5,000 100,000 10,000 200,000

Table 2. Emergency Program - Subsidized Policy Rates

Ann. Rate/$lOO coverage Ann. Rate/$lOO

Structure

Residential

Nonresidential

on structure

$0.25

0.40

coverage on contents

$0.35

0.75

Tables 3 and 4 are typical examples of rate tables used to compute an

annual premium for structural and contents coverage under the regular program.
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FIA ELEVATION RATE TABLE III
SECTION A-ONE TO FOUR FAMILY RESIDENTIAL STRUCTURE

ONE STORY

ELEVATION OF FIRST NO BASEMENT WITH BASEMENT
FLOOR ABOVE OR ZONES ZONESBELOW BASE FLOOD
ELEVATION AI-A7 A8-A14 A15-A17 A18-A30 AI-A3 A4-A7 A8-A9 AI0-A30

+ 5 OR MORE .01 .01 .01 .01 .10 .10 .10 .10
+ 4 .01 .01 .01 .01 .10 .10 .10 .10

+ 3 .01 .01 .02 .04 .10 .10 .10 .10

+ 2 .01 .02 .05 .08 .10 .10 .11 .13
+ 1 .01 .07 .10 .15 .90 .30 .24 .22

0 .12 .16 .19 .23 4.78 .84 .49 .33
- 1 .48 .31 .31 .34 13.13 2.13 .95 .49
- 2 1.59 .55 .47 .48 ~, 4.95 1.77 .71
- 3 ~:;o: .93 .70 .64 'r 6.73 3.15 .98
- 4 ~, 1.48 1.00 .83 * * 5.16 1.36
- 5 * 2.34 1.40 1.07 ~;; :l: ~:: 1.87

- 6 ;,~ 2.86 1.91 1.34 ;l: * * 2.52
- 7 * * 2.62 1.66 * * * 3.40
- 8 ;~ * 3.53 2.02 ~r ~:: ;l: 4.56
- 9 * * * 2.48 ;~ * ;:' 5.21
-10 ::' * * 3.03 ;~ * * *

-11 OR LOWER
;;:: * ;~ ~, ~, * ,;: ;;,

ZONE RATE .35 .55 .73 .95 7.36 2.01 1.33 1.12

*USE $25.00 RATE.
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FIA ELEVATION RATE TABLE III
SECTION C-RESIMNTIAL CONTENTS

ELEVATION OF FIRST ALL ON FIRST FLOOR ALL ON FIRST FLOOR AND BASEMENT
FLOOR ABOVE OR ZONES ZONESBELOW BASE FLOOD
ELEVATION AI-A7 A8-A14 A15-A17 A18-A30 AI-A3 A4-A7 A8-A9 AIO-A30

+ 5 OR MORE .10 .10 .10 .10 .10 .10 .10 .10
+ 4 .10 .10 .10 .10 .10 .10 .10 .10
+ 3 .10 .10 .10 .10 .10 .10 .13 .16
+ 2 .10 .10 .12 .20 1.08 .35 .29 .28
+ 1 .10 .18 .25 .33 5.64 1.01 .61 .48

0 .29 .38 .43 .49 15.33 2.58 1.20 .76
- 1 1.20 .72 .67 .72 24.08 6.07 2.28 1.17
- 2 3.92 1.24 1.01 .99 * 10.30 4.09 1.74
- 3 * 2~06 1.47 1.~2 * 12.37 6.78 2.54
- 4 * 3.24 2.10 1.70 ~ * 9.46 3.65
- 5 * 5.06 2.93 2.17 * * ~, 5.17

- 6 * 6.18 4.00 2.73 ~~ * ~, 7.20
- 7 * * 5.48 3.38 * ,~ ',' 9.20
- 8

,~ * 7.39 4.11 * ;~ ,. *
- 9 * * * 5.03 '; * ,;:

*
-10 * * .* 6.15 * * * ~,

-11 OR LOWER
,~ * ;}: * * ~~ * *

ZONE RATE .87 1.25 1.55 1.93 18.04 5.65 3.09 2.23

*USE $50.00 RATE.
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PRESENT SALES DATA

At present (July 1977) Larimer and Weld Counties are in the process of

entering the regular insurance program. As of 31 Marcy 1977, the following

statistics have been accumulated in Table 5 for the National Flood Insurance

Program in Colorado.

TABLE 5

Flood Insurance Policies in Effect in Colorado through 31 March 1977
Total Amount and Type of Program

Tota1 Amount Type of Total Policies
of Insurance Program Written
in force Emergency (E)

f~uni ci pa1ity ($1 ,OOO)~ or Regul ar (R)

Town of Estes Park 267 E 13
City of Ft. Collins 952 E 39
City of Loveland 194 E 8
Town of Wellington 1,380 E 47
Lari mer County 5,237 E 177
(Unincorporated Areas)
Ci ty of Greel ey 518 E 22
Weld County 659 E 32
(Unincorporated Areas)

Colorado Totals 150,614 E & R 4,769
36,586 R 1,044

114,028 E 3,725



15

III. IMPLICATIONS FROM PREVIOUS STUDIES INDICATING THE NECESSITY OF ADDITIONAL
mFORf',1ATION FROt'1 Ai'~OTHER PERSPECTIVE TO DETERj~INE WHY r~ORE FLOOD INSURANCE

HAS NOT BEEN SOLD

The decision to examine several factors which influence the selling of

flood insurance resulted primarily from information contained in a report

prepared by Dr. Howard Kunreuther, et al., entitled ilL imited Knowledge and

Insurance Protection: Implications for Natural Hazard Policy." The report

was concerned wi th determi ni ng "What factors induce i ndi vi dual s to protect

themselves voluntarily against the consequences of low probability events

such as floods or earthquakes?" Dr. Kunreuther set out to answer this ques

tion by interviewing 2,055 homeowners residing in 43 areas in 13 states

subject to coastal or riverine flooding and 1,066 in 18 earthquake-prone

areas of California. Half of those interviewed had purchased flood or earth

quake insurance. No attempt was made in the study to examine the seller's

side of flood insurance.

The results from interviewing the homeowners are as follows: Only seven

percent of the persons questioned first learned about insurance because their

agent contacted th~l. Over sixty percent of the uninsured sample were not

aware that they were eligible to purchase coverage. It was also found that

only a small percentage of both the insured and uninsured had specific know

ledge of the deductible clauses in the current flood and earthquake policies.

Twenty-seven percent of those uninsured living in floodprone areas were

willing to pay more than the actual premium. Some people believe that one

reason why more flood insurance is not sold is because people expect federal

aid after a disaster. However, the survey revealed that a majority of both

insured and uninsured homeowners expected to receive no aid at all from the

federal government. Kunreuther states that this suggests that prior to a
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disaster, most individuals do not think about the problem, and hence, federal

aid has not been a motivating force in the decision process related to

insurance. Data from nhe surveys indicate that continuing development of

flooded areas along the rivers and coasts reflects little concern for the

hazards involved. Kunreuther further points out that residential dwellings

along the coasts have appreciated more rapidly in recent years than similar

property in l:ess hazardous areas.

Kunreuther found that lithe participants in the controlled experiments

were more likely to insure themselves, primarily against events having a

high probability of occurrence even though the loss expectation was low.

Conversely, they did not insure against the high loss, low probability event.

Hence, we can only conclude that unless the probability of an event is con

sidered above some threshold level, individuals will not concern themselves

with potential losses and hence will not even consider insurance." Recogni

tion of this threshold level by the homeowner is the key to the purchasing of

flood insurance. This recognition, as Kunreuther points out, could come from

past experience (e.g., a recent crisis) and information furnished by federal,

state and local agencies, insurance agents, and financial institutions. This

report intends to examine whether the seller attempts to help his clients

perceive this threshold level. So the question becomes, is it the role of

the insurance agent to convince the public that they need to purchase flood

insurance, or should the public (through the media) recognize the threshold

and approach the insurance agent?

Kunreuther points out that when tropical storm Agnes struck in 1972,

61,228 flood insurance policies were in effect. In 1975 when Hurricane Eloise

struck, there were 258,744 policies in effect. From the increase in the

sale of flood insurance policies alone, one cannot conclude that the increase

was directly influenced by people's perception that a IIthreshold level'! had
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been exceeded. However, one cannot totally discount the fact that the crisis

situation played a small part in the decision process. A similar situation

existed for Larimer County, Colorado. In September 1976, in the aftermath

of the Big Thompson Flood on 31 July 1976, there were only 68 flood insurance

policies in force in Larimer County. In March 1977 there were 177 policies

in force. Again, was a "threshold level II perceived by the persons that

purchased new policies or did the insurance agents and lending institutions

convince these people? Hopefully this study will clarify this dilemma.

The need for information concerning the flood insurance program was also

pointed out in Kunreuther's report. For instance he cites the fact that in

an area in New York State "l ocal leaders downplayed the processes through

which the individual communities could join the National Flood Insurance

Program because of the political sensitivity of the land-use regulations

involved. As a result, most residents of those communities were not aware

of the fact that they could purchase flood insurance." In Larimer County,

many persons affected by the Big Thompson disaster stated that they were

unaware of the existence of flood insurance. This indicated that informa

tion was needed by the public concerning the flood insurance program. The

problem that remains is whose responsibility is it to furnish this informa

tion? The authors of this report will attempt to offer some suggestions

along these lines.

In another study entitled "Implementation of the National Flood Insurance

Program in Larimer County, Colorado" by Howard M. Whittington, et al., based

on their interviews with lending institutions about investigating all out

standing loans made prior to the enactment of the flood insurance program in

Larimer County, the lenders expressed doubt that the work would be worth

their while. The Whittington study was also concerned with the interviewing

of several insurance agents. One outcome of the interviews was a determination
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that "it was not worth the time involved to actively promote the flood insurance

program (from the standpoint of profit potential). Representatives from CNA

Insurance of Denver (the servicing company in Colorado for the flood insurance

program) said that many of the problems they had experienced were the result

of ignorance of the program by the people actually selling the insurance. 1I

Our study will attempt to verify some of these findings, in addition to going

several steps further in trying to find other factors which influence

insurance agents in the selling of flood insurance.

Therefore, based on findings made by Dr. Howard Kunreuther and Howard M.

Whittington, the authors of this paper believe one of the main problems with

the flood insurance program is found on the sellers' side (e.g., incentive

to insurance agents, lack of/or inadequate information, conf usion over role

of insurance agents, etc.). By examining the factors which influence the

selling of flood insurance several policy recommendations will be made to

possibly improve the sales of flood insurance.

As previously stated to determine these factors, it was necessary to

develop a questionnaire. A random sample of 29 insurance agents in the

Ft. Collins, Loveland and Greel ey areas ~as chosen; this sample represented

40 percent of all agents in Larimer and Weld Counties. The questionnaire

was also intended to determine the benefit of the NFIA workshop to the sellers

of flood insurance.
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IV. PREPARATION OF THE QUESTIONNAIRE

The questionnaire used during the interviews was prepared by the authors

of this report, with the assistance of Dr. Harold Cochrane, Assistant Prof

essor of Economics at Colorado State University, and two Fort Collins insur

ance agents. The questionnaire used is shown in Figure 1. Four general

purposes of the questionnaire were as follows:

1. to determine the agent's attitude toward the flood insurance

program and its administration;

2. to identify attitude and ability differences between attenders and

non-attenders of NFIA workshops;

3. to determine how the agents feel about the commission rates they

receive for selling flood insurance; and

4. to compare the agent's sales commission with his cost of writing

a flood insurance policy (cost = agent's time plus overhead).

The questionnaire was divided into two parts: specific and general. The

intent of the specific questions was to provide the following information

about each agent:

Question 1 identified the agent's main line of sales, i.e., property

casualty, life, auto, etc.

Question 2 provided direction in the event the agent did not write

flood insurance, but referred customers to another agent.

Question 3 identified NFIA workshop attenders.

Questions 4, 5 and 6 indicated the agent's feeling about the NFIA

workshop he/she attended, and the number of sales before and after the work

shop.

Question 7 identified the approximate number of policies sold by non

attenders.

Question 8 identified the agent's source of customers.
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SPECIFIC QUESTIONS

1. What is the main line of insurance that you sell?

2. If flood insurance is not one of your regular sales lines, to whom do you
refer potential customers?

3. Have you attended a NFIA workshop on the selling of flood insurance?
Yes--- No---

If you answered "yes" to Question #3, then also answer Questions 4, 5 and 6.
If you answe red " no" to Ques t ion #3, then proceed with Ques t ion 7.

4. When and where was the workshop held and how did you find out about it?

5. Make a general statement about the merit of the workshop.

6. How many flood insurance policies have you written before and after the
workshop?

Before
0-5

-- 5-10
10-15

--- Over 15

After
0-5

-- 5-10
10-15

___ Over 15

7. How many flood insurance policies have you written?
0-5

-- 5-10
10-15

___ Over 15

8. Have the majority of the policies been sold through:
Customers referred by banks in conjunction with attaining a home loan.
Customers requesting without bank requirement.---
Agent contacted the customer.---

Figure ] Page ]



2]

9. Do you normally review and update your existing homeowners policies in order
to add flood insurance if it is needed?
If so, how often?

10. What is your estimate of the number of homes in the Fort Collins area that
are subject to flooding from the Cache La Poudre River?

o to 200.
-- 200 to 400.

Over 400.---
11. Are you familiar with the flood insurance programs in Loveland, Fort Collins

and Larimer County?

If "yes ,11 answer Question 12; if Ilno,11 answer Question 13.

12. The following items are pertinent to the flood insurance program and/or the
understanding of flood hazard. Select a definition for each item.

Fort Collins, Loveland and Larimer County are in which flood insurance
program?

Regul a r---___ Erne rgency

What does a flood hazard boundary map represent?
___ Areas subject to all floods.
___ Areas subject to a 100-year flood.
___ Areas subject to a 50-year flood.

A 100-year flood:
Cannot occur twice in 20 years.--- Will occur once in 100 years.--- Has a 1 percent chance of occurring in any year.

13. How do you perceive your role as an agent, when it comes to the sale of
flood insurance?

Sell only when contacted by the customer.--- Push the sale and contact customers in need of it.---
14. Given the present sales commission rates of $10 per policy, or 15 percent of

the annual premium (Example: a single family dwelling with coverage of
$35,000 on the structure and $10,000 on the contents, yields a premium of
$123/year and a commission of $18.45/year under the emergency program), do
you feel this is a fair rate for your participation?

Yes---
No---

If llno," answer Question 15; if Ilyes" answer Question 16.

15. Based on the example given in Question 1 , with a premium of $123/year, what
would be a fair annual commission? Check one.

25% of first year annual premium, with no renewal commission.
50% of first year annual premium, with no renewal commission.
75% of first year annual premium, with no renewal commission.
100% of first year annual premium, with no renewal commission.

Figure ] Page 2
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16. What incentives would improve the sale of flood insurance?

17. Who would you contact to obtain the information?
Federal Insurance Administration (FIA).
National Flood Insurance Association (NFIA).--- CNA Insurance Co. (the State servicing company).---

18. Why do you think flood insurance has not been sold or purchased more readily?
Too costly to the homeowner.--- Homeowners feel they can get disaster relief.---___ Not enough incentive for the agents to sell it.

___ Poor publicity on the program.
Won't happen to me attitude.---

GENERAL QUESTIONS

1. What is your job title or company position? -----------------
2. How much is your time worth per hour?

3. How many people are employed in your agency?

4. Approximate cost per month to operate the agency? This figure should include:
salaries, cost of office space and any other fixed costs:

5. How long does it take you to write and process a flood insurance policy?

6. What are your general feel ings and comments about the flood insurance program?

Figure ] Page 3
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Question 9 indicated efforts made by agents to write flood insurance

if needed in conjunction .with the current homeowner policies they had in force.

Question 10 was intended to identify the agent's perception of the degree

of flood plain development within his/her area.

Question 11 indicated if the agent felt he/she was familiar with the

flood insurance program in their area.

Question 12 asked three questions which tested the agent's understanding

of terms perti nent to the flood insurance program.

Question 13 allowed the agent to indicate his/her perception of his/her

role as an insurance agent involved in the sale of flood insurance.

Question 14 provided a sample policy premium and commission computation

and asked if the agent felt the commission rate was fair for his/her participa

tion.

Question 15 provided four alternative commissions which could be selected

if the agent felt the existing rate was unfair. Each of the alternative

commissions provided a larger front end commission with no renewal commissions.

Question 16 allowed the agents to suggest other incentives which would

improve their participation in the sale of flood insurance.

Question 17 tested the agent's knowledge of where to obtain information

about the flood insurance program.

Question 18 asked the agent to indicate reasons why he or she felt

flood insurance had not been sold or purchased more readily. Five optional

answers were possible.

The intent of the general questions was to provide the information needed

in order to determine the agent's cost of writing a flood insurance policy.

Question 1 asked the agents their position within the organization to

determine if they personally sold insurance or were in an administrative

position representing the agency as a whole.
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Question 2 asked the agents what their time was worth per hour. This

figure was used in calculation of the cost to write a policy. In the case

of administrative personnel, who did not actually sell, their answers were

not used in determining the average cost of an agent's time per hour.

Question 3 asked the number of persons employed in the agency. This

figure was used in determination of the average overhead per hour for operating

the agency.

Question 4 asked the approximate cost per month to operate the agency.

This figure was also used in determining the average overhead per hour for

operation.

Question 5 asked the time required for each agent to write and process

a flood insurance policy. The average time was used in comparison of the

cost to sell to the commission earned.

Question 6 was a summary of the agent's general feelings and comments

about the flood insurance program.
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V. RESULTS OF QUESTIONNAIRE

Specific Questions

From question 1, all persons interviewed sold casualty insurance.

Question 2 was not answered by any person thus confirming their main line of

insurance to be casualty.

From question 3, of the 29 persons interviewed, 14 attended an NFIA

workshop. Workshops were held at Denver, Loveland, Greeley, and C.S.U. Of

those attending the workshops, 63 percent obtained pertinent information

from the Independent Insurors of Colorado, 19 percent found out from the

Larimer County Insurors Association, nine percent found out from Weld County

Insurors Association, and nine percent found out through various lending

institutions. The merits of the workshop stated by the persons interviewed

are as foll ows:

Greeley C.S.U. Loveland Denver

Excellent 2 1 1 1
Very Good 1 1
Good 4 5
Poor 1

It was determined from question 6 that more flood insurance policies

were sold after they attended the workshop than before.

From question 7, 12 persons had written from 0-5 flood insurance

policies, seven persons had written from 5-10 flood insurance policies,

three persons had written from 10-15 flood insurance policies and five

persons had written over 15 flood insurance policies.

Seventy-eight percent of the persons questioned stated that customers

were referred to them by banks in conjunction with attaining a home loan.

Eleven percent wrote policies because a customer had requested the policy,

and another 11 percent wrote policies after they had contacted the customer.

Thirty-one percent stated that they updated existing homeowners policies in

order to add flood insurance. Of those agents updating existing policies,

eash stated that they d;;d so on an annual basis.
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The following responses were given in estimating the number of homes

in the Ft. Collins, Greeley, and Loveland areas subject to flooding:

Ft. Call i ns Greeley Loveland
(Cache La Poudre Cache La Poudre (Big Thompson
Ri ver) Ri ver) River)

o to 200 4 1 2
200 to 400 3 1 1
Over 400 5 1 2

Six persons did not know. In all cases the answer 0 to 200 was correct.

Seventy-nine percent of those questioned were familiar with flood

insurance programs in Ft. Collins, Loveland and Greeley. Of those ans

wering yes to question number 11,62 percent stated that Fort Collins,

Loveland and Larimer County were in the emergency flood insurance program.

The following responses were made to the question, what does a flood hazard

boundary map represent?

10 - Areas subject to all floods
9 - Areas subject to a 100-year flood (the correct answer)
3 - Did not answer

In response to the statement IIA 100-year flood ... ,11 39 percent stated that

it will occur once in 100 years, 52 percent answered correctly that it has

a one percent chance of occurring in any year, and one person did not answer.

Eighty-three percent of those questioned stated that they perceived

their role as an agent to sell flood insurance only when contacted by the

customer.

In answer to question 14, that given the present sales commission rates

of $10.00 per policy, or 15 percent of the annual premium, do you feel this

is a fair rate for your participation, 83 percent stated that this was a

fai r rate.

Question 15 was asked to determine a fair sales commission rate, if the

agent felt the existing rates were unfair. Of the 29 persons interviewed,
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four felt the present sales commission rates were unfair. Two felt a fair

rate would be 25% of the first year annual premium with no renewal commissions.

Two felt the rate should be 100% of the first year annual premium, with no

renewal commission.

When asked for suggestions which might improve the sale of flood

insurance (question 16) the following were the most prevalent responses:

(1) More education in the area of flood insurance for both the agents

and the general public (six persons gave this response)

(2) Lower premium per $1000 coverage to the buyer (five persons)

(3) More education for the public (three persons)

(4) A commission of 20 percent, instead of 15 percent per year to

the seller (two persons)

(5) More publicity by FIA (e.g., more T.V. spots, newspaper ads, etc.,

which tell of the flood problem in general) (two persons)

(6) Larger first year commissions and lower renewal commissions to

the seller

(7) More stringent requirements by the financial institutions

(8) Nation-wide advertising campaign with 50-50 cost-sharing between

Federal government and private entities

If the threat of floods were more eminent sales would increase

Give no flood disaster relief to those who live in areas where

flood insurance is available.

In answer to question 17, 21 percent stated that they would contact NFIA

to obtain information on the program and 79 percent would contact CNA Ins

urance Company.

Question 18 asked "Why do you think flood insurance has not been sold or

purchased more readily?" Of the 29 persons interviewed, the following

results were obtained:



28

Too costly to the homeowners 27%
Homeowners feel they can get disaster relief 2%
Not enough incentive for the agents to sell it 10%
Poor publicity on the program 18%
Won't happen to me attitude 43%

General Questions

Question 1 asked the job title or position of the person being interviewed.

The following answers were received:

President or owner of the agency 17%
Vice President or part owner of the agency 11%
District r;lanager 11%
Secretary-Treasurer of the Agency 3%
Insurance Agent 55%
Insurance Secretary 3%

Question 2 asked how much his/her time was worth. Of the 29 persons inter

viewed, the average cost was $13 per hour. There was no separation of

attenders and non-attenders to the NFIA workshop.

Question 3 asked the total number of persons employed in the agency.

The answer to this question averaged seven persons per office interviewed.

Question 4 asked the approximate cost per month to operate the agency.

The average cost was $1,016 per man month. This figure included attenders

and non-attenders of the workshop.

Question 5 asked the time it takes to write and process a flood insurance

policy. The NFIA workshop attenders averaged 27 minutes per policy, while the

non-attenders averaged 35 minutes per policy.

Question 6 asked the agent's general feelings and comments about the

flood insurance program. A wide range of comments were received, and were

then grouped into the following 21 categories:

The insurance is easy to write, personnel at the state
servicing company are very helpful 5%

The program is very valuable for those who need it 37%
The rates are too high 12%
I need more knowledge of the program 7%
Unclear guidelines for eligibility 3%
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Risk should be spread further to lower the cost 5%
The program needs more promotion 15%
As an agent, I cannot afford to publicize the program 3%
All government affiliation should be stopped 3%
Some banks don't require it when they should 3%
Even after the Big Thompson flood, sales have not increased 3%
Public does not realize the perils they face 4%

For the purpose of comparing the cost of writing a policy to the commission

received by the seller three general questions were devised. Question 2 was

used to determine the hourly salary rate of each agent interviewed. Each

agent was asked what his or her time was worth per hour; by averaging the

answer given a rate of thirteen dollars per hour was computed.

In order to determine the total cost incurred by the seller in writing

a flood insurance policy we felt it was necessary to find out company overhead

per man-hour and add this to the average salary, in order to get a cost per

hour to write a policy. Questions 2 and 4 were used to compute the average

overhead cost per man-month. The monthly overhead cost, given in question 4

was divided by the number of persons employed by the company, given in question

3. Using a sample of seventeen companies, an average figure of one thousand

sixteen dollars per man-month was computed; based on the average that each

employee worked approximately one hundred sixty-eight hours per month. Div-

iding the overhead per man-month by the hours worked per month gave a value

of six dollars per hour in overhead cost per man. This cost added to the

average salary rate gives an average rate of nineteen dollars per hour for

writing a policy.

An average of thirty minutes was given by the agents as the amount of

time it takes to write a flood insurance policy. Thus the cost to them would

be nine dollars and fifty cents per policy. The maximum premium under the

emergency program which provides $35,000 on the structure and $10,000 on

contents, is $123.00 per year. The seller received a commission of 15 percent
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of the premium which at a maximum would be $18.43. Thus this sale would net

the agent $8.93 in commission.

It can be noted from results of the survey that non-attenders of the

NFIA workshops took longer than 30 minutes to write a policy, so their profit

would be less. While the workshop participants took slightly less time

than 30 minutes to write a policy and their profit margin would be more than

the average of $8.93 per policy.

This example clearly shows the lack of a profit making incentive to the

seller. Although most agents interviewed felt the commission derived was

sufficient, since they offered the insurance as a service feature, they also

seemed to be in agreement that larger commissions were not the answer to

increasing the marketing of the insurance. Even with larger commissions,

they would continue to wait for customers to request coverage, rather than

actively soliciting customers.
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VI. INTERPRETATION OF RESULTS FROM QUESTIONNAIRE AND MULTIPLE REGRESSION
ANALYSIS

A multiple regression analysis was used to examine the results of the

questionnaire and to compute equations for predicting sales. The analysis

attempted to measure the degree of interrelationships between a dependent

variable (sales) and three or more independent variables. The statistical

program TSP obtained from the Harvard Institute of Economic Research was

used for this analysis.

Fundamentally, a regression equation is used to estimate a dependent

variable (e.g., Xl) from a set of independent variables (e.g., X2, X3, ... ),

and is sometimes called a regression equation of X, on X2, X3, ... and may be

written as Xl = F (X2, X3.. ·).

With two separate analyses we attempted to establish a relationship

between the sales of those attending an NFIA workshop (ATAFTSAL), the dependent

variable, with several independent variables, and also the correlation between

the sales of those not attending an NFIA workshop (NONATSAL), the dependent

variable, with several independent variables.

The first run of the program included the following independent variables:

a. ATTEND - Those that attended an NFIA workshop were given a value of

one and those that did not attend were given a value of two.

b. ATBEFSAL - the mean of the sales (question 6 on questionnaire) before

attendance at the workshop.

c. ATAFTSALES - Chosen as the dependent variable for those that attended

an NFIA workshop, the mean of the sales (question 6 on questionnaire)

after attendance at the workshop.

d. NONATSAL - Chosen as the dependent variable for those that did not

attend an NFIA workshop. The mean of the total sales (question 7 on

questionnaire) of flood insurance policies of those not attending

the workshop.
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e. MAPSOL - Represents how each agent sold the majority of his/her

policies.

f. UPDATE - Indicated whether the agents updated existing homeowners

policies.

g. ESTIMATE - A value of one was given if the agent answered from 0-200

in question 10 on the questionnaire and a value of two was given if

they answered more than 200 or indicated they did not know.

h. FAMILIAR - A value of one was given if the agent stated that he/she

was familiar with the flood insurance programs in Larimer and

Weld Counties, and a value of two was given if the agent was

unfamiliar with the program.

i. QUIZ - A value of three was given if the agent answered incorrectly

all questions under question 12 on the questionnaire. Values two,

one and zero respectively were given for 2 incorrect answers, 1

incorrect answer, and all correct answers.

j. ROLE - A value of one was given if the agent interviewed perceived

his/her role as selling flood insurance only when contacted by a

customer. A value of two was given if the agent perceived his/her

role as contacting the customer in order to sell flood insurance.

k. SALCOM - A value of one was given if the agent felt that the present

sales commission was adequate and a value of two was given if the

agent did not feel that the present sales commission was adequate.

1. FAIRCOM - A value of one was given to those that answered 25% in

question 15 all the way to a value of four if the agent answered 100%.

After the first run, and examining the relationships of the dependent

variables with the independent variables, the decision was made to separate

the dependent variables into two categories, i.e., workshop attenders and

nonattenders and then to do two different analyses. The following independent
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variables were chosen as those contributing most to the dependent variable

(NONATSAL): MAPSOL, UPDATE, ESTIMATE, QUIZ, and SALCOM. The following

independent variables were chosen to be most representative of the

dependent variable (ATAFTSAL): ATTEND, MAPSOL, UPDATE, QUIZ, and ROLE.

Several computer runs were made, with the final runs yielding the following

results:

For the dependent variable ATAFTSAL, the correlation matrix indicated

that for the independent variable MAPSOL, the sales of flood insurance

decreased as the agent had to contact the customer. The results of the

questionnaire further substantiates the fact, since 78 percent stated that

customers were referred to them by banks. These results suggest that some

method should be employed to enable the consumer to perceive the "threshold

level ," and contact the agent. The means by which this result can be

achieved will be explored in Section VII of this report.

From the correlation matrix of the regression analysis, ATAFTSAL vs.

UPDATE, it was determined that sales decrease as the agents contact home

owners concerning inclusion of flood insurance with existing policies. This

substantiates the finding of ATAFTSAL vs MAPSOL, that the agent could "turn

off" an existing customer by concentrating too much on his/her envisioned

flood insurance needs. The correlation matrix with NONATSAL vs. UPDATE

further reinforces this finding. There was an indirect correlation between

ATAFTSAL vs. QUIZ, however there was a direct relationship between ATAFTSAL vs.

UPDATE. The authors contend that QUIZ is directly related to ATTEND. The

results of the questionnaire showed that those attending the workshop answered

more answers correctly on QUIZ than did those who did not attend. The sales

were somewhat higher for those attending the workshop than for those that did

not. This implies that familiarity with the program allows an agent to

be more efficient. There was a direct relationship between ATAFTSAL vs. ROLE
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in that sales increase as the customer contacts the agent. This finding

reinforces the concensus drawn from the questionnaire, since 83 percent of

those questioned stated that they perceived their role as an agent to sell

flood insurance only when contacted by the customer.

The following are the equations obtained by the least squares fit of

the data.

Dependent Variable ATAFTSAL:

(Attenders of NFIA Workshop) SALES = 11.89 + .2168 MAPSOL - 8.522 UPDATE

+ 4.393 QUIZ + 3.020 ROLE.

for an R-Squared of .6140

Dependent Variable NONATSAL:

(Nonattenders of Workshop) Sales = 16.5 - .2766 UPDATE - 5.872 ESTIMATE

- 3.638 QUIZ + 7.5 SALCOM.

for an R-squared of .5305

Based on the results of the questionnaire only, it can be concluded

that the workshop held by NFIA benefited the agents by increasing their

working knowledge of the flood insurance program over those that did not

attend. For instance, those that attended the workshop answered more

correctly which flood insurance program was in effect for Larimer County

and were able to answer correctly a larger portion of question 12. From

responses by the agents attending as to how they found out about the workshops,

the conclusion can be made that the dissemination of information announcing

the workshops was not effective. Many agents found out about the workshops

by word of mouth. It was also determined from the questionnaires that the

workshops were not held on a frequent basis. Those that did attend the

workshops found them informative and helpful. One agent commented
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that the workshops lacked sales and marketing data. The Instructor's Guide

for the workshops mentions certain marketing techniques, however, very few

successful case studies are presented. The authors of this report recommend

that NFIA should be more responsive by regularly scheduling workshops. The

agents should not be responsible for requesting the scheduling of workshops.

It was determined from the questionnaires that many agents believed that

flood insurance is just another service available to their customers, since

the policy is the state servicing company's (CNA) and not part of the agent's

regular line. Also, the agent does not have binding authority on a flood

insurance policy which he/she has on his/her regular line of insurance. From

those interviewed it was also determined that many agents were uncomfortable

with the handling of flood insurance simply because it was a new line. Further

substantiating the agent1s perception of the sale of flood insurance as a

service, is the fact that 83 percent of the agents interviewed stated that

the present sales commission rates of $10 per policy or 15 percent of the

annual premium is adequate for their participation. At this rate, most of

the agents broke even. The authors believe that as long as the agents break

even, they will continue to write flood insurance policies.

Many agents expressed the fact that they should not bear the full cost

for publicizing the program due to the expense and also the fact that more

promotion is needed from a higher level, causing customers to become informed

enough about the flood insurance program to contact their insurance agent.

Informational and promotional techniques should be realistic enough to convince

the people of the possible risks. For instance, almost a year after the Big

Thompson disaster, several agents in the Loveland area still cannot sell flood

insurance to the remaining residents in the Big Thompson Canyon. The agents

stated that some residents have the attitude that the 100 year flood will not

occur again until another 99 years, therefore no insurance is necessary.
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It was also found that a majority of the agents' customers have the attitude

that a "flood cannot happen to me. II r~ow, very few agents attempt to go door

to door wi thi n the canyon s imply because word has gotten around that no one

seems to want flood insurance. Since the sale of flood insurance is a break

even proposition for most agents, losses would occur if the agents tried to

se 11 IIdoor-to-door ll the insurance in the Bi g Thompson Canyon.

Agents also believe that flood insurance has not sold more readily

because it is too costly to the homeowner. This response further emphasizes

the "servicell aspect of the flood insurance program. It is recommended that

the rates should be reviewed on a regular basis in consultation with NFIA.
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VII. RECOMMENDATIONS BASED UPON RESULTS

The key finding of this study is that if more flood insurance is to be

sold, the public must become more informed about the flood insurance program

and how it directly relates to him/her. Also since a majority of the

insurance agents interviewed believe that the existing rates are adequate,

they will continue to break even when writing flood insurance policies.

Thus, a possible solution becomes a resolution of the information dilemma;

whose responsibility is it to inform the public - NFIA, FIA, Servicing Company,

or the insurance agent? And who should keep the sales agent updated and

informed?

Throughout the study the lack of knowledge of the flood insurance program

on the part of the insurance agent and the property owner became very apparent.

Many of the agents interviewed did not have a good working knowledge of the

program, with the appropriate maps, brochures and forms needed to sell and

write the insurance. The general public was not included in the interviewing

process, but it was obvious through discussions with the agents that the

public does not perceive their flood hazard exposure. For these reasons,

this section has been devoted to illustrating and discussing some of the

most informative material identified during this study, which is readily

available for dissemination to sales agents and property owners.

It is also recommended that lending institutions working in tandem with

local insurance agents can identify customers located below the designated

100-year base flood. A computer print-out could notify the insurance agents

which of the existing homeowners policies were within the 100 year boundary.

The insurance agents could then send letters to policyholders stating the

person is known to be subject to flooding.

Public Information Program

Advertising of the flood insurance program has been done on a limited
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basis by Federal Insurance Administration, NFIA, Independent Insurance Groups

and sales agents. Two of the twenty-nine insurance agents interviewed do

insert flood insurance availability notices in their annual premium notices

for homeowner policies. An example of one of these notices is as follows:

IMPORTANT NOTICE

Flood insurance is now available in most areas of Weld County.
For information concerning rates and eligibility, please contact
your agent.

AGENCY NAME
Phone Number

Notices of this type are very simple to prepare, but will aid in program

awareness. Most agents agree that more publicity is needed, but in general

they feel it is not their place to do it. Figures 2 and 3 are excellent

examples of publicity of the program by private organizations that were

identified during the data gathering phase of the study. Figure 2, a news-

paper advertisement, was run by the Independent Insurers of Denver, Inc.

This type of advertising is most beneficial in that it not only points out

the program availability but also makes it clear that a standard homeowners

policy does not cover loss from flood, a misconception held by many home

owners. Figure 3 is a very informative brochure entitled "FLOOD" which is

published and distributed by one of the large insurance companies. In

addition to the efforts of the insurance agents and companies, FIA has

prepared a television advertisement which shows scenes of the Big Thompson

Canyon flood, with Governor Lamm of Colorado endorsing the program. FIA

also distributes a brochure titled "What Colorado Residents Should Know

about Flood Insurance," which is shown as Figure 4. Of all the public

information items presently available, the authors feel the four items dis

cussed above are the most effective for stimulating interest and awareness

of the flood insurance program. It is our recommendation that further public

information efforts should be made along these lines.
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i~ow, thg Good ~J~\'WS:
Low-cost National Flood Insurance is now
available on all residential and commercial
property. Created by Congress, the National
Flood Insurance Program is a co-operative
venture between the Federal Insurance
Administration and the private insurance
industry to make available subsidized flood
insurance.
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Check these low Flood Insurance rates for residential and
commercial property:

FIGURE 2
Independent Insurors of Denver, Inc.

II we can'l help you - nobody can!

-THINK ABOUT IT
INSURANCE IS YOUR BEST FORM

OF PROTECTION!

Rale
.25 per100
.35
.40
.75

leli[<'~~ th~ ~~f,! !!\~~l;!"q~1l
rllli ~'" .... h~,l.' I~Jh\.a .... b'\iit.L~'i.'11!"'1l.

The Government has designated Denver
a "Flood Emergency Area", However all
homeowner policies issued in the State of
Colorado exclude flood coverage (check
your policy).

Also, property owners who'do not carry
flood insurance are not eligible for Federal.
flood disaster assistance, or, for loans by
any Federally regulated or insured lending
institution.

Maximum Limit
1. Single family dwelling. , .Building S 35,000

Contents S 10,000
2. Non-residential •.. _., ... Building 5100,000

Contents $100,000
(per unit)

Now check the Yellow Pages (page 7Sn for the name of your
nearest Independent Insurance Agent. He's an independent
businessnJdn who offers you a beller choice of coverage --- and
better service, too! Call him for specific information on Flood
Insurance for your home or busillcss. No "double-talk" ... just
plain, sensible facts on 'how to protect yourself- in case the
water rises t

~
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.35

.40

.45

.35

.40

.45

.75

.75

.75

.25

.30

.35

.25

.30

.35

.40

.50

.60

Annual Building Annual Contents
Rate Per $100 Rate Per $100

Value of Structure of Coverage of Coverage
Type of

Structure

Single family
residential

~

o

Q. How much will coverage cost?
A. The chart below lists the new subsidized rates

for buildings and contents, according to their value.
Representing a substantial decrease from the former
rates, the new rates became effective July 10.

$17,500 and under
17,501-35,000
35,001 and over

30,000 and under
30,001-60,000
60,001 and over

All non-residential 30,000 and under
30,001·60,000
60,00 1and over

All other
residential

Q. What losses are covered?
A. Losses resulting from general inundation of

normally dry lands from (1) overflow of inland or
tidal waters (2) unusual and rapid accumulation or
runoff of surface waters from any source, and
(3) mudslides.

Q. How can a person learn more abour· flood
insurance?

A He can learn more by contacting his insurance
agent or by writing:

National Flood Insurers Association
160 Water Street
New York, New York 10038

Q. Is there a deductible clause?
A. Yes. The amount of the deductible, which ap

plies separately to the building and to contents, is
$200 or 2 per cent of the amount of toss, whichever
is greater.

O. How are claims handled?
A. Claims may be filed with the agent who sold

the policy or with the insurance company that issued
the policy.

HOW TO ESTABLISH COMMUNITY ELIGIBILITY

Q. What does he do if his community is flood
prone but has not become eligible for flood
insurance?

A. If he is interested in· obtaining flood coverage,
he should do whatever he can to generate and or
ganize support to encourage his community to be
come eligible. He can circulate petitions, talk with
local officials - city councilor county board mem
bers, for example - and encourage others to do
the same.

Q. What structures are eligible for flood insur
ance?

A. All structures used for residential, business,
religious or agricultural purposes, structures oc
cupied by nonprofit organizations and structures
used by state or local governments or their agencies.

Q. How does a community become eligible?
A. To become eligible, it must agree to adopt

certain land use and flood control measures and
then submit written application to the Federal In
surance Administrator. Assistance in qualifying is
available from the Administrator. When a community
has adopted the controls, it becomes eligible for the
"Emergency Programs." After the controls are ac
tually implemented, it becomes eligible for the
"Regular Program."

Q. How does coverage under the "Emergency"
and "Regular" programs differ?

A. Under the "Emergency" program, coverage is
available - at subsidized rates - for up to $17,500
for single-family dwellings; up to $30,000 for all
other eligible structures; and up to $5,000 per tenant
for contents. (Subsidized rates are supported sub
stantially by the Federal Government and thus are
lower than actuarial rates - those which companies
would have to charge if there were no subsidy.)

Under the "Regular" program, a property owner
may buy an additional $17,500 in coverage on
single-family dwellings; an additional $30,000 on all
other eligible structures; and an additional $5,000
on contents - all at full actuarial rates.

Q. How does a property owner obtain coverage?
A. After a community becomes eligible, coverage

may be purchased from any property-casualty in
surance agent or broker Iicensed within that state.

O. Why was flood insurance not available before
1969, when the government and the insurance
industry got together?

A. Because of limited risk spread, a private in
surer could not provide coverage at affordable rates
without suffering unbearable underwriting losses.
If it had charged adequate rates for such coverage,
the public couldn't afford it

Q. What is the National Frood Insurance Program
and what does it do?

A. Established by the National Flood Insurance
Act of 1968, the program makes specified amounts
of flood insurance, previously unavailable from pri
vate insurers, available at federally subsidized rates
- rates much lower than insurers could charge for
the same coverages and be profitable. The program
also includes mudslide coverage.

Q. Who's responsible for the program?
A. The Federal Insurance Administrator in the

U.S. Department of Housing and Urban Develop
ment has authority to administer the program which
is a cooperative effort between the federal govern
ment and private insurers. The insurers are repre
sented by the National Flood Insurers Association
(NFIA), formed in 1969.

YOUR COMMUNITY MUST BE ELIGIBLE
Q. To whom is flood insurance available?
A. Potentially, it is available to residents of the

approximately 7,000 flood-prone communities in all
50 states. But it is available only to residents of
those communities that have taken the necessary
steps to become eligible. So far, only about 1,300
communities have.

O. What does the NFIA do?
A. An association of private insurance companies

which helps administer the program, its duties in
clude appointing a company in each state to furnish
flood insurance information to the public and to
insurance agents. This company also processes all
flood insurance policies and handles claims.

~ Q. How does a property owner know if he lives in
~ a flood-prone area, and if he does, how does he
~ know if it has taken the necessary steps to become
trj eligible for flood insurance?

A Local officials or his insurance agent should
be able to tell him.

w
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What Colorado Residents Should Know
About Flood Insurance .

One other tragedy of the Big Thompson
Canyon flood is that only one homeowner
had Flood Insurance.

We urge you to read the information in
this pamphlet to learn how you can avoid
financial disaster jf a flood strikes your
home, farm or business.

Flood insurance is not included in the
average business or homeowners' policy.
Federal Flood Insurance is subsidized by the
Federal Government and is a wise purchase
for the many State residents who need it.

,.-----.,
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What Is National Flood Insurance?

National Flood Insurance is a program de·
signed to help you avoid financial loss if you
own property in a flood hazard area. It is
also designed to help local communities
prevent future flood disasters by developing
information about locations of special flood
hazard areas.

Who Should Have Flood Insurance?

Everyone who lives in an area where flood
ing is possible would be wise to purchase
flood insurance. This includes Colorado resi
dents who face annual flood threats from
streams or rivers as well as people who live
away from waterways but can be caught in
flash flooding from sudden storms.

Where Can You Get Flood Insurance?

Federally-subsidized flood insurance is avail
able through any licensed insurance agent or
broker. If your local agent wants to serve
you better by getting more information on
rates and coverage, he or she can call the
National Flood Insurers Association Servic
ing Company for Colorado at (303)
861-0561.

Can You be Turned Down for Insurance?

You can buy the insurance-and renew as
often as you like-unless you live in a
community that has not joined the program.
Your local community must agree to manage
flood plain areas-control construction that
might lead to flood hazards for the occu
pants, and require that other construction in
flood hazard areas meets flood standards-in
order for you to be able to buy low cost
flood insurance. You can learn if your
community is in the program by calling the
U.S. Department of Housing and Urban
Development's Federal Insurance Administra
tion toll-free at (800) 424-8872. Or, call the
Colorado State Coordinating Agency for
Flood Insurance, the Colorado Water Con
servation Board at (303) 892-3441, or your
local county planning office.

How Much Does Flood Insurance Cost?

A homeowner can buy $10,000 in insurance
on a home for just $25 a year. The typical
cost of $35,000 structural home insurance
and $10,000 contents insurance is just $123
a year. It's a modest investment you can't
afford not to make!
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Agent Information Program

Possibly the most important link in the sales process is the sales agent

and his or her working knowledge of the program. The most important aspect

of an effective sales program must then be keeping the agents abreast of the

program status, all current maps and data necessary to sell flood insurance.

After having discussed this aspect with FIA, NFIA, CNA Insurance Company, and

the agents, the authors conclude that this task could best be handled at

the level of the State Servicing Company. It would entail preparation of a

complete list of participating agents by the Servicing Company. The Servicing

Company should then act as a clearing house for agent information prepared by

FIA, NFIA and themselves.

During the data gathering and interviewing phases of the study, a consid

erable amount of information useful to sales agents was obtained. The amount

of information each agent had varied greatly. Of the information available

to the agents, it is the authors' conclusion that the following list of items

comprise the minimum information package each agent should possess.

NFIA has prepared a l25-page Flood Insurance Manual which thoroughly

explains all aspects of the program and leads the agent step by step through

the writing and processing of a policy. Due to the size of the manual, only

the table of contents, Figure 5, is included to illustrate the amount and

type of information contained in the manual. Most agents who attended the

NFIA workshops still possessed and used the manual when writing a policy.

It is a most valuable tool for the agent, even to those who have not attended

a workshop.

Figure 6 is another NFIA brochure available to the agent, lender,

insured and Servicing Company which clearly outlines the appropriate steps to

be taken in the renewal of an existing policy. Figure 7 is a listing of toll

free numbers through which NFIA and FIA can be reached. The listing is distributed
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TABLE OF CONTENTS

Section Page

1. GENERAL RULES AND DEFINITIONS 1- 1
Additional Insurance 1- 9
Application and Declaration Form 1- 5
Assignment 1-11
Binders 1-10
Cancellations 1- 9
Coverage 1- 4
Deductibles 1-11
Eligibility 1- 3
Flood Defined 1- 3
Flood Insurance Maps and Zones 1- 6
Insurance to Value 1-11
Loss Payable Clause 1-11
Maximum Amounts of Insurance 1- 7
Minimum Premium 1- 9
Mortgage Clause 1-11
New Construction 1-10
Other Insurance 1-11
Payment of Premium 1- 9
Policy Term 1- 9
Rates 1- 7
Replacement Cost Insurance 1-11
Specific Insurance 1-11
Waiting Period 1-10
Whole Dollar Premium 1- 9

2. EMERGENCY APPLICATION (NFIA-4) 2- 1

3. REGULAR APPLICATION (NFIA·2) 3- 1

4. CHANGE ENDORSEMENT (NFIA·3) 4- 1

5. RENEWAL APPLICATION (NFIA·S) 5- 1

6. CANCELLATION NOTICE (NFIA-9) 6- 1

7. POLICY QUESTIONNAIRE (NFIA-S7) 7- 1

8. NOTICE OF LOSS (NFIA-ll) 8- 1

9. PREMIUM NOTICES AND RENEWAL CERTIFICATES
(NFIA-SO,Sl,S2,S3,S4,S8,60 and 61) 9- 1

APPENDIX A-RATE TABLE SELECTION CRITERIA A-I

APPENDIX B-RATE TABLES B-1

APPENDIX C-RATING EXAMPLES C-l

APPENDIX D-FIRST FLOOR LEVEL FOR RATING PURPOSES D-l

APPENDIX E-STANDARD FLOOD INSURANCE POliCiES E-l

APPENDIX F-FLOOD INSURANCE MAPS F-l

Figure 5 - Excerpted from NFIA
Flood Insurance Manual
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Steps Action

lender Insured Agent Servicing Company
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0\

120 days before Receives Questionnaire

policy expiration INFIA-571
to up-date NFIA files

45 days before If lender is payor, If the insured is payor, Receives copy of first
policy expiration receives first premium receives premium notice premium notice (NFIA·

notice INFIA·50) INF/A-50} 50A}

45 days before policy Receives NFlA-58 advising Receives NFIA-58 advising
Receives Renewal
Application (NFIA-5)

expiration - if lender to contact insured to con tact agent should complete Be
renewal premium agent to renew policy to renew policy submit to Servicing
cannot be calculated

Company with gross
premium check

14 days before policy Receives Second Premium
Receives Second
Premium Noticeexpiration - if payor Notice INFIA-52) to
INFIA-511 indicatinghas not paid first enable lender to renew

premium notice policy
policy has not been
renewed - should contact
payor

Policy Expiration Receives Policy Receives Policy

Notice Expiration Notice Expiration Notice
IN FIA·54) - has 20 days INFIA·53} - advised
additional coverage; to reapply for coverage
should contact agent to
reapply for coverage

7 weeks after expiration Receives Termination
Notice INFIA-55} if
policy not renewed

UPON RENEWAL Receives Renewal Receives Renewal Receives Renewal
Certificate INFIA-60) Certificate IN F IA·61 ) Certificate INFIA-61}

.l:'

.l:'-

@National Flood Insurers 'Association 1976 NFIA-BI417/16}
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by NFIA for use by agents and the public in clarification of problems and

questions pertinent to insurance policy sales and claim reports.

Fi gure 7

Call your agent with questions about your flood
insurance policy and to report claims; for

additional information, use new toll-free telephones

The National Flood Insurance Program is a joint venture of the property insurance industry and the
federal government. Your flood insurance policy has been made available to you through the National
Flood Insurers Association, a pool of approximately 130 insurance companies, and sold to you through
your local insurance agent.

Your insurance agent is the best person to contact to get information about your policy. The agent is
dedicated to servicing your insurance needs, and he has your file and knows your particular circum
stances. Also, for your claim to be processed, it must be reported to your agent.

Periodically, however, you may have questions about your policy or other insurance aspects of the pro
gram that can best be answered by NFIA and its servicing offices. Should you need additional infor
mation, NFIA has installed toll-free telephone lines in our insurance servicing offices in 14 states. If
your state is not among those listed, a special toll-free number has been installed for your convenience.

In addition, the Federal Insurance Administration of the Department of Housing and Urban Development
has a toll free number and would welcome any suggestions you may have for improving the flood program.

If you live in these states, call the following toll-free numbers:

Alabama 800-241-9925 Maryland 800-492-1966
Arizona. 800-352-0381 Michigan 800-482-7022
California 800-252-0210 Mississippi 800-682-5340
Delaware 800-523-2829 New Jersey 800-645-8210
Florida 800-432-4876 New York. 800-632-8192
Georgia. 800-282-5859 North Carolina 800-432-6160
Illinois 800-322-0463 Pennsylvania 800-462-2870
Louisiana 800-362-6718 South Carolina 800-438-1047
Maine 800-482-0131 Texas 800-392-2271

If you live outside the above states, call the following

Special Toll-Free Number: 800-336-4545

Federal Insurance Administration Toll-Free Number . . . 800-424-8872
800-424-8873

The last agent information item is a brochure titled "How To Read Flood

Hazard Boundary r~aps" which is distributed by FlA. As shown in Figure 8,



Row to Read the
Flood Hazard Boundary Map

Other
Considerations From -the Natonal Flood Insurance Program:
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Federal Insurance Administration
Department of Housing and Urban
Development
Washington, D.C. 20410
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RGGION X-
Arcade f3lau Building
Room 3068
1321 Second ,lwer,ue
Seattle. W35hlngton 98101
Telephone: (206) 399--102e
(For AK. 10. OR. WA)

REGION IX-
450 Golden Gate Avenue
P.O. Box 36003
San Francisco, California 94102
Telephone: (415) 556-3543
(For AZ. CA, HI, NV)

REGION VI-
New Federal Building
1100 Commerce Street
Dallas. Texas 75242
Telephone: (214) 749-74' 2
(For AA. LA. NM, OK., TX)

REGION VII_
Federal Office Building
911 Walnut Street
Kansas City. Missouri 64108
Telephone: (816) 374-2161
(For lA, KS, MO. NB)

REGiON VIII-
1405 Curtis St.
Exocutlve Tower
Denver. Colorado 80202
Telephone: 13031831-2341
(For CO. MT. NO. SO. UT. WY)

These FHBMs may not show all flood
hazard areas in the community. As new
hazard areas are identified, new maps
will be issued.
As a next step, FIA arranges for a
detailed Flood Insurance Study. As a
result of this Study, a Flood Iilsurance
Rate Map is prepared that provides
detailed information on the degree of
flood hazard within identified Specia:
Flood Hazard Areas including flood
elevations. The degree of flood hazard is
the key factor in determining insurance
rates for specific properties in the area.
II you have any questions or need further
assistance contact the Federal Insurance
Administration office for your state:

or call Toll free (800)424-6672

REGION 111
Curtis Building
Sixth and Walnut Streets
Philadtllphia. Pennsylvania 19108
Telephone: (215) 597-9581
(For DE. DC. MD. PA. VA. WV)

REGION IV-
1371 Peachtree Street. N,E.
Atlan1a. Georgia 30309
Telephone: (404) 526-2391
(For AL. FL. GA. KY. MS. NC.

SC. TN)

REGION V-
300 South Wacker Drive
Chicago. illinois 60606
Telephone: (312) 353-0757
(For IL. IN. Ml. MN. OH. WI)

REGION 1
Room 405A
John F. Kennedy Federal Building
Boston Massachusetts 02203
Telephone: (6111223-2616
(For CT, ME, MA, NH, RI. VT)

REGION 11-
26 Federal Plaza
New York, New York 10007
Telephone: (212) 264-4756
(For NJ, NY. PR)

HUD·FIA·149
May 1976

REGIONAL FLOOD INSURANCE OFFICES
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Figure 2

• The lower rlghthand corner of each map sheet has a sheet number that corresponds to
the numbered section on the Map Index Page. Turn to the sheet you are interested in.

• Uke the Map Index Page, each sheet has a North Arrow by which to orient it.

" It also has a distance scale measured in feet and an Effective Date that may diller from
the Identification Date on the Map Index Page. The Identification Date does not
change. However, additional dates are added when new flood hazard areas are identified.
The Effective Date for each sheet changes every time it is revised.

@) The shadlld areas on each map sheet are the Special Flood Hazard Areas. The boundary
of the shaded area shows the outline of the base flood ... a flood that reaches this boundary
has a 1% chance of occuring each year, commonly referred to as the 100-year flood.

.. The map sheet may also show (a) sections of the corporate limits; (b) roads and highwayS;
(C) bodies of water; (d) railroad tracks and; (e) other landmarks to help you locate specific
properties.

If certain areas are not a part of the community, such as~tate parks, military instatlation, etc.,
they are enclosed by a solid black line and the notation "Area not included."

@ The number of the adjoining map sheet is found on each margin of the sheet. Using these
as guides you could put together one large map of the entire area.
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this brochure along with a current Flood Hazard Boundary Map for the agent's

sales area, makes the flood hazard determination a very simple task.
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VIII. CONCLUSIONS

This study provides new, basic information for the consideration

of policy-makers concerned with the National Flood Insurance Program. It

was concluded that the basic problem in marketing flood insurance is the

need for more public information. Increased public awareness would be a

much needed stimulus to the insurance community, since the need for insurance

must also be perceived by the consumer before the seller can be effective.

The sellers of flood insurance had several opinions as to the reasons

why people do not protect themselves from flood hazards. Those persons

who move into a flood plain may not be aware of the potential hazard. The

uninsured status may also result from lack of concern for the hazard (it

can1t happen to me attitude) or from income constraints.

Even if a concerted effort is made by CNA, FIA, and NFIA to provide

additional information to the public and the agents, this still is no guar

antee that more flood insurance will be sold. The public must perceive for

themselves the necessity for flood insurance and must be willing to face the

consequences that federal aid may not be forthcoming. Further research,

study, and experience will help resolve these problems.
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