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SUMMARY 
 
H.R. 2565 would direct the Federal Emergency Management Agency (FEMA) to analyze 
different methods and develop a plan for incorporating the actual replacement cost of each 
structure insured by the National Flood Insurance Program (NFIP) into the premium 
charged to each property owner. The bill also would require FEMA to submit the plan and 
an analysis of any alternative plans it considered to the Congress. FEMA would then be 
required to phase in its plan over a three-year period. 
 
CBO estimates that implementing H.R. 2565 would cost $15 million over the 2018-2022 
period, assuming appropriation of the necessary amounts. CBO estimates that enacting the 
legislation would affect direct spending; therefore, pay-as-you-go procedures apply. 
However, those effects would not be significant. Enacting the bill would not affect 
revenues. 
 
CBO estimates that enacting H.R. 2565 would not increase net direct spending or 
on-budget deficits in any of the four consecutive 10-year periods beginning in 2028. 
 
H.R. 2565 contains no intergovernmental or private-sector mandates as defined in the 
Unfunded Mandates Reform Act (UMRA) and would not affect the budgets of state, local, 
or tribal governments. 
 
 
ESTIMATED COST TO THE FEDERAL GOVERNMENT 
 
The estimated budgetary effect of H.R. 2565 is shown in the following table. The costs of 
this legislation fall within budget function 450 (community and regional development). 
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 By Fiscal Year, in Millions of Dollars 
 

2017 2018 2019 2020 2021 2022
2017-
2022

  
 

INCREASES IN SPENDING SUBJECT TO APPROPRIATION 

Estimated Authorization Level 0 3 3 3 3 3 15
Estimated Outlays 0 3 3 3 3 3 15

 
 
BASIS OF ESTIMATE 
 
For this estimate, CBO assumes that H.R. 2565 will be enacted near the end of fiscal year 
2017 and that the necessary amounts will be appropriated each year. Estimated outlays are 
based on historical spending patterns for similar programs. 
 
NFIP policies are available to insure up to $250,000 of the value of residential properties or 
up to $500,000 of the value of nonresidential properties. In general, properties with a 
greater replacement value incur more costly flood claims than those with smaller 
replacement values—even when those properties face the same risk of flooding. However, 
properties that face the same flood risk are charged the same premium even if the 
replacement value of those structures is significantly different. Under current law, FEMA 
accounts for the different replacement value of structures with NFIP policies by 
incorporating an under-insurance adjustment factor. That adjustment factor is applied to all 
NFIP premiums such that premiums are sufficient to cover expected claims. 
 
Under H.R. 2565, FEMA would be required to develop and implement a plan to 
incorporate the replacement value of each individual insured structure into the premium 
charged to the owner of that structure. That would change the methodology for 
determining the adjustment factor for replacement values: instead of using an average 
factor to adjust all policies, FEMA would be required to calculate and use a specific 
adjustment factor for each individual policy based on its coverage premiums and the 
replacement value of the individual structure. 
 
CBO expects the changes required under H.R. 2565 would not significantly alter the total 
amount of premiums collected from NFIP policyholders in any year. Rather, the changes 
would adjust some policyholders’ premiums upward and other policyholders’ premiums 
downward such that the total premium collections would remain about the same as they 
otherwise would be under current law. 
 
According to FEMA, the agency is already preparing to determine how to incorporate 
replacement cost value into premiums as a part of a larger effort to redesign premiums for 
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the NFIP. Based on an analysis of information from by FEMA, CBO estimates that 
implementing H.R. 2565 would cost $15 million over the 2018-2022 period to obtain 
additional data from policyholders to complete the redesign of NFIP premiums and 
incorporate replacement values for each policy. 
 
 
PAY-AS-YOU-GO CONSIDERATIONS: 
 
The Statutory Pay-As-You-Go Act of 2010 establishes budget-reporting and enforcement 
procedures for legislation affecting direct spending or revenues. Because using a specific 
under-insurance adjustment factor for each individual NFIP policy rather than an average 
adjustment factor for all policies would not affect the total NFIP premiums collected, CBO 
expects that enacting H.R. 2565 would have no significant effect on direct spending in any 
year. Enacting the bill would not affect revenues. 
 
 
INCREASE IN LONG-TERM DIRECT SPENDING AND DEFICITS 
 
CBO estimates that enacting H.R. 2565 would not increase net direct spending or 
on-budget deficits in any of the four consecutive 10-year periods beginning in 2028. 
 
 
INTERGOVERNMENTAL AND PRIVATE-SECTOR IMPACT 
 
H.R. 2565 contains no intergovernmental or private-sector mandates as defined in UMRA 
and would not affect the budgets of state, local, or tribal governments. 
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