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Increased Cost of Compliance


On June 1, 1997, the NFIP began offering “Increased Cost of Compliance” (ICC)  coverage for buildings covered under the Standard Flood Insurance Policy (SFIP). ICC coverage provides for the payment of a claim to help pay for the cost to comply with community floodplain management ordinances after a flood event in which a building has been declared substantially damaged or repetitively damaged. 


When an insured building is damaged by a flood and the community declares the building to be substantially or repetitively damaged, ICC will help pay for the cost to elevate, floodproof, demolish, or relocate the building up to a maximum of $30,000. This coverage is in addition to the building coverage for the repair of actual physical damage from flood under the SFIP. An ICC claim can be filed whether or not a community has received a Presidential disaster declaration. 


The following conditions must be met for a substantially damaged building to be eligible for an ICC claim:  A building is eligible for an ICC claim payment if it is in a Special Flood Hazard Area and if the community determines it has been damaged by a flood whereby the cost of restoring the building to its before-damaged condition would equal or exceed 50% of the market value of the building before the damage occurred, as determined by the community. All NFIP communities must have, at a minimum, a substantial damage provision in their floodplain management ordinance in accordance with the NFIP criteria. 


The Flood Insurance Reform Act of 2004 expanded the definition of what qualifies as substantial damage. Section 105(b)(4) of the Act reads, “the term ‘substantially damaged structure’ means a structure covered by a contract for flood insurance that has incurred damage for which the cost of repair exceeds an amount specified in any regulation promulgated by the Director, or by a community ordinance, whichever is lower.” After FEMA regulations are published to implement this provision, regulations with substantial damage thresholds lower than 50% that qualify for LSI credit may also be able to trigger ICC claim payments. Communities with LSI credit should check with their FEMA Regional Offices (Appendix A) to confirm this.


The following conditions must be met for a repetitively damaged building to be eligible for an ICC claim payment:  A building is eligible for an ICC claim payment if it is in a Special Flood Hazard Area and is a repetitive loss structure and is subject to a community floodplain management ordinance. Two conditions must be met for an ICC claim to be paid under the SFIP for a repetitive loss structure:


1.	The state or community must have adopted and be currently enforcing a repetitive loss provision or a cumulative substantial damage provision requiring action by the property owner to comply with the community’s floodplain management ordinance, and


2.	The building must have a history of NFIP claim payments that satisfies the statute’s definition of “repetitive loss structure.” A repetitive loss structure means “a building covered by a contract for flood insurance that has incurred flood-related damage on 2 occasions during a 10-year period ending on the date of the event for which a second claim is made, in which the cost of repairing the flood damage, on the average, equaled or exceeded 25% of the market value of the building at the time of each such flood event.” Note that this statutory ICC definition is not the same as the CRS definition of a repetitive loss property.





Figure 430-5a.  Increased Cost of Compliance flood insurance coverage. 





Figure 430-5b.  Increased Cost of Compliance flood insurance coverage (page two). �





Increased Cost of Compliance (cont.)


The date on which the first loss occurred, even if the loss occurred before June 1, 1997, is immaterial to eligibility for an ICC claim payment, as long as the state or community enforced a repetitive loss or cumulative substantial damage requirement on the building and the insured building satisfies the definition of the “repetitive loss structure” defined above. 


CRS Note:  Communities receiving CSI credit for a cumulative substantial improvement regulation must be aware that there may be instances in which the community’s criteria may require compliance with its floodplain management ordinance, but the building may not qualify for an ICC claim payment (e.g., if a building is damaged three times, with each flood averaging 20% damage). 


Below are two options for ordinance language that is consistent with the definition of “repetitive loss structure” under the NFIP. The language would receive 20 points under CSI—fewer points than the more restrictive language of Sections 431.c.1(a) and (b). 


Additional guidance on ICC coverage can be found in Increased Cost of Compliance Coverage: Guidance for State and Local Officials, FEMA 2003.


Option 1:


	A. Adopt the Following Definition:


“Repetitive loss” means flood-related damage sustained by a structure on two separate occasions during a 10-year period for which the cost of repairs at the time of each such flood event, on the average, equals or exceeds 25% of the market value of the structure before the damage occurred.


	B. And modify the “substantial improvement” definition to read as follows:


“Substantial improvement” means any reconstruction, rehabilitation, addition, or other improvement of a structure, the cost of which equals or exceeds 50% of the market value of the structure before the “start of construction” of the improvement. This term includes structures that have incurred “repetitive loss” or “substantial damage,” regardless of the actual repair work performed.


Option 2: Modify the “substantial damage” definition to read as follows:


“Substantial damage” means damage of any origin sustained by a structure whereby the cost of restoring the structure to its before-damage condition would equal or exceed 50% of the market value of the structure before the damage occurred. Substantial damage also means flood-related damage sustained by a structure on two separate occasions during a 10-year period for which the cost of repairs at the time of each such flood event, on the average, equals or exceeds 25% of the market value of the structure before the damage occurred.


Note: An ICC claim payment is only made for flood-related damage. The substan�tial damage part of the definition must still include “damage of any origin” to be compli�ant with the minimum NFIP floodplain management regulations.














