January 2014
DEFRA and Association of British Insurers agree flood insurance deal
As of December 2013 a deal has been struck between the government and the insurance industry that will provide hundreds of thousands of households at high risk of flooding with affordable cover. Estimates suggest at least 165,000 households will be better protected against flooding in 2015 than they were in 2011. This number is expected to sky rocket to 300,000 by 2021. 
The government is committed to finding a sustainable approach that balances the needs of high risk households, wider policyholders and the taxpayer. They want to ensure that households can continue to access insurance at an affordable price and protect wider billpayers and the taxpayer. 
To fund this, all UK household insurers will have to pay into a pool, creating a fund that can be used to pay claims for people in homes with the highest risk of flooding. This has become known as the proposed “Flood Re” reinsurance pool.
How will Flood Re work?
Flood Re would be operated as a not-for-profit reinsurance scheme managed by the insurance industry. This means that Flood Re would allow insurers to transfer the premium they receive for the flood risk part of home insurance policies to Flood Re and, in return, Flood Re would reimburse insurers for flood claims that they pay to their customers in relation to such policies. Flood Re would not have any direct relationship with customers itself.
Should Flood Re’s funds and reinsurance cover be unable to fully meet its outgoings, Flood Re would charge each of its member firms an additional amount to make up the shortfall, known as the “top-up levy‟.
The industry advises that lower risk households are already subsidising those at higher risk of flooding, partly because of the market environment created by the current Statement of Principles. This, however, exists on a purely voluntary basis and would start to unwind over time because of the pricing pressures of a competitive market. The Flood Re scheme would replace this cross-subsidy with a statutory levy to create a level playing field across the whole insurance industry by preventing new entrants from gaining an advantage at the expense of existing insurers who to date have sold high risk policies at a loss.
Who will be eligible for Flood Re?
[bookmark: _GoBack]Domestic properties in council tax bands A – G and some micro-businesses would be eligible. The government is not planning to include properties in council tax band H, which are typically valued at £900,000 or more, because they believe that their owners are most able to afford to pay a bit more for their cover.
Properties built after January 2009 were excluded from the current arrangement (Statement of Principles) and it is proposed they will also be excluded from Flood Re. The government believes a cut-off date is needed to maintain the signal to planning authorities that all development must be appropriate and resilient to flooding, and still believe that 2009 is the most appropriate date based on our current understanding of flood risk.
The highest risk households would not be excluded at first, but over time Flood Re may develop an approach for properties that flood very frequently that will help to reduce the impact of their claims on the scheme’s affordability. For example if action is not taken to reduce the cost or likelihood of these properties being damaged by flooding, Flood Re could set higher premiums or excesses. Only in the most extreme cases would exclusion from Flood Re be considered.
The future of flood Insurance
The Water Bill gave the proposals legal backing and will last for at least the next two decades. The UK government was also given new legal powers allowing them to regulate the insurance industry, if needed, to ensure that flood insurance remains affordable.  

Whether you own or occupy property at risk of flooding; are looking to purchase property; or just own buildings insurance: these changes will affect us all. 
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