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             Flood insurance - if required by lender  

 

Most Homeowners insurance policies (also called hazard insurance) do not cover flooding - only a 

separate insurance product can protect against flood damage.  Flood insurance is usually optional 

for mortgaged homeowners in what are normally considered low-risk flood areas.  It may even be 

optional for mortgaged homeowners in high-risk flood areas, depending on the mortgage product. 

However, homeowners who take out a mortgage from a lender that is federally regulated or 

insured (such as a VA or FHA mortgage) and buy a home in a high-risk flood zone (also known as a 

Special Flood Hazard Area) will be required to buy flood insurance.  In most all cases, the 

homeowner will have to pay for flood insurance every year until the mortgage is paid off. 

 

FYI - When someone takes out a mortgage, the home serves as collateral. Therefore the lender 

needs to protect themselves, thus may require the homebuyer to buy flood insurance. 

Flood insurance works just like other insurance products. The insured (the homeowner) pays an 

annual premium based on the property's flood risk. If the property is damaged or destroyed by 

flooding, the homeowner or in some cases the lender receives the insurance money for the 

amount required to repair the damage - up to the policy limit.  

 

The homeowner must secure the flood insurance policy before closing on a property (close of 

escrow) and renew it every year to at least cover the principal balance on the loan. The lender will 

usually collect the flood insurance payments along with the monthly mortgage payment.  The 

lender will also hold the funds in an escrow account, and pay the entire premium to the insurance 

company once a year (similar to how property taxes and hazard insurance are handled).  Thus, once the 

homeowner secures the initial policy, no further action may be needed aside from making monthly 

mortgage payments.  

With the help of the U.S. Army Corps of Engineers and local flood control authorities, the Federal 

Emergency Management Agency (FEMA) maintains Flood Insurance Rate Maps for communities 

across the nation. Flood Insurance Rate Maps are divided into flood zones that reveal a high, 

moderate or low risk areas of flooding. 

Lenders order a flood zone determination each time a property owner buys or refinances a home 
or building.  These determinations use the Flood Insurance Rate Maps to identify the flood risk to 
your property.  Under Federal law, lenders must require flood insurance for property that is located 
in high risk zones but lenders can also require flood insurance regardless if the property is located 
in a low-flood zone (this is dependent on the lender and what type of mortgage loan was utilized). 

http://www.investopedia.com/terms/h/hazardinsurance.asp
http://www.investopedia.com/terms/c/collateral.asp
http://www.investopedia.com/terms/p/premium.asp
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