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OPERATION GUIDE

DATE  |GENERAL CLASSIFICATION SUBJECT NUMBER
06-26-02 || Claim Practices Appraisal 75-09
| Fire
I. RURPOSE
This Operation Guide 15 intended to assist the zones in submitting claims to appraisal
II. GENERAL PRINCIPLES

Appraisal Is a policy condition which provides that when there is a dispute as to the
amount of a first-party loss, either party may demand an appraisal (0 determine the
amount of the loss Appratsal 1s a method of resolving disputes without the expense and
time of litigation The appraiser does not decide coverage or policy interpretations, but
only evaluates the amount of loss.

Compliance with the appraisal condition is & condition precedent to bringing a suit on the
policy An appraisal should be demanded and not requested. The demand must be wniten
in plain language and made within a reasonable period.

Appraisal leaves the value determination to experts and not 1o a jury. Appraisal also
addresses the issue of good faith claim settlement, often mandated by law in some states.
A few stales, howevee, do not allow appraisal or put restnnctions on appraisal You should
be thoroughty aware of any such restrictions or limutations in your junsdiction.

Be aware of situations where we could be estopped from demanding comphance with the
appraisal condition. Estoppel may occur:

« Where there has been a denial of coverage.

« Where the insurer eiects to repair or replace.

o [natotal loss situation in a state with a valued policy statute.
o Where there 1s an untimely demand for the appraisal

The appraisers should evaluate the loss independently Only the appraiser’s differences
are suorniited 1o the umpire,

A montgagee is usually not bound by appraisal demand unless notice 1s given and the
morigagee agrees. A loss payee usually has the same rights as the insured, and thus will
be bound by an appraisal demand.

Therefore, appraisal should not be used (o resolve questions such as:

! What caused the loss;

2. Whether exclusions apply,
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1.

3. Whether an accidental direct physical loss has accurred,
4 Whether policy conditions have been met, or
S, Scope of loss (extent of toss)
APPRAISAL GUIDELINES
A, When is Appraisal Used”
L After other means of reaching agreement on the amount of loss have
failed.
2 At the demand of either party
3. The Company may advise the insured that appraisal exists as a means of
establishing the amount of loss, and provide the insured the opportunity
to demand appraisat.
B. What is the Value of Appraisal?
L, Resolves disagreements concerning the amount of loss
2 May avoid hiugauon,
3 The award s usuaily binding upon both parties.
C [s Appraisal a Requirement?
| Absent a demand by the insurer or insured, appraisal 1s not a palicy
requirement.
2. Appraisal does not preclude liugation.
D. How is Appraisal Conducted?

L. Insured’s Understanding

When unable (o reach agreement as (o the amount of loss, the Company
may notify the insured as to how appraisal is conducled, the expenses
involved, and the binding effect of the award. The insured may be
rerminded of his or her right to request appraisal even though the
Company may not wish to invoke the appraisal provision

2 All Policy Provisions Must Be Met

For an appraisal award to be upheld by the court, 1 1s important that
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stnict compliance with the policy is maintained

3 File Docurnentation
a Phone conversations should be noted and confirmed.
b Instructions should be confirmed by letter
¢ Appraisal demands should be ctear and in writing
d. The appraiser should be instructed to document activities and
findings.
4, Timeliness
a. Appraisal may be demanded as soon as a substantial
disagreement occurs, and other avenues of agreement have been
explored.
b. There should be a strict adherence to time limits for selection of

appraisers (20 days) and umpire (15 days).

c. Failure to meet policy provision ime limits could void the
appraisal.
d. A failure to follow up on a timely basis once appraisal has been

demanded may estop us to demand compliance.
S Coverage Questions

Coverage questions should normally be resolved before appraisal.
However, when investigation of policy defense(s) is unavoidably
deluyed, it may be advisable 10 establish the amount of Joss by appraisal.
There must be a clear understanding that the policy defense(s) is not
waived and the Company will not pay the appraisal amount unless the
policy defense(s) is resolved in favor of the insured.

6. Disagreement

a. There must be a distinct disagreement between the insuter and
insured conceming the amount of loss.

b. The file should reflect the specific items where there 15 a
disagreement on the amount of loss and each party's evalualion
of the amount of loss Any agreed amount of loss should be
promptly paid.

¢ Areas of disagreement snould be stated in wnung.
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Scelection of Appraser

a. Must be qualified based on Ihe appraisal provision of the
involved policy contract.

b The burden of proving an appraiser is not qualified 15 on the
party making the aflegation.

c. The Company’s appraiser should be someone whose testimony
would be considered "expert” in a court of law

d. An appraiser is someone who can state with accuracy the amount
of loss in question.

¢. A party who has acted in the course of the adjustment process to

inspect, evaluate, or negotiate the claim, or has previously
expressed an opinion concerning the loss or has preconceived
views is subject to challenge and disqualification.

The Demand

a. The Company may wish to make the appraisal demand after
avenues of agreement have been explored unsuccessfully. If the
Company does not wish to demand appraisal, the insured may be
so informed and reminded that the insured has the dght to
request appraisal.

b. The demand must specify areas of disagreement The demand
should fully explain the obligations of the insured, the
appraisers, the umpire, and the time hinuts within which action
must be taken.

Appraisal Demand Letter (see Exhibit A)

a. The letter should clearly state that appraisal is demanded
pursuant to the terms of the insurance contract.

b When letters are received that do not clearly express the intent of
the insured, we should ask for written clanfication ({or example,

letters received requesting that an independent appraiser set the
amount of loss).

Memorandum of Appraisal (see Exhibit B)
a The Memorandum of Appraisal is a document that states:
1) The alleged peril causing the loss in question,

2) The location of the damaged property,
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3 The language of the appraisal condition,

4) That a disagreement has ansen between the Company
and the tnsured concerning the amount of the loss,

3) The identity of the appraisers selected by each pany,

6) Appraisal is to be conducted in accordance with the
terms of the insurance contract, and

7) The Company has not, by agreeing to appraisal, waived
any of its rights in the insurance cantract

The Memorandum of Appraisal is not a condition or requirement
of the contract, and cannot be required of the insureds. Its value
is In documenting, 10 writing, the items stated above. [t
establishes a meeting of the munds

[n the course of appraisal, the Company should complele the
Memorandum of Appraisal, with exception of entering the name
of the insured’s appraiser, and mail it to the insured with the
request that the insured enter the name of their appraiser, review
the document for accuracy, date and sign the document, and mail
il to the insurer's appraiser.

The Memorandum of Appraisal also includes the Declaraton of
Appraisers. This document is executed by the appraisers and
utnpire. [t serves the following purposes:

1) The appraisers acknowledge their appointment.
2) The appraisers swear {0 acl impartially, and swear that

they are notin any way related to either party, or
interested in a particular outcome.

3) The appraisers acknowledge, in wriling, the identity of
the umpire.
4) The umpire acknowledges his or her appointment and

swears to act impartiatly, and is not related to either
party of interested in a particular outcome,

5) The appraisers and umpire have a document on which to
record in writing the amount of loss In question.

6) The msurer's appraiser should meet with the insured’s
appraiser to date, sign, and notarize the agreement. The
appraisers should also sign the agreement indicaung
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their choice of umpire.

[ Selection of the Umpire
a. The firstduty of the appraisers.
b Selection should be made before the loss is appraised.
C. Selection is the responsibility of the appraisers and should not be

at the direction or control of the msured or Company.

d. Selection may be made by a judge of a court of record if the
appraisers fail to agree within 15 days.

e. The umpire should be directed to decide only the differences of
the appraisers. The umpire does not reappraise the loss.

12. The Award (see example)

a.  Theinsured should be advised in writing that we will consider
the award binding.

b. The insured should be advised in wniting that the award will
establish the Company's obligation subject (o policy coverages
and limits of liability.

c The amount of loss in question should be stated by the appraisers
or umpire.

d. The award must be in writing.

e The award must be endorsed by both appraisers, or by the

umpire and one appraiser

13, Validity of the Award

a. Appraisal awards are generally held by the courts as binding
with respect to the amount of loss.

b. Appraisal awards may be set aside by the courts when (1) the
parties did not have the opportunity for a full and fair hearing, or
(2) the hearing was not conducted.

Exhibit A. Appraisal Demand Letter

The following 1s an example of an Appraisal Demand letter to the insured. This letier should be
reviewed and only the applicable clauses should be inserted Please make certain that any demand letter
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imclude o_my the approprate language of the policy. There are some munor vanmations between
comumercial and personal lines apprajsal language.

DEMAND FOR AN APPRAISAL

Pgéicyholder Certified Mail
108 Good Street Return Reced .
Somewhere, U.S.A. eturn Receipl Requested

RE CLAIM #
POLICY # )
DOL-

Dear Policyholder:

We regrel that we are unable to agree with you as to the amount of 1oss claimed by you under the above
numbered policy and claim number Pursuant to Section | - Conditions in your policy we direct your
attention to the Appraisal Condition. Appraisal is a means of resolving a disagreement as 1c the amount

of a loss

“Appraisal. If you and we fail to agree on the amount of [05s, either one can demand that
the amount of the loss be set by appraisal. If either makes a written demand for apprajsal,
each shall select a competent, disinterested appraiscr. Each shatl notify the other of the
appraiser’s identity within 20 days of receipt of the written demand. The two appraisers
shall then select a competent, impartial umpire. If the two appraisers are unable to agree
upon an umpire within 15 days, you or we can ask a judge of a court of record in the state
where the residence premises is located to select an umpire. The appraisers shall then set
the amount of the loss. If the appraisers submit a written repogt of an agreement (o us, the
amount agreed upon shall be the amount of the loss If the appraisers fail to agree within a
reasonable time, they shall submit their differences to the umpire. Written agreement
signed by any two of these three shall set the amount of the foss. Each appraiser shall be
paid by Lhe party selecting the appraiser. Other expenses of the appraisal and the
compensation of the umpire shall be paid equally by you and us.”

State Farm (actual company name) hereby demands an appraisal and has selected (name)
, (address) as a competent, disinterested appraiser Also,

pursuant (0 said tecms of this policy, you are required (o select a competent, disinterested appraiser and
are required to notify us of such seiection within twenty (20) days of receipt of this letter. Please

carefully read the above appraisal condition.

The qualifications of the appraisers are that they be competent and disinterested. The appraisers should
be competent with respect to identification of the damage and disinterested insofar as the appraisers are
unbiased and free of control to arrive at their own evalualion of the loss.

After the appraisers are selected and idenufied, their first duty is to select a competent and impartial
wmpire to whom they agree to submit their differences in the event that the appraisers are unable to
agree on the amount of the loss. You may suggest te your appraiser potental candidates for umpire and
we muy also suggest potential umpires to the appraiser we select. They may consider the potential
umpires you and we suggest, but it is their obligation 1o make the sclection,
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If afier |5 days the appraisers are unsuccessful in agreeing to an umpire, you ar we may ask a Judge o
select an umpire. Occasionally, more than |5 days are required before an agreement 1s reached. It is
usually only after the appraisers have exhausted alt possibilities of an agreement that we will consider
sceking the assistance of the court In that instance, we would ask that you work with us in seeking 4
judge’s assistance 1n appotnting an umpire. 7

Atter sefection of the umpire, we ask that the appraisers sign an Apprasal Award docuinent
acknowledging the tdentity of the umpire The purpose is to avoid any later misunderstanding as 1o the
Jmpire selected.

With the umpire selected, the next step 1s [or the appraisers to meet, inspect the damaged property, and
attempt o reach an agreement on the amount of the loss Prior 1o or at the ume of their meeting, you
may present to the appraisers any evidence you deem important to their decision. You should look to
your apprasser to advise you of the tume the appraisers are to meet, the opportunity to present evidence,
and the progress of the appraisal.

If the appraisers are unable to agree on the amount of the loss, they are to submit their differences (o the
umpire. The umpire is to review the findings of each appraiser and may inspect the damaged property

The amount of the loss, decided by the appraisers and umpire, will establish the amount of our
obligation to you, subject to policy coverages and limits of Liability

State Farm will provide payment to the appraiser we select. You shall provide payment for the services
of the appraiser you select. Other expenses of the appraisal and compensation of the umpire shall be paid
equally by you and State Farm.

This apprassal relates solely to the determination of the amount of the loss. This letter is not intended
and shall not be taken to be a waiver of any of the provisions or conditions of the above named policy

nor of any of your obligations thereunder, nor of any defense now or hereafter available to State Farm
(actual company name).

Yours very truly,

State Farm (actual company name)

By

Exhibit B. Memorandum of Appraisal

While s Memoranduin of Appraisal is not required by the policy, it has value in documenting, in
writing, the scope of the appraisal and establishes a meeting of the minds between the insurer and the

insured. The following is an example.

MEMORANDUM OF APPRAISAL

It1s hereby agreed, by and belween (Palicyholder), insured(s) under policy number
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. and the State Farm (actual company name)

Theinsured(s) claims to have sustained a loss by _ occurnng on the ______ day
of ,to or upan the following descnibed propenty:

(Describe the exact property (v be appraised)
A disagreement has ansen between the parties, as to the amount of such loss of the described property

The above named policy issued by State Farm (actual company name) to the insurcd(s) provides that.
(The language in the policy at issue should be quoted.)

"Apprasal. If you and we fail 10 agree on the amount of loss, either one can demand that
the amount of the loss be set by appraisul. If either makes a written demand for appraisal,
each shall select a competent, distnterested appraiser. Each shall notify the other ot the
appraiser’s identity within 20 days of receipt of the written demand. The two appraisers
shall then select a competent, impartial umpire. [f the two appraisers are unable to agree
upon an umpire within |5 days, you or we can ask a judge of a court of record in the state
where the residence premises is located to select an umpire. The appraisers shall then set
the amount of the loss. If the appraisers submut a written report of an agreement to us, the
amount agreed upon shall be the amount of the loss. [f the appraisers fail to agree within a
reasonable ume, they shall submut their differences to the umpire. Wnitten agreement
signed by any two of these three shall set the amount of the loss. Each appraiser shall be
paid by the party selecting the appraiser. Other expenses of the appraisal and the
compensation of the umpice shall be paid equally by you and us.”

In conformity to the terms and conditions of the above named policy (by Company) and
(by Insured) have been selected and are hereby appointed appraisers 10
appraise, in accordance with the terms and conditions of said policy, the amount of such loss of said

described property.

Jt1s further agreed that this appraisal relates solely to the determination of the amount of such loss of
said described property. By entering into this agreement State Farm (actual company name) and the
insured (insureds) have not waived any of the provisions or conditions of the above named policy, nor of
any of their responsibilities, obligations or nghts thereunder, nor of any defenses now or hereafter

available to either party.
Dated this __ day of

State Farm {actual company name)

By.

[nsureds
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DECLARATION OF APPRAISER

We, the undersigned, do solemnly swear that we will act in accordance with the foregoing appointment
and that we will make a true, just, and conscientous award of the same, according (o the bcstpof our
knowledge, skill, and judgment We are not related to any of the parties 1o this declaration, either as
creditors or otherwise, and are not tnterested in said property or the insurance thereon. | ‘

Appraisers

Subscribed and swom to e this day of

Notary Public

SELECTION OF UMPIRE

We, the undersigned, hereby select and appaint to act as umpire to
setde matters of difference that shall arise between us, if any, by reason of and in compliance with the

foregoing memorandum and appointnent.

Apprarsers

QUALIFICATION OF UMPIRE

| the appointment of umpire, as provided in the foregoing memorandum,
ith strict impartiality in all mauers of difference thal shall be

this appointment, and [ will make a true, just, and conscientious

ge. skill, and judgment. | am not related to any of the partics
ditor or otherwise in said described property or the insurance

[, the undersigned, hereby accep
and solemnly swear that I will act w
submitted to me in connection with
award according to the best of my knowled
to this memorandum, not interested as a cre
thereon.

Umpire

Subscribed and sworn (o before me this day of )
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Notary Public

My commussion expires

AWARD

[tem
No Description Amount of Loss

TOTAL

We, the undersigned, certify that we have performed the duties required, and have appraised and
determuned and do hereby award the following:

Amount of Loss: $ —

Witness cur hands this ____ day of

Appraiser

Appraiser
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Umpire
A murimum of two sigiatures required.
Top of Puge
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