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MEMORANDUM FOR: Write Your Own (WYO) Principal Coordinators,
For Dissemination to WYO Claims Managers

FROM: Joyce A. King
Director, Claims and Underwriting %
NFIP Bureau and Statistical Agent \
DATE: September 24, 2007

SUBJECT: Revisions to Special Allocated @At Expenses

This memorandum provides updated procedures for ing-Special Allocated Loss Adjustment
Expenses (SALAE). These expenses are y reimbdfsed to a Write Your Own (WYO)
company on the basis of the National nce Program (NFIP) Fee Schedule, which allows

a specified fee depending on the anfo t tal net paid claim (assuming the application of
standard deductibles). Forr aﬁﬁjere “the NFIP Fee Schedules are appended to this bulletin.
The Federal Emergency<¢laRagerment Agency (FEMA) recognizes that a company will sometimes
incur extraordina s @p-a claim. When justified, these extraordinary expenses will also be
reimbursed to t@( C

pany as special allocated expenses (SAE).
other than the applicable schedule fee. FEMA has defined four types of SAE:

e Typel- Engineering expense incurred to adjust a specific claim.

e Type2- Adjuster expense, in excess of the applicable schedule fee, incurred to establish
coverage or the property value on a specific claim, or otherwise to facilitate the
adjustment.

e Type3- Litigation expense incurred to defend a suit brought against the company on a claim
under a WY O policy.

e Typed- Cost of appraisal under the Standard Flood Insurance Policy Appraisal Clause, or
cost of examination under oath.



Does the Expense Require Specific Approval?

The following special allocated expenses do not need specific FEMA approval before
reimbursement can be made to the company:

e Expense Type 1, Engineering Expense - WY O company is authorized to approve up to $2,500
per claim without FEMA approval.

o Expense Type 2, Adjuster Expense (in excess of the applicable schedule fee) - WYO company
is authorized to approve up to $500 per claim without FEMA approval.

e Expense Type 3, Litigation Expense - WY O company is authorized to approve up to $5 per
claim without FEMA approval. \

e Expense Type 4, Cost of Appraisal (implementation of the Standard Flood'In u% Policy
Appraisal Clause) - WY O company is authorized to approve up to-$2,500 perglaim without

FEMA approval. ‘\
However, specific FEMA approval is required for the fo g sl allocated expenses:

e Expense Type 1, expense exceeding $2,500 in t ate
e Expense Type 2, expense exc th ing fee schedule and an additional $500

$5,000 in the aggregate

o Expense T@ peRse exceeding $2,500 in the aggregate

Whin m an Type 1 or Type 4 expense is incurred on a claim, the $2,500 threshold applies

e Expense Type 3, experige e

to al eRges of that type in the aggregate. For example, if the company engages on the same
clainta s8il engineer for $1,600 and a structural engineer for $1,000:

- The company must obtain approval for the total type 1 expenses of $2,500, even
though no single expense exceeded $2,500.

- Each expense is less than $2,500, and the company could transact an SAE for any
one of these expenses without obtaining specific approval; and,

- Approval for the sum of all expenses incurred must be obtained before
transacting an SAE for the second expense.

When FEMA approval is required, reimbursement of SAES cannot be processed until they have
been approved in an exact amount.

All expense requests that require FEMA approval should be accompanied with copies of the actual
bill(s) and itemized time and expense sheet(s). Also, the company must provide a brief explanation
as to why approval of the expenses should be granted.



L itigation Expenses (Type 3)

FEMA requires all WY O companies to submit notification of potential litigation against the NFIP.
Such notifications should be sent to the following address:

Federal Emergency Management Agency
Legal Liaison

500 C Street, SW

Washington, DC 20472

Notice to FEMA should include a copy of the Summons and Complaint along with your Case Plan
and Budget and your Initial Case Analysis. This information is forwarded to the FEMA Office of
General Counsel (OGC), which may request additional information from the WY O Company. §rom
that point on, legible copies of all itemized invoices should be sent to the NFIP Bureau a

Statistical Agent at the address on the next page. n\

to allow the FEMA OGC, which has extensive expertise in NFIP-re tiorf; to monitor, and,

if necessary, assist in the disposition of the NFIP-related legal S. notification also

allows the NFIP Bureau and Statistical Agent to monitou@ igation. This can result in
heditigatien.

minimizing the legal expenses of all parties involvedin t

FEMA expects companies that normally egapl® starhsel to respond to suits in their other lines

of business to do so also in connectig 'th FIP flood policies, whenever possible. In such

cases, these costs will be a part of the pany’s unallocated loss adjustment expense allowance.

FEMA recognizes, howev the e ement of outside counsel will sometimes be necessary,
elat

and that reasonable e %xam to such outside counsel are reimbursable as Type 3 expenses.
The WYO Com@ s@bmit a request for a legal expense approval each time an actual bill is

Notification of potential NFIP-related litigation against a WY O company should nt promptly,
ed\litig
D‘i&é

received.

of responding to a Summons and Complaint makes it impractical for a company
oval through normal means, the company is encouraged to contact the FEMA Legal

documentation as soon as possible.



How to Submit Expenses for Approval

Submit requests for approval of special allocated expenses to:

Claims Analysts

NFIP Bureau & Statistical Agent
P.O. Box 310

Lanham, MD 20703-0310

If special expenses of more than one type are incurred on the same claim, submit a separate request
for approval for each type.

There is no particular form on which requests must be submitted. The company may use \%ever
i or

convenience and clarity, a model format is appended to this bulletin.

format it chooses, including an ordinary letter, so long as the following information is prx

1.

10.

11.

the claim number [D].

Enter the company name [A], the policy number [B], the date q@cﬁ};«, IT there is one,

Enter the reserve amounts on the building and om? » E].

If you have closed the claim, enter the total builth
of the initial closing [F].

If you have issued clai p‘%? er the initial claim closing, enter the amounts of
supplemental pay: e ofttie building and on contents [G].

Enter thetata ni&-paid on the building and contents [H]. This will be the sum of the
closing payme and supplemental payments [G] under each coverage.

d content payments issued as the date

?E»n policy deductibles for the building and for contents [I].

Check the expense type for which approval is requested [J].

Note: If more than one type of special expense is incurred on a single claim, submit a
separate request for approval (if required) for each type.

If the request is for interim approval of expenses incurred to date, check [K].
If the request is for final approval of the exact amount of total expenses, check [L].

On all requests for Type 2 expense, enter the schedule fee applicable to the claim as of the
initial closing [M].

On all requests for Type 2 expense relating to a supplemental claim, enter the schedule fee
applicable to the supplemental claims [N].



12.

13.

14.

15.

16.

17

Note: The model request format is not well suited to address a situation where more than
one supplemental claim has been made. In such cases, prepare a request in any convenient
format that gives all the required information listed here, including separate claim payments
and applicable schedule fees relating to the initial closing and to each supplemental claim.

At [O], for Type 1, 3, and 4 expenses, enter the total amount of the types of expenses
incurred for the entire claim, including all supplemental claims (also include in the expense
type, all expenses incurred that were previously submitted for approval). For Type 2
expense, enter only the amount of adjuster expense that relates to this request. For the initial
closing, this will be the entire amount of adjuster expense incurred. For a supplemental
claim, this will only be the amount of the adjuster expense relating to that particular
supplemental claim. Include in the adjuster expense entered at [O], the amount covergdyy
the applicable schedule fee. %

On requests for Type 2 expense, enter the applicable fee [P]. (Approe ired for

this amount.)

If any portion of the expense entered at [O] was Q@Wmd, enter at [Q] the

amount so approved.

Enter the amount for which approval is reque@g This should be the amount at [O] less

the amounts at [P] and [Q]. 9
Provide an explanation and{juStficati®r of the expense at [S] to include the reason the

expense was incurr; ‘gﬁt wasnecessary, what activity or work it was for, and what effect
this activity o k Rad ortthe adjustment. With respect to special adjuster expense, explain
bypthe adjuster outside the scope of work normally required to adjust a

the wor
flood lo§s. Att ertinent documentation (invoice, time-and-expense billing rates, activity
C. lain any unusual circumstances thoroughly (such as multiple supplemental

N “giving claim and fee amounts for each).
: Date [T] and sign [U] the request.

18.

Enter your return mailing address [V].

Processing Expenses Subject to Approval

When a Type 2 expense is in excess of the $500 authorized (over the fee schedule) to the company,
process the schedule fee routinely and the $500 SAE when the claim is closed. The requested
amount (in excess of the $500) should be processed only upon receipt of approval.

Example:

The adjuster expense was approved on a time-and-expense basis and totaled $1,845.50 on a paid
claim of $64,000 with a date of loss of May 5, 1995. The applicable fee of $1,000 and the authorized
$500 may be processed immediately. The additional $345.50 should be processed when the
approval is received.



Note: The entire amount of $1,845.50 should be processed as a Special Allocated Expense, not just
the $345.50. For Types 1, 3 and 4, expenses, the entire expense amount is processed as an
SAE. Do not process different expenses in a single transaction.

Supplemental Claims

Often supplemental claims will not involve any Type 2 special allocated expense because the NFIP
Fee Schedule allows a fee for adjuster expense relating to a supplemental claim. Adjuster expense
up to the amount of this fee does not qualify as a special allocated expense, and approval of such
expense in an amount up to the fee amount is not required.

Example:

For losses that require reopening and reassignment of the same or a different adjuster, the additional
fee for the supplemental claim will be the larger of %
(@) the CWORP fee; or, \,
(b) the difference between the fee determined by the entry valugavhen th(%aim was initially
closed and the entry value for the entire claim after the s %al aim is concluded.

Only in the event that the adjuster expense exceeds the au%z 500 allowed under the Fee
I[§¢at
0

Schedule does the supplemental claim involve a special a eddexpense. In this case, submit a
request for approval of the special expense as explain under "How to Submit Expenses for
Approval."

Please refer to the attachments for{th ePSAE Approval Request Form and the two-page NFIP
Fee Schedule.

3

cc: g , S, and Government Technical Representative

Attachment

Required Routing: Claims and Underwriting



MODEL SAE APPROVAL REQUEST FORM

Company Name: A

Policy #: B Date of Loss: C
Claim #: D

Building Contents
Reserves: E __E
Initial closing claim payments: F __F

Supplemental claim payments: G G *\%
Total claim payments: H fLQ
I

Policy deductibles:

Expense type: [J] 1 Expert [J] 2 Adjus A%k Igation
[J]4 AppralsaI/Examlnatlor%e 0ath

[K]  This request is for %ﬁ’ OVAL of incurred expense date. A request for
final approval WI| en the exact amount of the expense is known.

[L]  This re AL APPROVAL.
AIIocat expense owed per fee schedule:
nltlal closing____ M For supplemental N
Total amount of this expense type: $__0O
Deduct the applicable schedule fee (type 2 only): $ P

Deduct total expense amount previously approved:-$__ Q
This request is for approval of this amount: $__ R
Explanation of Expense (attach pertinent documentation/additional comments as necessary):

[S]

Date of Request: T By: U

Return address: \Y4




Not%gon Gross Loss

Gross loss shall mean the agreed cost to repair before application of depreciation, deductible, or

NFIP Fee Schedule

For Dates of Loss of May 1, 1997 or Later

Claim Range Fee

Erroneous Assignment $40.00
Closed Without Payment (CWOP) 125.

.01 -600.00 .

600.01 - 1000.00 0
1000.01 - 2000.00 25.00
2000.01 - 3500.00 L/ 275.00
3500.01 - 5000.00 ) 350.00
5000.01 - 7000.00 425.00
7000.01 -10,000.00 500.00
10,000.01 - 15,000.00 600.00
15,000.01 - 25,000.00 750.00
25,000.01 - 35,000.00 900.00
35,000.01 - 50,000.00 ) 1,200.00
50,000.01 - 10Q %N 3.0%

2.3%, but not less than $3,000

2.1%, but not less than $5,750

other limiting clauses or conditions.

For the purpose of this schedule, should the loss exceed the available coverage, gross loss shall

mean the total amount of coverage.

If the claim involves salvage “buy-back,” gross loss shall mean the amount of the claim before

the salvage value is deducted.

If the insured qualifies for replacement cost coverage, gross loss is determined on the basis of

the entire replacement cost claim (including depreciation holdback).




NFIP ICC Fee Schedule
For Dates of Loss of June 1, 1997 or Later

Claim Range Fee
Erroneous Assignment
Closed Without Payment (CWOP)
.01 -600.00
600.01 - 1000.00
1000.01 - 2000.00
2000.01 - 3500.00
3500.01 - 5000.00
5000.01 - 7000.00 ‘
7000.01 - 10,000.00
10,000.01 - 15,000.00
15,000.01 - 20,000.00

Note: Based on Gross Loss 4@9
Gross loss shall me &d cast to repair before application of depreciation, deductible, or
other limiting Ia% ditions.

For L@&ase Is schedule, should the loss exceed the available coverage, gross loss shall
ean

amount of coverage.

Ifthe claim involves salvage “buy-back,” gross loss shall mean the amount of the claim before
the salvage value is deducted.

If the insured qualifies for replacement cost coverage, gross loss is determined on the basis of
the entire replacement cost claim (including depreciation holdback).



Not%ﬁ&' Gross Loss

Gross loss shall mean the agreed cost to repair before application of depreciation, deductible, or

NFIP Fee Schedule

For Claims with Dates of Loss September 1, 2004, and Later

100,000.00 -2

Claim Range Fee

Erroneous Assignment $60.

Closed Without Payment (CWOP) 5.

.01 - $1,000.00 08,00
1,000.01- 2,500.00 25.00
2,500.01- 5,000.00 [/ 500.00
5,000.01- 7,500.00 ) 575.00
7,500.01- 10,000.00 650.00
10,000.01 - 15,000.00 750.00
15,000.01 — 25,000.00 850.00
25,000.01 - 35,000.00 1,000.00
35,000.01 -50,000.00 0 ] 1,250.00
50,000.01 - 100,000.00 '@ 3%

2.3%, but not less than $3,000

2.1%,but not less than $5,750

other limiting clauses or conditions.

For the purpose of this schedule, should the loss exceed the available coverage, gross loss shall

mean the total amount of coverage.

If the claim involves salvage “buy-back,” gross loss shall mean the amount of the claim before

the salvage value is deducted.

If the insured qualifies for replacement cost coverage, gross loss is determined on the basis of

the entire replacement cost claim (including depreciation holdback).




Increased Cost of Compliance (ICC) Fee Schedule — Allocated LAE
(Used for ICC Claims with Dates of Loss of September 1, 2004, and L ater)

Claim Range Fee
Erroneous Assignment $60.00
Closed Without Payment (CWOP) 225.00

.01 - $1,000.00

1,000.01- 2,500.00

2,500.01- 5,000.00

5,000.01- 7,500.00

7,500.01- 10,000.00 ¥ 650.00
10,000.01 - 15,000.00 750.00
15,000.01 — 25,000.00 850.00
25,000.01 - 30,000.00 1,000.00

Upon FEMA request, WYO de supporting detail for the reported expense.

Sz‘d&



