
When a property manager’s employee goes rogue 
 
A lot can happen and the impacts could be more than you would ever 
imagine. This blog discusses these ramifications - from an insurance 
company point of view. 
 

 

A Pennsylvania company that owns dozens of rental units has taken its property 
management company to court, accusing the management firm of fiduciary 
malfeasance. Included in the lawsuit are allegations of misspending an insurance 
claim payout, siphoning off rent money, and authorizing unnecessary and 
unapproved renovations to units. 
  

That’s a pretty comprehensive list of financial crimes, and it can happen to even 
the best property management firms. Of course, running background checks on 
employees and checking résumés thoroughly can weed out potentially 
problematic workers, but no system is foolproof. 
  

An employee who steals, embezzles or misspends client money in their care can 
cost the property management firm dearly in legal bills and potentially hefty 
settlements. It’s critical that property managers carry crime insurance at high 
enough levels to protect against these large expenses. While many contracts 
require a minimum amount of crime insurance, or employee dishonesty 
coverage, such as $100,000, selecting the minimum insurance limits isn’t always 
the best way to manage your risk. 
  

Crime insurance for property managers is often offered as part of a package 
policy, but the coverage may be designed more for the small-time criminal, such 
as one who steals rent money or who makes off with tenant television sets. For 
larger crimes, such as embezzlement, or for more expensive potential 
settlements, such as in the case of misappropriating insurance claim money, it 
might be necessary to have a stand-alone crime policy for property managers 
that has higher limits—some can cover millions of dollars in loss. 
  

Employee dishonesty insurance can be written very narrowly to cover just a few 
money handlers, or it can be written more broadly to insure many employees. If 
you have a big staff that has access to tenant units, rent money, or your 
company’s financial accounts, it’s wise to get the broader coverage. Commercial 
crime insurance for property managers can cover a wide gamut of financial 
losses: theft of money, securities or valuables inside or outside the premises; 
computer and fund transfer fraud; forgery and counterfeiting; theft of tenant 
property; and other risks. 
  

Defense Costs 



In embezzlement cases or in broad lawsuits like the Pennsylvania one above, 
costs can easily run in the six-digit realm. While a package policy or business 
owners policy is a convenient way to handle needed insurance, it’s worth your 
time to talk to a commercial residential insurance specialist about crime 
insurance limits of coverage, “retentions” (the amount you have to pay before 
the insurer takes over costs), and the availability of “first-dollar defense.” If you 
can get first-dollar defense in your insurance policy, you won’t have to pay your 
lawyer’s retainer out of pocket. The insurer will cover fees from the first dollar 
forward. 
  

Usually, defense costs erode what insurance money is available to cover 
settlements or awards against you. If you have $100,000 in coverage and your 
lawyer costs $50,000, you would have just $50,000 left to pay the plaintiff. If 
you want to have legal bills insured outside the limits available to pay 
settlements or damage awards in crime cases, you should ask about getting a 
“defense outside of limits” clause in your policy. 
  

An insurance professional can also advise you on how to handle listing property 
owners as payees on your crime insurance. That might be unavoidable on certain 
contracts, but it could be inadvisable, so talk to your insurance representative 
about what protections are available for the property owner that won’t diminish 
the protections afforded to you, the insured property manager. 
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