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Full Participation Renters Insurance: Is It Right for Your Property?

Renters insurance is a win-win for property managers and tenants alike—but most renters are slow to embrace the added protection, despite the relatively low cost. 
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Tenant-caused apartment accidents—such as a fire, for example—can cost a building’s owner upward of $50,000, and put renters at risk for personal liability. To offset the possible damage and liability issues, many landlords require their tenants to purchase renters insurance. 

This covers the tenants’ possessions and liability in case of an accident while minimizing the property owners’ insurance rates. Renter’s insurance is particularly valuable in multi-family and high-rise developments, where renters insurance can potentially save the owner thousands of dollars a year, says Joe Greenblatt, president of San Diego-based Sunrise Management, which mandates such policies in some of their properties. 

According to a 2010 Apartment.com study, renters insurance is mandated at nearly 20 percent of apartment communities, and it’s no wonder why. Renters generally do not purchase it voluntarily, leaving property insurance to cover the damage from common mishaps such as grease fires. 

“You can expect that to lead to increased rates or a poor rating for future insurance coverage,” Greenblatt says, who is also the senior vice president of the Institute of Real Estate management (IREM). In contrast, he has seen insurance companies offer full reimbursements after accidents to residents who purchased a renters policy. 

While there is some disagreement about mandating renter’s insurance for new tenants, Greenblatt urges more property managers to get on board by researching programs in their area, informing their tenants of the potential benefits and then implementing a way to track its progress.

Renters insurance, often a mutually beneficial agreement
Known officially as h04, renters insurance provides coverage for a tenant's personal belongings, whether they’re stolen or damaged, and covers tenants who are responsible for property damage due to negligent behavior. Though cost to the tenant varies; Apartment.com estimates the average premium is less than $200 a year. Typically, it provides personal liability insurance of $100,000, including medical reimbursement for a guest who is injured in the tenant's apartment. 

For property managers, the insurance shifts some of the burden away from their own insurance and keeps them from filing unnecessary claims. Your options range from recommending it in your lease, to stronger language that mandates all renters purchase it. The only potential cost to the owner or property manager is the time required to track which tenants have it, although mandating it could lead to legal costs, as well. 

Mandated insurance is on the rise
“It’s really hard to understate how beneficial it can be for both property managers and renters,” says Michael Semko, a National Apartment Association (NAA) counsel, who says the number of companies requiring it as a condition of tenancy is on the rise. For example, according to RealPage, which offers different renters insurance products, a mandatory renters insurance program saves a 5,000-unit portfolio roughly $22 per door annually. 

Mandating it does require extra work, which is why smaller dwellings tend to simply urge renters to purchase it. Leases that merely recommend the renter purchase insurance tend to garner only minimal participation “The problem is enforcing it,” says Mike Rampelberg, principal of Greater Boise Property Management in Kuna, Idaho, adding that mandating it could drive prospective tenants away.

Rampelberg deals with the dilemma by striking a compromise. He charges a small fee until tenants show proof of renters insurance. This way, if they don’t ever get full renters insurance, they still pay into a cheaper insurance program that covers administration costs and includes tenant liability if they damage the structure of the building—but it still won’t cover their belongings. Semko urges anyone considering such a program to check their local laws or contact an insurance consultant first. 

How to get your tenants on board
Since renters insurance primarily benefits tenants, you could start by informing them about the limitations of your own insurance. “The property and casualty insurance policy that most apartment building owners carry does not cover the residents’ stuff,” Semko says. “You’d be amazed how many residents don’t know that. If a third floor resident leaves the bathtub running and a unit on the second floor gets flooded, the owner’s insurance policy isn’t going to cover the computer and clothing that gets ruined.”

Encourage tenants to take action by outlining the benefits and placing information from different insurance agencies in a welcome packet. You can not require them to sign up with a particular company, but you can refer renters to the provider of your choice. Be prepared to answer their questions and then follow up to find out what decision they’ve made.

How can you enforce it?
In order to mandate renters insurance, you must require that tenant’s show proof of an active policy for the unit upon move-in and with each lease renewal. To help administer the program, there are new options in software for tracking compliance that integrate with your existing property management software. Greenblatt, who uses one such program, can easily find if there has been a lapse in insurance coverage.

If you choose to require it, you should also be prepared to take legal action and possibly terminate the tenancy of tenants who do not comply. 

Many renters today consider renters insurance beyond their means, so incorporating a program may not be an option for everyone. If both the trend and our economy continue to grow, though, the uninsured renter could eventually be a thing of the past. 
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How will renters insurance impact your tenants?
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A 2010 Apartment.com survey sheds some light on renters insurance: 
· More than two-thirds of apartment hunters do not carry renters insurance. 

· Renters are 50 percent more likely to experience theft than those who own homes. 

· The majority of insured respondents pay an average of $12.50 a month or less.   

· One in 10 renters who carry the insurance have had to use it at some time. 
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