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Insurers Needn't Defend Military Housing Co. In Fraud 
Case 
By Matthew Guarnaccia 

Law360, New York (April 19, 2016, 8:53 PM ET) -- A pair of insurance companies do not 

have to defend a property manager that settled $84 million mismanagement lawsuits 

related to military housing contracts and kickback allegations because fraud is not covered 

under the manager's policy, a federal judge in Washington state ruled Monday. 

 

U.S. District Judge Thomas S. Zilly said that American Management Services East LLC 

cannot force Scottsdale Insurance Co. and Lexington Insurance Co. to defend the lawsuits 

because the claims in the underlying lawsuits are based on allegations of fraud while 

performing property management services at military housing facilities, not personal injury 

claims that the policy covers. Judge Zilly also said the falsification of work orders does not 

constitute a possible life safety issue because no one was injured. 

 

“Logic dictates that without an actual harm suffered, there cannot be any damages awarded 

because of ‘bodily injury’ or ‘property damage,’” Judge Zilly said. 

 

In June 2015, AMS and a number of subsidiaries sued, seeking millions of dollars in 

coverage from Scottsdale and Lexington for settlements and fees from lawsuits in Georgia 

and California. The underlying suits, brought by military housing projects, alleged a scheme 

of rate overbilling, kickbacks from vendors, and falsification of work orders. 

 

Lexington, an affiliate of American International Group Inc., provided AMS with general 

commercial liability coverage from April 2003 to April 2008, with Scottsdale, an affiliate of 

Nationwide Mutual Insurance Co., provided coverage afterward until April 2012. The policies 

stated that the insurers must pay damages that occur as a result of bodily injury or property 

damage as long as they resulted from an "occurrence." 

 

In his Monday order, Judge Zilly said that even if the underlying suits raised the possibility 

for personal injury or property damage, the alleged intentional misconduct by AMS cannot 

be considered an "occurrence" because the claims did not arise as a result of an accident. 

 

Judge Zilly also said extrinsic evidence offered by base employees acknowledging 

mismanagement merely reinforced the allegations of a potential for future harm. Other 

evidence offered by AMS, including two lawsuits by residents who said they were injured by 

AMS’ wrongdoing, are not relevant in this case.  
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“The implicit argument appears to be that because one set of plaintiffs have alleged actual 

bodily injury, it is possible for another to do so, irrespective of the operative pleadings," 

Judge Zilly said. "However, that separate groups of plaintiffs allegedly wronged by AMS’ 

conduct have elected to proceed differently is not a basis to find coverage." 

 

The underlying lawsuits, brought by military housing developers, sought to invalidate 

property management agreements with AMS and its subsidiaries because of AMS’ alleged 

schemes, which included vendors providing expensive gifts to AMS in return for payment on 

phantom services, and employees demanding bribes as a requirement to hire certain 

vendors. AMS agreed to settle both lawsuits for a total of $84 million in 2015. 

 

Scottsdale and Lexington countersued AMS in June 2015 seeking a declaration that they had 

no duty to defend AMS. The case was consolidated with the suit filed by AMS in December 

2015. 

 

Representatives for the parties were not available for comment Tuesday. 

 

AMS is represented by Kyle A. Sturm, Kevin S. Mapes, Nicholas A. Thede and James C. 

Prichard of Ball Janik LLP and Linda L. Foreman of  Bowers Foreman PLLC. 

 

Scottsdale is represented by Geoff Bridgman, Mary Re Knack and Tracy Grant of Ogden 

Murphy Wallace PLLC and Peter J. Mintzer of Selman Breitman LLP. 

 

Lexington is represented by Stephen G Skinner of Andrews Skinner PS. 

 

The case is American Management Services East LLC et al. v. Scottsdale Insurance 

Company et al., case number 2:15-cv-01004, in the U.S. District Court for the Western 

District of Washington. 

 

--Editing by Jeremy Barker.   
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