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May 3, 2023 

Mr. Patrick Duhaney, City Manager 
Municipal Center   
Virginia Beach, Virginia 23456 

Dear Mr. Duhaney, 

The Risk Management Financial Report of the City of Virginia Beach, Virginia for the fiscal year 
ended June 30, 2022 (FY22), is hereby submitted. The report is presented in five sections: 

 Risk Management Division 
 Total Cost of Risk 
 Risk Management Division Activities 
 Supporting Data 

During the year, the Risk Management Division staff provides professional and knowledgeable 
services to the City with respect to managing risk. The City maintains an internal service fund to 
account for revenue and expenses associated with this function. The Risk Management Internal 
Service Fund accounts for the self-insured portion of workers’ compensation, general liability, 
and automobile liability claims as well as the premiums associated with purchased insurance. 
This fund has five broad areas of cost: 

 Workers’ Compensation Claims 
 Insurance Premiums 
 General Liability Claims 
 Automobile Liability Claims 
 Administrative Costs 



Total cash expenditures in FY22 were $15.2 million, which includes the costs associated with 
paying and processing claims, defending those claims, and providing excess insurance coverage. 
Insurance Premiums increased by 7% this year, primarily related to increased costs of Excess 
Liability and Cyber insurance. The General and Automobile liability claims expense totaled $3.1 
million, which is up by 29% from last year. FY22 included several high-cost claims and losses for 
General liability not recurring in FY21.   

Workers’ compensation continues to be the leading expense for the Division’s activities, with 
FY22 cash expenditures of $6.8 million, net of recoveries from subrogation. There are two main 
cost drivers for workers’ compensation. The first is the cost of lost wages and medical expenses 
paid to retirees that were approved for job related disability retirement. The Virginia Retirement 
System (VRS) requires that all 500 weeks of workers’ compensation lost wage payments be paid 
before VRS payments will begin. Approximately $1.1 million was paid in FY22 in lost wages to 
retirees or others no longer employed by the City. The second driver is an overall increase in 
medical costs, as well as an increase in serious medical issues. FY22 expenses for medical services 
totaled $5.5M.   

The City of Virginia Beach conducts a biennial actuarial study to estimate the obligation for future 
payments resulting from claims due to past events. The next actuarial study will be completed in 
2023. All valid outstanding claims must be paid by the City and failure to maintain cash balances 
to cover the liabilities may impact the City’s bond ratings and future interest costs to the City. 
The total estimated unpaid loss for our existing claims as of June 30, 2022 is $49.4M. The Risk 
Management Fund currently has $42.8M in cash to cover these existing claims, which puts us at 
a claims deficit of $6.6 million, or 13% of the total future liability. It is recommended that a 70% 
funding level be maintained, and the City is currently at 87%.       

Respectfully, 
Letitia L. Shelton   Leah Hunger 
Director of Finance Risk Management Administrator 
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Risk Management is a division of the Finance Department and 
serves as the insurance company for the City. The Risk 
Management Division was established to provide risk prevention 
and mitigation services aimed at reducing the City’s overall 
losses, in a manner which supports the City’s strategic mission 
and objectives. Additionally, the Risk Management Division 
works with Occupational Health and Safety in identifying areas 
for training or prevention. 

There are many services provided by Risk Management, including the processing of liability 
claims for property damage, bodily injury, and physical damage. In addition, Risk Management is 
responsible for “Employee Dishonesty” bonds covering all employees. Risk Management works 
in correlation with Occupational Safety and Health and the operating departments via the Risk 
Management and Safety Committee to assist in making the workplace safe for all employees. 
There are two claim adjusters to manage all liability claims and one claim adjuster that 
coordinates with a third-party administrator, CorVel, to handle worker’s compensation claims for 
the City employees who are injured on the job. Risk Management also provides insurance 
coverage for all city owned buildings and vehicles, as well as all other city owned property. 

The city is exposed to a variety of accidental losses and has established a risk management 
strategy that attempts to manage and minimize the cost of risk. Risk control techniques have 
been established to reasonably assure that city employees are aware of their responsibilities 
regarding loss exposure related to their duties. In addition, these techniques have been 
established to reduce possible losses to property owned or under the control of the city. The 
following programs provide specific details of each area. 

 Self-Insured Claims Administration – Workers’ Compensation, General Liability, and 
Auto Liability in accordance with legal requirements. 

 Insurance Procurement 
 Payment of Legal and other Costs in Defending Claims 

Our Mission is to actively 
protect the present and future 
assets of the City of Virginia 
Beach government while 
providing the services to 
maintain a high quality of life 
for its citizens. 
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The Risk Management Division accounts for all costs through the Risk Management Internal 
Service Fund (ISF). In the Supporting Data section Exhibits 8-10 are the FY22 financial statements 
for the Risk Management ISF. The Risk Management Division has $49.4 million in outstanding 
accrued estimated liability for claims and judgements. The overall fund has a deficit of $7.2 
million as of June 31, 2022.   

The total cost of the Risk Management function in FY22 was $15.2M, an 11% increase when 
compared to last year’s net expenses of $13.8M (adjusted for recoveries). The components of 
the total cost are detailed below in (Figure 1). 

Figure 1 

• Workers’ Compensation Claims (*net of recoveries) – Increased by 7% 
• Insurance Premiums – Increased by 7% 
• General & Auto Liability Claims – Increased by 29% 
• Administrative costs – Remained relatively the same 
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Full-Time Equivalents (FTEs) are used as an exposure basis to trend the Cost of Risk for the 
Risk Management function. As shown in the chart below (Figure 2), the total Cost of Risk per 
FTE fluctuated from FY18-FY22 with an increase in the current year. 

Workers’ Compensation makes up a significant portion of the Division’s activities. Medical costs 
and lost wages are the major drivers of the costs. The following sections provide more details on 
the total cost of risk for FY22. 

Actuarial Analysis 
Risk Management has incorporated a biennial actuarial report, which is conducted by an 
accredited actuarial firm. The claims liability of $49.4 million is based on the cost of settling the 
claims. This includes incremental claim adjustment expenses (i.e., outside legal assistance) and 
estimated recoveries on unsettled claims as required by GASB Statement No. 30. 

The Cost of Risk per FTE 
was further reviewed by 
category (Figure 3). A 
review of these categories 
shows that the FY21 to 
FY22 fluctuations are 
attributable to an 
increase in Workers’ 
Compensation & an 
increase in Insurance 
Premiums, while General 
& Automobile Liability 
increased due to high cost 
claims payments. 
Administrative costs 
remained relatively the 
same. 

Figure 2 

Figure 3 
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Risk Management Division Activities 
Risk Management Division activities can be divided into five categories that make up the 
expenses of the Division. These categories discussed below include: Workers’ Compensation, 
Insurance, General Liability, Auto Liability, and Administrative costs. 

Workers’ Compensation 
Workers’ compensation is the highest priority for Risk Management due to its financial impact. 
The workers’ compensation program is the mechanism by which statutory benefits prescribed by 
Virginia state law are provided to an employee due to a job-related injury (including death) 
resulting from an accident or occupational disease. 

There are two major types of benefits paid by the city for workers’ compensation related injuries. 
The first type is medical, which involves payment for medical treatment. The treatment is 
provided by a physician chosen from a panel of physicians provided by the city. The second 
benefit type is indemnity. When an employee is incapable of work, the city is legally responsible 
to pay 66 2/3% of the employee’s average weekly wages for up to 500 weeks. 

Claims management is a major component of the workers’ compensation program. This function 
entails the management of the city’s liability and workers’ compensation claims. The Risk 
Management Division engages CorVel Corporation, a Third-Party Administrator (TPA), to assist 
with the administration of the Workers’ Compensation program. Services provided by the TPA 
include claims investigation, establishing loss reserves, claims adjusting, bill review, and claims 
payments processing. 

Table 1 

The total cost of the workers’ 
compensation program was $8.4 
million in FY22. Included in this 
amount are claims payments net of 
recoveries, the annual TPA fee’s, and 
our excess insurance premium. 
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Workers’ Compensation Claims 
FY22 payments on workers’ compensation claims, net of recoveries, were $6.8 million, 
representing 45% of Risk Management total expenses for the year. There are three types of 
claims under the Virginia Workers’ Compensation Act. 

• Report Only – a claim where an employee reports a minor accident or close call that does 
not require medical attention, and generally does not have any associated costs. 

• Medical Only – a claim where an employee reports an accident that does not result in lost 
time or permanent disability but does require medical treatment. 

• Indemnity – a claim where an employee is injured to the extent that they are unable to 
work, incurs lost time (temporary or permanent disability), and generally will require 
medical treatment. 

The following (Figure 4) shows the number of retirements by type since FY18. Retirements in 
FY22 totaled 259. 

Figure 4 

The City continues to pay workers’ compensation claim benefits after the employee is no longer 
an active employee (whether service retired, disability retired, or terminated).   
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Below (Figure 5) represents an analysis of FY22 Workers’ compensation gross amounts paid 
(before recoveries) by claim type, employee status, and cost distribution. This data refers to 
payments made in FY22 for workers’ compensation claims incurred in FY22 as well as previous 
fiscal years.   

Figure 5 
The three claims cost elements are: 

• Indemnity – lost time payments for disability as well as settlement contributions for 
partial and total disability. 

• Medical – payments for medical care including prescriptions and nurse case management. 
Treatments like physical therapy are also included in the medical category. 

• Expense – payments associated with bill review, investigations, legal costs and other 
administrative costs associated with the management and resolution of the case. 

The Figure 5 table above refers to payments made in FY22 for workers’ compensation 
claims/benefits, which include payments made for claims incurred in FY22 as well as previous 
years. 
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The following details refer to new claims incurred in FY22. Dollar amounts below include 
payments made on claims incurred in FY22 plus associated loss reserves. 

Data provided by our TPA (shown in Figure 6) shows that the City’s Workers’ compensation claim 
count in FY22 was 924 claims, compared to a claims count in FY21 of 1,077, a year over year 
decrease of 153 claims. 

Figure 6 

With respect to new claims for injuries incurred in FY22, there were 588 Medical Only and Indemnity 
claims filed in FY22 totaling $4.8 million in incurred workers’ compensation losses. Incurred losses are the 
total amount of paid claims and loss reserves associated within a certain duration of time.   

Of the 588 medical and indemnity claims, two claims were valued at >$100,000 at 6/30/22, which totaled 
$442K. It is expected that the costs of these claims will increase as the claims develop and mature.   



Risk Management Division Activities 10

Loss development is the difference between the original loss as initially reserved and its 
evaluation at subsequent dates. Adjustments in loss reserves occur because information needed 
to establish precise reserves might not be available at the time the claim is filed and the medical 
information necessary to establish the reserve will not be forthcoming until weeks or even 
months into the claim. The chart below (Figure 7) shows the development of claims between 
FY18 and FY22, which demonstrates the increase in incurred losses as the claims age.   

Figure 7 
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Frequency and severity are key elements to consider in measuring the costs of the workers’ 
compensation program. Frequency of losses is a measure of the number of occurrences of a loss 
for a specific period. Severity of losses is a characteristic that indicates the size of losses in terms 
of dollar amount expected to be paid over the life of the claim. The following (Figure 8) shows 
from FY18-FY22 the frequency and severity of developed claims over time. For the purpose of 
this year-by-year comparison, the graph below (Figure 8) includes only Indemnity claims and 
excludes the 5/31 event. For the 5/31 event, a total of $7.5M has been paid as of June 30, 2022, 
with $1.3M in death claims, $6M in indemnity claims & $219K in medical claims respectively.   

Figure 8 

The frequency of claims per 100 FTE has fluctuated since FY18 with FY22 
decreasing from FY21. The average cost per claim decreased 14% in FY22 
from FY21. 
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The cost distribution of claims filed in FY22 was reviewed (Figure 9) by evaluating three cost elements: 
, Medical, Expense. Cost distribution for FY22 is consistent compared to prior years. 

Figure 9 

- loss wage payments for disability as well as settlement contributions for partial and 
total disability and accounted for 34%. 

Medical- payments for medical for medical care including prescriptions and nurse case 
management and accounted for 63%. 

Expense- payments associated with bill review, investigations, legal costs and other 
administrative costs associated with management and resolution of the case and accounted for 
3%. 

Insurance Procurement 
Insurance procurement is another key function within the Risk Management Division. This 
function consists of the procurement of the city’s property insurance policies, insurance 
verification for vendors contractors, and contractual review of insurance and indemnification 
provisions for the various contracts and agreements entered in by the city. It includes first party 
insurance that indemnifies the owner or user of the property for its loss when the damage is 
caused by a covered peril such as fire or explosion. Insurance also covers financial loss due to 
business interruption.   
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Property Limits – The Risk Management Fund will pay property losses such as wind, fire, flood, 
earthquake, explosion, etc. The total amount of any loss payable from the Risk Management 
Fund shall not exceed the actual cost to repair, restore, or replace property in like kind and 
quality. 

The city purchases several lines of excess insurance to protect its assets and operations. These 
include general liability, automobile liability, property, and workers’ compensation. The city 
procures these lines of coverage to supplement its self-insurance program. See Exhibit 7 in the 
Supporting Data section for additional information on policies. The self-insurance Internal Service 
Fund finances the city’s liability losses up to $2 million and purchases excess coverage up to $10 
million per occurrence and $20 million in aggregate. Once the Self-Insured Retention (SIR) has 
been exceeded, the additional loss expenses are reimbursed to the city by the excess insurer.   

Insurance Premiums 

Total paid on insurance premiums was $3.8 million representing 25% of Risk Management total 
payments for the year (Table 2). Risk Management purchases the following types of insurance 
coverage:   

• Fire and Property – indemnifies the owner or user of property for its loss when the 
damage is caused by a covered peril such as a fire or explosion. Also covers the financial 
loss due to business interruption. 

• Excess coverage for Workers’ Compensation, Motor Vehicle and General Liability – 
supplements the City’s self-insurance program and provides coverage once (SIR) limits 
have been reached. SIR for workers’ compensation is $1.5M, for motor vehicle liability is 
$2M, and for general liability is $2M. 

• Miscellaneous Liability – several policies are 
purchased to provide liability coverage for: 
Aviation, Medical Professionals, Crime, Equine, 
Marina, Volunteers, Cyber, etc. 

Table 2 
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Liability Claims Program 
Total paid from the City of Virginia Beach on Liability claims was $3.1 million representing 21% of 
the Risk Management total payments for the year.   

Liability claims consist of the following: 

General Liability – claims other than automobile and professional liability. 

Auto Liability – claims involving motor vehicles.   

Table 3 

The costs in (Table 3) do not include payments made directly by individual departments, or the 
costs to repair city vehicles, which are absorbed by the city garage and then charged back to 
individual departments. The table also does not include accrued losses not yet paid.   

General Liability Claims 
General liability (GL) Insurance protects the city from most liability exposures other than 
automobile and professional liability. The city self-insures for claims of $2 million or less. All 
claims are thoroughly investigated with a prompt response in the way of either payment or 
denial. All general liability claims have been adjusted in house with no TPA’s other than appraisal 
services. Finally, we do not solicit claims and rarely open a claim file until the written notice of 
claim is received from the City Attorney’s Office. 

General liability claims paid encompasses a variety of expenses tied to a claims such as 
settlements, legal fees associated with defending a case, transcripts and file requests, 
court reporting, and witness and evaluation fees. Total general liability expense in FY22 
was $2.5 million, primarily due to several high cost claims and litigated cases. Frequency and 
severity are also key elements to consider in measuring the costs of general liability claims. 
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The chart below (Figure 10) shows the incurred layers of claims (paid or reserved) between FY18 
and FY22, and clearly demonstrates that high severity claims account for most of the costs.   

Figure 10 
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Auto Liability Claims 
There are many factors that affect the adjustment of automobile liability claims. There are 
often issues of contributory negligence, sovereign immunity, and personal injuries. 
Claims can sometimes settle quickly when liability can be clearly established, although some 
claims can take years to litigate when there are multiple parties involved and issues that can 
only be resolved through the court system. A small number of claims can result in high payouts 
for severe injuries. 

Typically, an automobile liability claim file is opened, except those with bodily injury, when a 
written notice of claims is received. All automobile claims are investigated and handled within 
the Risk Management Division versus being sent to an independent adjustment company. Bodily 
injury claims are negotiated either directly with the claimant or with their attorneys. Outside 
appraisers are used to inspect and provide written repair estimates assuring that we pay for only 
accident related damages, use aftermarket parts when available, and pay prevailing labor rates. 

While frequency and severity are key elements to consider in measuring costs of the automobile 
liability claims, another factor to consider is the frequency of AL severe claims (Figure 11). 

Figure 11 
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Administrative Function 

Administrative costs (Table 4) are the day-to-day operations of the division that are not directly 
associated with workers’ compensation claims, liability claims or insurance premiums. The 
division serves as the internal insurance company for the City to protect present and future 
assets. Total paid in FY22 was $1.4M or 9% of the total Risk Management payments.   

Table 4 

Subrogation and Recovery Services 

Subrogation is the process of seeking reimbursement from the responsible party and/or an 
insurance company when damages are caused by the negligence of others. Risk Management 
subrogates against the responsible parties or their insurance company and works with the Office 
of the City Attorney when legal action becomes necessary. Administratively, the department also 
pursues recoveries from the city’s excess liability policies. In FY22, general and automobile 
liability claims recovered $343K through subrogation and workers’ compensation recovered 
$1.9M through subrogation and excess liability insurance recoveries. (Figures 14) below shows 
claim recoveries since FY18.   
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Figure 14 

On occasion, it can take several months to get payment for damages from either the insurance 
company or the responsible individual. Other times, we make payment plans with the responsible 
party and have them sign stipulation agreements agreeing to regular monthly payments. Risk 
Management attempts to collect money owed to city departments from responsible parties for 
damages to city vehicles. 
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This section of the Risk Management Annual Report presents information as a context for 
understanding the information presented in earlier sections of this report. 

Exhibits 
1 

2 

3 

4 

5 

6 

7 

Workers’ Compensation Payments per Department 

Workers’ Compensation Claims filed per Department 

General Liability Payments per Department 

General Liability Claims Filed per Department 

Automobile Liability Payments per Department 

Automobile Liability Claims Filed per Department 

Statement of Net Position 

Combining Statement of Revenues, Expenses & Changes in Net Position 8 

     9 History of Actuarial Accrued Liability and Available 

Cash 
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Exhibit 1 – Workers’ Compensation Payments per Department 

The following table shows payments made on workers’ compensation claims/benefits per 
department for the past five fiscal years. The departments are sorted by total amount paid in 
FY22 from largest to smallest. Only departments that has payments are listed. 
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Exhibit 2 – Workers’ Compensation Claims Filed per Department 

The following table shows the number of workers’ compensation claims filed per department for 
the past five fiscal years. The departments listed may not match the departments listed in the 
workers’ compensation payments table (Exhibit 1) since the payments made in a fiscal year may 
be on a claim incurred in a prior fiscal year. 
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Exhibit 3 – General Liability Payments per Department 

The following table shows payments made on general liability claims per department for the past 
five fiscal years. Only departments that had payments are listed. 
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Exhibit 4 – General Liability Claims Filed per Department 

The following table shows the number of claims filed per department for the past five fiscal years. 
The departments listed may not match the departments listed in the general liability payments 
table (Exhibit 3) since the payments made in a fiscal year may be on a claim incurred in a prior 
fiscal year. 
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Exhibit 5 – Auto Liability Payments per Department 

The following table shows payments made on automobile liability claims per department for the 
past five fiscal years. Only departments that had a payment are listed. 
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Exhibit 6 – Auto Liability Claims Filed per Department 

The following table shows the number of automobile liability claims filed per department for the 
past five fiscal years. The departments listed may not match the departments listed in the auto 
liability payments table (Exhibit 5) since the payments made in a fiscal year may be on a claim 
incurred in a prior fiscal year. 
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Exhibit 7 – Statement of Net Position* 
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Exhibit 8 – Statement of Revenues, Expenses and Change in Net 
Position* 
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Exhibit 9 – Ten Year History of Actuarial Accrued Liability and Available 
Cash 
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