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Dear President Pro Tempore David Long:

2016 SEA 255 amended IC 13-23-7-7 and added a provision that requires the Indiana
Department of Environmental Management (IDEM) to arrange for an independent actuarial
study examining the future obligations and fiscal sustainability of the Excess Liability Trust
Fund (ELTF) once every five (5) years. IC 13-23-7-7(b). As you know, the ELTF is a dedicated
state trust fund that serves as a financial responsibility mechanism for Underground Storage
Tank (UST) owners and operators. In FY 2016, the ELTF paid over $33 million in claims to
UST owners, operators and assignees for corrective action and third party liability claims.
Analyzing, reorganizing and improving IDEM’s ELTF Program has been one of my focuses
since becoming Commissioner last year.

IDEM retained Milliman Inc. to conduct the actuarial study described in IC 13-23-7-7(b).
We are attaching a copy of Milliman’s report. As you can see, while the ELTF is stable under
current conditions, small changes to projected revenues, costs, or claims payments could
seriously impact the ELTF’s financial viability in the future,

In addition to retaining Milliman, IDEM retained Pinnacle Actuarial Resources, Inc., and
its subcontractor, R&A Risk Professionals, to conduct a performance review of IDEM’s ELTF
Program. The purpose of this review was to help the ELTF Program improve accuracy and
efficiency, and better identify and prevent fraud, waste and abuse. As more fully described in the
report, R&A interviewed IDEM employees, met with environmental consultants and UST
owners and operators, and reviewed documentation and data related to ELTF claim submissions
and approvals. The R&A report is also attached.

As noted above, improving the manner in which the ELTF Program receives, processes,
and pays claims has been one of my primary focuses since becoming Commissioner, and we
have already made several improvements. The following is a summary of our accomplishments
to date,

Creation of New Deputy Assistant Commissioner Position. The ELTF Program is part
of IDEM’s Office of Land Quality (OLQ). OLQ is IDEM’s largest Office and has many
environmental management responsibilities, including solid waste, hazardous waste, inspections,
remediation, compliance, enforcement, permits, emergency response, science setvices,
underground storage tanks (USTs) and ELTF Claims. In the past, OLQ has been led by an
Assistant Commissioner and a single Deputy Assistant Commissioner (DAC). We created a
second DAC position to focus on three of OLQ’s branches: USTs (which includes the ELTF
Program), Science Services, and Emergency Response. While our consultants were working on
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their reports, I directed the new DAC to conduct a thorough internal review of all UST Branch
operations with a particular focus on the ELTF Program.

UST Branch Reorganization—FEffective Gctober 2016, Following the review
described above, | approved a plan to reorganize the UST Branch. In the past, we had one group
of project managers dedicated only to leaking underground storage tank (LUST) sites in the
ELTF Program (the ELTF Technical Section) and another group of project managers responsible
for LUST sites that were not in the ELTF Program (the LUST Section). This led to inefficiency
and inconsistency, so we merged the two sections in order to standardize LUST project
management and oversight.

LUST Technical Support--Consistency Improvements. We have also focused on
standardizing the project management process for LUST corrective action sites to ensure
technical consistency across project management staff. In the past, project managers were not
consistently requesting technical review from IDEM’s Science Services Branch. Some project
managers with a geology or chemistry background were substituting their own technical
determinations in lien of utilizing IDEM’s OLQ’s Science Services Branch staff. That practice
resulted in an inconsistent application of remediation closure guidance to LUST corrective action
projects. To increase consistency, we now require all project managers to use IDEM’s Science
Services Branch for technical review.

ELTYF Rulemaking—Implementation of SEA 255, IDEM initiated a rulemaking (LSA#
15-231) to incorporate changes to the existing ELTF rule (328 IAC 1). We are in the process of
drafting a Second Notice of Rulemaking which we expect to publish in early 2017. The new rule
will remove obsolete language concerning ELTF eligibility and clarify requirements for ELTF
claims. We have also modified relevant ELTF claims forms. These changes were necessary due
to recent amendments to the ELTF statutes. They will streamline and simplify the process of
making and processing ELTF Claims.

ELTF NPD—Labor Rates Clarification. Over the years, some ELTF applicants began
providing less information to support claims for reimbursement of labor costs, In response, the
agency denied some of these costs and requested additional information upon resubmittal. This
resulted in longer review times, more denials and increased administrative costs for applicants.
In order to resolve these issues, the agency drafted a non-rule policy document to clarify
documentation requirements for ELTF applicants. The policy went into effect on September 15,
2016, and we are optimistic that it will help applicants submit complete, correct claims
information, resulting in fewer denials and greater efficiency.

ELTEF Eligibility and Claim Process Changes. We made numerous changes to the
processes and policies by which we determine who is eligible for ELTF reimbursement, and how
claims will be processed.

e Eligibility Determinations. We changed the eligibility determination process to provide
applicants an opportunity to review a preliminary eligibility decision. This process
increases transparency and gives the parties an opportunity to resolve disputes informally
before a mandatory appeal requirement is triggered.

e Assessment of Closure Status for LUST Sites Reimbursed Greater than $1 Million.
IDEM has initiated review of outstanding LUST sites for which the ELTF has reimbursed
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applicants in excess of the federally required financial assurance minimum of $1 million
dollars. For such sites, we now require LUST project managers to provide management a
summary of the site’s status and closure options for review and input.

Credentialing Documentation for Senior Project Manager Staff Classification. In the past,
IDEM has requested, for every site, proof of credentials for environmental consultants
whose work is the basis of an ELTF claim. We are finalizing a system by which
applicants can submit their consultants’ credentials to the agency just once, rather than
for each individual ELTF Claim. This process change reduced red tape for both the
applicant and the agency.

“Total Amount Reimbursed” Detail, This line item was added to claims decision letters,
and it details the amount of costs reimbursed by the ELTT for the site to date. This
information provides transparency and allows both IDEM and the responsible party to
quickly assess the total cost of state~-funded remediation.

Reduction of Resubmittal Documentation and Administrative Denials. IDEM’s focus has
been to minimize denials by evaluating and changing the administrative denial and cost
review process. ELTF Claims staff members are now directed to follow up with
applicants and give them an opportunity to supplement their submissions as needed to
process the claim rather than issuing a denial determination. The process changes result
in fewer resubmittals, reducing the workload and claims processing costs for both
applicants and IDEM.

Process Review to Increase Claims Reviewer Consistency. We evaluated the ELTF
claims review process in order to ensure consistency among claims reviewers. This
process review resulted in the development of new workflows and decision trackers to
assist claims reviewers in making decisions consistent with policy from IDEM senior
management.

Development of preapproval process for remediation conducted under an approved CAP.
We are increasing our focus on preapproval of remediation costs for ELTF sites. This
will allow for quicker review of claims and faster payment, and it will provide owners
and operators more certainty with regard to reimbursement for work performed.
Developing this preapproval process will also assist IDEM and responsible parties in
controlling the costs of state-funded corrective action by ensuring that work completed is
both necessary and reimbursable,

Claim Decision Letters Mailing. We changed our process for issuing ELTF decision
letters. In the past, the agency withheld those letters while payments were processed,
creating unnecessary delay. Going forward, IDEM will issue decision letters as soon as
our accounting department approves payment. This change will reduce paperwork and
provide earlier notice to applicants.

Review and Analysis of Other State Managed UST Funds, IDEM staff are reviewing and
assessing database and claim processing systems used in other states that manage funds
similar to the ELTF. This includes a comprehensive review of other states’ cost
guidelines and reimbursement procedures. Where we find best practices, we will
incorporate them into our ELTF Program.
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All of the changes described above have improved the timeliness and efficiency of the ELTF
Program. However, we still have room to improve, and the reports from Milliman and R&A will help us
formulate a plan for future improvements, improving the ELTF Program will continue to be one of

IDEM'’s top priorities in 2017.
j% T

Carol Comer, Commissioner
Indiana Department of Environmental Management

Sincerely,

Enclosures
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Prepared by:

Timothy J. Cremin, FCAS, MAAA
Milliman, Inc.

201 Edgewater Drive, Suite 289
Wakefield, MA 01880

(781) 213-6200

L Milliman

Milliman




-92-
TABLE OF CONTENTS

l. BA K GROUNDD < e et eer et e s e sree et aar s aes e 3
. SCOPE AND INTENDED PURPOSE .....ovoeoeeeeeeeeseee e ee oo 8
A. Scope of Project.........oo oo 6
B. Intended PUMPOSE.....coii e 6
1. DISCLOSURES AND LIMITATIONS O OO 7
A (D] 1=Te (o 13 ] = = RO TSRO TPRTRRTUUTRRIN 7
B. Limitations on Distribution and Use of Name ....oovveveevee e, 8
C. General LImBations ..o oo 9
v SUMMARY OF FINDINGS ... e e eitee ettt res e et aanaanaes 12
A. Estimated Net Unpaid Claim Liability as of 6/30/16....................... 12
B. Pro Forma Financial SUMMAaNES .......ev et ereer e 13
V. AN A LY S S e e s 16
A. Data and INformation... ..o 16
B. MethOdOoIOQY . .eeeee e e 17
VI. o o 15 I TR 21

Vil.  APPENDICES

IN151STO\docs\ELTF Report 2016.daex

Mitkman




i BACKGROUND

The Indiana Depariment of Environmental Management ("IDEM”") is responsible for
administering the Excess Liability Trust Fund ("ELTF"), which was established by the
Indiana Legislature in 1988 to assist owners and operators of regulated underground
storage tanks (“USTs"). The ELTF provides a source of money to satisfy obligations for
corrective action and third party damages caused by leaking USTs. The ELTF's
primary source of funds is an inspection fee corresponding to $0.01 per gallon of fuel

sold or used for motor vehicles in Indiana.

IDEM maintains data on 4,212 facilities with active tanks and 13,425 regulated tanks
that are not permanently out of service (or closed). The following table provides a

breakdown by age of tank.

(1) (2)

No. of Percent

Age in Years Tanks of Total
Oto 10 1,928 14.4%
10to 20 3,645 27.2%
2010 30 4,780 35.6%
Greater than 30* 3,072 22.9%
Total 13,425 100.0%

* Includes tanks with unknown ages
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Prior to 7/1/16, UST owners and operators had {o demonstrate compliance with
financial responsibility requirements in order {o be eligible {o be covered by the ELTF.
To determine whether an occurrence was eligible for reimbursement, an ELTF applicant
had to have a confirmed release that resulted from a release of product from a
registered UST system and dispensing components, submit an initial Site
Characterization Report, submit an ELTF eligibility request, and be in substantial
compliance at the time the release was first discovered. In order to receive
reimbursement from the ELTF, an applicant had to receive technical approvals from
IDEM and submit ELTF claims for costs incurred. A deductible was applied to
submitted costs, ranging from $20,000 to $35,000, depending on technical

characteristics of the UST system.

New legislation covering releases reported after 7/1/16 made several significant

changes to the ELTF, including:

e Eliminating the standard of "substantial compliance” as a component of eligibility.

¢ Standardizing the deductible at $15,000. Reimbursement will also be reduced by
the total amount of unpaid annual fees due, plus an additional amount of $1,000
for each annual fee that was not paid in the year it was originally due.

e Increasing the total amount that may be reimbursed per eligible release from
$2 million to $2.5 million.

¢ Increasing the annual cap on payments to an eligible party from $2 million
($3 million for entities with more than 100 tanks) to $10 million (regardless of the
number of tanks).

Mitiiman




The following fable summarizes ihe financial results of the ELTF over the pasi five fiscal

-5-

years, where fiscal year 2012 is the period 7/1/11 1o 6/30/12.

Fiscat Fiscal Fiscal Fiscal Fiscat

Year Year Year Year Year

2012 2013 2014 2015 2016
Beginning Fund Balance 64,012 77839 81,028 88,774 101,616
Claims Paid 33,322 38,546 37,776 34,441 33,127
Revenue:
Inspection Fee 49,237 46,242 51,203 51,025 50,282
Interest 56 106 91 172 320
Other Revenue 2,822 206 1,176 351 1,085
Total Revenue 52,116 46,554 52 470 51,549 51,687
Expenses:
Personal Sendces 2054 2,103 2,420 2,635 2,532
Oiher Exnenses 2,812 2716 3,028 130 879
Total Expenses 4,966 4,819 5,448 2,765 3,211
Transferto IFA 0 0 1,500 1,500 1,455
Ending Fund Batance 77,839 81,028 88,774 101,616 115,510
Cap Pending Obligation 21,132 21958 23,833 24,786 24 698
Met Fund Balance 56,707 59,070 54,941 76,830 80,813

“Transfer to IFA” refers to amounts that have been transferre‘d to the Indiana Financial

Authority in order to assist with the cleanup of UST contamination at sites for which

there is no viable responsible party.

The “Cap Pending Obligation” refers to amounts that have been approved for payment,

but the funds have been held back due to the annual cap on payments to a single entity.

The obligation as of 6/30/16 was $24.7 million and the full amount relates to a single

entity.

Milliman




-6 -
il SCOPE AND INTENDED PURPOSE

A. Scope of Project

IDEM retained Milliman, Inc. ("Milliman”} to provide an overall assessment of the
financial viability of the ELTF. Specifically, the scope of our analysis includes the

following:

e An independent, actuarial estimate of the ELTF’s net liability for unpaid claim
amounts on releases reported as of 6/30/16. This liability corresponds to
estimated claim payments to be made in fiscal years 2017 and subsequent
for releases that have been reported as of 6/30/16. In conjunction with this
estimate, we provide various statistics, such as the average cost per release.
We also estimate the current portion (due within one year) of the unpaid claim
liability, and provide an estimate of the payout of the liability by fiscal year.

e Pro forma financial summaries illustrating the performance of the ELTF over a
ten-year period (fiscal years 2017 to 2026) under a set of baseline
assumptions and a set of adverse assumptions. Estimates for releases
reported in the pro forma period reflect the legislative changes effective
7M1/186.

B. Intended Purpose

The intended purpose of this report is to provide IDEM with liability and funding

estimates for financial analysis and budgeting purposes.
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. DISCLOSURES AND LIMITATIONS

A, Disclosures

1. Basis of Presentation

Our estimates are intended as measurements of expected value over a range of
reasonably possible ouicomes. Such an estimate is known as an “actuarial central
estimate” and is conceptually similar to a mean. Since the range of reasonably possible
outcomes may not include all conceivable oufcomes, an actuarial central estimate is not
technically a true statistical mean. For example, the range of reasonably possible
outcomes may exclude conceivable extreme events whose contribution to the frue

statistical mean is not reliably estimable.
In addition, please note the following regarding our estimates:

e Estimaies are provided both gross and net of deductibles and other adjustments
based on eligibility;

e Our estimates are presented on an undiscounted basis with regard to the time value
of money, and do not include an explicit risk margin; and

e QOur estimates do not include provisions for IDEM’s internal costs associated with the
program, such as claims administration expenses, except to the extent those costs
are charged to the ELTF and are included in the financial summary expense
categories, as shown in Table 2.

2. Terminoloay

L.oss Adjustment Expenses (“LAE”). For property and casualty insurance programs,
LAE are generally classified as allocated loss adjustment expenses ("ALAE”) and
unallocated loss adjustment expenses (“ULAE"), where ALAE includes claims
settlement costs directly assigned to specific claims, such as legal fees, and ULAE

includes other claims administration expenses. IDEM’s claim payment data does not
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distinguish between loss and loss adjustment expenses. Our unpaid claim liability
estimates include LAE io the extent it is included in the claim payment data. The ELTF
financial summary shown in Table 2 also includes LAE and other operational expenses

to the extent they are charged to the ELTF.

3. Acknowledgment of Qualifications

Timothy J. Cremin is a Consulting Actuary with Milliman, a Fellow of the Casualty
Actuarial Society, and a Member of the American Academy of Actuaries. Tim meets the
qualification standards of the American Academy of Actuaries to provide the estimates

in this reporti.

4, Other Disclosures

This is the first time an actuarial analysis of the ELTF has been performed. We
understand that legisiation effective 7/1/16 calls for future actuarial analyses to be

performed every five years.

B. Limitations on Distribution and Use of Name

Milliman's work is prepared solely for the use and benefit of IDEM in accordance with its
statutory and regulatory requirements. Milliman recognizes that materials it delivers to
[DEM may be public records subject {o disclostre to third parties. However, Milliman
does not intend fo benefit and assumes no duty or liability to any third parties who
receive Milliman's work and may include disclaimer language on its work product so
stating. To the extent that Milliman's work is not subject to disclosure under applicable
public records laws, IDEM agrees that it shall not disclose Milliman's work product to
third parties without Milliman's prior written consent; provided, however, that IDEM may
distribute Milliman's work to (i) its professional service providers who are subject to a

duty of confidentiality and who agree to not use Milliman's work product for any purpose
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other than to provide services to IDEM, or (ii) any applicable regulatory or governmental

agency, as required.

Any reader of this report agrees not to use Milliman’s hame, frademarks or service
marks, or to refer to Milliman directly or indirectly in any third party communication
without Milliman’s prior written consent for each such use or release, which consent

shall be given in Milliman's sole discretion.

. General Limitations

1. Reliance on Data

In performing this analysis, we relied on data and other information provided by IDEM.
We have not audited or verified this data and information. If the underlying data or
information is inaccurate or incomplete, the results of our analysis may likewise be
inaccurate or incomplete. In that event, the results of our analysis may not be suitable

for the intended purpose.

We performed a limited review of the data used directly in our analysis for
reasonableness and consistency and have not found material defects in the data. If
there are material defects in the data, it is possible that they would be uncovered by a
detailed, systematic review and comparison of the data to search for data values that
are questionable or relationships that are materially inconsistent. Such a review was

beyond the scope of our assignment.

2. Uncertainty

Actuarial estimates are subject to uncertainty from various sources, including changes
in claim reporting patterns and claim handling practices, legislative changes, economic
conditions, etc. In particular, legislative changes effective 7/1/16 create significant

uncertainty regarding the future financial resulis of the ELTF relative to historical
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patterns and resulis. In performing our analysis, we used paid claim data on a gross
basis with respect to deductibles and eligibility adjustments, then faciored these items in

separately to reflect the pre- and post-7/1/16 legislative bases, as appropriate.

In preparing these actuarial estimates, it is necessary to project future claim payments.
Actual future payments will not develop exactly as projected and may, in fact, vary
significantly from the estimates. Further, the estimates make no provision for future
emergence of new classes or types of payments that are not sufficiently represented in

the historical database or that are not yet quantifiable.

Our estimates are presented on a going concern basis. That is, we have not anticipated
any changes in claim reporting patterns, claim payment patterns, claim handling
practices, or claim costs that might occur if the ELTF were to cease operating as a

going concern.

3. Variability of Resulis

Our actuarial central estimates are intended to approximate the expected value of an
inherently variable process. Actual loss experience in any given year may differ from

our estimates.

We considered the sensitivity of our estimates to key variables and assumptions in the
analysis. Key variables and assumptions include (but are not limited {o) paid loss
development factors (especially “tail” factors), release count development factors, and
trend factors. ltis possible that reasonable alternative selections would produce

materially different estimates.

The operating resulis contemplated by the pro forma financial summaries in this report
are based in part on certain assumptions regarding future revenue, claim payments,
and other items. Actual results of operations may be substantially different than those

projected. The uncertainty of the pro formas increases with the time horizon.
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4, Knowledge of Audience

Milliman strongly recommends that any reader who does not have actuarial expertise,
and therefore may not fully recognize the uncertainties involved in these estimates,
seek their own actuarial advice on our report. We are available to discuss the report
with interested parties whose requests are approved by IDEM under accepiable terms
and conditions.

Milliman
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V. SUMMARY OF FINDINGS

A. Estimated Net Unpaid Claim Liability as of 6/30/16

Our actuarial central estimate of the net liability for unpaid claim amounts on releases
reported as of 6/30/16 is $435 million—see Exhibit 1. This figure represents claim
paymenis that will be made in fiscal years 2017 and subsequent for releases that have
been reported as of 6/30/16. The claim payments are expected to be made over a long
period of time (approximately 30 years or more). We note, for example, that payments
are still being made on releases that were first reporied in fiscal year 1989. The current
portion of the unpaid claim liability (i.e., the amount expected to be paid within one year)

is estimated to be $38.4 million. The following table provides the expected payout of

the liability by year.

Tabla 3

Estimated Payout ofthe NatUnpaid Claim Liabiity as of 6/30116
{5000°s)

2027
and

Fiseal Yoar 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 Subsequent Tela!
tneremenlal Payout 38,300 37.590 38,184 33,348 29614 26,628 24,319 22233 20,063 18877 147,657 435,108

Cumulative Payoul 38,399 76,380 112572 145918 175,529 202,158 226,476 248,709 268,772 P87 449 435,106

Percent of Total Liabilly 8.8% B7% 8.3% V7% 8.8% 6.1% 5.6% 51% 46% 4.3% 33.9% 100.0%
Cumulative Percent 8.8% 17.6% 25.9% 33.5% 40.3% 46.5% 82.1% 57.2% 51.8% 66.1% 100.0%

We note that the net unpaid claim liability estimate reflects deductibles and eligibility
adjustments that applied to claims for releases reported prior to 7/1/16, and does not
include the Cap Pending Obligation, which is treated as a separate liability. Also, the

unpaid claim liability estimate has not been discounted for the time value of money.

As discussed, the estimates above are subject to significant uncertainty and variabilify
due to the nature of UST releases, legislative changes, the timing of release
notifications and cost reimbursement requests, etc. For example, sensitivity tests of

one key parameter used in the analysis indicate that the liability would be 20% higher or
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14% lower by selecting reasonable aliernative indications for this parameter based on
different curve fits (as shown in Appendix A). This parameter is known as the “paid tail
development factor,” and it is used to estimate the development (growth) of paid claim
amounts beyond the time frame encompassed by the historical data. It is important to
note that this range is based on varying a single parameter and therefore it reflects a
narrower range than the range of possible outcomes. Therefore, it is possible for actual

results to fall outside this range, perhaps significantly.

B. Pro Forma Financial Summaries

The following table summarizes the projected financial performance of the ELTF over a

ten-year period, using the following baseline assumptions:

e Revenue:

o A constant inspection fee of $0.01 per gallon of fuel and a 1% annual
increase in fuel volume subject to the fee. The 1% annual increase in fuel
volume is based on the assumption of continued moderate economic
growth, relatively stable fuel prices and fuel economy (mileage), efc.
Reasonable alternative selections could produce materially different
results.

o Annual interest based on 0.3% of the beginning fund balance. The 0.3%
assumption is based on the interest earned in fiscal year 2016 (results are
not overly sensitive to this assumption).

o Other revenue increasing 1% per yeat, in line with the inspection fee
(results are not overly sensitive to this assumption).

e Expenses:

o A 1% annual increase in personal expenses and other expenses, in line
with the increase in the inspection fee (results are not overly sensitive o
this assumption).

o The Cap Pending Obligation is expected to decline in fiscal year 2017 by the
maximum payment to the capped entity in a single year ($10 million), less the
expected amount of approved claim payments for the capped entity in fiscal year
2017 ($4.2 million, based on the average of recent fiscal years). Subsequent
years are calculated in a similar manner until the obligation is reduced to $0.
Note that the net reduction in the Cap Pending Obligation represents payments
made from the ELTF in addition to the claims paid.

Mifliman




- 14 -

e The ultimate value of new releases is from Exhibit 5, where the number of
releases per year is assumed to remain flai and the average cost per release
increases by 2.5% per year.

o Claims paid amounis are based on the payout of the liability per Table 3, plus
claims paid for new releases reported in fiscal years 2017 to 2026.

Table 4

Summary of Pro Forma Financial Profections {§000's)
Baseline Case

Actual Aclual Acluat Profested:

2014 2015 2018 2017 2048 2019 2020 2021 2022 2023 2024 2025 2026
Beginning Gross Fund Balance 81,028 88,774 101,616 115510 1i8832 121875 124,276 3266863 132731 139560 {45042 149473 152,788
Claims Pald 37,776 ELE T 33,127 38,635 39,010 40,302 40,820 41,835 43,197 45,057 48,650 48,301 50,034
Revenue:
Inspection Fee 51203 51,425 50,282 50,784 61,292 51,805 $2,523 52,846 53,375 53,909 54,448 54,982 55,542
Interest 4l ir2 320 347 356 368 arl 380 398 419 438 448 458
Other Revenue 1,176 a51 1,085 1,096 1,987 1,518 1,129 1,140 1,152 1.0163 1175 1,187 1,198
Tolal Revenus 52470 51,549 51,687 62227 52,755 53,289 £3,825 54 367 54,925 55,490 56,058 56,627 57,198
Expenses:
Personat Services 2420 2,635 2,632 2,557 2,582 2,608 2,834 2,661 2,687 2,714 2,741 2,769 2,796
Other Expenses 3,028 120 673 [3:13 893 700 i Ti4 21 728 736 743 750
Total Expenses 5448 2,765 a2 3243 3275 3,308 3,34 3375 3,408 3442 3477 3512 3,547
Transfer 1o IFA 1,500 1,500 1,455 1500 1,500 1500 1,500 £,500 1,500 1,500 1,500 1,500 4,500
et Reduction in Cap Pending Obfigalion 5,777 5,777 6,777 6,777 1,588 L] 0 a 0 L]
Gross Fund Balance 83,774 101816 £15510 118882 121,875 124278 126663 132,731 139,550 145042 149473 182,758 154,806
Cap Pending Obgalion 23833 24786 24693 18 92¢ 13,143 7,366 1,588 Q ] o 0 0 0
et Fund Balance 64,941 76,830 90,813 99,762 108,732 116911 125,075 132,73 139,550 145042 149473 152,788 154,906
Lilimate Value of New Refeases 28,405 29,136 29,883 30,853 H 440 32,246 32073 35,920 34,783 35,679
Unpaid Met Clalm Liability 435,106 424976 415,102 404,680 394,518 384,422 3I7IATI 361,167 58458 334,946 220,592

The pro forma results are sensitive to certain key assumptions and parameters. Table 5
illustrates an Adverse Case pro forma, where cerfain baseline assumptions have been

altered:

o Fuel volume subject {o the inspection fee decreases by 1% per year (for
example, due to factors such as lower economic growth, higher fuel prices,
improved fuel economy (mileage), greater use of eleciric vehicles, stc.).

e A higher paid tail development factor is used. As mentioned, the liability as of
6/30/16 is sensitive to this parameter, which is used to estimate the development
{growth) of paid claim amounts beyond the time period encompassed by the
historical data. Appendix A includes an analysis of this parameter based on
different curve fits. Using a curve fit that produces a higher factor increases the
liability as of 6/30/16 by 20% and the expected cost per release for fiscal year
2017 by approximately 8% (see Adverse Case exhibits in Appendix B).

e The number of new releases reporied in fiscal years 2017 to 2026 increases by
5% per year {see Exhibit 5 in Appendix B). This assumption accounts for the
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possibility of an increasing trend in the number of reported releases, due to
legislative changes (e.g., elimination of the "substantial compliance” standard),
' aging and deterioration of the current tank population, efc.

Table §

Summary of Pro Forma Finazscial Projections {$000°s)
Adverse Case

Actual Actual Actua! Projecied:

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2023 2026
Beginning Gross Fund Balance 81,028 83,774 101,616 115610 108,842 101,092 91,744 81,790 74,430 65,763 53,856 38,647 19,031
Clalms Paid ITTIG 34,441 3327 47,370 47,911 48,973 49,040 56,100 52,473 55,1491 67,965 60,940 64,577
Revenue!
Inspection Fee 51,203 64,025 0,282 49,779 43,281 48,788 48,300 47,817 47,338 46,866 46,397 45,633 45474
Interest a§ 17z Az 347 axy 303 215 245 23 i97 i62 116 60
Qiher Revenue 4176 351 1.085 1.086 107 1,118 1,129 1,140 1,152 1,163 1,175 1,187 1,198
Total Revenue 52,470 51,640 51,687 51,221 50,714 50,209 49,704 49,203 48,714 48,228 47,733 AT 236 48,732
Expenses:
Personal Sevicas 2,420 2,635 2,532 2,557 2,482 2,508 2,634 2,661 2687 2,714 2,741 2,769 2,796
Other Expenses 3,028 130 878 686 693 700 707 714 721 ize 736 743 750
Tolaf Expenses 5,448 2,765 3,21 3,243 3,275 3,308 3,341 3,375 3,408 3,442 3477 A512 3,547
Transfer te IFA 1,500 1,500 1455 1,500 1,500 1,500 1,500 1,600 1,500 1,600 1,500 1,500 1,500
Mel Reduction in Cap Pending Obligation 5777 5,917 ENEN 5717 1,588 [} 1} 0 o Q
Cross Fund Balance 88,774 101616 115,610 108,842 101,092 91,744 81,790 74,430 65,763 53,856 38,647 19,934 {2,961}
Cap Pending Ohfigalion 23,833 24,788 24698 18,920 13.143 7.366 1588 ] Q Q c 2 0
Net Fund Balance 64,941 76,830 90,813 89,921 87,949 £4,378 80,201 74,430 65,763 £3,856 38,647 19,931 {2,861)
Uitimale Valus of New Releases 30,838 33,212 35,767 3518 41 480 44 669 48,103 51,800 55,780 60,065
Unpaid Met Ctaim Liabitity 521,981 505,460 490,761 477,546 467,024 468404 450,601 443513 437348 432,187 427,676

We note that, under these conditions, the fund balance becomes negative in fiscal year
2026.

It is important to note that this Adverse Case pro forma is based on reasonable

alternative assumptions and is not meant to illustrate a worst case scenario.
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V. ANALYSIS

A, Data and Information
We relied on data and information provided by IDEM, which included the following:

1. Claim Data — IDEM maintains a'database of information regarding releases for
which eligibility requests and cost reimbursement claims have been received.
We refer to this database as the “Claim Data.” When a release is reported, IDEM
assigns the release an Incident Number, which indicates the year and month the
release was reporied. We assigned each release and its associated claim
amounts to a fiscal year based on its Incident Number. The Claim Data was
compiled following the end of fiscal year 2016 (6/30/16). The Claim Data
includes information about the dates and amounts of cost reimbursement claims,
applicable deductibies and other adjustments, and the date that payment
authorization was issued, which we took to be an approximation for the date of

payment.

2. UST Release Data — A listing of all releases reported in fiscal years 2016 and

prior, indicating report year and month, as well as Disposition (Active,
Deactivated, No Further Action, Referred to Another IDEM Program, etc.) for

each release.

3. Financial Summaries by Fiscal Year — These summaries show the ELTF balance

at the beginning and end of each fiscal year, along with amounts paid or received
during the fiscal year, including claim payments made, inspection fees received,

elc.

4. Background Information — IDEM provided background information regarding the

operation of the ELTF, legislative changes effective 7/1/16, etc.
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B. Methodolagy

Our methodology consists of the following steps:

1. Estimated Ultimate Number of Releases by Fiscal Year

2. Estimated Ultimate Amounts by Fiscal Year Incurred

3. Estimated Unpaid Claim Liability as of 6/30/16

4. Estimated Ultimate Amounts for Fiscal Years 2017 to 2026
1. Estimated Ultimate Number of Releases by Fiscal Year

Each record in the Claim Data has an Incident Number that encodes the year and
month the release was first reported. We used the Incident Number to assign each
release to a fiscal year. The Claim Data only includes releases for which an eligibility
request has been received, and therefore the number of releases for a given fiscal year
grows over time (eligibility requests for previously reported releases are not received for
several years, in some cases). To estimate the ultimate number of releases for each
fiscal year, we analyze the historical growth patterns of each fiscal year, using the
earliest claim “Received Date” to determine the point in time when each release gets

counted.

Appendix A includes the release count data triangle that exhibits the growth pattern of
each fiscal year, and our analysis EJf those patierns. Based on this data, we derived a
development pattern that we used to estimate the ultimate number of releases (see
Exhibit 4).

We note that, in addition to the 2,988 releases included in the Claim Data, there are
over 7,000 additional releases that have been reported for which no eligibility requests
have ever been made. IDEM provided us with a listing of these releases as well. The
data record for each release includes a “Disposition” field which indicates additional

information about the release:

Mitlirnan
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o “Active” means that action with regard io the release has not been finalized.

e “Deactivated” means a suspected release was reported but it was subsequently
determined that no release occurred.

e “No Further Action” means corrective action has been completed and the incident
is considered closed.

e “Referred to Another iIDEM Program” means a different program is handling the
cleanup and the ELTF is not expected to bear any additional costs.

Out of 7,222 releases in fiscal years 1988 to 2016 for which no eligibility requests have
heen made, 702 had the “Active” designation. We used these Active release counts as
an indication of the potential magnitude by which the Claim Data release counts could
develop (see Exhibit 4). In total, we are estimating that 259 of these Active releases will

eventually result in claim payments by ELTF.

2. Estimated Uliimate Amounts by Fiscal Year Incurred

in Appendix A, we also display a data triangle of payments, similar to the data triangle
of release counts. We used the “Amt Approved” field in the Claim Data to compile the
paid data triangle. Thié field includes the total amount approved for the submitted
claims regardless of deductible or percent eligibility. Thus, the paid amounts in the data
triangle are on a “gross” basis with respect to deductibles and eligibility adjustments, so
that these items can be factored in separately to reflect the pre- and post-7/1/16

legislative bases, as appropriate.

Based on this data, we derived a development pattern that we used to estimate the
ultimate amounts paid for each fiscal year's releases (see Exhibit 3). |n analyzing the
paid data in Appendix A, we note that the earliest years of the ELTF’s operation tended
to produce higher development factors than more recent years. We expect the more
recent years’ development patterns to be more representative of future development,
and so we have excluded development factors for the earliest years. We also relied on
curve fits to extend the development patterns beyond the period included in the
historical data. In some cases, we also used the curve fits to smooth the observed

development patterns.
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We then use the resulis of Exhibit 3 and Exhibit 4 on Exhibit 2, where we calculate an
average amount per release, and select an annual trend factor fo put each fiscal year
on a fiscal year 2016 cost basis. Based on the trended average amount per release for
each fiscal year, we select an expected amount per release for 2016, and de-trend that
value to older fiscal years. Multiplying the number of releases by the expected amount
per release produces an expected uitimate amount incurred for each fiscal year. We

then use that result on Exhibit 1 to estimate the unpaid claim liability.

We also adjust the estimates on Exhibit 1 to account for deductibles and eligibility
adjustmentis that were made on releases reported prior to the new legislation effective
711116, In particular, we reviewed the ratio of payments net of deductibles and eligibility
adjustments (per the “Amt Reimbursed” field) to the ratio of gross payments (per the
“Amt Approved” field). For the more mature fiscal years, where this ratio is expected to
be at or near its ultimate value, the ratio generally reaches approximately 0.9, We

selected 0.9 as the ultimate value of this ratio for all fiscal years.

3. Estimated Unpaid Claim Liability as of 6/30/16

We estimated the liability for unpaid claim amounts on releases reported as of 6/30/16
by subtracting net amounts paid as of 6/30/16 from estimated net ultimate amounts.
We note that amounts related to the Cap Pending Obligation are actually included as
payments in the data and therefore the Cap Pending Obligation should be considered

as a separate liability in addition to the unpaid claim [iability.

4. Estimated Ultimate Amounts for Fiscal Years 2017 {0 2026

Note that we are considering the unpaid claim liability to include unpaid amounts for
releases reported as of 6/30/16. Releases reported after 6/30/16 are considered to be
incurred in the fiscal year in which they are reported. On Exhibit 5, we estimate the
gross and net amounts expected to be incurred in each fiscal year, 2017 to 2026. We
selected the number of releases for fiscal year 2017 on Exhibit 4. Also, based on recent

history, we are estimating no trend in the number of releases per year (however, in the
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Adverse Case, we increase the number of releases by 5% per year). The average cost
per release for 2017 is based on the selecied value for 2016 on Exhibit 2, and an
increase in the average cost of 2.5% per year. We also factor in the standard $15,000
deductible per release that applies to releases reported after 7/1/16. Reimbursement
reductions due to unpaid annual fees are not expected to be material and were not
factored into the analysis.

Milliman
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Exhibit Number

Description

Estimated Unpaid Claim Liability as of 6/30/16
Expected Uitimate Amounts by Fiscal Year Incurred
Paid Development Method

Release Count Development Method

Estimated Ultimate Amounts for Future Reported Releases
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Senior Consulting Actuary
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November 28, 2016

Donald M. Snemis

Deputy Chief of Staff and General Counsel

Indiana Department of Environmental Management
100 N. Senate Avenue, Room #1307

Indianapolis, IN 46204

Dear Mr. Snemis:

Pinnacle Actuarial Resources, Inc. (Pinnacle) is happy to present its report on the claims processing
study of the Indiana Excess Liability Trust Fund (ELTF). The report has been prepared for the State of
Indiana, Department of Environmental Management (IDEM or Department).

This report reflects Pinnacle’s review of the claims processing system. Recommendations contained
herein are reflective of this review. Other improvements may be made to the management of the ELTF
outside the scope of this review of the claims processing system. Additional study in these areas can
be developed if desired by IDEM. This report does not provide an estimate of the ultimate liability of
the ELTF. Itis Pinnacle’s understanding that IDEM has contracted the services of another independent
actuarial firm to conduct such an analysis.

This report is provided to IDEM by Patrick J. Rounds, Thomas J. Norris, and John E. Wade, ACAS, MAAA.
Mr. Wade meets the basic education standards of the Casualty Actuarial Society and the American
Academy of Actuaries and continuing education standards of the American Academy of Actuaries to
make statements of actuarial opinion.

Commitmeni Beyond Numbers



Donald M. Snemis Page 2
Deputy Chief of Staff and General Counsel
Indiana Department of Environmental Management

November 28, 2016

Pinnacle has enjoyed working with IDEM on this engagement. Please direct any questions about this

report to any of the respective contacts by using the information shared below.

Thank you for allowing Pinnacle Actuarial Resources to work with IDEM on this engagement.

Best Regards,

Patrick J. Rounds

President

R&A Rislk Professionals
(515) 334-3010

2894 106 Street, Suite 220
Urbandale, lowa 50322
pjr@roundsassociates.com

&V T /’/gﬁﬁ\j
4 4

Thomas J. Norris

Vice President

R&A Risk Professionals

(515) 334-3010

2894 106" Street, Suite 220
Urbandale, lowa 50322
thorris@roundsassociates.com

//ﬂ\gwa@@/

John E. Wade, ACAS, MAAA
Senior Consulting Actuary
Pinnacle Actuarial Resource, Inc.
(317) 889-5760

70 East Main Street, Suite F
Greenwood, IN 46143
jwade@pinnacleactuaries.com
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indiana Department of Environmental Management
Excess Liability Trust Fund Program

Executive Summaory

Pinnacle Actuarial Resources, Inc. (Pinnacle), entered into a contract with the Indiana Department of
Environmental Management (the State) to conduct a performance audit of the Excess Liability Trust
Fund (ELTF) Program to assess whether the program’s processes and procedures are meeting the goals
and objectives of the program. Pinnacle was directed to examine ELTF policies, procedures and
processes regarding the receipt, analysis and processing of ELTF claims to determine whether those
policies and practices need to be modified to:

1. Detect and reduce errors by employees (improve accuracy),
2. Increase efficiency of processing claims (timeliness), and
3. Identify and prevent fraud by applicants.

Performance of these services included a preliminary kick-off meeting, staff interviews, and reviews of
electronic files. IDEM forms and documentation requirements were reviewed and analyzed to
determine:

1. If the forms should be revised,
2. If any documentation requirements are not being met, and
3. If further documentation is necessary to properly process claims.

Pinnacle evaluated how forms are utilized, prepared and submitted. Likewise, Pinnacle determined
whether the form completion and submittal process is efficient, or if modifications, including
technology enhancement and database integration can be implemented to streamline the process
internally or externally. As part of the analysis, Pinnacle evaluated whether technological tools can be
utilized to meet the goals and objectives of the program and to increase efficiency and accuracy of the
claims process. Pinnacle evaluations considered existing program policies, procedures and processes
and actual processing as indicated by staff and as noted in file reviews.

8z Pinnacle Actuarial Resources, Inc.
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Findings

The ELTF claims review process is very detailed and time consuming with extensive resources
expended to compare invoices to fixed tables that dictate maximum unit rates for various services
based on the date the services were performed. Minimal oversight of the quantity of measured
services or the services selected is performed. Emphasis is placed on documentation and unif costs
associated with services rather than the value of, or need for, the service. The claim reviews confirm
that invoice documentation meets written criteria but does not evaluate the cost effectiveness or
necessity of the service.

Prior scope and budget approval would eliminate much of the claim review process. Electronic claim
submittal requirements and Web-based data submittal could eliminate claim adjustments for incorrect
rates by limiting the allowable rate that can be entered into the claim submittal database. The
utilization of a Web-based claims application with the ability to include necessary documentation, as
well as providing invoicing and documentation on a standardized basis, would reduce disallowed costs,
increase the accuracy of applications and reduce improperly entered rates. Eliminating redundant
reviews of forms submitted for subsequent claim submittals would increase review efficiency.

Background

Pinnacle Actuarial Resources, Inc., entered into a contract with the Indiana Department of
Environmental Management to conduct a performance audit of the Excess Liability Trust Fund Program
to assess whether the program’s processes and procedure are meeting the goals and ohjectives of the
program. Pinnacle was directed to examine ELTF policies, procedures and processes regarding the
receipt, analysis and processing of ELTF claims to determine whether those policies and practices need
to be modified to:

1, Detect and reduce errors by employees (improve accuracy),
2. Increase efficiency of processing claims (timeliness), and
3. Identify and prevent fraud by applicants.

Performance of these services included a preliminary kick-off meeting at IDEM on April 14, 2016,
involving Carol Comer, Commissioner, IDEM; Bruno Pigoit, Chief of Staff, IDEM; Donald Snemis, Deputy
Chief of Staff and General Counsel, IDEM; Julie Lange, Deputy Assistant Commissioner of Tanks,
Underground Storage Tank Branch, Office of Land Quality, IDEM; and Roberta Steiff, Technical
Environmental Specialist, Underground Storage Tank Branch, Office of Land Quality, IDEM. IDEM staff

22z Pinnacle Actuarial Resources, Inc.,
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indicated that as part of this project they also wanted suggestions for cost savings associated with
incident expenses and claims processing.

Pinnacle reviewed Indiana codified statutes, administrative rules, and IDEM internal policies,
procedures and forms. Pinnacle interviewed IDEM, Underground Storage Tank (UST) and Leaking
Underground Storage Tank {LUST) staff on June 14, 15 and 16, 2016. IDEM and ELTF staff interviewed
included Donald Snemis; Deputy Chief of Staff and General Counsel; Julie Lange Deputy Assistant
Commissioner of Tanks, Brian Pace, Section Chief ELTF Section, Roberta Steiff, Technical Environmental
Specialist Underground Storage Tank Branch; Stephen Onochie, Senior Environmental Manager LUST;
Craig Schroer, Chief Underground Storage Tank Branch; Bill Davis, ELTF Technical; Rita Browne, Senior
Environmental Manager ELTF; Lynn Truax, Environmental Manager ELTF; Tom Newcomb, Tech 7 UST;
and Jason Goulet, Tech 7 UST Information Technology. Pinnacle also held a conference call with Julie
Lang former Deputy Assistant Commissioner of tanks; Amy Smith Deputy Assistant Commissioner of
tanks; Andrea Robertson, Brownfields Technical Staff Coordinator; and Meredith Gramalspacher,
Brownfields Director & General Counsel, to discuss how the Brownfields LUST program operates,
Pinnacle reviewed 50 electronic files and electronic data as of fune 16, 2016 from 52,091 claim
submittals received since 2012. Additional industry data were considered through July 18, 2016.

in response to Amendment #iwhich contained new Task G, Pinnacle met with and accepted comments
from consultants and owners/operators concerning their suggestions on possible modifications to ELTF
program policies, procedures and processes regarding the receipt, analysis and processing of ELTF
claims, and how those policies and practices could be modified to improve accuracy and timeliness,
and better detect and prevent fraud, waste and abuse.

IDEM forms and documentation requirements were reviewed and analyzed to determine:

1. If the forms should be revised,
2. I any documentation requirements are not being met, and
3. I further documentation is necessary to properly process claims.

Pinnacle evaluated how forms are utilized, prepared and submitted. Likewise, Pinnacle determined
whether the form completion and submittal process is efficient, or if modifications, including
technology enhancement and database integration can be implemented to streamline the process
internally or externally. As part of the analysis Pinnacle evaluated whether technological tools can be
utilized to meet the goals and objectives of the program or to increase efficiency and accuracy of the
claims process. Pinnacle evaluations considered existing program policies, procedures and processes
and actual processing as indicated by staff and as noted in file reviews.

Az Pinnacle Actuarial Resources, Inc.
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PROGRAM SUMMARY

The Excess Liability Trust Fund {(ELTF) Program oversees a financial assurance mechanism required
under state and federal law for owners and operators of regulated petroleum underground storage
tanks (UST), and is utilized by most owners and operators to pay for corrective action costs and third
party liahility associated with the release of petroleum from a UST. ELTF staff determines eligibility
and reimburses corrective action costs and third party claims associated with confirmed releases from
regulated USTs. The ELTF provides financial assurance mandated by U.S. EPA and Indiana, and
provides funding for the cleanup of release from regulated USTs. ELTF staff review all information
submitted for the release and for the facility where the release occurred to determine if the release is
ELTF eligible. Corrective action includes determining the full nature and extent of contamination and
cleanup when necessary in order to adequately eliminate or control unacceptable risks.

RECENT STATUTORY REVISIONS

The statutes governing the ELTF underwent significant revision during the 2016 legislative session. The
revisions provided clarification of the statutory scheme and allowed broader access to the fund. Six
new definitions were created including “Eligible party” and “Eligible release”, and the concept of
“substantial compliance” has been deleted from the statute. The deductible has been reduced to a flat
$15,000, maximum reimbursement per eligible release was increased from $2 million to $2.5 mitlion
and the maximum payout to any eligible party per fiscal year was raised to $10 million. The revisions
also allow for an independent actuarial study every five years. IDEM staff indicates that the ELTF
Program funding cannot be diverted for other uses and the revenue stream can be adjusted.

Observations

e The claim submittal review process is complicated and time consuming. Staff interviews and
file reviews confirm that the claim submittal review process is extremely labor intensive and
places significant time demands on the ELTF claims processing staff to approve line item labor
rates, labor classifications for various tasks, drilling rates, mileage rates and other specific line
Item unit costs. The ability to adequately verify unit pricing based on the date of performance is
limited by the requirement to have all claim submittals reviewed and a response issued within
60 days of receipt by ELTF. The review process requires claim reviewers to determine allowable
unit rates prescribed in rule with different allowable rates depending on the date the costs
were incurred.

¥ Pinnacle Actuarial Resources, Inc.
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The claims staff performs detailed reviews that are very accurate. Errors in the reimbursement
process were not discovered. Documentation reguirements and approved rates were applied
consistently in reviewed files.

IDEM Technical approval, either by written notice or milestones in the ULCERS database, are
required for Site Characterization Approval, Corrective Action Plan Approval, Corrective Action
Plan Implementation Approval, and No Further Action. Once the necessary technical milestone
is reached, ELTF claims personnel review the approval letters to determine whether the work
conducted matches the work approved when those costs are submitted for reimbursement.

0f 52,091 electronic claim submissions reviewed {dating back to 2012), 65.7 percent were
original expense submissions, 7 percent were eligibility determinations only with no
reimbursable expenses requested, and 27.4 percent were resubmission of previously denied
reimbursement requests. A significant majority of denied expenses are subsequently approved.

The review process may take hours to perform a single claim submittal review, Senior
reviewers, who verify and check the initial claim submittal reviews, have limited ability to
perform their audits or re-reviews based on the time required for the complex process
associated with unit rate verification. Management spends considerable time and resources
attempting to manage workflow of the ELTF claims review staff to comply with required
processing deadlines. The ability of the ELTF technical staff to perform scientific and
engineering technical oversight for the ELFT claims reviewers is diminished by the deadlines and
staff workflow issues.

Of 35 récognized UST funds in the United States, only six funds take longer to pay claims than
Indiana and only two funds had more appeals in 2015. {Association of State and Territorial Solid
Waste Management Officials, Inc., (ASTSWMO) 2015 State Fund Survey)

The ability to submit claims up to three times creates processing backiogs and slows the review
process considerably. Eligible parties have the option of resubmittal (up to two times) of
previously denied costs with clarifications. These resubmittals are subject to the same 60 day
turnaround requirement. ELTF staff indicate that as many as 25 percent of the initial claim
submittals are denied. Denials may be due to minor clerical errors or administrative
information included in the initial eligibility application form or the subseguent application
form, resulting in the entire claim being denied. Approximately 27 percent of all submittals are
resubmittals of previously denied reimbursements. Each denial takes staff time to process and
log, as well as providing the basis for the denial in writing to the applicant. This requires staff
resources that could be used to review other claim submittal documentation requirements.
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Claim review staff must rely on UST regulatory staff to determine if all registration fees have
been paid and if there are other administrative issues which would preclude or limit
reimbursement.

Approximately 20 percent of expenses recently submitted for reimbursement were disallowed
according to ELTF staff. Denials are generally related to improper labor rate categorization,
billing for non-reimbursable items or items not included in guidance and pricing schedules.
Most of these disallowed expenses are eventually reimbursed following resubmittal. The
resources expended by ELTF claims staff to review forms and rate tables to compare to invoiced
amounts based on the date the services were conducted may exceed the ultimate savings
recognized by the reductions in submitted invoices.

The ability of the environmental consulting firm to have the eligibility for reimbursement
assigned from the responsihle party (RP) removes a critical fraud, waste and abuse detection
transaction. The assighment allows the consulting firm to submit claims for costs directly to
ELTF for reimbursement. This unique arrangement tends to remove the RP from the ELTF
process eliminating any oversight of the services performed for the RP. With the assignment,
the consulting firm could benefit from an increase in the scope of work or duration of a project
leaving only the ELTF to approve the increased scope or to verify the activity was necessary. The
elimination of the RP may create an economic incentive if the consultant is able to increase
project scope and cost without having to justify the increase to an interested RP. The
percentage of claims paid to consultants has increased over the years from 16% in 2012 to 80%
in 2015 according to IDEM staff. Although assignments are allowed, the consultant does not
have to accept responsibility for completing the corrective action. The average reimbursement
(paid to date) for ELTF claims is approximately $341,135 per incident {as reported in the
ASTSWMO 2015 State Fund Survey). The average claim amount reported to ASTSWMO has
increased from $191,760 in 2010 to $341,135 in 2015.

There are 35 state UST funds that provide approved financial responsibility coverage for tank
owners. For all other similar UST funds in the United States the average incident claim is
approximately $157,347. (ASTSWMO 2015 State Fund Survey). The ELTF has the third highest
pay out of all similar programs in the United States at 217 percent of the national average.
Reimbursements are 3.16 times greater than similar claims in Ohio, 2.82 times greater than
similar claims in Kentucky, and 1.94 times greater than similar claims in illinois {ASTSWMO 2015
State Fund Survey). No obvious environmental factors exist that would cause Indiana to have
significantly greater corrective action costs than bordering states. For comparison purposes,
the Bureau of Economic Analysis measures Regional Price Parities (RPPs} between the states.
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RPPs measure the differences in the price level of goods and services across the states and are
expressed as a percentage of the overall national price level for each year. The most recent
data indicate that Indiana is 91.4 percent of the national average, yet ELTF claims greatly
exceed the national average. Possible factors causing the excessive claim size include:

o The industrial default contaminant level {IDCL) of 14 parts per billion (PPB) Benzene and
residential default contaminant level {RDCL) of 8.4 PPB Benzene are extremely
aggressive groundwater cleanup standards that are only slightly above federal drinking
water standards or maximum contaminant level MCL's of 5 PPB Benzene. With such
stringent goals, these standards almost always drive remediation as the corrective
action response rather than determining whether there are potential receptors and the
existence of complete pathways to those potential receptors. The conservative
contaminant level goals greatly increase corrective action costs. The use of
Environmental Restrictive Covenants (ERC's) seem to be primarily used after some type
of remedial activities have taken place at a site and as a mechanism to rationalize
classifying a site as No Further Action {NFA) when the IDCL’s and RDCL’s cannot be
effectively reached.

o Recent statutory change has increased the per incident limit to $2.5 million. Indiana
now has the highest per-incident limit of all state funds. Most other UST funds limit
reimbursement to $1 million per incident, which is consistent with federal financial
responsibility requirements. Twenty five of the 35 state funds have $1 million per
incident limits. The higher limit eliminates pressure on the consulting firm to complete
corrective action within the $1 million limit. To date the ELTF has approved payments
exceeding $1 million for 177 incidents, approving nearly $69 million more than would be
allowed with a $1 million per incident limit. The increased per incident limit will cause
the average claim amount to increase in the future.

o Corrective action rules allow numerous laboratory analyses. Reliable characterization
can be obtained with less expensive and fewer standardized analyses. Standard EPA
methods such as 8260, 8020, 8010, and 8240/8270 are some of the most common
analyses used throughout the nation.

o Prior budget approval by ELTF is not required. Competitive bidding is not required,
except when bidding to subcontractors in the corrective action implementation stage
and the scope of services is not controlied by the ELTF. The only cost control tools are
price lists and documentation requirements. Using competitive bids to select the
primary consultant, or bidding of entire aspects of a project such as site assessment,
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free product recovery, and/or implementation and operation & maintenance of
corrective action activities would lead to more competitive pricing. This coupled with
prior budget approval reauirements would likely allow easier cost control for the
program.

Several time consuming documentation requirements add significant review burden without
adding similar value to the reimbursement process. In some instances the potential cost
savings are minor or the expenses are generally reimbursed on the second or third submittal.
Many denied expenses are eventually reimbursed after appeal. Some of the required
documentation does not affect the work product or improve the accuracy of the
reimbhursement process. Examples include:

Chain of custody review for lab samples.

Consultant staff qualification documentation.

Claim application verification after the original application is approved.
Prioritization classification process.

C O ¢ O 0

Reimbursable expense documentation for:
e Hotel rooms

o Meals

e  Miscellaneous minor expenses

There does not appear to be an evaluation of reascnahleness or cost effectiveness of selected
corrective action plans or denial of costs because the work performed was unreasonable or for
lack of cost effective performance as authorized pursuant to 328 IAC 1-3-5.

Ciaim reserves are not established when eligibility is determined or as claims progress.

Subrogation is not pursued against potentially responsible parties including contractors that
may have performed improper installation, maintenance, or repairs of UST systems or against
manufacturers of faulty UST componenits.

Based upon the extremely high corrective action costs associated with each incident, the ELTF
should focus on loss prevention and preventative measures to reduce total program costs. An
example of a cost effective loss prevention strategy is annual tank inspections. Finding and
stopping just one eligible incident per year would save the ELTF more than $340,000. The ELTF
is authorized to pay for expenses of the Department to inspect underground storage tanks.
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Cormments from the envirenmental consulting industvy provided the following ohservations:

e Commenters indicated there appears to be a lack of trust of the environmental consulting
industry by the ELTF staff as noted by staff looking for any reason to deny claims.

o Poor communication between ELTF and consulting industry results in denial of claims based
upon ELTF implementation of changes in procedures or new interpretations impacting ciaims
already submitted, causing resubmittals, delaying payments, and creating additional workload

on consultants and ELTF staff.

e Since ELTF brought claim processing in house, more claims are denied for minor administrative
issues rather than conducting a substantive review of the submittal.

e There are inconsistencies among the different ELTF reviewers.

e Complete denials are issued when partial denials of specific items appear more appropriate.

e Mew claim submission requirements preclude the ability to obtain payment of past expenses
because newly required documentation did not exist and was not required when the expense

was incurred.

e The bifurcation of technical reviews by the ELTF technical staff (now the LUST staff) and ELTF
claims staff created significant delays of up to a year in the claims review process.

e ELTF Technical and ELTF Claims staff is not receptive to corrective action ideas that may reduce
corrective action costs.

e Administrative denials take up to 90 days during which time no technical reviews are
conducted.

o ELTF encourages claim denials by giving reviewers a productivity “credit” for denying claims,

e Commenters expressed concern aver why both paper and CD submittals of claims are required
and why resumes of staff must be included in every submittal.

e Commenters noted that reviewers deny claims for unspecified “site specific decisions” that
cannot be corrected because the issues are not identified.
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Specific labor rates are denied without support as o why the reviewer determined that another
fabor rate would be more appropriate for the specified task.

The existing per diem rate of $26 per day is not adequate and has not been adjusted similar to
mileage rates.

it was noted that reviewers will deny overnight expenses even if those expenses are less than
the cost of remobilization.

Commenters expressed concern over the burden of submitting time sheets based upon the
past practices of a few consultants that overbilled the ELT,

Delayed payments from ELTF for costly capital expenditures, increases the burden and expense
for consultants.

Suggestions from the environmental consultants include:

A request for more consistent, proactive communication from the ELTF review staff prior to
changes in policy or new interpretations.

Contact the consultant to ask for missing or incomplete documents, or to correct documents
with minor errors, rather than deny an entire claim and require a resubmittal.

Implement a “triage,” “administrative review” or “QA/QC” process to review a claim quickly to
make sure it is complete and appropriate from an administrative/procedural perspective. This

would expedite the overall claims process.

Request direct communication with the project manager when a claim or portion of a claim is
denied.

Publish an organizational chart so consultants can understand ELTF’s internal structure.,
More predictability, calibration and consistency relating to the claims review process.

Inclusion of fees for preparing claim submittals to address the added expenses associated with
new claim documentation and submittal requirements.

Better and more formal communication between the ELTF and the consulting industry including
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additional “consultant days”.

e There was some support for a pre-budget approval process similar to that used in the
Brownfields LUST program.

e Establish an FTP site to upload the data directly to IDEM to eliminate the submittal of CD and
paper copies of claims.

Commments from LUST site owners provided the following observations:

e Concern over the fime required to be reimbursed based upon the submission and resubmission
requirements that sometimes cause delays of up to six years.

e (oncern over nine month time frame to receive notice of a denial.
e Concern over complete denial of claims over administrative issues.

e Concern over detailed denials of small items such as padlocks or supplies rather than focusing
on the big picture.

e Some owners indicated that claims in other states are processed quicker, and require iess
documentation.

e Concern that the overall time to reach closure and obtain a “No Further Action” {NFA) letter is
too long.

e Other states pay consultants directly.

e Owners indicated that they felt getting concurrence on scopes of work from the LUST technical
staff was problematic and led to delays in claims processing.

e Most owners support the ability to assign claims to consultants because small owners do not
have the ability o finance the expenses while waiting for claims to be paid and many may not

be able to properly manage and comply with the claims submittal process.

e Believe that six months delay in approving a scope of work is too long.
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Suggestions from owners/operators include:

 Most commenters believe the claims process could be improved and claims could he processed
more timely if there was better communication between the ELTF, the consultants and the site

owners.

Analysis of Brownfield LUST Program

The Indiana Brownfields Program addresses corrective action at petroleum contaminated properties
that qualify for treatment as a Brownfield. The corrective action activities are nearly identical to the
activities that are reimbursable under the ELTF; however the average cost of corrective action at a
Brownfield LUST site is less than half of the cost of corrective action at ELTF eligible sites and routinely
includes tank removal costs that are not reimbursed under the ELTF program. We evaluated the
Brownfields LUST program to determine differences between it and the ELTF program that may
provide insight into the project cost differences between the programs.

Pinnacle held a conference call with Julie Lang former Deputy Assistant Commissioner of tanks, Amy
Smith Deputy Assistant Commissioner of tanks, Andrea Robertson (Brownfields Technical Staff
Coordinator} and Meredith Gramalspacher (Brownfields Director & General Counsel) to discuss how
the Brownfields group handles their LUST claims as a comparison to the ELTF Program. The following
ohservations were noted: ‘

e The Brownfield LUST program has a list of pre-qualified consultants that are authorized to bid
on the scope of work at Brownfield sites.

e Projects are bid based upon project manager generated scopes of work.
e Time and material reimbursements are generally not necessary.

e Project managers establish the scope of work, make regulatory decisions and manage change
orders.

e The Brownfields program has limited funding and staff resources which may place an emphasis
on efficient and cost effective solutions.

e The Brownfields Program utilizes the Indiana Department of Environmental Management IDEM
Remediation Closure Guide (RCG) formerly the Risk Integrated System of Closure (RISC)
guidance, which is designed to provide consistent application of risk-based closure policies by
IDEM and provides flexihility to achieve a balance between environmental protection and
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economic development. Applying RCG allows the opportunity for an Indiana Brownfields
Program site to achieve closure or make a seamless transition to or from IDEM remediation
programs.

e  While hoth programs allow Environmental Restrictive Covenants to close sites based upon less
conservative action levels, it appears that corrective action goals hased upon ERCs are
examined early in the process on Brownfields LUST cases, while the less conservative action
levels are not considered until after corrective action has stalled or has become prohibitively
expensive under the ELTF program.

e The Brownfields program is able to achieve closure with small amounts of residual free product
remaining while all ELTF sites continue with corrective action until there is no free product
remaining.

e The Brownfields technical staff generally does not rely on Science Services for technical
assistance.

e The Brownfields program uses a consistent, integrated approach of project management with
one technical staff and one financial staff handling all duties on one site until the completion of
the corrective action activities.

e There are less statutory and rule constraints on the Brownfields invoice reimbursement
process.

e Brownfield project managers are trained and educated scientists focused on completing
projects rather than complying with reimbursement criteria.

¢ Brownfield project managers generally do not have to coordinate with responsible parties
when approving corrective action plans or deciding to utilize restrictive covenants.

Based upon comparisons of the programs, it appears that the following are key factors in the
efficiency, cost effectiveness and success of the Brownfields program:

e Implementation of competitive bidding of complete projects {not just small portions of
projects) with prior approval of budgets and elimination of the time and material activities.

o Use of Environmental Restrictive Covenanis when determining the scope of required corrective
action.
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e Dedicated project manager able to approve budgets and establish closure goals.

e Elimination of burdensome reimbursement documentation.

Forms Use and Review
The following forms were identified, reviewed and their use evaluated:

e [nitial incident Report Form 54487
e Excess Liability Trust Fund Eligibility Application, State Form 55459
e Excess Liability Trust Fund Application, Form # 47135
o Invoice Summary
o Submission Pay Request
o Affidavit Regarding Payment of Costs
e Cost Review Summary
e Claim Summary
e ELTF Ciaim Preparation QC Checklist
e ELTF Program Claim QC Checklist
e Site Characterization for Prioritization of Claims Form 51920
e Scope of Work Form 51955

UST initial Incident Report, State Form 54487

The Initia! Incident Report Form 54487 is the primary document that generates an incident file for the
IDEM and forms the basis for IDEM to require further investigation into an incident. It contains the
details of the release and administrative information about the responsible party, contact information
and facility address. It contains specific information regarding the UST systems in use at the site, the
UST system that is the source of the release, date of discovery and report date. It asks the applicant to
provide information about knowledge of the release, the source of the release, and the cause of the
release. The form asks for further information regarding affected areas, priority factors and additional
site information. This form has historically been received by the LUST department to set up an incident
file.
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Although this form is not utilized by the ELTF claims processing area, our review indicates that this
form provides useful information for the department; however, some of the information reguested
would he unknown at the time of reporting. It is acknowledged that this form may be partially
completed by applicants initially and supplemented by IDEM staff so the Incident Priority Information
can he logged by LUST staff. This form seems to be appropriate in its current form.

Excess Liability Trust Fund Eligibility Application, State Form 55459

This form is used for initial eligibility determination. It includes applicant information, site information,
UST tank fee payment information, incident reporting information, initial site characterization (ISC)
information and UST regulatory compliance information. This form is used consistently and provides
the data necessary for an eligibility determination based on the applicant and the status of the tank
system with respect to fees and regulatory compliance.

Excess Liability Trust Fund Application, Form # 47139 (Claims payment application)

This form must accompany all reimbursement requests. It includes applicant information, site
information and detailed information on the reimbursement request. The applicant must confirm the
most recent technical determination of the incident, sign the application, include an executed affidavit
regarding payment of costs (form is included) and provide a detailed invoice summary for all costs in
the request, including the name of the vendor, invoice number, invoice date, invoice amount,
requested amount, proof of payment, use of a dropdown list for description of the line item,
explanation of the task performed, number of units, unit description, unit cost, tax and markup, all
divided by new submittals and resubmittals. Itis utilized by the ELTF staff to determine eligibility for
specific invoice items,

This form is required on all claims submissions. Sections 1 & 2 relate to the applicant and the site and
are redundant with data submitted with Form 55459 and all previous claim payment applications.
Entire submittals are denied if data is improperly entered on this form.

The application includes three forms required for submission: the Invoice Summary, Subsequent Pay
Request and Affidavit Regarding Payment of Costs.

e The Invoice Summary is submitted with each application providing listing of invoices being

submitted for reimbursement by vendor name, invoice number, invoice date and amount. &
also includes a proof of payment column that is typically satisfied by providing an affidavit
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signed by the applicant attesting to the costs being paid before submitting the claim. Invoices
must be separated between subsequent claims and resubmittal claims.

The Subsequent Pay Reguest separates into specific line items with required descriptions, tasks
performed, units, type of unit, unit cost, mark up and taxes. Each page of the listing is tracked
by invoice number, incident number, name of applicant and name of vendor. These requests
are numbered sequentially.

e The Affidavit Regarding Payment of Costs must be executed with every Subsequent Pay

Request indicating that all costs submitted were incurred, proof of payment will be maintained
on file, and no credits, rebates, refunds or other payments have been made to the applicant. It
also includes the applicant contact information.

The application includes six pages of instructions outlining specific items of information the ELTF
Program needs and listing the requirements for claim submissions and associated backup
documentation. The length and complexity of the instructions implies the preciseness required by the
ELTF. This form appears difficuit to accurately and fully complete, especially by an owner or operator
that does not have significant experience in petroleum remediation. Much of the data required by this
form would become obsolete if task-based, prior approval were required.

Internal ELTF Forims

L]

The Cost Review Summary is created by ELTF staff to track all line items submitted for
nayment, identifying the amount disallowed, total approved and reason for disallowed costs.
This form tracks the site name, ELTF number, facility ID number, invoice line item number,
resubmission number, vendor, invoice number, amount requested, amount disallowed and
total approved. Itis included in every claim approval or denial.

The Claim Summary is created by ELTF staff to track eligibility data for each incident. The form
tracks the incident number, ELTF number, claim number, facility ID number, date the claim was
received, claim type, previous assighed ELTF staff, target date, tank fees paid (by percent),
eligibility status, site name, site address, release reporting data including incident numbers,
priority, responsible technical staff, milestones and date approved, and claim deductible
amount. This data is necessary to process payments and should be available in the database at
all times.
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The ELTF Claim Prepavation QC Checklist is an internal form utilized by administrative staff for
initial claim file set up and to track various dates on which functions of the claims review
process are completed. All parties handling the claim submission are required to initial and date
the form when their respective function in the process has been completed. Because of the
necessity to allocate workload among claims reviewers in an eguitable manner and to comply
with the turnaround requirement for all claims submissions, this document does have value in
the current claim processing scheme. However if a more task based, competitive bid process
would be undertaken by the program, this form may be able to be consolidated with other
forms.

The ELTF Program Claim QC Checklist is an internal form that tracks administrative
requirements for contacts and notices, including claim information, decision letter, cost review
summaries, general layout, ULCERS information, signatures, and trigger dates associated with
technical reviews. This seems to be a redundant form considering the ELTF Claims Checklist
form above addresses many of the same factors. This form has more details to be checked and
rechecked by the claims reviewer, peer reviewer (when that process was utilized, it had been
suspended at the time of our interviews), and senior reviewer to ensure that all items have
heen checked and reviewers have approved with their sighatures. Administrative issues could
he tracked electronically to become more streamlined while still satisfying the documentation
needs of the program.

Site Characterization for Prioritization of Claims, State Form 51520

This form is required to be submitted before a claim can be processed. Data for the prioritization
comes from the Initial Site Characterization Report, Further Site Investigation Report or other technical
corrective action or site assessment activities. Although a prioritization score is required for
reimbursement, all categories are eligible for immediate payment.

Scope of Work, State Forin 51955

This ELTF form is required to be included for all proposed corrective actions submitted after September
28, 2004. Item 1 of the instructions states:

This form must be included for all proposed corrective actions submitted after September 29,
2004, [328 1AC 1-3-3{a)(1}] and should be included with technical documents related to the
below referenced phases. {emphasis in original}
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Consistent use of this form would allow the ELTF to approve or disapprove activities at each incident
site and to affect the scope of work before costs are incurred. There are no cost estimates required in
this form. The addition of cost estimates associated with proposed scope of work would be beneficial.
Prior approval of both scope and costs would eliminate the need for the detailed analysis and rate
comparison reguired with Forim 47139, the Invoice Summary, Subsequent Pay Request and the
Affidavit Regarding Payment of Costs. This form is not consistently used and is not required by ELTF.
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Recormmendations

e Eligibility determinations should be completed for initial eligibility. Future eligibility should be
reviewed only if a change in status has been submitted. This will reduce redundant eligibility
reviews.

e Registration fees and administrative issues should be maintained in a database that can be
accessed by claim administration staff to eliminate the delay caused by requesting
reimbursement eligibility determination by UST regulatory staff.

e Database submittal of reimbursement requests should be required with a database that will
limit specific line items at the time of input. This will eliminate comparisons to rate tables based
on the date the service was performed and will eliminate multiple submissions of the same
expenses for reimbursement.

e The utilization of a Web-based claims application with the ability to include necessary
documentation and provide invoicing and documentation on a standardized basis would reduce
disallowed costs, increase the accuracy of applications and reduce improperly entered rates.

¢ Documentation for smaller line item expenses can be eliminated through the use of per task
fees and per diem rates that will not require copies of invoices.

e Reserves should be established and tracked for every eligible incident to assist in cash flow
management.

e All corrective action services and reimbursement requests should be evaluated to determine
whether the performance is reasonable and cost effective.

e Subrogation should be pursued against potentially responsible parties.
e lLoss prevention activities designed to reduce releases should be a priority.

e Claim review deadlines create bottlenecks and unnecessary disallowed determinations for costs
that are eventually reimbursed after receipt of appropriate documentation. Immediate,
informal requests for additional documentation by ELTF reviewers to applicants (via phone or
email) to support submitted cosis before disallowing the costs could streamline the data review
process and eliminate disallowed costs that require additional ELTF workload to review the
resubmittal of the disallowed costs,

e Chain of custody for specific lab analysis should be documented by the laboratory and not be
required to be rechecked by ELTF staff.

e Limit lab analysis to a limited number of standardized, cost effective methods created
specifically for petroleum constituents.
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If prioritization is not required, do not perform prioritization evaluation.
Require consistent use of Scope of Work, Form 51955, or a similar form, for all future activities.

Require competitive bidding for all phases of corrective action, including site characterization,
corrective action plans, corrective action implementation, free product recovery and long term
monitoring.

Require task-based prior approval of all expenses. This will eliminate reimbursement tasks
associated with form and rate table compliance.

Discontinue the ability of consultants to submit reimbursement requests on a time and material
basis except in limited, pre-approved circumstances.

Tie assignment of eligibility for reimbursement to acceptance of accountability as the
responsible party.

Limit eligibility to $1 million per claim.

Implement risk based corrective action standards that take into consideration potential
receptors, and exposure pathways.

Consider the use of Environmental Restrictive Covenants and other risk based solutions early in
the project before designing and implementing active corrective action plans.

Increase loss contro! efforts to reduce the overall frequency and severity of incidents eligible for
reimbursement.

Encourage the ELTF review staff, LUST staff and the consultant to work cooperati\/ely to focus
efforts on determining reasonable project scopes of work in advance of implementation.

Encourage open communication between ELTF staff and consultants to address administrative
or technical issues to reduce denials and subseguent resubmittal applications.

Where possible, assign the same ELTF and LUST reviewers throughout the lifetime of the
project.
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Distribution & Use

This study has been conducted at the request of indiana Department of Environment officials. The
report has been prepared so that our assumptions and judgments are documented. Judgments about
the conclusions drawn in this report should be made only after considering the report in its entirety.
We remain available to answer any questions that may arise regarding this report. We assume that the
user of this report will seek such explanation on any matter in question.

Reliances & Limitation

We have prepared this report in conformity with its intended use by persons technically competent in
the areas addressed and for the stated purposes only. Judgments as to conclusions, methods, and data
contained in this report should be made only after studying the report in its entirety. Furthermore, we
are available to explain any matter presented herein.

Throughout our review we have, without audit or verification, relied on historical data and qualitative
information provided by IDEM. We considered this data for consistency among data elements. We
believe the data to be reasonable and accurate. The accuracy of our results is dependent upon the
accuracy and completeness of this underlying data. Therefore, any material discrepancies discovered
in this data by IDEM should be reported to us and this report amended accordingly, if warranted.

There is a limitation upon any estimates of financial impact from adopting any recommendations
contained herein in that there is an inherent uncertainty in how effectively recommendations would be
implemented. Also our projections are subject to a high degree of uncertainty because they require
prediction of future operational, economic, legal, and judicial conditions which are not knowable in
advance. In our judgment, we have employed techniques and assumptions that are appropriate, and
the conclusions presented herein are reasonable, given the information currently available. However,
it should be recognized that future financial resulis will likely deviate, perhaps materially, from our
estimates.

Pinnacle’s report is intended solely for the internal use of IDEM. We understand that IDEM may also
wish to share a copy of this report with other state agencies and legislative bodies. This distribution is
granted on the conditions that the entire report be distributed rather than excerpts and that all
recipients are made aware that Pinnacle is available to answer any questions regarding the report.
Third parties reading this report should recognize that the furnishing of this report is not a substitute
for their own due diligence and should place no reliance on this report or the data contained herein
that would result in the creation of any duty or liability by Pinnacle to the third party. Any further use
or distribution is not authorized without prior written consent of Pinnacle.
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