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Aon Global Risk Consulting ("AGRC") was retained by the PA Underground Storage Tank Indemnification 
Fund Board of Directors ("USTIF" or "Board") to review and evaluate the performance of the Underground 
Storage Tank Indemnification Fund over the 5 year period from 2007 through 2011 as required by the 
Storage Tank and Spill Prevention Act (Act 32 of 1989, 35 P.S. §§ 6021.101 et seq., as amended) (the 
"Act"). The Act requires the Board to review and evaluate the performance of the Underground Storage 
Tank Indemnification Fund and make recommendations to the General Assembly regarding USTIF's 
continuation or termination. 

The scope of this review is to provide relevant information and conclusions that will help the Board 
determine if: 

1. there is adequate funding for the programs 

2. there is duplication of services 

3. there is a demonstrated need for the programs 

4. there would be a negative impact if the fund were dissolved 

5. the fund is providing the benefits as intended when it was conceived 

****** 

Jay Matthew South and Charles Kullmann are members of the American Academy of Actuaries and meet 
the Qualification Standards of the American Academy of Actuaries to render the actuarial opinion 
contained herein. 

We performed this analysis using generally accepted actuarial principles and in accordance with all 
relevant Actuarial Standards of Practice. 

Please contact us if you have any questions regarding this report. 

Respectfully submitted, 

Aon Global Risk Consulting 

~/~~ 
/ Matthew South, FCAS, MAAA 

Associate Director & Actuary 
+1.610.834.2291 
Matthew.South@aon.com 

~I~ 
Charles Kullmann, PtiD, FCAS, MAAA 
Associate Director & Actuary 
+1.610.834.2215 
Charles.Kullmann@aon.com 
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In conducting this analysis, we relied upon the provided data without audit or independent verification; 
however, we reviewed it for reasonableness and consistency. Any inaccuracies in quantitative data or 
qualitative representations could have a significant effect on the results of our review and analysis. 

Use of this report is limited to PA Underground Storage Tank Indemnification Fund for the specific 
purpose described in the Introduction section. Other uses are prohibited without an executed release with 
Aon. 

Distribution by PA Underground Storage Tank Indemnification Fund is unrestricted. We recognize that 
this report will be distributed to third parties including the Pennsylvania legislature. We request that Aon 
be notified of further distribution of this report. The report should only be distributed in its entirety including 
all supporting exhibits. 
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Section 708 of the Act states that, "the Board shall periodically review and evaluate the performance of 
the USTIF, including all programs funded from it, and make recommendations to the General Assembly 
for its continuation or termination every five years." This report covers the five year period from January 
2007 through December 2011 and fulfills the legal I regulatory requirements of the Act. 

The following five objectives were considered during the review: 

1. To determine if there is adequate funding for the programs 

2. To determine if there is duplication of services 

3. To determine if there is a demonstrated need for the programs 

4. To determine if there would be a negative impact if the fund were dissolved 

5. To determine if the fund is providing the benefits as intended when it was conceived 

In carrying out this review, the following resources were relied upon: 

1. USTIF Five-Year Performance Review and Evaluation report dated May 31, 2006 

2. Storage Tank & Spill Prevention Act ("Act 32") 

3. Aon's Actuarial Analysis for the Underground Storage Tank Indemnification Fund and the Tank 
Installers Indemnification Program as of June 30, 2011, dated November 23, 2011 

4. USTIF Annual Reports (2007 through 2011) 

5. USTIF Financial Statements (2007 through 2011) 

6. Memo of Understanding regarding the $100 million loan from USTIF to the General Assembly of 
Pennsylvania and the resulting legislation, including a summary of payments and accrued interest 
through June 2011. 

7. Interviews with the Fund's Board of Directors, including the Deputy Insurance Commissioner of 
Pennsylvania, the Executive Director, and the Board members representing each membership 
area. 

8. Interviews with a random sample of fund participants, both those who have experienced the 
claims handling process as well as those who have not. 

9. Environmental Protection Agency's report, "EPA Study on the Effectiveness of UST Insurance as 
a Financial Responsibility (FR) Mechanism", December 2011. 
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This performance review report is organized as follows: 

1. Background 

2. Financials 

3. Milestones 

4. Stakeholder Survey Summary Statements 

• Board Members 

• Deputy Insurance Commissioner 

• Executive Director 

• Fund Participants 

5. Performance Review Findings 

• Funding Adequacy for Programs 

• Demonstrated Need for the Program 

• Duplication of Services 

• Negative Impacts if the Program Dissolved 

• Benefits Provided by the Program 
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The release of regulated substances stored in underground storage tanks ("UST"s) poses a threat to the 
public health and safety of both the environment and the Commonwealth's citizens. A release is generally 
considered to be any leak, spill, or discharge from USTs into soil or groundwater. 

The U.S. Environmental Protection Agency ("EPA") and the Pennsylvania Department of Environmental 
Protection ("DEP") have issued a number of regulations governing the construction, upgrade, and 
operation of underground storage tanks. These regulations also establish insurance requirements in the 
event that an UST leaks. 

The Storage Tank and Spill Prevention Act, Act 32 of 1989, 35 P. S. §§6021.101 et seq., as amended, 
("Act") created the Underground Storage Tank Indemnification Fund to assist owners and operators in 
meeting the insurance requirement. Section 708 of the Act states that, "the Board shall periodically review 
and evaluate the performance of the USTIF, including all programs funded from it, and make 
recommendations to the General Assembly for its continuation or termination every five years." 

The Fund makes claim payments to eligible UST owners or operators for damages caused by a UST 
release. To be eligible, the release must have occurred on or after February 1, 1994. There are other 
eligibility requirements. The USTIF indemnifies tank owners for third party liability that may occur when 
the release from a tank has injured another person or that person's property. Claim payments to eligible 
owners or operators shall be limited to the actual costs of corrective action and third party liability. 
Payments shall not exceed an annual aggregate limit of $1.5 million for each owner and operator. The per 
occurrence limit is set at $1.5 million. Claims are subject to a deductible of $5,000 per tank. The Fund is 
administered by the Pennsylvania Insurance Department. 

Section 703 of the Act established USTIF's Board of Directors. The Board, whose members are 
knowledgeable on insurance and storage tank issues, provides policy guidance to USTIF. The Board 
consists of 9 active members representing the organizations listed below. Note that the MATSO 
organization was dissolved in December 2006 and its seat was relinquished. 

Members appointed by the Governor 

1. Associated Petroleum Industries of PA 

2. Alliance of Automotive Service Providers of PA 

3. Public Member 

4. PA Petroleum Association 

5. PA Farm Bureau, PA State Grange, PA Farmers Union 

6. Tank Installers of PA 

7. Local Government Knowledgeable About Storage Tanks 

8. Middle Atlantic Truck Stop Operators (MATSO) - DISSOLVED 

Two Ex-Officio Members 

9. Department of Environmental Protection, Ex-Officio Member 

10. PA Insurance Department, Ex-Officio Member 

The Executive Director of USTIF 
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Over the past 5 years USTIF's fee income has been relatively flat at roughly $60 million per year, but was 
negatively affected by the aftermath of the financial crisis of 2008; fuel consumption tends to decrease as 
the economy slows. In contrast, claim payments have decreased significantly each year from $65.3 
million in 2007 to $40.7 million in 2011, which represents a 38% decrease overall and a 9.0% decrease 
per year. DEP allocations have roughly doubled over the period from $2.6 million in 2007 to $5.4 million in 
2011. 

Significant USTIF Financial Amounts: CY 2007-2011 

Claim DEP 

Year Fee Income Payments Allocations 

2007 61,300,000 {65,300,000) (2,550,000) 

2008 59,200,000 (63,000,000) (2,500,000) 
2009 59,000,000 (55,300,000) (5,350,000) 

2010 61,600,000 (49,800,000) (6,625,000) 

2011 59,100,000 ( 40, 700,000) (5,375,000) 

Total 300,200,000 (274,100,000) (22,400,000) 

The table above does not reflect investment income as this item was only available on a fiscal year basis 
(July 1 through June 30). Over the 5 year period, investment income, including unrealized gains, has 
varied significantly, ($7.0) million to $14.0 million per year, due to turbulent investment market conditions. 

As of June 30, 2011, USTIF had cash and invested assets of $131. 7 million, excluding the $67.5 million 
of principal and the approximately $13.8 million of accrued interest related to the outstanding loan to the 
general fund. USTIF had total assets of $212.9 million, including those amounts related to the general 
fund loan. USTIF's total liabilities as of June 30, 2011 were $482.8 million on an undiscounted basis, of 
which $471.8 million were related to unpaid loss and allocated loss adjustment expense; $144.7 million 
were case reserves and $327 .1 million were incurred but not reported unpaid claim estimates. USTIF's 
liabilities exceeded its assets by ($269.9) million, implying an unfunded liability. 

USTIF has been in an overall deficit position during the entire 5 year review period. However, as the table 
below shows, the deficit position has been steadily improving over the period, decreasing from ($374) 
million in June 30, 2007 to the $(270) million at June 30, 2011. The improvement is due in part to a 
number of cost control initiatives undertaken by USTIF such as joining with the DEP to target older open 
claims and expanding the use of competitively bid contracts, including pay for performance and fixed 
price contracts. To the extent that these initiatives reduce claim costs for open cases, the actuarially 
estimated unpaid claim amounts will also tend to decrease. It should be emphasized that the unfunded 
liability does not reflect any future investment income likely to be generated by USTIF's assets and may 
therefore represent a somewhat conservative view. 
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Unfunded Liability 

FY 2007-2011 

Fiscal 

Year 

2007 

2008 

Unfunded 

Liability 

374,000,000 

318,000,000 

2009 309,000,000 

2010 294,000,000 

2011 270,000,000 

USTIF's asset base plus future fee income will be used to pay claim costs as they come due. The overall 
deficit position of the fund implies that the fund will eventually deplete its asset base and enter a negative 
cash flow position, although this is not expected to occur for roughly 15 years based on the June 30, 2011 
Aon report and assuming the general fund loan plus accrued interest is paid back in 2014. The Board's 
policy, adopted September 2003, of maintaining a positive cash balance for a minimum of 5 years would 
imply a change in the fee structure would not be necessary for the next 10 years under this scenario. 

p 
Over the 5 year review period, TllP fee income has fluctuated around $300 thousand per year and totaled 
approximately $1.5 million. During that timeframe, 6 claims were reported, 5 of which were still open or 
being appealed as of June 30, 2011. The reported loss and paid allocated loss adjustment expense as of 
June 30, 2011 related to the 6 reported claims is $886 thousand indicating an operating surplus over the 
review period. 

TllP Financial Amounts 

CY 2007-2011 

Year Fee Income 

2007 291,485 

2008 334,656 

2009 299,980 

2010 294,431 

2011 284,250 

Total 1,504,802 

During the review period, USTIF has allocated the amounts shown in the table below to the Department 
of Environmental Protection. The DEP uses these allocations to pay pollution protection, environmental 
and catastrophic cleanup, and investigative and closure costs. 
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Year 

2007 

2008 

2009 

2010 

2011 

Total 

Utilized 

Remaining 

Department of Environmental Protection Allocations 

2007-2011 

Base Pump & Catastrophic Investigation & 
Allocation f!!!g Release Closure Costs 

200,000 325,000 500,000 1,525,000 

750,000 175,000 100,000 1,475,000 

2,525,000 75,000 725,000 2,025,000 

3,000,000 400,000 3,225,000 

3,200,000 400,000 1,775,000 

9,675,000 575,000 2,125,000 10,025,000 

(6,698,002) (60,357) (1,963,923) (8,078,382) 

2,976,998 514,643 161,077 1,946,618 

& 

Total 

Allocation 

2,550,000 

2,500,000 

5,350,000 

6,625,000 

5,375,000 

22,400,000 

(16,800,664) 

5,599,336 

The general fund loan's principal payment and accrued interest balance over the 5-year review period is 
shown in the following table. No principal payments have been received by USTIF since FY 2008/09. 
Also, please note that the FY 2007/08 accrued interest balance is overstated as explained in the footnote 
of the table. 

$100 Million General Fund Loan from USTIF 

Accrued 
Principal Principal Interest Total 

Fiscal Repayments Balance 0/5 Balance Outstanding 
Year Date Date 

FY07-08 10/15/07 $ 6,000,000 $ 70,500,000 "'6130108 $ 29,412,949 * $ 99,912,949 
FY08-09 10/15/08 $ 8,000,000 $ 62,500,000 

03/13/09 $ (5,000,000) $ 67,500,000 t/30/09 $ 13,418,930 $ 80,918,930 
FY09-10 06/30/10 $ - $ 67,500,000 t/30/10 $ 13,618,518 $ 81,118,518 
FY10-11 06/30/11 $ - $ 67,500,000 "'6/30/11 $ 13,795,450 $ 81,295,450 
FY11-12 06/30/12 $ - $ 67,500,000 "'6/30/12 $ 13,968,481 $ 81,468,481 

Total/Balance $ 32,500,000 $ 67,500,000 $ 13,968,481 $ 81,468,481 

Note: *Note - For these periods the incorrect Treasury Fund (Fund 098) was used to calculate 
loan interest. 
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The Tank Upgrade Loan Program provided 10-year low interest loans funded by USTIF and administered 
by the Department of Community and Economic Development (DCED). The loans were made available to 
assist owners of regulated underground storage tanks in upgrading their systems to meet EPA upgrade 
requirements. The program has not accepted loan applications during the 5-year period under review; the 
following table summarizes the program's loans during this time. 

Year 

2007 

2008 

2009 

2010 

2011 

Loaned 

Loans Since 

Tank Upgrade Loan Program 

2007-2011 

Loans Loans Loans in Loan 
Approved Inception Paid in Full Written off Repayment Receivable 

97 8,420,593 25 72 1,547,981 

97 8,420,593 51 46 997,570 
97 8,420,593 70 4 23 86,664 
97 8,420,593 83 
97 8,420,593 83 

Loans 

90+ Days Total 

Delinguent Delinguent 

14 713,985 

15 634,985 

14 628,444 

14 622,591 

Operating results for the Voluntary Heating Oil Tank Program are problematic to compile as the 
underlying claims are not separately identified in the loss runs supplied to Aon for their annual actuarial 
analysis. Therefore, claim costs are included as a part of the USTIF analysis and are not separately 
identifiable. However, the number of tanks covered during each of the five years, the number of newly 
filed claims and the change in incurred loss is shown in the following table. 

Year 

2007 

2008 

2009 

2010 

2011 

Voluntary Heating Oil 

Program 
CY 2007-2011 

Tanks Claims Incurred 

Covered Filed Loss Change 

1,454 6 -100,293 

1,454 6 1,531,543 

1,349 8 1,529,200 

1,278 3 416,728 

1,227 3 1,587,702 

Prepared for: PA Underground Storage Tank Indemnification Fund 

Aon Risk Solutions I Global Risk Consulting I Actuarial and Analytics 

9 



AON 

This section highlights the accomplishments during the past five years in the areas of program 
management and administration. 

The number of sites closed per year has decreased over the five year review period from approximately 
170 to 140. However, the number of pending claims at the end of each year has also decreased, from 
approximately 1,630 to 1480, due to a slowdown in new claims. Newly reported claims fell from 184 
during 2007 to 156 during 201 O; however, this trend reversed in 2011 during which 187 new claims were 
reported. 

Over the five year period, the unfunded liability decreased steadily from $374 million to $270 million, a 
28% reduction. 

2008 Enhanced claims system to track Third Party Reviewer assignments 

2011 Evaluation of several options to replace Statement Billing and Claim Support System 
("SBACCS"). Replacement of the system will occur via the request for proposal process. 

2008 Competitive bidding process was expanded and formalized. 

2009 Continued expansion of the use of competitive bidding, resulting in more than 10% of 
total claim reserves falling under fixed price contracts by the end of the year. 

Replaced hardcopy mailings regarding competitive bidding with web-based 
announcements and placed additional information on bid sites online. 

2010 To date 171 separate competitive bidding situations have taken place. At year end, 461 
sites were under some form of fixed price contract with an aggregate value of $50.6 
million, representing approximately a third of all open claim reserves. 

2011 To date 228 separate competitive bidding situations have taken place. At year end, 248 
sites were under some form of fixed price contract with an aggregate value of $46.4 
million, representing approximately a third of all open claim reserves. 

2008 USTIF developed and implemented a Work Plan for consulting firms. 
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2010 Investment committee adopted revised and updated investment guidelines. 

2011 Pursuant to independent consultant's report identifying shortcomings in gallon fee 
reporting requirements, Board formed a working group to develop revised procedures. 
Outline for revised fee reporting procedures adopted at September Board meeting. 

2008 Initiated conversion to paperless workflow environment. 

2009 Implemented paperless workflow environment. 
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Part of Aon's performance review consisted of interviewing USTIF stakeholders via surveys. Two surveys 
were prepared, one for the Board and Executive Director and a second tailored to the Fund's participants, 
both those with claims and those without. These surveys were intended to gain insights into stakeholders' 
views regarding USTIF and the performance objectives. 

Survey responses from each stakeholder group are summarized below. The detailed responses can be 
found in Appendix B and Appendix A documents the specific questions posed in each survey. 

Currently 5 of 8 members have responded, including the DEP Ex-Officio member. 

1. Adequate Funding 

While the majority felt there is currently adequate funding, over half expressed concern that some 
programs might not have adequate funding in the future. All but one respondent was pessimistic 
that the $100 million loan to the General Assembly would be repaid on time and in full. Over half 
felt USTIF likely has not collected all throughput related fees it is due, given the honor system 
employed in the collection process and the resulting difficulty of verifying the fee amounts. The 
majority indicated the current fee structure did not need to be altered. No respondent favored 
altering limits and/or deductibles as a means of addressing the unfunded liability. 

2. Duplication of Services 

No respondents felt there is any duplication of services. 

3. Demonstrated Need for Programs 

All respondents indicated there is a demonstrated need for the program and none felt that other 
possible methods of demonstrating financial responsibility would work as well as USTIF. 

4. Negative Impacts from Dissolution 

All respondents indicated there would be negative impacts were USTIF to be dissolved. Reasons 
given ranged from possible lack of coverage availability or unaffordable coverage, to significant 
additional costs related to a statutory I regulatory change, to Participants assuming unforeseen 
liability or clean up costs. 

5. Providing Benefits as Intended 

All respondents felt that USTIF is providing the benefits intended when it was conceived. 
Everyone indicated USTIF has served Participants very well. It was also pointed out that PA 
exceeds the EPA's national program goal for the percentage of cleanups completed. Some 
concern was expressed about possible waste during the investigation and cleanup process; 
however, the competitive bidding process was cited as helping to control costs. There was 
consensus that eligible leaks are addressed in a timely manner. Concern was expressed by half 
of the respondents regarding cleanup requirements being set too stringently or not being applied 
consistently by region. All respondents felt the limits and deductibles provided adequate coverage 
for claimants. 
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1. Adequate Funding 

Respondent felt there was currently adequate funding, was not concerned that some programs 
might not have adequate funding in the future, but indicated that Board would need to develop a 
plan to address the long-term needs of the program. Respondent indicated that current voluntary 
compliance system used for throughput fee collection needs to be updated to allow USTIF to 
monitor such payments. In addition, it was felt that the Board needs to develop a plan to address 
the long-term shortfall, part of which might involve adjusting limits and/or deductibles. 

2. Duplication of Services 

Did not feel there is any duplication of services. 

3. Demonstrated Need for Programs 

Indicated there is a demonstrated need for the program. If USTIF ceased to exist, any of the 
alternative methods of demonstrating financial responsibility would satisfy the federal 
requirement. 

4. Negative Impacts from Dissolution 

There would be negative impacts if USTIF were dissolved, including tank owner liability and 
cleanup costs for past incidents while simultaneously purchasing post dissolution coverage. 

5. Providing Benefits as Intended 

Respondent felt USTIF is providing the benefits intended when it was conceived. USTIF seen as 
efficient and effective; insurance department seldom receives complaints regarding untimely 
remediation response. Limits and deductibles provided adequate coverage for claimants. 

1. Adequate Funding 

Respondent felt there is currently adequate funding, but expressed concern some programs 
might not have adequate funding in about 13 years. The steady decrease in the indicated 
unfunded liability over the past five years was cited as a positive. Concern was expressed that 
the $100 million loan to the General Assembly would not be repaid on time and in full, given 
current state budget constraints. Respondent felt USTIF likely has not collected all throughput 
related fees it is due (perhaps as much as 5%), given honor system employed in the collection 
process and resulting verification difficulties. The respondent indicated that the current fee 
structure does not need to be altered, given the current cash balance. Respondent does not favor 
altering limits and/or deductibles as a means of addressing the unfunded liability. 

2. Duplication of Services 

Respondent indicated there was no duplication of services. 

3. Demonstrated Need for Programs 
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Respondent indicated there is a demonstrated need for the program and did not feel that other 
possible methods of demonstrating financial responsibility would work as efficiently or effectively 
as USTIF. 

4. Negative Impacts from Dissolution 

Respondent indicated there would be negative impacts were USTIF to be dissolved. USTIF's 
mandatory participation was cited as eliminating many of the problems associated with alternative 
forms of demonstrating financial responsibility. Specific negative impacts cited included possible 
high cost of coverage, coverage which is unaffordable, coverage disputes with carriers, and 
slowness of claims payment. 

5. Providing Benefits as Intended 

Respondent felt that USTIF is providing the benefits intended when it was conceived. USTIF has 
served Participants and the Commonwealth very well. Leaks are addressed in a timely manner 
due in part to the implementation of competitive bidding and the requirement that tank owners' 
consultants file a work plan early in the process. Limits and deductibles were seen as adequate. 
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The 12 fund participant survey responses are not sufficient to form the basis of a statistically robust 
sample; however, they do provide useful insights into how USTIF is perceived. 

1. Understanding of EPA Regulations 

Understanding of EPA Regulations was deemed to be either average (3) or good (2) by all 
respondents. Interestingly, those who filed claims felt their understanding was lower than those 
without claims. 

5~----·-------------------------~--~-~-~----------

4 

2 

0 

(1 =Expert Understanding, 5=No Understanding) 

2. USTIF Fees Reasonable 

Respondents who filed claims were more satisfied that USTIF fees are reasonable given the 
coverage provided; 100% of Very Satisfied responses came from claimants and no one in this 
group was less than Satisfied. 

3. Improvement of Fee Collection Process 

The following suggestions were made to improve USTIF's fee collection process: 
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i. Provide biannual summary sheets, listing which tanks are paid, the most recent payment 

date, upcoming balance due etc. 

ii. Allow for electronic submittal. 

iii. Include the cost of the 3 year inspections within the fees. 

iv. Allow more time between issuing invoices and the due date. Respondent indicated they 
had roughly two weeks in which to pay. 

v. Remind fuel companies that exemption from sales tax does not imply exemption from 
USTIF fees. 

4. Alternative Methods of Demonstrating Financial Responsibility 

All respondents indicated they preferred USTIF to any of the alternatives for demonstrating 
financial responsibility. 

5. The following questions were asked only of those who indicated they had filed a claim. 

i. Entire Process (Claims Handling, Cleanup, & Payment of 3rd Party Liability Claims) 

ii. Cleanup Work Performed 
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iii. Timeliness: Completion of Cleanup 

6 

4 

2 

iv. What Claimants Liked Most About the Claim Process 

• Claim representatives were very helpful. 

• Having direct access and direct communication with USTIF claim adjusters. 

• Process was quick and efficient. 

• Everything was paid. 

• "That it was there." 

v. What Claimants Liked Least About the Claim Process 

• The large volume of paperwork. 

• Some of the information requested in support of the claim request was excessive 
(a minor inconvenience). 

• It felt like the coordination between USTIF and DEP was not the best. 

• Thought USTIF overpaid for the services. 

• It appeared as though there was no concern for the cost involved 

• Bureaucratic & slow moving 

vi. How can USTIF Improve the Claim Process? 

• Connect to DEP more. Be aware that some tank owners may want the cleanup to 
conform to higher standards than others, i.e. the statewide standard versus site 
specific. All should be encouraged to meet the statewide health standard. 

• Allow claimants more control of the contractors. 

• Supervise the cost of claims in order to lower premiums. 

• Implement a standardized "fill in the blanks" online claim form. 

• Have a sense of urgency and educate the claimant ASAP. 
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6. Value of USTIF Service to Public 

Those who have filed claims place a higher value on USTIF's services than those who have 
never had a claim. Claimants regarded the service provided by USTIF to the public as either 
Above Average or Very Valuable. 

4 
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As discussed earlier, the fund's cash and invested assets totaled $131.6 million as of as of June 30, 
2011. The fund carries a receivable on its balance sheet of $67.5 million representing the principal 
remaining on the $100 million general fund loan. A further receivable of $13.8 million represents the 
accumulated unpaid interest on the general fund loan. Total assets were therefore $212.9 million. 

USTIF collects fees based both on a flat charge per owned tank as well as a flat per gallon throughput 
charge. Assuming the number of tanks and gallons sold remain constant, the annual fees collected will 
also remain flat. In contrast, cleanup costs tend to increase over time due to general economic inflation, in 
the absence of cost containment efforts. Eventually, cleanup costs are expected to exceed the fees 
collected and USTIF will be forced to draw on its assets to cover the difference. 

During September 2003, the Board established a fee setting objective requiring the Fund maintain 
positive Cash and Invested Assets for a prospective period of at least five years. The deficit situation and 
its long term impact is monitored and discussed by the Board at least annually; the Board requests that its 
actuaries model both the deficit as well as a number of possible solutions as part of the annual actuarial 
report. According to the June 30, 2011 actuarial report, assuming the general fund loan is repaid in full in 
2014, the five year positive Cash and Invested Asset objective would be breached around 2022 and 
USTIF's Cash and Invested Assets would be depleted around 2027. At that point if not before, the Board 
would need to act, presumably by raising fees. 

An actuarial report is prepared once a year in order to estimate the total amount yet to be paid to clean up 
spills reported to date. As of June 30, 2011, this unpaid claim estimate was $471.8 million and when 
combined with other liabilities of the fund totals $482.8 million. The difference between total liabilities and 
total assets represents the fund's deficit, or unfunded liability, of $269.9 million. Unless fees are increased 
at some point, USTIF will exhaust its assets and be unable to pay for further cleanups. 

USTIF collects fees from tank owners of roughly $60 million per year. USTIF commissioned a study 
entitled, "Report on Internal Controls: Revenue and Collection Process", dated August 20, 2010. This 
report found that the risk of a material misstatement or error approaching $3.0 million was high due 
primarily to the honor system used to report and pay the per gallon fees. We understand that USTIF has 
formed a working group to address the issues identified in the report. However, even if USTIF were to 
correct any problems and increase fees by $3 million per year, the unfunded liability would remain. 

Annual claim payments have decreased significantly over the review period from $65.3 million to $40.7 
million, likely due at least in part to cost control measures introduced and expanded by USTIF during the 
period. While this development is welcome and contributed to the decrease in the unfunded liability 
balance over the period, continued annual payments at this much lower level are not guaranteed. It 
should also be noted that the increased DEP allocations over the period have offset the decrease in claim 
payments to a degree. 

The Board is acting to ensure USTIF collects all fees to which it is entitled, is monitoring the deficit 
situation, and has asked that various solution scenarios be developed so that action can be taken to 
maintain Board's objectives. 
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Currently, participation in the fund by tank owners and operators is mandatory and no commercial 
insurance market exists for similar coverage. During the period the Tank Upgrade Loan Program was 
accepting new loans, applicants could have also obtained similar loans if they qualified from commercial 
lending institutions. Both UST installers and heating oil tank owners have some access to commercial 
liability coverages. Consequently, there is little duplication of services at present. 

During the 1980's, the EPA found that a significant number of USTs were either leaking or nearing the 
end of their useful lives; many of these USTs stored fuel. Given that a significant portion of the US 
population relied on ground water for drinking, contamination of these water sources by leaking USTs 
posed a significant health risk. This led Congress to act by establishing a UST regulatory program as part 
of the Resource Conservation and Recovery Act. EPA was given authority to establish operating 
requirements and technical standards for tank design and installation, leak detection, spill and overfill 
control, corrective action, and tank closure. All tanks had to comply with leak detection regulations by 
1993 and all tanks installed prior to 1988 had to be upgraded with spill, overfill, and corrosion protection, 
be replaced, or closed by the end of 1998. The EPA established minimum financial responsibility 
requirements of $1 million to ensure UST owners and operators are able to pay the cost of corrective 
action and compensate third parties for injuries and property damage caused by leaking tanks. Many 
states opted to establish financial assurance funds to satisfy this financial responsibility requirement. 

Demonstration of financial responsibility is required by the EPA USTIF has a number of characteristics 
that benefit fund participants, especially small operators: coverage availability (i.e. not available at any 
price), price shopping, and post leak coverage disputes are not significant issues. In addition, USTIF and 
DEP feel they have developed a close working relationship that would likely be difficult to achieve 
between DEP and multiple organizations. Fund participants who responded to our survey were generally 
pleased with USTIF's claim handling process and the timeliness of remediation efforts, although the 
impression of some was that USTIF and DEP could further improve their level of cooperation. 

The threat from leaking underground storage tanks is evolving despite upgraded UST designs that 
include features such as double walls, improved anti-corrosion and leak detection technology, thus 
decreasing the likelihood of spills getting into the environment undetected. Emerging challenges include 
the mandated increase in use of alternative fuels such as ethanol and biofuels, which pose problems as 
they can be more corrosive than gasoline, thus increasing the risk of UST leaks in the future. As an 
indication of the potential size of this emerging issue, EPA has estimated that approximately half of USTs 
have not been tested for compatibility with ethanol blends greater than 10%. 

Given the goal of cleaning up UST spills quickly and efficiently, the potential for maintaining and 
improving the close working relationship between USTIF and DEP is desirable. In addition, having a 
single entity review and handle all UST claims may result in identifying and addressing emerging issues 
much more quickly. 

Before discussing the potential negative impacts that may result from the dissolution of USTIF, we feel it 
is worth highlighting that of all program Participants who responded to the online survey, not one 
advocated dissolution of the fund. In fact, a number of compliments were directed at the claims adjusters 
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as well as USTIF's efficiency. In addition, survey responses contained a number of positive suggestions 
for improving the entire process. 

Were a decision taken to dissolve USTIF, the first requirement would likely be the passage of enabling 
legislation and regulations. Given the current state government budgetary constraints, this process may 
prove contentious, especially considering the current deficit position of the fund. Assuming USTIF were 
placed into runoff, it presumably would no longer be entitled to collect fees, currently $60 million annually. 
Consequently, the fund's assets, roughly $130 million, plus the outstanding principal of the general fund 
loan plus accrued interest, approximately $81 million, would be drawn down to pay claims much faster 
than projected in Aon's June 2011 report. The fund would likely enter a negative cash flow position within 
roughly 5 years, or within 3 years if the general fund loan were not repaid. The question then becomes 
how the remaining unpaid claims would be funded. Current tank owners could be assessed a one-time 
payment of perhaps 4.0 to 6.0 times their current annual fee. Alternatively, state taxpayers could be 
asked to take over the obligation, which would likely be a few hundred million dollars. Another approach 
might be to make annual assessments on a quasi pay as you go basis. 

The fund could maintain positive cash flows for a longer period were it not allocating roughly $5.5 million 
annually to the DEP. However, the loss of these funds would adversely impact DEP's budget and 
potentially its cooperative working relationship with the fund. 

If the fund were dissolved, tank owners would still be subject to the EPA's financial responsibility 
regulations and would need to demonstrate their financial responsibility by securing one of the alternate 
methods acceptable to the EPA: 

• Insurance coverage 

• Guarantee 

• Surety bond 

• Letter of credit 

• Trust fund 

• Passing of a financial test 

Each of the alternatives listed above involves additional cost due to: 1) the need to shop around for the 
best price (insurance, surety bond, and letter of credit), 2) prepare additional supporting documentation 
(guarantee, trust fund, and financial test), or 3) setting up a trust fund and hiring financial professionals to 
ensure an adequate balance is maintained. A number of the alternatives may suffer from affordability or 
availability problems, especially for smaller owners who are not viewed as large enough to have credible 
loss histories. Insurance policies need not be standardized across companies and may incorporate 
different policy language that restricts coverage in different ways, i.e. certain losses might be covered 
under one policy, but not another. Some of the alternatives may encourage non-disclosure of leaks due to 
the resulting increase in future year's costs. 

Many of the benefits provided by the program have been described in detail elsewhere in this report. 
Therefore, only a quick listing is given here: 

1. Near universal participation by tank owners under the current program 
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2. Prompt reporting of leaks, which is encouraged by USTIF's coverage language and claims 

procedures, i.e. no coverage for very late reported claims. 

3. Simple fee structure - The current system of charging fees based strictly on the amount of 
throughput is easy to explain and understand, notwithstanding potential difficulties of verifying the 
per gallon or tank capacity fees. 

4. Availability of coverage - Fund participants are able to purchase coverage and demonstrate 
financial responsibility to the EPA. 

5. Consistent coverage language, fewer coverage disputes 

6. No need to expend time and resources shopping for coverage 

7. USTIF works with DEP's regional offices during the remediation process with the goal of more 
timely and cost-effective cleanup responses. 
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Two separate questionnaires were prepared for two groups of USTIF stakeholders: 1) USTIF Board 
Members, Deputy Insurance Commissioner, and USTIF's Executive Director, and 2) USTIF Participants. 
The questions contained in each of these surveys are documented below. 

Questions for this group of stakeholders consisted of both "Yes/No/Don't Know" and "Comment" types as 
indicated in bold below. 

1. Is there adequate funding for the programs? (USTIF, TllP, DEP Allocations, Upgrade Loan 
Programs (wound down), Voluntary Heating Oil Program, Pay for Performance Program) 
("Yes/No/Don't Know") 

a. Given the current cash position, are you concerned some programs may not have 
adequate funding in the future? ("Yes/No/Don't Know") 

If so, over what time-frame? ("Comment") 

Please describe any concerns. ("Comment") 

b. Are you concerned whether the $100M loan to the General Fund will be repaid in full and 
on time? ("Yes/No/Don't Know") 

Please Describe. ("Comment") 

c. How confident are you that USTI F collects all fees to which it is entitled? If you are not 
confident, what concerns you, how might your concerns be addressed, and how much 
might this be affecting the adequacy of funding for the programs? ("Comment") 

d. Do you feel the current fee structure will need to be altered? ("Yes/No/Don't Know") 

If so, how and over what time-frame? ("Comment") 

e. Would you favor investigating altering the limits and/or deductibles as a means of 
addressing a potential unfunded liability? ("Yes/No/Don't Know") 

2. Do you feel there is any duplication of services provided by USTIF? ("Yes/No/Don't Know") 

a. Considering the services provided by each of the programs, are you aware of any 
duplication of services? ("Comment") 

3. Is there a demonstrated need for the programs? ("Yes/No/Don't Know") 

a. In the absence of the Fund, UST owners and operators would still be subject to EPA's 
financial responsibility regulations. Do you feel the other possible methods of 
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demonstrating financial responsibility to the EPA (I.e. insurance coverage, guarantee, 
surety bond, letter of credit, trust fund, or passing a financial test) would work as well as 
the Fund? Please explain. ("Comment") 

4. Do you foresee any negative impact if the USTIF were dissolved? ("Yes/No/Don't Know") 

a. Would you prefer any of the alternatives for demonstrating financial responsibility under 
EPA regulations? Why or why not would you prefer the alternative? ("Comment") 

b. What impacts do you foresee if the USTIF were dissolved? ("Comment") 

5. Do you feel the USTIF is providing benefits as intended when it was conceived? ("Yes/No/Don't 
Know") 

a. The USTIF was created to assist UST owners and operators demonstrate financial 
responsibility requirements established by the EPA (and DEP) to cover the cost of 
corrective action and pay third party liability in the event that an UST leaks. How well has 
the USTIF served its purpose? ("Comment") 

b. How confident are you that eligible leaks are addressed in a timely and cost effective 
manner? ("Comment") 

c. What concerns do you have regarding response time, adequacy of corrective action, 
issues regarding on-going monitoring of sites? ("Comment") 

d. Do the limits and deductibles currently in use provide adequate coverage for claimants? 
("Comment") 
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Questions for this group of stakeholders consisted of "Scale 1 .. 5", "Yes/No" and "Comment" types as 
indicated in bold below. 

1. How well do you feel you understand EPA regulations addressing the cleanup of underground 
storage tank leaks and the requirement to demonstrate financial responsibility? ("SCALE 1 
[Expert Understanding] .. 5 [No Understanding]") 

2. How satisfied are you that the fees paid to USTIF are reasonable for the coverage received? 
("SCALE 1 [Very Satisfied] .. 5 [Very Dissatisfied]") 

a. If not, please explain. ("Comment") 

3. From your perspective, how might USTIF improve the fee collection process? ("Comment") 

4. Would you prefer an alternative method of demonstrating financial responsibility for covering the 
cleanup of underground storage tank leaks and the payment of related third party liability claims? 
("Yes/No") 

a. If so, what would you prefer and why? ("Comment") 

5. Have you ever filed an USTIF claim? ("Yes/No") 

a. How satisfied were you with the process, including timeliness of claims handling process, 
cleanup and payment of third party liability claims. SCALE 1 [Very Satisfied] .. 5 [Very 
Dissatisfied]") 

b. How satisfied were you with any cleanup work performed? SCALE 1 [Very Satisfied] .. 5 
[Very Dissatisfied]") 

c. Do you feel it was completed in a timely manner? SCALE 1 [Very Satisfied] .. 5 [Very 
Dissatisfied]") 

d. What did you like most about the process? ("Comment") 

e. What did you like least about the process? ("Comment") 

f. In what ways might USTIF improve the process? ("Comment") 

6. How valuable do you feel the service USTIF provides to the public is? SCALE 1 [Very 
Valuable] .. 5 [Not At All Valuable]") 
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Appendix B documents the responses of those stakeholders who responded to the surveys. 

A total of 10 Surveys were sent to the following USTIF Board Members, Ex-Officio Members and the 
Executive Director of USTIF. As of November 26, 2012, responses have been received from all but 3 
Board Members. 

7 Board Members 

Note that 1 Board Seat was relinquished due to the dissolution of MATSO in December 2006. 

1. Associated Petroleum Industries of PA - No Response 

2. Alliance of Automotive Service Providers of PA 

3. Public Member - No Response 

4. PA Petroleum Association 

5. PA Farm Bureau, PA State Grange, PA Farmers Union 

6. Tank Installers of PA 

7. Local Government Knowledgeable About Storage Tanks - No Response 

8. Middle Atlantic Truck Stop Operators (MATSO) - DISSOLVED 

Two Ex-Officio Members 

1. Department of Environmental Protection, Ex-Officio Member 

2. PA Insurance Department, Ex-Officio Member 

The Executive Director of USTIF 
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Survey responses are provided below. 

1. Is there adequate funding for the programs? (USTIF, TllP, DEP Allocations, Upgrade Loan 
Programs (wound down), Voluntary Heating Oil Program, Pay for Performance Program) 

• Automotive Service Providers Yes 
• Petroleum Association Yes 
• Farm/Grange No 
• Tank Installers Yes 

• DEP Yes 

• Insurance Dept Yes 

• Executive Director Yes 

a. Given the current cash position, are you concerned some programs may not have 
adequate funding in the future? 

• Automotive Service Providers 

• Petroleum Association 
• Farm/Grange 
• Tank Installers 

• DEP 
• Insurance Dept 

• Executive Director 

No 
Yes 
Yes 
No 
Don't Know 
No 
Yes 

If so, over what time-frame? 

• Automotive Service Providers 
No Response 

• Petroleum Association 

• 

• 

• 

Although we are making progress on lowering the unfunded liability, it could take 
20 or so years to eliminate it. Cutting DEP costs and allocations could cut this time 
in half. 

Farm/Grange 
Any time 

Tank Installers 
No Response 

DEP 
Based on current annual revenue and expenditures, the programs funded by the 
USTIF appear to be funded adequately. However, future cost pressures may 
present challenges. For instance, if federal grants are cut, DEP may need to 
request the entire $3,000,000 in closure and investigation reimbursement allowed 
under the Act. It is also possible DEP corrective action costs not covered by the 
grant will increase over the $3,000,000 limit. 

• Insurance Dept 
There is currently enough cash to cover current expenses. Long term there will be 
a shortfall. The board needs to develop a plan to address the long term needs of 
the program. 

• Executive Director 
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The actuarial analysis based on claim data as of June 30, 2011 projected a 
positive cash balance position until 2024 or 2026, based on differing assumptions. 
The good news is that this 13 year span is longer than the positive cash time 
spans of similar analysis in recent years. Of course, the bad news is that a 
negative cash position may occur as soon as 13 years into the future. · 

Please describe any concerns. 

• Automotive SeNice Providers 
No Response 

• Petroleum Association 
DEP Costs and allocations - should not be made available while the USTIF fund 
balance is showing unfunded liabilities. 

• Farm/Grange 
With the legislature and administration's ability to "re-direct" funds, there is no 
guarantee (aside from their promise to repay some day) that funds will be 
available for clean up requirements. Nevertheless, I would not increase the 
assessment, since it is not "secure". 

• Tank Installers 
No Response 

• DEP 
Based on current annual revenue and expenditures, the programs funded by the 
USTIF appear to be funded adequately. However, future cost pressures may 
present challenges. For instance, if federal grants are cut, DEP may need to 
request the entire $3,000,000 in closure and investigation reimbursement allowed 
under the Act. It is also possible DEP corrective action costs not covered by the 
grant will increase over the $3,000,000 limit. 

• Insurance Dept 
No Response 

• Executive Director 
The question of adequacy in funding will most likely be determined in the long 
term. On one hand, in the sense that USTIF has ample assets to cover 
remediation and other program pay outs as they present themselves, and is 
projected to continue to do so for at least the next 13 years, can be viewed as 
evidence of adequate funding for the programs. On the other hand, the same 
analysis determines the fund deficit to be just short of $270 million. The trend of 
recent years shows a straight line decline in the deficit amount. Should favorable 
operations continue to occur, in the long term the deficit could be eliminated solely 
by operations. However, should favorable results not continue or become erratic 
or unforeseen events occur, other measures, such as a fee increase, will need to 
be considered to address the deficit problem. 

b. Are you concerned whether the $100M loan to the General Fund will be repaid in full and 
on time? 

• Automotive SeNice Providers Yes 
• Petroleum Association Yes 
• Farm/Grange Yes 
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• Tank Installers 
• DEP 
• Insurance Dept 
• Executive Director 

Please Describe. 

• Automotive SeNice Providers 

Yes 
Don't Know 
Don't Know 
Yes 

Past history indicates that it will not be paid on time. I am very doubtful it will ever 
be paid in full. 

• Petroleum Association 
The balance of the loan and accumulated interest will have to be addressed in 
next year's fiscal budget. There is NO way I see this being repaid on time. I'm 
worried that the legislators will pull a last minute maneuver to extend the payment 
or just forgive the debt. When they borrowed the money, they added items into the 
bill to pay part of DEP's expenses yearly which cost the fund around 3 million 
dollars per year. 

• Farm/Grange 
No Response. 

• Tank Installers 
I have doubt the loan will be paid in full on time. However, I believe the mechanics 
are in place to keep the fund viable if this occurs. 

• DEP 
No Response. 

• Insurance Dept 
No Response. 

• Executive Director 
The General Fund loan and accumulated interest payable to USTIF as of June 30, 
2012 totaled approximately $81.5 million. The memo of understanding that 
supports the loan provides for full repayment no later than during the fiscal year 
7/1/2013 - 6/30/2014. Based on the absence of regular annual principal or 
interest payments in the past few years and the Commonwealth's ongoing 
budgetary constraints, I have doubts regarding a full and complete payoff in 
accordance with the MOU. However, I am confident that, perhaps by restructuring 
the payment schedule or by other arrangements, ultimately USTIF will receive all 
amounts due. 

c. How confident are you that USTIF collects all fees to which it is entitled? If you are not 
confident, what concerns you, how might your concerns be addressed, and how much 
might this be affecting the adequacy of funding for the programs? 

• Automotive SeNice Providers 
For the past years collections have been made by the honor system. No way to 
verify any figures. 

• Petroleum Association 
There are probably some gallons sales that are missed. I think the best way to 
verify all gallon sales is to piggyback with the Dept. of Revenue. If we make our 
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rules like those of the Dept. of Revenue and are given access to their records, we 
will be able to compare gallons sales and eliminate any lost gallons. 

• Farm/Grange 
It takes a lot of "police work" to ensure that fees are collected. Furthermore, the 
exemptions for 1,000 gallon and smaller buried tanks are a "ticking time bomb" 
that will go off and give folks a nasty surprise one day. 

• Tank Installers 
I am not totally confident the fund collects all fees due. However, the fund is 
currently investigating methods to tighten the policing of collections. 

• DEP 
DEP has no reason to believe USTIF does not receive the fees it is entitled to 
collect. DEP supports the Dept of Insurance's initiative for a new system to 
account for gasoline fees. 

• Insurance Dept 
The system currently used relies entirely on voluntary compliance by tank owners 
and distributors. Another collection system that enables USTIF to monitor 
throughput payments needs to be implemented. 

• Executive Director 
I am very confident that USTIF collects all the capacity fees and TllP fees to which 
it is entitled. However, I do have concerns with the collection of the gallon or 
through-put fees (generally tanks storing gasoline). The current system in place 
for collecting and reporting through-put fees involves the distributor collecting the 
fees from the tank owner upon delivery or pick-up. The distributor then aggregates 
all the fees collected in a given calendar month and remits one bulk payment to 
USTIF. The distributors currently do not provide any detail on the fees being paid 
nor does USTIF have a system to accept any payment detail from the distributors. 
A study performed by an outside consultant a few years ago determined that as 
much as 5% of the fees may not be reported or collected. In response to the 
study, the Board took action to initiate acquisition of a new system and to revise 
procedures in connection with the implementation of the new system that will 
provide a proper audit trail and more accurate and reliable reporting and collection 
of through-put fees. 

d. Do you feel the current fee structure will need to be altered? 

• Automotive Service Providers 
• Petroleum Association 

• Farm/Grange 
• Tank Installers 
• DEP 
• Insurance Dept 

• Executive Director 

If so, how and over what time-frame? 

• Automotive Service Providers 
No Response. 

• Petroleum Association 

No 
Yes 
No 
Don't Know 
No 
Yes 
No 
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If we eliminate the capacity fee and make it a gallon usage fee, it has been shown 
that we will be able to increase revenue yearly. This was proposed a few years 
ago but died before it could be voted on. 

• Farm/Grange 
Except as noted above. 

• Tank Installers 
However, I have every confidence that if an alteration is needed the board will act 
accordingly. 

• DEP 
Based on current annual revenue and expenditures, the programs funded by the 
USTIF appear to be funded adequately. So presently the fee structure does not 
need altered. However, future cost pressures may present challenges. For 
instance, if federal grants are cut, DEP may need to request the entire $3,000,000 
in closure and investigation reimbursement allowed under the Act. It is also 
possible DEP corrective action costs not covered by the grant will increase over 
the $3,000,000 limit. If that occurs, fee structures may have to be altered. 

• Insurance Dept 
The board needs to develop a plan to address the long term shortfall. Addressing 
it in the near term will necessarily result in fee increases. 

• Executive Director 
As long as an extended period of time during which an ample cash balance is 
projected, there is no immediate need to alter fees. However, should results from 
operations turn unfavorable, investment returns dramatically change or an 
unforeseen event occur, the fee structure will most likely need to be altered. 

e. Would you favor investigating altering the limits and/or deductibles as a means of 
addressing a potential unfunded liability? 

• Automotive Service Providers No 

• Petroleum Association No 

• Farm/Grange Don't Know 
• Tank Installers No 

• DEP No 

• Insurance Dept Yes 
• Executive Director No 

2. Do you feel there is any duplication of services provided by USTIF? 

• Automotive Service Providers No 

• Petroleum Association No 

• Farm/Grange No 

• Tank Installers No 

• DEP No 

• Insurance Dept No 
• Executive Director No 

a. Considering the services provided by each of the programs, are you aware of any 
duplication of services? 
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3. 

• Automotive Service Providers 
No. 

• Petroleum Association 
No. 

• Farm/Grange 
No. 

• Tank Installers 
No. 

• DEP 
USTIF third party reviewers review the same documents that DEP employees 
review. Any areas of differing technical judgment are being addressed through 
close coordination of reviews and decisions. 

• Insurance Dept 
No Response. 

• Executive Director 
No. In the case of USTIF and TllP, I do not see any overlap or duplication of 
services. When the cause of the release is unknown the tank owner's benefits are 
triggered. The TllP benefits would only come into play should there be evidence of 
the work performed or materials used by the tank installer being the cause of the 
release and subsequent contamination. Likewise, there is no duplication of 
services involving tanks paying the capacity fee and the optional heating oil tank 
program as the tanks are mutually excluded from the other groups. 

Is there a demonstrated need for the programs? 

• 
• 
• 
• 
• 
• 
• 

Automotive Service Providers Yes 
Petroleum Association Yes 
Farm/Grange Yes 
Tank Installers Yes 
DEP Yes 
Insurance Dept Yes 
Executive Director Yes 

a. In the absence of the Fund, UST owners and operators would still be subject to EPA's 
financial responsibility regulations. Do you feel the other possible methods of 
demonstrating financial responsibility to the EPA (I.e. insurance coverage, guarantee, 
surety bond, letter of credit, trust fund, or passing a financial test) would work as well as 
the Fund? Please explain. 

• Automotive Service Providers 
No. 

• Petroleum Association 
Probably but not all tank owners will be able to meet requirements and will be left 
without coverage. 

• Farm/Grange 
Not sure. 
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• Tank Installers 

Absolutely not. Tank ownership has shifted from the major oil companies to the 
single site owner. These owners simply could not afford the premiums of third 
party insurers. The pool of potential insures continues to shrink. 

• DEP 
The fund appears to be basically well managed and remediation of releases is 
successful. It is not clear that private insurance would assure better cost control, 
less cost to tank owners, or faster cleanups. 

• Insurance Dept 
Currently participation is mandatory. If USTIF did not exist any of the above I 
believe would satisfy the federal requirement. 

• Executive Director 
No, I don't believe the other possible methods would operate as efficiently and 
effectively as USTIF. First, in order to obtain insurance coverage, a surety bond 
or a letter of credit, there will most likely be instances whereby some tank owners 
will not satisfy the insurer's or bank's requirements, leading to an absence of 
financial responsibility for some tank owners. Or, the cost of obtaining coverage 
or LOC would create a substantial financial hardship on the tank owner. Second, 
even those tank owners with adequate financial resources at the time of 
demonstration may not be willing or able to keep up with the pace of dispensing 
those funds when remediation is necessary. 

4. Do you foresee any negative impact if the USTIF were dissolved? 

• 
• 
• 
• 
• 
• 
• 

Automotive Service Providers Yes 
Petroleum Association Yes 
Farm/Grange Yes 
Tank Installers Yes 
DEP Yes 
Insurance Dept Yes 
Executive Director Yes 

a. Would you prefer any of the alternatives for demonstrating financial responsibility under 
EPA regulations? Why or why not would you prefer the alternative? 

• Automotive Service Providers 
I would not prefer the alternative due to people not maintaining the payments, 
possibly not having coverage in the event of a release. 

• Petroleum Association 

• 

• 

• 

No, because the tank owners past and present would probably be left with an 
unforeseen liability or clean up costs to cover. 

Farm/Grange 
No. 

Tank Installers 
Affordability 

DEP 
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There is no preference for another means of financial responsibility. Significant 
resources would be expended to implement an alternate financial responsibility 
program without any apparent added benefits. 

• Insurance Dept 
No Response. 

• Executive Director 
No, I do not prefer any of the alternatives. The advantages of mandatory 
participation in USTIF (and TllP) eliminate many of the problems associated with 
the alternatives. USTIF has no 'underwriting' guidelines per se, if the tanks are 
properly registered and satisfy DEP requirements, the tank owner will be a USTIF 
participant. Compare this to insurers who will decline coverage due to previous 
claim experience or declining coverage due to site or geographical issues or a 
bank declining to issue an LOC for a new or weakly capitalized firm. USTIF is for 
the most part pay as you go and creates the least amount of financial strain on the 
participants as possible. Should a release occur and a claim be filed, the tank 
owner will benefit from timely reimbursement of clean up expenses paid to the 
environmental consultant of his or her choosing. USTIF may take a more active 
role and arrange competitively bidding to move the project to closure but this will 
be done at no extra expense to the tank owner. 

b. What impacts do you foresee if the USTIF were dissolved? 

• Automotive Service Providers 
Tank owners would not all have coverage, would not be able to afford it. 

• Petroleum Association 
The unfunded liability would have to be addressed and that could create a 
unforeseen liability to all past and present tank owners. 

• Farm/Grange 
Lots of folks "buried" under the financial impacts of contamination. 

• Tank Installers 
Uninsured operators. 

• DEP 
Significant resources would be expended to implement an alternate financial 
responsibility program without any apparent added benefits. Statutory and regulatory 
changes would be required. Significant compliance assistance effort would be 
needed. 

• Insurance Dept 
The negative impact on dissolution would be tank owners would still be liable for the 
runoff of claims while they are purchasing post dissolution coverage. 

• Executive Director 
I foresee a number of hardships imposed on the tank owner (and tank installers) 
community. Should USTIF be dissolved, gone will be the automatic eligibility to 
benefits currently granted to tank owners upon registering their tanks. Instead, tank 
owners will need to shop the insurance marketplace to secure coverage, but it is a 
certainty that some tank owners will not be able to obtain coverage or not afford the 
premium. Should the tank owner be successful in obtaining insurance coverage, 
experience in other states without funds like USTIF shows that insurers may raise 
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issues regarding coverage or defined terms and even if eligible, may be slow to pay 
the claim. Even for those larger corporate tank owners that could independently 
demonstrate financial responsibility USTIF serves a purpose of controlling the costs 
associated with the clean-up. 

5. Do you feel the USTIF is providing benefits as intended when it was conceived? 

• 
• 
• 
• 
• 
• 
• 

Automotive Service Providers Yes 
Petroleum Association Yes 
Farm/Grange Yes 
Tank Installers Yes 
DEP Yes 
Insurance Dept Yes 
Executive Director Yes 

a. The USTIF was created to assist UST owners and operators demonstrate financial 
responsibility requirements established by the EPA (and DEP) to cover the cost 
corrective action and pay third party liability in the event that an UST leaks. How well has 
the USTIF served its purpose? 

• Automotive Service Providers 
Overall, I think it has served the PA tank owners well. 

• Petroleum Association 
Very well. 

• Farm/Grange 
Apparently, quite well. 

• Tank Installers 
Very effectively. 

• DEP 
It has enabled the Commonwealth to meet all EPA grant goals for remediation of 
releases from regulated UST systems. Pennsylvania exceeds EPA's national 
program goal for the percentage of cleanups completed. 

• Insurance Dept 
I believe the program has been efficient and effective. The survey of tank owners 
and installers will provide good feedback regarding USTIF performance from the 
users of the program. 

• Executive Director 
USTIF has served the tank owner and tank installer community very well since it 
began operations in 1994. Obviously, there was an overall lack of financial 
resources and responsibility that prompted the creation of USTIF. Since 1994, 
USTIF has paid out or has reserved over $880 million in remediation costs. 
Knowing that every eligible tank owner will have access to financial resources 
allows DEP to more effectively and efficiently enforce clean-up standards. Not 
only have the USTIF participants been well served, but the citizens of the 
Commonwealth have benefited as well. 

b. How confident are you that eligible leaks are addressed in a timely and cost effective 
manner? 
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• Automotive Service Providers 

Very confident. 

• Petroleum Association 
Timely - I think that with the law as it is, most tank owners are aware and react to 
fix any problems that they encounter. 

Cost effective - with the competitive bidding process, I think costs are being 
controlled much better than in the past. 

• Farm/Grange 
Confident, although I suspect that there is a lot of waste in the course of 
investigation and cleanup. 

• Tank Installers 
Very confident. 

• DEP 
DEP is not aware that eligible leaks are not being addressed in a timely and cost 
effective manner. 

• Insurance Dept 
I seldom hear complaints regarding untimely actions to remediate a spill. DEP as 
the regulator provides an independent oversight of USTIF remediation efforts. 

• Executive Director 
I am very confident in this regard. The combination of set DEP timelines for the 
filing of milestone documents related to the site characterization and clean-up plan 
along with USTIF's oversight and management of the financial aspects of the 
claim generally works well. Yes, there are instances whereby delays are created 
by either the tank owner or their consultant or one of the two agencies involved, 
but the vast majority of claims move to a timely closure. 

c. What concerns do you have regarding response time, adequacy of corrective action, 
issues regarding on-going monitoring of sites? 

• Automotive Service Providers 
No concerns. I believe tank owners are becoming more aware of their 
responsibilities concerning USTs. 

• Petroleum Association 
Response Time - Not very concerned. 

Corrective Action - I think there is a need to be more standardized. There is still 
too much diversity between regions. 

On-going Monitoring - Sometimes this goes on to long. If the corrective action is 
done correctly, most monitoring should be reduced to a year or two. 

• Farm/Grange 
Too many permitting and other steps in an investigation and cleanup effort. 

• Tank Installers 
My only concern is the parameters established for determining adequate clean up. 
I am not totally convinced they are not set too high. 

• DEP 
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• Insurance Dept 
I have none. 

• Executive Director 
Any concerns I may have had were addressed when USTIF implemented the 
following two significant procedures. First, competitive bidding was more broadly 
applied both as a cost control measure but also to bring to closure a remediation 
process that had stalled and was no longer producing results. Second, the 
requirement of the tank owner's consultant to file a work plan early in the process 
to better the odds that the remediation was getting off on the right foot. Visible 
improvement can be seen in the decreasing number of open claims year after 
year. 

d. Do the limits and deductibles currently in use provide adequate coverage for claimants? 
("Comment") 

• Automotive Service Providers 
Yes. 

• Petroleum Association 
Yes. 

• Farm/Grange 
Yes. 

• Tank Installers 
I believe so. 

• DEP 
Currently, limits and deductibles appear adequate. 

• Insurance Dept 
Yes. 

• Executive Director 
Yes. I believe only about 1 % or less of all claims since inception have reached or 
exceeded a pay-out of $1 million (based on my preliminary research). The current 
limit is $1.5 million and appears to be adequate. Furthermore, DEP grant monies 
may be available for catastrophic losses should the USTIF limit be exhausted. 
The current deductible amount of $5,000 seems to strike the right balance of 
being enough of an incentive for the tank owner to be aware of leak prevention 
without being a severe financial burden should a release occur. 
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Aon was provided with a list of entities who participate in the Fund who have not filed claims 
("Participant") as well as a list of those entities who have filed at least one claim ("Claimant"). A small 
sample of 60 entities was selected, half Participants and half Claimants. 

Sample Selection Process 

The 6,677 Participants were grouped based on the number of tanks owned and 5 entities were randomly 
selected from each group shown in the following table. 

Minimum Maximum 

Group Tanks Tanks 

1 1 3 

2 4 6 

3 7 11 

4 12 21 

5 22 49 

6 so 1,000 

The 2,558 Claimants were grouped based on the number of claims made to date and 5 entities were 
randomly selected from each group shown in the following table. 

Minimum Maximum 

Group Claims Claims 

1 1 1 

2 2 2 

3 3 3 

4 4 8 

5 9 27 

6 28 277 

Response Rate 

As of November 26, 2012, a total of 12 responses had been received; 6 from Participants (1 Group 1, 1 
Group 2, 2 Group 4, 2 Group 5) and 6 from Claimants (2 Group 2, 2 Group 3, 1 Group 5, and 1 Group 6). 
If additional responses are received, we will update and re-issue this section of the report. 

Survey Responses 

One of the randomly selected Participants who responded indicated that they had filed a claim; therefore 
this entity has been grouped with the Claimants in the following summarizations. 
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1. How well do you feel you understand EPA regulations addressing the cleanup of underground 

storage tank leaks and the requirement to demonstrate financial responsibility? (1 =Expert 
Understanding, 5=No Understanding) 

Response: 

Participants 

Claimants 

Total 

1 

0 

0 

0 

2 

3 

2 

5 

3 

2 

5 
7 

4 

0 

0 
0 

5 
0 

0 
0 

Total 

5 

7 

12 

2. How satisfied are you that the fees paid to USTIF are reasonable for the coverage received? 
( 1 =Very Satisfied, 5=Very Dissatisfied) 

Response: 

Participants 

Claimants 

Very 

Satisfied Satisfied 

0 

3 

3 

4 

a. If not, please explain. 

Neither Dissatisfied 

1 0 
0 0 

Very 

Dissatisfied Total 

1 5 
0 7 

RESPONSE (Very Dissatisfied) - The fees are much higher than they should be. 

3. From your perspective, how might USTIF improve the fee collection process? 

Participants 

• Very Satisfied 
i. It is fine the way it is now. 

ii. My company's accounting department(s) handles USTIF payments, so my 
experience with this issue is limited. To the best of my knowledge, the fee 
collection process is adequate. 

iii. Remind fuel companies that being exempt from sales tax does not mean the 
company is exempt from USTIF fees. 

• Satisfied 

Claimants 

i. Biannual summary sheets, listing which tanks are paid, the last payment made, 
upcoming balance, etc. 

ii. No Comment. 
iii. As a tank owner & fuel wholesaler, I think the collection process is fine the way it 

is. 
iv. I have no problem with the way fees are collected at present 

• Satisfied 
i. Electronic submittal. 
ii. Fees could pay the 3 year inspection. 
iii. More time from when they send out the bill until when they need to be in. Usually 

only have about 2 weeks. 
• Neither Satisfied I Dissatisfied 

i. No Comment. 
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• Very Dissatisfied 

i. There is no problem with the fee collection process. 

4. Would you prefer an alternative method of demonstrating financial responsibility for covering the 
cleanup of underground storage tank leaks and the payment of related third party liability claims? 

Response: 

Pa rtici pants 

Claimants 

Total 

a. If so, what would you prefer and why? 

No Responses 

5. Have you ever filed an USTIF claim? 

Response: 

Participants 

Claimants 

Total 

Yes 

0 

0 

0 

Yes 

0 

7 

7 

No Total 

5 5 
7 7 

12 12 

No Total 

5 5 

0 7 

5 12 

a. How satisfied were you with the process, including timeliness of claims handling process, 
cleanup and payment of third party liability claims. 

Very Very 

Response: Satisfied Satisfied Neither Dissatisfied Dissatisfied Total 

Participants 0 0 0 0 0 0 

Claimants 2 4 0 1 0 7 

b. How satisfied were you with any cleanup work performed? 

Very Very 

Response: Satisfied Satisfied Neither Dissatisfied Dissatisfied Total 

Pa rtici pants 0 0 0 0 0 0 

Claimants 2 5 0 0 0 7 

C. Do you feel it was completed in a timely manner? 

Very Very 

Response: Satisfied Satisfied Neither Dissatisfied Dissatisfied Total 

Pa rti ci pants 0 0 0 0 0 0 

Claimants 1 5 0 1 0 7 
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d. What did you like most about the process? 

• Very Satisfied 
i. The money. 

• Satisfied 
i. The claim reps were very helpful. 
ii. That I have direct access and direct communication with USTIF claim 

adjusters. 
iii. No Comment. 
iv. Everything was paid. 
v. It was quick and efficient. 

• Dissatisfied 
vi. That it was there! 

e. What did you like least about the process? 

• Very Satisfied 
i. A lot of paperwork and it felt like there was not the best coordination between 

USTIF and DEP. 
• Satisfied 

i. I thought they overpaid for the services. 
ii. Minor inconvenience; some of the information requested in support of the 

claim request is excessive. 
iii. No Comment. 
iv. It appeared there was no concern for the cost involved. 
v. Not much really. 

• Dissatisfied 
i. Bureaucratic & slow moving. 

f. In what ways might USTIF improve the process? 

• Very Satisfied 
i. Connect to DEP more. Understand that some tank owners may want to clean 

up to higher standards than others - i.e., the statewide standard versus the 
site specific. All should be encouraged to meet the statewide health 
standard. 

• Satisfied 
i. Allow the claimant more control of the contractors. 
ii. Perhaps a standardized "fill in the blanks" online claim form. 
iii. No Comment. 
iv. Supervise the cost of claims to lower premiums. 
v. It worked OK for me just the way it is now. 

• Dissatisfied 
i. Have a sense of urgency & educate the claimant ASAP. 
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6. How valuable do you feel the service USTIF provides to the public is? (1 =Very Valuable, 5=Not At 
All Valuable) 

Response: 1 2 3 4 5 Total 

Participants 2 1 2 0 0 5 

Claimants 4 3 0 0 0 7 

Total 6 4 2 0 0 12 
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Section 704 of the Storage Tank and Spill Prevention Act, Act 32 of 1989, 35 P. S. §§6021.101 et seq., 
as amended, ("Act") created the Underground Storage Tank Indemnification Fund. 

Section 704 of the Storage Tank and Spill Prevention Act, Act 32 of 1989, 35 P. S. §§6021.101 et seq., 
as amended, ("Act") created the Underground Storage Tank Indemnification Fund to assist owners and 
operators in meeting the insurance requirement. USTIF derives its funding from fees, both on a per 
installed tank basis as well as on a throughput basis, recovered costs, and interest income earned on 
invested assets. 

The Fund makes claim payments to eligible UST owners or operators for damages caused by a release 
from their UST. To be eligible, the release must have occurred on or after February 1, 1994. There are 
other eligibility requirements. The USTIF indemnifies tank owners for third party liability that may occur 
when the release from a tank has injured another person or that person's property. 

The USTIF covers reasonable and necessary costs for corrective actions to clean up contamination from 
leaking tank(s). It also covers claims for bodily injury and property damage that occur as a result of the 
release. The cost covered by the USTIF includes identifying the extent, nature and impact of the release 
and develops a remedial action plan for restoring the site. The USTIF will not cover any upgrade costs for 
the facility or any repair and maintenance work performed on the USTs, including tank removal. 

Claim payments to eligible owners or operators shall be limited to the actual costs of corrective action and 
third party liability. Payments shall not exceed an annual aggregate of $1.5 million for each owner and 
operator. The per occurrence limit is set at $1.5 million. Claims are subject to a deductible of $5,000 per 
tank. 

Provisions in Act 13 made it mandatory for all certified tank installers to participate in the Underground 
Storage Tank Indemnification Fund. This was passed into law on February 1, 1998 and the regulations 
became effective January 1, 2002. 

The Tank Installers' Indemnification Program ("TllP") will give certified tank installers the same liability 
coverage as the tank owners. TllP will indemnify certified companies/installers against any claims made 
as a result of alleged negligent work done on an underground storage tank up to $1,500,000. 

Claim settlements will be made on behalf of eligible certified tank installers, subject to a $5,000 
deductible. Claims will be processed in the same manner as in the Underground Storage Tank 
Indemnification Fund. 

Section 710 of the Act authorizes the Board to establish the Underground Storage Tank 
Environmental Cleanup Program for the purpose of ensuring corrective action is taken at 
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underground storage tank facilities. The Board may allocate up to $5,500,000 annually from the 
Underground Storage Tank Indemnification Fund for the Underground Storage Tank 
Environmental Cleanup Program as long as the allocation does not impede the fund's ability to 
pay claims. Certain sub-limits totaling up to $2,500,000 are placed on how these funds may be 
spent. None of this allocation may be used to reimburse the DEP for administrative costs. 

A catastrophic release is one that imposes a threat to public health and safety and the 
environment where the department determines that the costs of the corrective action may exceed 
two times the limits established under section 704. 

Section 710 of the Act also authorizes the Board to establish the Underground Storage Tank 
Environmental Cleanup Program and allocate up to $5,500,000 annually from the Underground 
Storage Tank Indemnification Fund to be used by the Department of Environmental Protection for 
corrective action caused by a catastrophic release providing the allocation does not impede the 
fund's actuarial soundness and ability to pay claims. None of this allocation may be used to 
reimburse the DEP for administrative costs. 

Section 711 of the Act authorizes the Board to establish an Underground Storage Tank Pollution 
Prevention Program for the purpose of reimbursing eligible UST owners for the costs of removing 
regulated substances from sites and sealing the fill pipes of underground storage tanks which 
have not been upgraded to comply with the technical requirements of Federal and State 
regulations. 

The Board may allocate up to $1,000,000 annually from the Underground Storage Tank 
Indemnification Fund for the Underground Storage Tank Pollution Prevention Program as long as 
the allocation does not impede the actuarial soundness of the fund's ability to pay claims. Owners 
of six or fewer tanks are eligible. None of this allocation may be used to reimburse the DEP for 
administrative costs. 

Section 713 of the Act authorizes the Board to reimburse the DEP up to $3.0 million annually for 
its costs related to investigating, determining responsibility, overseeing remediation and third 
party response and closing out cases of spills and leaks related to storage tanks beginning in 
fiscal year 2007/2008. 

Please note that this program is now wound down and no longer active. 

The Upgrade Loan Program assisted owners of regulated underground storage tanks to upgrade or 
remove their underground storage tank systems to meet EPA upgrade requirements. The program was 
implemented through Act 13 of 1998. This low interest loan was funded by the Underground Storage 
Tank Indemnification Fund and administered by the Department of Community and Economic 
Development (DCED). 
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Section 712 of the Act authorized the Board to establish a loan program for owners of regulated 
underground storage tanks as a method of investing fund moneys, provided that such a program did not 
interfere with the actuarial soundness of the fund. Aggregate outstanding loan balances could not exceed 
20% of the fund balance, defined as the ending cash balance in any given fiscal year less any liability for 
claims incurred but not yet paid. Loans could not be made when the fund balance fell below $50,000,000. 
Loans could not be made if such loans impeded the Board's ability to pay claims. 

A Voluntary Heating Oil Tank Program has been offered by the Fund since 1995 to owners or operators 
of heating oil tanks with a capacity of 3,000 gallons or greater used for storing heating oil products for use 
on the premises. This program indemnifies owners or operators for any releases from their tanks. 

The USTIF covers claims for corrective actions to clean up contamination from leaking tank(s). It also 
covers claims for bodily injury and property damage that occur as a result of the release. The cost 
covered by the USTIF includes identifying the extent, nature and impact of the release and developing a 
remedial action plan for restoring the site. The USTIF will not cover any upgrade costs for the facility or 
any repair and maintenance work performed on the USTs. 

The USTIF coverage limits are $1.5 million limit per tank per occurrence and $1.5 million annual 
aggregate limit. Also, there is a $5,000 corrective action deductible per tank and $5,000 third party liability 
deductible. 

The USTIF covers only underground heating oil tanks that chose to "opt in" or applied for coverage and 
were accepted into the USTIF. 

The USTIF has the option to defend third party lawsuits. The cost of this defense does not affect the third 
party liability limits provided. The USTIF may defend the tank owner until the limit is exhausted. 

The "Pay for Performance" (PFP) concept is not a new contracting philosophy. In fact, contracting officials 
in the private and public sector have been using PFP type contracts better known as "Fixed Fee" 
contracts for many years. However, the application of "Fixed Fee" or "Pay for Performance" contracts 
dealing with underground storage tank (UST) cleanups is new in Pennsylvania. 

UST cleanups in Pennsylvania are typically paid by using "time-and-materials" agreements that can result 
in high cleanup costs, slow cleanup progress, and failure to reach cleanup goals. According to the 
Environmental Protection Agency, PFP cleanups reward contractors for quickly and efficiently reaching 
cleanup goals. PFP also produces faster cleanups that protect the public health and the environment. 
They enable the technical staff (DEP and USTIF) to focus attention on environmental results instead of on 
auditing contractors' activities and costs. PFP cleanups minimize paperwork and administrative costs and 
delays. PFP cleanup contractors profit from producing cleanups at a lower cost, because they get to 
realize the difference between their cost and the fixed price of the PFP cleanup. 

There are many states that have implemented PFP programs for UST sites and more are interested. 
Early results appear to substantiate that PFP produces faster and lower cost cleanups. Additionally, staff 
time is now concentrated on managing environmental risk and not on managing contractor performance 
and invoice review. 

Prepared for: PA Underground Storage Tank Indemnification Fund 45 

Aon Risk Solutions I Global Risk Consulting I Actuarial and Analytics 



AON 

The following documents were relied upon in carrying out the USTIF Performance Review 2012: 

1. 2006 USTIF Performance Review dated May 31, 2006. 

2. Aon's Actuarial Analysis of USTIF's Liabilities as of June 30, 2011. 

3. USTIF Annual Reports: 2007-2011. 

4. USTIF Financial Statement as of June 30, 2011. 

5. Memo of Understanding between USTIF and the PA General Fund regarding the $100 million 
loan from USTIF to the PA General Fund; summary of payments and accrued interest through 
June 2011. 

6. Report on Internal Controls: Revenue and Collections Process. Prepared by Sharp Executive 
Associates, Inc. and dated August 20, 2010. 

7. EPA Study on the Effectiveness of UST Insurance as a Financial Responsibility (FR) Mechanism, 
December 2011. 

In addition to the above documents, we have incorporated information gained from discussions with 
USTIF management. 
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