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NATIONAL OCEANIC AND ATMOSPHERIC ADMINISTRATION
DAMAGE ASSESSMENT, REMEDIATION, AND RESTORATION PROGRAM

OFFICE OF RESPONSE AND RESTORATION
FISCAL YEAR 2019 INDIRECT COST RATE

Empirical Concepts, Inc. (Empirical) is under contract with the National Oceanic and Atmospheric
Administration (NOAA) to develop an indirect cost rate for recovering Office of Response and
Restoration (OR&R) indirect costs incurred for restoration of injured natural resources.

The purpose of this report is to provide OR&R with the results of Empirical’s review of Fiscal Year (FY)
2019 costs and our development of an indirect cost rate. This document describes our methodology and
presents OR&R’s FY 2019 indirect cost rate in the exhibit, followed by supporting schedules detailing
costs by task code and by object class. This rate will be used to determine indirect damage assessment
and restoration costs allocable to specific cases for cost-recovery purposes.

BACKGROUND

NOAA has statutory authority to protect and restore the nation’s coastal and marine resources. This
authority includes the Comprehensive Environmental Response, Compensation, and Liability Act; Oil
Pollution Act of 1990; Federal Water Pollution Control Act; and National Marine Sanctuaries Act. These
laws provide for the recovery of restoration costs from parties potentially responsible for injuring
natural resources and their services.

To fulfill its responsibility as a natural resource trustee under this legislation, NOAA established the
Damage Assessment, Remediation, and Restoration Program (DARRP). DARRP’s mission is to assess
damages and restore marine and coastal resource injuries resulting from hazardous substance releases
or oil spills, as well as ship groundings caused by responsible parties. This mission is accomplished
through conducting Natural Resource Damage Assessments (NRDA). DARRP is comprised of three NOAA
component organizations: the OR&R within the National Ocean Service; the Office of General Counsel
for Natural Resources Section (GCNRS); and the Restoration Center (RC) within the National Marine
Fisheries Service.

OR&R has three divisions: The Emergency Response Division (ERD), the Marine Debris Division (MDD),
and the Assessment and Restoration Division (ARD). ERD facilitates spill prevention, preparedness,
response, and restoration and supports oil and chemical spill responses in U.S. coastal waters. MDD
focuses on identifying, reducing, and preventing debris in the marine environment. ARD protects and
restores coastal natural resources injured by hazardous substances and performed this DARRP work in
FY 2019.

FINANCIAL MANAGEMENT SYSTEM

OR&R costs reside in NOAA’s financial management system, Commerce Business Systems (CBS). CBS
identifies costs by financial management centers (FMC), task codes, and object classification codes.
FMCs are groups of organizations that control funding activities. OR&R’s FY 2019 costs were
accumulated under FMC 1012. DARRP organizations assign each NRDA case, as well as other projects
and activities, with one or more unique task codes. OR&R tracks both labor and non-labor costs by task
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code. Object classification codes identify the cost type (such as salaries, travel, and contracts). OR&R
uses task codes to accumulate its indirect costs associated with DARRP. These are costs for general and
administrative activities that support, sustain, or enhance the DARRP mission. Examples of such
activities include:

« Employee recruitment and training.

« General budget formulation, monitoring, analysis, and reporting.

« Non-case-specific management and staff meetings on administrative matters.
« General cost accounting, computer support, and secretarial support.

« General records management and database support.

« General program policy and development.

o Techniques and methods development.

NOAA applies internal burden (overhead) rates to labor costs in CBS to recover agency overhead from
each FMC for leave, benefits, and management and support costs. The following are NOAA’s overhead
rate components and bases of application:

e Leave Surcharge is applied to labor costs and includes costs for administrative, annual, and sick
leave.

e Personnel Benefits is applied to labor and leave costs. It includes payroll taxes, civil service
retirement, health benefits, life insurance, regular employer retirement contributions, Federal
Insurance Contributions Act payments, and Federal Retirement Service thrift savings plan basic
and matching contributions.

e NOAA Administrative Support is applied to labor and leave costs. It includes costs incurred by
NOAA’s executive, line, and other supporting offices. These costs are associated with
administrative functions such as personnel, training, procurement, telecommunications,
operations, storage, mail, housekeeping, and other common services.

INDIRECT COST ALLOCATION METHODOLOGY

We developed the indirect cost rate methodology using generally accepted accounting principles, Cost
Accounting Standards, and Statement of Federal Financial Accounting Standards (SFFAS) No. 4,
Managerial Cost Accounting Concepts and Standards for the Federal Government. The following
principles are inherent in this allocation method:

e The costing methodology for identifying and allocating costs as direct or indirect is consistently
applied.

e The allocation base that best approximates benefits accruing to cost objectives is selected.

e Allitems properly included in the allocation base are included and receive their share of indirect
costs.

e Indirect costs are assigned to cost objectives on a cause-and-effect basis or by allocating on a
reasonable and consistent basis.



To develop the indirect cost rate, we:
e Obtained an understanding of OR&R’s FY 2019 organization.

e Obtained an understanding of OR&R procedures for documenting DARRP costs, including its
financial management system and business practices.

e Obtained downloads of FY 2019 OR&R cost transactions and performed tests to verify the
completeness and accuracy of these downloads.

e Identified costs incurred on DARRP tasks, with the assistance of OR&R personnel.

o Identified task codes as direct, indirect, or non-allocable and then accumulated related costs in
these categories.

In addition, we adjusted costs as necessary to ensure the accuracy and completeness of the indirect cost
pool and base. Significant adjustments to OR&R costs are described below:

e Labor cost downloads did not include NOAA internal burden charges. We applied applicable
NOAA leave, benefit, support, and General Services Administration (GSA) rent rates to both
direct and indirect labor costs. We included those costs allocable to indirect labor in the indirect
cost pool.

e Labor cost downloads did not include the cost of compensatory travel time earned. We
calculated compensatory travel time costs by task, based on employee timesheets and labor
rates, and included these costs in the indirect cost pool and/or base.

e Commercial contractors Freestone Environmental Services, Iinc. (Freestone) and Genwest
performed damage assessment and restoration work that benefited OR&R tasks. Freestone and
Genwest personnel work in NOAA offices. We obtained Freestone and Genwest time reports
and invoices, calculated the cost of all direct time spent on DARRP tasks, and included these
labor costs in the direct labor base. We included the portion of Freestone and Genwest charges
that recovers overhead costs in the indirect cost pool.

o We excluded OR&R management and support costs, such as those incurred by the Business
Services Group (BSG), from the indirect cost pool. These costs benefit all OR&R divisions, and in
calculating prior years' indirect cost rates, OR&R management and support costs allocable to
ARD had remained in the indirect cost pool. However, OR&R has elected not to recover these
costs in its FY 2019 indirect cost rate, and so all OR&R management and support costs have
been removed.

¢ We excluded from the indirect cost pool all OR&R tasks that did not benefit DARRP, or for which
the benefit to DARRP could not be measured. To the extent that management and support costs
were allocable to these tasks, we excluded those costs from the indirect cost pool as well.

The resulting indirect cost rate includes only allocable indirect costs for DARRP work performed by ARD
in FY 2019 and should only be used to recover indirect costs of those activities.



SFFAS No. 4, Paragraph 124, states that costs should be allocated using one of the following three
methods: ‘

1. Directly tracing costs (wherever feasible and economically practicable);
2. Assigning costs on a cause-and-effect basis; or
3. Allocating costs on a reasonable and consistent basis.

It is not practical or feasible to directly assign DARRP indirect costs to final cost objectives. We consider
direct labor costs an appropriate base for allocating DARRP indirect costs to benefiting activities and
therefore calculated the FY 2019 indirect cost rate with ARD direct labor costs as the base. The direct
labor base does not include the cost of overtime or premium pay that increases labor costs without a
corresponding increase in effort. We included direct labor costs for Freestone and Genwest in the base
because these costs have the same relationship to the indirect cost pool as do NOAA direct labor costs.

We performed our work in accordance with the Statement on Standards for Consulting Services
promulgated by the American Institute of Certified Public Accountants. We did not review or evaluate
NOAA’s internal burden rates. Because the indirect cost allocation methodology used to develop the
indirect cost rate does not constitute an examination made in accordance with generally accepted
auditing standards, we do not express an opinion on OR&R’s financial statements or its indirect cost
rate. This report relates only to the accounts and items specified in the attached exhibit and schedules,
and does not extend to any financial statement of NOAA.

The information contained in this report is intended solely for the purposes described in the first section
of this report and should not be used for any other purpose.
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