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EXECUTIVE SUMMARY

The Comprehensive Environmental Response, Compensation and
Liability Act of 1980 (known as CERCLA or Superfund), which was expanded
by the Superfund Amendments and Reauthorization Act of 1986, established
the Superfund program to clean up the nation’s worst hazardous waste
sites.® CERCLA seeks to ensure that individuals or organizations responsible
for the improper disposal of hazardous waste bear the costs for their actions.
It also established the Hazardous Substance Superfund Trust Fund (Trust
Fund) to finance clean up sites when a liable party cannot be found or the
third party is incapable of paying clean up costs. The Trust Fund also pays
the Environmental Protection Agency’s (EPA) for enforcement, management
activities, and research and development.

Executive Order 12580, issued January 23, 1987, gives the Attorney
General responsibility for all Superfund litigation. Within the Department of
Justice (DOJ), the Environment and Natural Resources Division (ENRD)
enforces CERCLA’s civil and criminal pollution-control laws. In fiscal year
(FY) 1987, EPA entered into interagency agreements with the ENRD and
began reimbursing the ENRD for its litigation costs. In recent years, EPA
authorized reimbursements to the ENRD of $25.6 million for FY 2011 and
$24.6 million for FY 2012 in accordance with EPA Interagency Agreements
DW-15-92343901-0 (FY 2011) and DW-15-92343901-1 (FY 2012).

1 42 U.S.C. Chapter 103 (2012)



The EPA and the ENRD Statement of Work required the ENRD to
maintain a system that documented its litigation costs. To this end, the
ENRD used a management information system developed and maintained by
a private contractor. The system was designed to process financial data
from the ENRD Expenditure and Allotment (E&A) Reports into:

(1) Superfund direct costs by specific case broken down between direct labor
costs and all other direct costs; (2) non-Superfund direct costs; and
(3) allocable indirect costs.?

As required by CERCLA, the DOJ Office of the Inspector General
conducted this audit to determine if the cost allocation process used by the
ENRD and its contractor provided an equitable distribution of total labor
costs, other direct costs, and indirect costs to Superfund cases from
FYs 2011 and 2012. We compared costs reported in the contractor’s
accounting schedules and summaries for these 2 years to costs recorded in
DOJ accounting records to review the cost distribution system used by the
ENRD to allocate incurred costs to Superfund and non-Superfund cases.

We believe that the ENRD provided an equitable distribution of total
labor costs, other direct costs, and indirect costs to Superfund cases from
FYs 2011 and 2012.

2 The E&A Report is a summary of the total costs incurred by the ENRD during the
fiscal year. The report includes all costs (both liquidated and unliquidated) by subobject
class and a final indirect cost rate calculation for the fiscal year. Other direct costs charged
to individual cases include special masters, expert witnesses, interest penalties, travel, filing
fees, transcription (court and deposition), litigation support, research services, graphics,
and non-capital equipment. Indirect costs are the total amounts paid in the E&A Reports
less direct charges and are allocated based on the direct Superfund salary costs on each
case.
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INTRODUCTION

In 1980, the Congress passed the Comprehensive Environmental
Response, Compensation and Liability Act (CERCLA or Superfund) to clean
up hazardous waste sites throughout the United States.* The law addressed
concerns about the need to clean up abandoned hazardous waste sites and
the future release of hazardous substances into the environment. When
CERCLA was enacted, the Environmental Protection Agency (EPA) was
assigned responsibility for preparing a National Priorities List to identify sites
that presented the greatest risk to human health and the environment.
Waste sites listed on the National Priorities List were generally considered
the most contaminated in the nation, and EPA funds could be used to clean
up those sites. The clean up of these sites was to be financed by the
potentially responsible parties — generally the current or previous owners or
operators of the site. In cases where the potentially responsible party could
not be found or were incapable of paying clean up costs, CERCLA established
the Hazardous Substance Superfund Trust Fund (Trust Fund) to finance
clean up efforts. The Trust Fund also pays for EPA’s enforcement,
management, and research and development activities.

Because certain provisions of CERCLA were set to expire in FY 1985,
Congress passed the Superfund Amendments and Reauthorization Act
(SARA) in 1986.? SARA stressed the importance of using permanent
remedies and innovative treatment technologies in the clean up of hazardous
waste sites, provided EPA with new enforcement authorities and settlement
tools, and increased the authorized amount of potentially available
appropriations for the Trust Fund.

Executive Order 12580, issued January 23, 1987, gives the Attorney
General responsibility for all Superfund litigation. Within the Department of
Justice (DOJ), the Environment and Natural Resources Division (ENRD)
administers cases against those who violate CERCLA’s civil and criminal
pollution-control laws. Superfund litigation and support are assigned to the
following ENRD sections: Appellate, Environmental Crimes, Environmental
Defense, Environmental Enforcement, Land Acquisition, Natural Resources,
and Law and Policy.

1 42 U.S.C. Chapter 103 (2012)

2 SARA is incorporated into 42 U.S.C. Chapter 103 (2012)



Beginning in FY 1987, the EPA entered into interagency agreements
with the DOJ to reimburse the ENRD for its litigation costs related to its
CERCLA activities. As shown in Exhibit 1, cumulative budgeted
reimbursements for Superfund litigation represented 29 percent of the
ENRD’s total budget during the 26-year period from FYs 1987 through 2012.



Exhibit 1: Comparison of the ENRD’s Appropriations and Budgeted
Superfund Reimbursements (FYs 1987 through 2012)

Budgeted Superfund

FY ENRD Appropriations Reimbursements Total ENRD Budget
1987 $23,195,000 $11,550,000 $34,745,000
1988 26,194,000 18,473,000 44,667,000
1989 26,456,000 22,100,000 48,556,000
1990 34,713,000 28,754,000 63,467,000
1991 43,683,000 32,799,000 76,482,000
1992 49,177,000 35,607,000 84,784,000
1993 51,445,000 34,534,000 85,979,000
1994 53,364,000 33,809,000 87,173,000
1995 58,170,000 33,879,860 92,049,860
1996 58,032,000 32,245,000 90,277,000
1997 58,049,000 30,000,000 88,049,000
1998 61,158,000 29,963,500 91,121,500
1999 62,652,000 30,500,000 93,152,000
2000 65,209,000 30,000,000 95,209,000
2001 68,703,000 28,500,000 97,203,000
2002 71,300,000 28,150,000 99,450,000
2003 70,814,000 28,150,000 98,964,000
2004 76,556,000 28,150,000 104,706,000
2005 90,856,000 27,150,000 118,006,000
2006 93,974,000 26,319,100 120,293,100
2007 95,093,000 26,056,000 121,149,000
2008 99,365,000 25,594,000 124,959,000
2009 103,093,000 25,600,000 128,693,000
2010 109,785,000 25,600,000 135,385,000
2011 108,010,000 25,550,000 133,560,000
2012 108,009,000 24,550,000 132,559,000
Total $1,767,055,000 $723,583,460 $2,490,638,460

Source:

ENRD Budget History Report for FYs 1987 through 2012

The EPA and the ENRD Statement of Work required the ENRD to
maintain a system that documented its Superfund litigation costs.
Accordingly, the ENRD implemented a management information system
designed by FTI Consulting, Incorporated (contractor). The system was
designed to process financial data from the ENRD’s Expenditure and
Allotment (E&A) Reports into: (1) Superfund direct costs by specific case,




allocated between direct labor costs and all other direct costs; (2) non-
Superfund direct costs; and (3) allocable indirect costs.?

The EPA authorized reimbursements to the ENRD of $25.6 million for
FY 2011 and $24.6 million for FY 2012 in accordance with EPA Interagency
Agreements DW-15-92343901-0 (FY 2011) and DW-15-92343901-
1 (FY 2012).

Excise taxes imposed on the petroleum and chemical industries as well
as an environmental income tax on corporations maintained the Trust Fund
through December 31, 1995, when the taxing authority for Superfund
expired. Since that time, Congress has not enacted legislation to
reauthorize the tax. Currently, the funding for Superfund is comprised of
appropriations from EPA’s general fund, interest, fines, penalties, and
recoveries generated through litigation. Consequently, the significance of
the ENRD’s Superfund litigation can be seen in the commitments and
recoveries the EPA has obtained, with the EPA receiving over $9 billion in
commitments to clean up hazardous waste sites and recovering over
$6 billion from potentially responsible parties during FYs 1987 - 2012, as
shown in Exhibit 2.

3 The E&A Report is a summary of the total costs incurred by the ENRD during the
fiscal year. The report includes all costs (both liquidated and unliquidated) by subobject
class and a final indirect cost rate calculation for the fiscal year. Other direct costs charged
to individual cases include special masters, expert witnesses, interest penalties, travel, filing
fees, transcription (court and deposition), litigation support, research services, graphics,
and non-capital equipment. Indirect costs are the total amounts paid in the E&A Reports
less direct charges and are allocated based on the direct Superfund salary costs on each
case.



Exhibit 2: Estimated Commmitments and Recoveries
(FYs 1987 through 2012)*

FY Commitment Recovery
1987 $ 0 $ 12,000,000
1988 10,000,000 32,000,000
1989 106,000,000 73,000,000
1990 10,000,000 56,000,000
1991 186,000,000 182,000,000
1992 225,000,000 211,000,000
1993 187,000,000 326,000,000
1994 148,000,000 490,000,000
1995 117,000,000 204,000,000
1996 101,000,000 338,000,000
1997 280,000,000 334,000,000
1998 403,000,000 308,000,000
1999 386,000,000 332,000,000
2000 494,000,000 153,000,000
2001 1,418,000,000 566,000,000
2002 565,000,000 277,000,000
2003 474,000,000 185,000,000
2004 289,000,000 202,000,000
2005 647,000,000 270,000,000
2006 230,000,000 146,000,000
2007 271,000,000 211,000,000
2008 542,000,000 429,000,000
2009 272,000,000 179,000,000
2010 753,000,000 726,000,000
2011 902,000,000 376,000,000
2012 118,000,000 132,000,000
Total $9,134,000,000 $6,750,000,000

Source: ENRD Commitment and Recovery Report for FYs 1987 through 2012

4 Commitments are estimated funds from potentially responsible parties for the
clean up of hazardous waste sites. Recoveries are actual funds received by EPA that include
Superfund cost recovery, oversight costs, and interest.



OIG Audit Approach

The objective of the audit was to determine if the cost allocation
process used by the ENRD and its contractor provided an equitable
distribution of total labor costs, other direct costs, and indirect costs to
Superfund cases during FYs 2011 and 2012. To accomplish our objective,
we assessed whether: (1) the ENRD identified Superfund cases based on
appropriate criteria, (2) costs distributed to cases were limited to costs
reported in the E&A Reports, and (3) adequate internal controls existed over
the recording of direct labor time to cases and the recording of other direct
charges to accounting records and Superfund cases.

Appendix | contains a more detailed description of our audit
objectives, scope, and methodology.



FINDING

SUPERFUND COSTS FOR FYs 2011 AND 2012

We found that the ENRD provided an equitable distribution of
total labor costs, other direct costs, and indirect costs to
Superfund cases during FYs 2011 and 2012.

We designed the audit to compare costs reported in the contractor’s
accounting schedules and summaries for FYs 2011 and 2012 (see
Appendices 111 and 1V) to the information recorded in DOJ’s accounting
records, and to review the cost distribution system used by the ENRD to
allocate incurred costs to Superfund and non-Superfund cases. To
accomplish this, we performed the following tests:

e We compared Superfund total costs recorded as paid in the E&A
Reports to the amounts reported as Total Amounts Paid in the
contractor’s year-end accounting schedules and summaries, and we
traced the costs to Superfund cases.

e We reviewed the ENRD’s methodology for categorizing Superfund
cases by comparing a select number of Superfund cases to the ENRD’s
Superfund case designation criteria.®

e We reviewed the contractor’s methodology for distributing direct labor
and indirect costs to Superfund cases, and we compared other direct
costs to source documents to validate their allocability to Superfund
cases.

We performed these steps to ensure that costs distributed to
Superfund and non-Superfund cases were based on total costs for FYs 2011
and 2012; that the distribution methodology used and accepted in prior
years remained viable; and that selected costs were supported by evidence
that documented their allocability to Superfund and non-Superfund cases.
We used the test results to determine if the ENRD provided an equitable
distribution of total labor, other direct costs, and indirect costs to Superfund
cases during FYs 2011 and 2012.

® FY 2007 ENRD memorandum entitled Environment and Natural Resources Division
Determination of Superfund Cases provides the methodology for designating Superfund
cases.



Reconciliation of Contractor Accounting Schedules and Summaries to
E&A Reports

To ensure that the distribution of costs to Superfund and non-
Superfund cases was limited to total costs incurred for each fiscal year, we
reconciled the amounts reported in the E&A Reports to those in the
contractor’s Schedule 6, Reconciliation of Total ENRD Expenses. According
to the E&A Reports, total ENRD expenses were over $129 million in FY 2011
and over $134 million in FY 2012, as shown in Exhibit 3.

Exhibit 3: ENRD Expenses by Fiscal Year

Description 2011 2012
Salaries $76,348,363 $74,576,322
Benefits 20,780,267 20,488,820
Travel 2,983,689 2,713,690
Freight 303,484 311,203
Rent 13,951,869 13,445,192
Printing 55,204 58,452
Services 14,829,898 22,368,431
Supplies 581,318 473,796
Equipment 20,358 62,564
Totals $129,854,450 | $134,498,470

Source: ENRD E&A Reports for FYs 2011 and 2012

We then reconciled the E&A Report amounts to the distributions in the
contractor’s Schedule 5, Superfund Costs by Object Classification, and
Schedule 2, Superfund Obligation and Payment Activity by Fiscal Year of
Obligation. We found that Schedules 1 through 6 reconciled to the E&A
Reports.

After reconciling the contractor’s accounting schedules and summaries
to the E&A Reports, we reviewed the distribution of costs to Superfund
cases. Our starting point for reviewing the distribution system was to
identify and reconcile the ENRD cases as Superfund or non-Superfund. This
enabled us to extract only Superfund data from the ENRD data to compare
to the accounting schedules and summaries. The Superfund costs in
Schedule 2 of the accounting schedules and summaries for FYs 2011 and
2012 are shown in Exhibit 4.



Exhibit 4: Superfund Distributed Costs by Fiscal Year of Obligation®

Cost Categories 2011 2012
Labor $7,549,318 $7,497,923
Other Direct Costs 1,211,907 1,625,726
Indirect Costs 11,849,954 11,717,352
Unliqguidated Obligations 4,738,000 3,690,997
Totals $25,349,179 $24,531,998

Source: Schedule 2 of the contractor’s accounting schedules and summaries
Superfund Case Reconciliation

The ENRD assigned unique identifying numbers to all Superfund and
non-Superfund cases and maintained an annual database of Superfund
cases. To ensure that the contractor used the appropriate Superfund
database, we reconciled the contractor’s Superfund database to the ENRD’s
original Superfund database. The reconciliation identified 736 Superfund
cases in FY 2011 and 666 cases in FY 2012 in which ENRD incurred direct
labor hour costs. We also reviewed the Superfund case designation criteria
and case files to identify the method used by the ENRD to categorize
Superfund cases, and to determine if Superfund cases were designated in
accordance with established criteria.

We judgmentally selected 25 cases from the FY 2012 Superfund
database to test whether the ENRD staff adhered to case designation
procedures outlined in the memorandum, ENRD Determination of Superfund
Cases (last updated FY 2007).” We compared the case number in the
Superfund database to the ENRD case file documents including case intake
worksheets, case opening forms, case transmittals, and e-mails. These
documents referenced laws, regulations, or other information used to
categorize the cases as either Superfund or non-Superfund for tracking
purposes. Of the 25 cases reviewed, we found no exceptions.

® The amounts listed in this table reflect actual reimbursements. The interagency
agreements budgeted $25.6 million for FY 2011 and $24.6 million for FY 2012.

’ See Appendix Il for the 25 cases we sampled.
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Superfund Cost Distribution

Since we found that the ENRD’s case identification method adequately
identified Superfund cases, we proceeded to review the system used by the
contractor to distribute direct labor, indirect costs, and other direct costs
charged to Superfund cases.

Direct Labor

During the 2-year period under review, the contractor continued using
the labor distribution system from prior years, which we had reviewed and
accepted in prior audits. The ENRD provided the contractor with electronic
files that included employee time reporting information and bi-weekly salary
information downloaded from the National Finance Center.® The contractor
used the following formula to distribute labor costs monthly:

Salary Starting Point: Employee Bi-weekly Salary

Divided by: Employee Reported Bi-weekly Work Hours
Equals: Bi-weekly Hourly Rate
Multiplied by: Employee Reported Monthly Superfund

and Non-Superfund Case Hours
Results In: Distributed Individual Monthly Labor Case Cost
For purposes of our review, we:

e compared total Superfund and non-Superfund labor costs to costs
reported in the E&A Reports for FYs 2011 and 2012;

e reviewed the ENRD electronic labor files and selected salary files
provided to the contractor and the resultant electronic files prepared
by the contractor to summarize costs by employee and case; and

e extracted Superfund case costs from the contractor files by using
validated Superfund case numbers.

8 The National Finance Center processes bi-weekly payroll information for many
federal government agencies, including DOJ.

10



We performed selected database matches to compare the ENRD
electronic employee time and case data against the contractor’s electronic
files used to prepare the accounting schedules and summaries, and to
identify Superfund case data. We determined total Superfund hours were
137,304 for FY 2011 and 134,579 for FY 2012. To determine the number of
Superfund cases with direct labor costs for each fiscal year under review, we
compared the ENRD Superfund billed time electronic data, which included
736 cases in FY 2011 and 666 cases in FY 2012 to the electronic files
prepared by the contractor and found no significant differences in the total
number of Superfund cases with direct labor costs for each fiscal year.

Next, using the contractor’s electronic files, we determined that the
direct labor costs for Superfund cases were $7,549,318 for FY 2011 and
$7,497,923 for FY 2012. We traced these amounts to the contractor’s
accounting schedules and summaries, and selected the first two bi-weekly
periods in January 2011 and 2012 to review the calculation of the effective
employee hourly rates. We found the contractor calculated the effective
hourly rates in compliance with the methodology outlined previously in this
report.

Overall, we were able to verify the accumulation of reported hours, the
development and application of hourly rates, and the extraction of labor
costs for Superfund cases. Therefore, we believe that this process provided
an equitable distribution of direct labor costs to Superfund cases during
FYs 2011 through 2012.

Indirect Costs

In addition to direct costs incurred for specific cases, the ENRD
incurred indirect costs that were allocated to all cases. These costs
included salaries, benefits, travel, freight, rent, communication, utilities,
supplies, and equipment. The contractor distributed indirect costs to
individual cases using an indirect cost rate calculated on a fiscal year basis.

The indirect cost rate was comprised of an ENRD indirect rate and a
Superfund-specific indirect rate. To calculate the ENRD indirect rate, the
contractor subtracted the amount of direct costs from the total costs
incurred according to the ENRD’s E&A report and divided this amount by
the total direct labor costs for the period. To calculate a Superfund specific
indirect rate, the contractor identified indirect costs that support only
Superfund activities and divided these costs by the Superfund direct labor
costs for the period. The rates for FYs 2011, 2012 are shown in the
Exhibit 5.
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Exhibit 5: Indirect Cost Rates by Fiscal Year
Category 2011 2012
ENRD Indirect Rate 155.6% 155.0%
Superfund-Specific Indirect Rate 27.4% 26.2%
Combined Indirect Cost Rate 183.0% 181.2%

Source: Schedule 4 of the contractor’s accounting schedules and summaries,
percentages rounded to nearest tenth of a percent

Using the E&A Reports and the contractor’s electronic files, we
reconciled the total indirect amounts to Schedule 4, Indirect Rate

Calculation, to ensure that the contractor used only paid costs to accumulate
the expense pool. We determined that the total amount of indirect costs for
FY 2011 was $71,620,097. We also determined that the total amount of the

indirect costs for FY 2012 was $70,565,696. Therefore, we found that this
process generally provided for an equitable distribution of indirect costs to
Superfund cases during FYs 2011 through 2012.

Other Direct Costs

The other direct costs incurred by the ENRD and distributed to
Superfund during FYs 2011 and 2012 are presented in Exhibit 6.

Exhibit 6: Superfund Other Direct Costs by Fiscal Year

Subobject Code and Description 2011 2012

1153 — Compensation, Masters $ 66,991 $ 149,906
1157 — Fees - Expert Witness 1,627,127 1,794,106
2100 - Travel and Transportation 262,144 291,214
2411 — Printing and Reproduction, Court Instruments 4,552 1,663
2499 — Printing and Reproduction, All Other 789 4,629
2501 — Filing and Recording Fees 157 1
2508 — Reporting and Transcripts — Deposition 64,265 235,615
2510 — Reporting and Transcripts - Court 0 34,834
2529 — Litigation Support 795,698 1,085,713
2534 — Research Services 3,826 26,280
2556 — Graphics 825 0
2563 — Interest Penalties Incurred on Late Payments

by the Government 0 35
2598 — Miscellaneous Litigation Expenses 11,123 1,632
2599 — Other Services 395 0
Totals $2,837,892 $3,625,628

Source: The contractor’s electronic files for FYs 2011 and 2012

12




As part of our audit, we selected the following four FY 2012 other
direct cost subobject codes to test.

1157 — Fees - Expert Witness

2100 — Travel and Transportation

2508 — Reporting and Transcripts — Deposition
2529 — Litigation Support

For FY 2012, these four subobject codes comprised 88 percent of the
transaction universe (1,377 transactions) and 94 percent of the FY 2012
other direct cost expenditures ($3.6 million). Considering the possible
variation between these four types of transactional activity measures, we
employed a stratified random sampling design to provide effective coverage
and to obtain precise estimates of the test results’ statistics. The set of
transactions in the universe was divided into two subsets, a high dollar value
transactions and non-high dollar value transactions. We reviewed
100 percent of transactions in one stratum that consisted of high dollar
transactions within these four subobject codes. In total, we reviewed 273
transactions totaling approximately $1.6 million as detailed in Exhibit 7.

Exhibit 7: Other Direct Costs Tested

Subobject Number of Dollar
Code Descriptions Transactions Amount
1157 Fees - Expert Witness 48 $729,529
2100 Travel and Transportation 83 105,115
2508 Reporting and Transcripts
- Deposition 92 120,236
2529 Litigation Support 50 683,879
Totals 273 $1,638,759

Source: OIG other direct costs sampled

We designed our review of other direct costs transactions to determine
if the selected transactions included adequate support based on the following
four attributes:

e subobject code classification — verified that the correct subobject code
was used to classify the cost;

e Superfund/non-Superfund case classification — verified that the case

number appearing on the documents matched the case number in the
Superfund database;

13



e dollar amount — verified that the dollar amount listed in the other
direct costs database matched the amounts on the supporting
documentation; and

e proper approval — verified that the proper approval was obtained on
the vouchers paying the other direct costs.

Our tests resulted in no exceptions in the testing of Fees — Expert
Witness (subobject code 1157) and Litigation Support (subobject
code 2529). However, our tests of Reporting and Transcripts — Deposition
(subobject code 2508) and Travel and Transportation (subobject code 2100)
revealed exceptions.

Reporting and Transcripts — Deposition (subobject code 2508)

We tested 92 Reporting and Transcripts — Deposition transactions and
found that all 92 transactions reviewed carried the correct dollar amount,
were classified to the correct subobject code and were properly approved.
However, two invoices tested were not correctly classified. We summarized
our analysis in Exhibit 8.

Exhibit 8: Reporting and Transcripts — Deposition Issues

Superfund Voucher ENRD Resolution of
Matter ID Amount Description of Issue the Issue
90-11-2-09952 $966 The supporting documentation | ENRD transferred $966
specified a non-Superfund case | to the correct non-
number. Superfund case.
90-7-1-07401 $987 The supporting documentation | ENRD transferred $987
specified a non-Superfund case | to the correct non-
number. Superfund case.

Source: OIG analysis and ENRD general ledger documentation

Travel and Transportation (subobject code 2100)

While we found all 83 Travel and Transportation transactions we
reviewed had been appropriately classified and carried the correct dollar
amount; we noted that two transactions were not properly approved and
one transaction had the incorrect Superfund case classification.

We summarized our analysis in Exhibit 9.

14



Exhibit 9: Travel and Transportation Issues

Superfund Voucher Description of Issue ENRD Resolution of
Matter ID Amount the Issue
90-11-2-09952 $2,097 No approval signature on the ENRD provided
travel voucher. alternative
documentation of
approval.
90-11-3-09813 $154 No approval signature on the ENRD provided
travel voucher. alternative
documentation of
approval.
90-11-3-10097 $997 The supporting documentation | ENRD transferred $997

specified a non-Superfund case
number.

to the correct non-
Superfund case.

Source: OIG analysis and ENRD general ledger documentation

Conclusion

We found that the cost allocation process used by the ENRD provided
an equitable distribution of total labor costs, other direct costs, and indirect
costs to Superfund cases during FYs 2011 and 2012. We provided our draft
audit report to ENRD officials who chose not to provide a response to the

draft report.
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STATEMENT ON COMPLIANCE
WITH LAWS AND REGULATIONS

As required by the Government Auditing Standards we tested, as
appropriate given our audit scope and objectives, selected transactions,
records, procedures, and practices, to obtain reasonable assurance that
ENRD’s management complied with the Comprehensive Environmental
Response, Compensation and Liability Act of 1980 (known as CERCLA or
Superfund) and the Superfund Amendments and Reauthorization Act of 1986
for which noncompliance, in our judgment, could have a material effect on
the results of our audit. ENRD’s management is responsible for ensuring
compliance with federal laws and regulations applicable to the ENRD. In
planning our audit, we identified the following laws and regulations that
concerned the operations of the auditee and that were significant within the
context of the audit objectives:

e Comprehensive Environmental Response, Compensation and Liability
Act of 1980 (CERCLA), 42 U.S.C. Chapter 103, Section 9611(k)

e Superfund Amendments and Reauthorization Act of 1986 (SARA)

Our audit included examining, on a test basis, ENRD’s compliance with
the aforementioned laws and regulations that could have a material effect on
ENRD’s operations, through interviewing ENRD’s personnel and contractor,
analyzing data, assessing internal control procedures, and examining
procedural practices.

Nothing came to our attention that caused us to believe that the ENRD
was not in compliance with the aforementioned laws and regulations.

16



APPENDIX 1

OBJECTIVE, SCOPE, AND METHODOLOGY
Objective

The objective of this audit was to determine if the cost allocation
process used by the ENRD and its contractor provided an equitable
distribution of total labor costs, other direct costs, and indirect costs to
Superfund cases during FYs 2011 and 2012.

Scope and Methodology

We conducted this performance audit in accordance with generally
accepted government auditing standards. Those standards require that we
plan and perform the audit to obtain sufficient, appropriate evidence to
provide a reasonable basis for our findings and conclusions based on our
audit objectives. We believe that the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit
objective. To accomplish the overall objective, we assessed whether:
(1) the ENRD identified Superfund cases based on appropriate criteria,
(2) costs distributed to cases were limited to costs reported in the E&A
Reports, and (3) adequate internal controls existed over the recording of
direct labor time to cases and the recording of other direct charges to
accounting records and Superfund cases.

The audit covered, but was not limited to, financial activities and the
procedures used by the ENRD to document, compile, and allocate direct and
indirect costs charged to Superfund cases from October 1, 2010, through
September 30, 2012. We compared total costs recorded as paid on the
ENRD’s E&A Report to the amounts reported as Total Amounts Paid on the
contractor’s year end accounting schedules and summaries, and traced the
costs to the Superfund cases for FYs 2011 and 2012. We also reviewed the
contractor’s methodology for distributing direct labor costs and indirect costs
to Superfund cases for FYs 2011 and 2012. In addition, we reviewed the
ENRD’s methodology for categorizing Superfund cases by comparing a select
number of Superfund cases to the ENRD’s Superfund case designation
criteria for FY 2012.

We performed detailed transaction testing of other direct costs for
FY 2012. Considering the possible variation between subobject codes 1157,
2100, 2508, and 2529, we employed a stratified random sampling design to
provide effective coverage and to obtain precise estimates of the test results
statistics. We reviewed 100 percent of transactions (128) in one stratum
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that consisted of high-dollar transactions within these four subobject codes.
The initial test results showed one invoice for travel was not properly
approved, however after further discussion and review of alternate
documentation we determined the invoice was a valid Superfund charge and
we therefore have no exception in the high dollar strata.

Additionally a stratified sample design was employed for the non-high
dollar transactions with 95 percent confidence interval, 3 percent precision
rate, and weighted average of 4.2 percent estimated exception rate. The
non-high dollar sample size was 145 transactions. The test results showed
there were no exceptions found in the randomly selected sample units for
any of the four attribute tests in the strata associated with sub-object codes
1157 and 2529. In our testing of subobject 2508 we noted 2 transactions
that were misclassified as superfund costs and the ENRD transferred the
transactions to the correct case. In our review of subobject 2100, we noted
a single transaction was not properly approved but in follow up with ENRD
we could validate it was a superfund cost. Additionally, in subobject code
2100 we noted a single transaction that was misclassified as a superfund
cost and the ENRD reclassified the expense. Since the noted errors were
under the expected error rate, and the ENRD had corrected the
classifications, we did not project the errors to the universe.

For our assessment of internal controls over the compilation of direct
labor charges, we relied on the results in the U.S. Department of Justice,
Office of the Inspector General, Environmental and Natural Resources
Division Network Computer Security and Case Management System Internal
Control Audit, Audit Report 1-19, August 2001; U.S. Department of Justice,
Office of the Inspector General, Offices, Boards and Divisions Annual
Financial Statements Fiscal Year 2011, Audit Report 12-13, February 2012;
and, U.S. Department of Justice, Office of the Inspector General, Offices,
Boards and Divisions Annual Financial Statements Fiscal Year 2012, Audit
Report 13-12, January 2013. Additionally we verified the accumulation of
reported hours, the development and application of hourly rates, and the
extraction of labor costs for Superfund cases.
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APPENDIX 11

FY 2012 CASES IN SAMPLE REVIEW

Case Number

Classification

90-11-3-13148 Appellate
90-1-0-13780 Appellate
198-01380 Criminal
198-01382/1 Criminal
198-22-01232 Criminal
198-74-01207/1 Criminal
198-50-01044 Criminal
90-11-6-16156 Defense
90-11-6-18174/1 Defense
90-11-6-18543/1 Defense
90-11-6-19051/1 Defense
90-11-6-19361 Defense
90-11-2-09461 Enforcement
90-11-2-912/2 Enforcement
90-11-3-09445/2 Enforcement
90-11-3-10445 Enforcement
90-11-3-923/1 Enforcement

90-11-3-08304/2

General Litigation

90-1-23-10202

General Litigation

33-22-2429-10883

Land Acquisition

33-22-2431-11115

Land Acquisition

33-41-128-08208

Land Acquisition

33-46-434 Land Acquisition
90-12-01316/1 Law and Policy
90-12-01779 Law and Policy
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APPENDIX 111

FY 2011 ACCOUNTING SCHEDULES AND SUMMARIES
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APPENDIX 1V

FY 2012 ACCOUNTING SCHEDULES AND SUMMARIES
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