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Appendix II: Objectives, Scope, and 
Methodology 

We performed a forensic audit of executive agencies’ purchase card 
activity for the 15 months ending September 30, 2006. Specifically, we (1) 
determined the effectiveness of internal controls intended to minimize 
fraudulent, improper, and abusive transactions by testing two internal 
control attributes related to transactions taken from two statistical 
samples and (2) identified specific examples of potentially fraudulent, 
improper, and abusive transactions through data mining and 
investigations. 

 
We obtained the databases containing agency purchase and other 
government charge card transactions for the 12-month period ending June 
30, 2006, from Bank of America, Citibank, JP Morgan Chase, Mellon Bank, 
and U.S. Bank. The databases contained purchase, travel, and fleet card 
transactions. Using information provided by the banks, we queried the 
databases to identify transactions specifically related to purchase cards. 
We performed other procedures—including reconciliation to purchase 
card data that the General Services Administration (GSA) published—to 
confirm that the data were sufficiently reliable for the purposes of our 
report. 

Statistical Sample of 
Internal Control 
Procedures 

Our statistical sampling work covered purchase card activity at executive 
agencies. We define executive agencies as federal agencies that are 
required to follow the Federal Acquisition Regulation (FAR), including 
executive departments, independent establishments, and wholly owned 
federal government corporations as defined by the United States Code.1 
We excluded transactions from the legislative and judicial branches, 
entities under treaty with the United States, and federal agencies with 
specific authority over their own purchase card programs.2 

To assess compliance with key internal controls, we extracted and tested 
two statistical (probability) samples of 96 transactions each. The first 
sample consisted of transactions exceeding $50 taken from a population of 
over 16 million purchase card transactions totaling almost $14 billion. We 
also selected a second sample from the population of over 600,000 

                                                                                                                                    
15 U.S.C. §§ 101, 104 and 31 U.S.C § 9101 identify agencies required to follow the FAR.  

2Because of limitations in the data, we were unable to remove all transactions related to 
entities outside the scope of our audit from the sample populations. If any transaction that 
should have been excluded were selected as part of either sample, we replaced them.  
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transactions totaling nearly $6 billion that exceeded the $2,5003 
micropurchase threshold. We selected this second sample because of 
additional acquisition requirements associated with purchases over the 
micropurchase threshold, and the high dollar amount associated with 
these transactions. Specifically, while only 3 percent of governmentwide 
purchase card transactions from July 1, 2005, through June 30, 2006, were 
over the micropurchase threshold, they accounted for 44 percent of the 
total dollars spent during that period. 

With our probability sample, each transaction in the population had a 
nonzero probability of being included, and that probability could be 
computed for any transaction. Each sample element was subsequently 
weighted in the analysis to account statistically for all the transactions in 
the population, including those that were not selected. Because we 
followed a probability procedure based on random selection, our sample is 
only one of a large number of samples that we might have drawn. Since 
each sample could have provided different estimates, we express our 
confidence in the precision of our particular sample’s results as a 95 
percent interval (e.g., plus or minus 10 percentage points). This is the 
interval that would contain the actual population value for 95 percent of 
the samples we could have drawn. As a result, we are 95 percent confident 
that each of the confidence intervals in this report will include the true 
values in the study population. All percentage estimates from the samples 
of executive agency purchase card activity have sampling errors 
(confidence interval widths) of plus or minus 10 percentage points or less. 

 
Internal Control Testing Our audit of key internal controls focused on whether agencies provided 

adequate documentation to substantiate that (1) purchase card 
transactions were properly authorized and (2) goods and services acquired 
with purchase cards were independently received and accepted. As part of 
our tests of internal controls, we reviewed applicable federal laws and 
regulations related to the FAR and purchase card uses. We also identified 
and applied the internal control principles contained in Standards for 

Internal Control in the Federal Government,4 Audit Guide: Auditing and 

Investigating the Internal Control of Government Purchase Card 

                                                                                                                                    
3We used the micropurchase threshold of $2,500 existing at the time of the audit. This 
threshold was increased on September 28, 2006, to $3,000. 

4GAO/AIMD-00-21.3.1. 
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Programs,5 and agencies’ purchase card policies and procedures. 
Furthermore, for purchases exceeding the micropurchase threshold of 
$2,500, we tested FAR requirements that the cardholder use required 
vendors and promote competition by soliciting bids—or justify the 
departure from this requirement in writing.6 

To determine whether a transaction was properly authorized, we reviewed 
documentation to ascertain if an individual other than the cardholder was 
involved in the approval of the purchase. To determine that proper 
authorization existed, we used reasonable evidence for authorization of 
micropurchases from $50 to $2,500, such as purchase requests from 
responsible officials, requisitions, e-mails, and other documents that 
identify an official government need, including blanket authorizations for 
routine purchases with subsequent approval. For purchase card 
transactions exceeding the micropurchase threshold of $2,500, we 
required prior purchase authorization, such as a contract, a requisition, or 
other approval document. Additionally, we looked for evidence that the 
cardholder used required vendors (as required by the Javits-Wagner-O’Day 
Act (JWOD))7 and solicited quotes to promote competition (or provided 
evidence justifying departure from this requirement, such as an annotation 
justifying the use of a sole source). 

Proper Authorization 

To determine whether goods or services were independently received and 
accepted, we reviewed supporting documentation provided by the agency. 
For each transaction, we compared the quantity, price, and item 
descriptions on the vendor invoice and shipping receipt to the purchase 
requisition to verify that the items received and paid for were actually the 
items ordered. We also determined whether evidence existed that a person 
other than the cardholder was involved in the receipt of the goods or 
services purchased. We concluded that independent receipt and 
acceptance existed if the vendor invoice, shipping documents, and receipt 
materially matched the transaction data, and if the signature or initial of 

Receipt and Acceptance 

                                                                                                                                    
5GAO-04-87G.  

648 C.F.R. §§ 13.003h(1), 13.104b, 13.501, and 13.102. 

7JWOD established the Committee for Purchase from People Who Are Blind or Severely 
Disabled and charters the committee to develop a procurement list of commodities 
produced and services provided by nonprofit agencies (41 U.S.C §§ 46 and 47). The act also 
directs agencies to buy items or services on the procurement list from nonprofit agencies 
for the blind or severely handicapped if the items are available within the period required 
by the government (41 U.S.C. § 48). 
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someone other than the cardholder was on the sales invoice, packing slip, 
bill of lading, or any other shipping or receiving document indicating 
receipt. 

For statistical sample and data-mining transactions containing 
accountable or highly pilferable property, we performed an inventory to 
determine whether executive agencies maintained accountability over the 
physical property items obtained with government purchase cards. 
Because each agency had its own threshold for accountable property, we 
were not able to test accountable property against each agency’s threshold 
for this governmentwide audit. Consequently, we defined accountable 
property as any property item exceeding a $350 threshold and containing a 
serial number. We defined highly pilferable items as items that can be 
easily converted to personal use, such as cameras, laptops, cell phones, 
and iPods. We selected highly pilferable property at any price if it was 
easily converted to personal use. 

Accountable Property 

The purchase card data provided by the banks did not always contain 
adequate details to enable us to isolate property transactions for statistical 
testing. Because we were not able to take a statistical sample of these 
transactions, we were not able to project failure rates for accountable and 
pilferable property. Consequently, our tests of property accountability 
were performed on a nonrepresentative selection of property that we 
identified when a transaction selected for statistical sampling or data 
mining contained accountable and pilferable property. For these property 
items, we identified serial numbers from supporting documentation 
provided by the agency and, in some cases, by contacting the vendors 
themselves. To minimize travel costs associated with conducting a 
physical inventory governmentwide, we requested that each agency 
provide photographs of the property items, which we compared against 
the serial numbers originally provided. When we were unable to obtain 
serial numbers from supporting documentation or from the vendors, we 
gave the agency the benefit of the doubt and accepted the serial numbers 
shown in agency-provided photographs as long as the product(s) and 
quantity matched. In some isolated instances, we performed the physical 
inventory ourselves. 

 
Data Mining To identify examples of fraudulent, improper, and abusive purchase card 

activity, we data mined purchase card transactions from July 1, 2005, 
through September 30, 2006. This period contained an additional 3 months 
of data subsequent to the period included in our statistical samples. For 
data-mining purposes, we also included transactions from federal agencies 
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that had been granted specific authority over their own purchase card 
programs, such as the U.S. Postal Service.8 

In general, we analyzed purchase card data for merchant category codes 
and vendor names that were more likely to offer goods, services, or both 
that are on executive agencies’ restricted/prohibited lists, personal in 
nature, or of questionable government need. We identified split purchases 
by extracting multiple purchase transactions made by the same cardholder 
at the same vendor on the same day. For year-end purchases, we identified 
transactions from purchase card accounts where year-end activity is high 
compared to the rest of the year. With respect to convenience checks, we 
used various criteria, including identifying instances where convenience 
checks were written to cash or payees not normally associated with 
procurement needs and where a large number of convenience checks 
were written to a single payee, among others. We analyzed the banks’ 
databases for detailed transaction data, whenever available, for 
accountable property and highly pilferable items. 

We then requested and reviewed supporting documentation for over 550 
transactions among the thousands we identified. We conducted 
investigative work, which included additional inquiries and data analysis, 
when applicable. While we identified fraudulent, improper, and abusive 
transactions, our work was not designed to identify and we cannot 
determine the extent of fraudulent, improper, or abusive transactions 
occurring in the population of governmentwide purchase card 
transactions. 

 
Data Reliability We assessed the reliability of the data provided by (1) performing various 

testing of required data elements, (2) reviewing financial statements of the 
five banks for information about the data and systems that produced them, 
and (3) interviewing bank officials knowledgeable about the data. In 
addition, we verified that totals from the databases agreed with the total 
purchase card activity provided by GSA and published on its Web site, in 
totality and for selected agencies. We determined that the data were 
sufficiently reliable for the purposes of our report. 

                                                                                                                                    
8All U.S. Postal Service purchase acquisitions are excluded from adherence to FAR 
regulations. Handbook AS-709, Credit Card Policies and Procedures for Local Buying, 
explains the policies and procedures of the U.S. Postal Service purchase card program. 
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We conducted this performance audit from September 2006 through 
February 2008, in accordance with U.S. 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 objectives. We performed our 
investigative work in accordance with standards prescribed by the 
President’s Council on Integrity and Efficiency. 
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