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.01 The type of provision of a law or regulation and the assessment of the effectiveness of compliance controls affect the nature and extent of compliance testing. Based on the three categories of provisions (as discussed in FAM 245.01) the auditor should perform the compliance tests discussed below.

Transaction-Based Provisions
.02 To test transaction-based provisions, the auditor should use audit sampling to select specific transactions for testing compliance. The auditor may use the same sample to test financial reporting, compliance, or operations controls and/or substantive tests, as appropriate (multipurpose testing). If the selection is solely for compliance testing, the auditor generally should use a random attribute sample (see FAM 450.06). To determine sample size, the auditor should make judgments as to confidence level, tolerable rate, and expected population deviation rate. The auditor should determine confidence level based on compliance control risk. 
For example, if the auditor determines compliance controls are effective, the auditor may use an 80 percent confidence level or if ineffective, a 95 percent confidence level. Tolerable rate is the rate of transactions not in compliance that could exist in the population without causing the auditor to believe the noncompliance rate is too high. GAO auditors generally use a 5 percent tolerable rate. Since the auditor will assess the impact of all identified noncompliance, many auditors use zero as the expected population deviation rate. Using the above factors yields the sample sizes in Table 460.1.
Table 460.1: Compliance Controls, Confidence Level, and Minimum Sample Size
	Compliance Controls
	Confidence Level
	Minimum Sample Size*

	Effective
	80 percent
	32

	Not Effective
	95 percent
	58


* Tolerable rate of 5 percent, expected population deviation rate of zero and a population over 5,000 items. If the population is smaller, the auditor may ask the statistician to calculate a reduced sample size and to evaluate the results.

Since the auditor usually reports compliance on an entitywide basis, the auditor may use these sample sizes on an entitywide basis. Evaluation of test results is discussed in FAM 460.07. The auditor should test the entire sample, even if instances of noncompliance are detected. If the auditor assessed compliance controls on a preliminary basis as effective and the results of testing indicated that this assessment is not appropriate, the auditor should consult with the statistician to determine the appropriate sample size and selection procedures. The auditor should choose the other sample size, but may, for example, increase the sample size from 32 to 65 by using sequential sampling and randomly selecting 33 additional items. The statistician should evaluate results when the auditor expands a test.

Quantitative-Based Provisions
.03 Effective compliance controls provide reasonable assurance that the accumulation/summarization of transactional information is accurate, complete, and within authorized limits. If compliance controls do not provide such reasonable assurance, the auditor should test the accumulated information directly for existence, completeness, and summarization. Such tests may be either statistical samples or nonsampling selections. The auditor should design tests to detect misstatements that either exceed an auditor-determined percentage of the total amount of the summarized information or the amount of the restriction stated in the provision, if any. GAO auditors generally use 5 percent for this tolerable misstatement. The amount of the restriction is described in FAM 245.01. 
The auditor may discontinue such tests if significant misstatements in the accumulated information are noted that would preclude compliance. The test for compliance is the comparison of the accumulated or summarized information with any restrictions on the amounts stated in the identified provision.

.04 If the auditor determines that provisions of budget-related laws and regulations are significant and if related budget and, consequently, compliance controls are ineffective, the auditor should test the accumulated or summarized information directly for the following potential misstatements in budget execution information:

· Occurrence/validity: Recorded amounts are not valid. (See FAM 395 F for occurrence/validity criteria for obligations, expended authority, and outlays.)

· Completeness: Not all amounts that should have been recorded are recorded.

· Cutoff: Obligations, expended authority, and outlays are not recorded in the proper period.

· Accuracy: Obligations, expended authority, and outlays are not recorded at the proper amounts.

· Classification: Obligations, expended authority, and outlays are not recorded in the proper account by program and by object, if applicable, including the proper appropriation year if the account has multiple years. (Examples of program and object classifications are provided in FAM 395 F.)

· Summarization: Transactions are not properly summarized to the respective account totals.
.05 An example of audit procedures to test for these misstatements is included in FAM 495 B.

Procedural-Based Provisions
.06 In testing compliance controls relating to a procedural-based provision, the auditor should obtain sufficient evidence to conclude whether the entity performed the procedure and therefore complied with the provision. For example, the auditor performs tests of compliance controls concerning receipt of information from grantees to obtain evidence of whether such information was received and therefore whether the entity complied. If compliance control tests do not provide sufficient evidence to determine compliance, the auditor should perform additional procedures, as necessary, to obtain such evidence.

Evaluating Test Results
.07 For any possible instances of reportable noncompliance (see FAM 580.70) noted in connection with the procedures described above or other audit procedures, the auditor should

· discuss such possible instances of reportable noncompliance with OGC and, when appropriate, the Special Investigator Unit and conclude whether noncompliance has occurred and the implications of any noncompliance; 

· identify the deficiency in compliance controls that did not prevent or detect and correct the noncompliance, if not previously identified during compliance control testing;

· report any material weakness and other significant deficiencies in compliance controls and determine the effect, if any, on the report (or opinion) on internal control (see FAM 580.32-.56);

· determine the implications of any instances of reportable noncompliance on the financial statements; and

· report instances of noncompliance, as appropriate (see FAM 580.68-.76).
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