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ISSAI 1402
PRACTICE NOTE 402

  
 AUDIT CONSIDERATIONS RElATING TO AN ENTITy USING A SERVICE ORGANIzATION 

1 All Practice Notes are considered together with ISSAI 1000, “General Introduction to the INTOSAI Financial Audit Guidelines.”
2 ISA 315; “Identifying and Assessing the Risks of Material Misstatement through Understanding the Entity and Its Environment.”
3 ISA 330, “The Auditor’s Responses to Assessed Risks.”

Practice Note1 to International Standard on Auditing (ISA) 402

Audit Considerations Relating to an Entity 
Using a Service Organization 

background

This Practice Note provides supplementary guidance on ISA 402 – Audit Considerations Relating to an 
Entity Using a Service Organization. It is read together with the ISA. ISA 402 is effective for audits of 
financial statements for periods beginning on or after December 15, 2009. The Practice Note is effective 
the same date as the ISA.

Introduction to the ISA 
ISA 402 deals with the user auditor’s responsibility to obtain sufficient appropriate audit evidence when 
a user entity uses the services of one or more service organizations. Specifically, it expands on how the 
user auditor applies ISA 3152 and ISA 3303 in obtaining an understanding of the user entity, including 
internal control relevant to the audit, sufficient to identify and assess the risks of material misstatement 
and in designing and performing further audit procedures responsive to those risks.

Content of the Practice Note
P1. The Practice Note provides additional guidance for public sector auditors related to:
 (a) Overall Considerations.
 (b) Scope of the ISA.
 (c) Objectives.
 (d) Definitions. 
 (e)  Obtaining an Understanding of the Services Provided by a Service Organization, Including 

Internal Control.
 (f)  Specific Considerations for Public Sector Auditors with a Judicial Role.

Applicability of the ISA in Public Sector Auditing

P2.  ISA 402 is applicable to auditors of public sector entities in their role as auditors of financial 
statements. 
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3 ISSAI 4000, “General Introduction to Guidelines on Compliance Audit.”
4 ISSAI 4200, “Compliance Audit Guidelines Related to Audit of Financial Statements.”

Additional Guidance on Public Sector Issues 

P3.  ISA 402 contains application and other explanatory material with considerations specific to pub-
lic sector entities in paragraphs A10 and A11 of the ISA.

Overall Considerations
P4.  The objectives of a financial audit in the public sector are often broader than expressing an opin-

ion whether the financial statements have been prepared, in all material respects, in accordance 
with the applicable financial reporting framework (i.e. the scope of the ISAs). The audit mandate, 
or obligations for public sector entities, arising from legislation, regulation, ministerial directives, 
government policy requirements, or resolutions of the legislature may result in additional objec-
tives. These additional objectives may include audit and reporting responsibilities, for example 
relating to reporting whether public sector auditors found any instances of non-compliance with 
authorities including budget and accountability and/or reporting on the effectiveness of inter-
nal control. However, even where there are no such additional objectives, there may be general 
public expectations in regard to public sector auditors’ reporting of non-compliance with authori-
ties or reporting on the effectiveness of internal control. Therefore, when an entity uses a service 
organization, public sector auditors keep such expectations in mind and are alert to risks of non-
compliance with authorities or a lack of effective internal control.

Scope of the ISA
P5.  Paragraph 2 of the ISA refers to organizations that provide services that are integral to the entity’s 

operations. In the public sector, service organizations may also be an integral part of a user 
entity’s capacity to comply with the authorities that govern it, carry out its program objectives 
and to ensure effective internal control. The nature and extent of the work to be performed by the 
public sector auditors in this context depends on the nature and significance of those services to 
the public sector entity and the relevance of those services to the public sector audit mandate. The 
appendix to this Practice Note provides examples of activities performed by service organizations 
in a public sector context. 

Objectives
P6.  The objectives for public sector auditors may be broader than those set out in paragraph 7 of the 

ISA. Such broader objectives may include elements related to requirements and expectations for 
public sector auditors to report on compliance with authorities, achievement of program objec-
tives and effectiveness of internal control.

Definitions
P7.  The terms ‘service organization’ and ‘subservice organization’ are defined in paragraph 8(e) and 

(g) of the ISA. In addition to being part of a user entity’s information system relevant to financial 
reporting, in the public sector these terms may also extend to organizations that provide services 
integral to the user entity’s ability to achieve its program objectives, such as the determination of 
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eligibility, and distribution of pension payments to individuals, or grants to individuals or organi-
zations.

Obtaining an Understanding of the Services Provided by  
a Service Organization, Including Internal Control
P8.  Paragraph 9 of the ISA relates to the user auditor obtaining an understanding of how a user entity 

uses a service organization in its operations. When considering the significance of the services 
provided to the user entity, the nature and materiality of transactions processed, as well as the 
nature of the relationship between the user entity and the service organization, public sector audi-
tors may also consider the service organization’s role related to the user entity’s compliance with 
authorities, achievement of program objectives and effectiveness of internal control.

P9.  Furthermore, when considering the nature of transactions processed by a service organization for 
a user entity, public sector auditors may consider the degree of accountability of the flow of funds 
between the two entities. The accountability between the two entities may vary from:

 (a)  a situation where the user entity uses a service organization to provide unconditional funding 
to eligible recipients, with no requirements for the recipients or the service organization to 
report back to the user entity on the use of those funds, to; 

 (b)  a situation where there is full accountability for the funds, whereby the transactions carried 
out by the service organization are fully accounted for, and assurance has been provided to the 
user entity that the transactions carried out by the service organization are in compliance with 
the authorities which govern them, and that relevant program objectives have been achieved.

P10.  In addition, when considering the nature of the relationship between the user entity and the 
service organization, public sector auditors may also consider relevant governance structures, as 
well as accountability structure and the extent of influence one entity may have on the other.

P11.  The definitions of ‘service auditor’ and ‘user auditor’ in paragraph 8(d) and (h) of the ISA imply 
that there are two separate audit organizations involved. However, in the public sector, one level 
of government may provide services to other levels of government. These levels may ultimately 
be considered as belonging to the same governmental structure and may, as a result, be audited 
by the same public sector audit organization. Being a part of the same public sector audit orga-
nization may affect how the two individual auditors responsible for the service organization and 
the user entity respectively, communicate with, and report to one another in accordance with the 
requirements set out in paragraphs 12-18 of the ISA. For example, in such situations, commu-
nication between the service auditor and user auditor may, depending on their mandate, not be 
subject to the same confidentiality requirements as in the private sector.

P12.  For example, paragraph 12 of the ISA describes options the user auditor may employ to obtain a 
sufficient understanding of the user entity’s internal control relevant to the audit in order to provide 
a basis for the identification and assessment of risks of material misstatement. When the user audi-
tor and the service auditor are from the same public sector audit organization, some or all of the 
options described in paragraph 12 of the ISA may not be practical. Nonetheless, in such cases, the 
information exchanged between the user auditor and the service auditor is shared in a transparent 
manner. This information may include matters similar to those included in a type 1 or type 2 report.
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P13.  Furthermore, in such situations, it may be helpful to give sufficient consideration to identifying 
and addressing relevant reporting needs, channels and forms at the planning stage of the engage-
ment.

Specific Considerations for Public Sector Auditors with a Judicial Role
P14.  The guidance set out above is relevant in regard to the audit obligations of the Supreme Audit In-

stitution. However, in regard to work conducted by public sector auditors in some environments, 
such as a Court of Accounts environment, in relation to their judicial obligations, there may be 
additional considerations that public sector auditors take into account. These considerations may 
include:

 •  Assessing the risks of potential non-compliance or misconduct, at either the user entity or the 
service organization, that may have a material impact on public finances;

 •  Following stricter rules of evidence when potential irregularities or instances of misconduct are 
identified, such that relevant requirements for proceeding with a formal judgment are met; and

 •  Providing evidence of such potential irregularities and instances of misconduct to the judicial 
department of the Court Supreme Audit Institutions, and cooperating with the judicial depart-
ment as necessary. Such information is normally provided in the form of a separate report on 
the audit work performed and the related findings.


