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ISSAI 1550
PRACTICe NOTe 550

 RelATed PARTIeS   

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.” , ISA 330, “The Auditor’s Responses to 

Assessed Risks.” and ISA 240, “The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial Statements.”

Practice Note1 to International Standard on Auditing (ISA) 550

Related Parties

background

This Practice Note provides supplementary guidance on ISA 550 – Related Parties. It is read together 
with the ISA. ISA 550 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 550 deals with the auditor’s responsibilities relating to related party relationships and transactions 
in an audit of financial statements. Specifically, it expands on how ISA 315, ISA 330, and ISA 240 are 
to be applied in relation to risks of material misstatement associated with related party relationships and 
transactions.2

Content of the Practice Note
P1. The Practice Note provides additional guidance for public sector auditors related to: 
 (a) Overall Considerations.
 (b) Definitions.
 (c) Risk Assessment Procedures and Related Activities.
 (d)  Identification and Assessment of the Risks of Material Misstatement Associated with Related 

Party Relationships and Transactions.
 (e)  Responses to the Risks of Material Misstatement Associated with Related Party Relationships 

and Transactions.

Applicability of the ISA in Public Sector Auditing

P2.  ISA 550 is applicable to auditors of public sector entities in their role as auditors of financial 
statements. 



ISSAI 1550
PRACTICe NOTe 550

 RelATed PARTIeS 

Additional Guidance on Public Sector Issues 

P3.  ISA 550 contains application and other explanatory material with considerations specific to pub-
lic sector entities in paragraph A8 of the ISA.

Overall Considerations 
P4.  Public sector entities may also be subject to specific restrictions on the nature and scope of the 

transactions that they can have with related parties. The restrictions may prohibit transactions or 
practices that might be permissible in related party relationships outside the public sector. 

Definitions 
P5.  Paragraph 10(b) of the ISA, provides a definition of related party where the applicable financial 

reporting framework establishes minimal or no related party requirements, including entities 
under common control. Public sector auditors will note that under this definition entities that are 
under common control by a state (i.e. a national, regional or local government) are not considered 
related unless they engage in significant transactions or share resources to a significant extent 
with one another. 

P6.  Public sector auditors consider whether the exemption from the definition of related parties of 
entities under common control by the state leads to areas of greater risk in their audit of public 
sector entities. For example, there may be a situation where a minister is in control of a number 
of entities. While these entities may not share resources or transact to a significant extent, there 
may be many, smaller apparently ‘insignificant’ transactions taking place which may be deemed 
irregular. There may also be situations where there is no transaction at all, for example the min-
ister may exert influence on one entity to withhold paying a dividend to another entity in order to 
influence cash flow and possible budgetary appropriations decisions.

P7.  Public sector auditors keep the wider definition of related parties in mind when applying the ISA. 

Risk Assessment Procedures and Related Activities 
P8.  In obtaining an understanding of the public sector entity’s related party relationships and trans-

actions, in addition to the procedures described in paragraphs 11 to 14 of the ISA, public sector 
auditors have regard to: 

 •  The legal structure and regulatory requirements governing the entity and its related parties, for 
example whether the entity is a ministry, department, agency or another form of public entity;

 •  Understanding the business operations of public sector entities will often include obtaining 
knowledge of types of government activities carried out including relevant programs and the 
principal entities it engages with in the execution of those programs; 

 •  The organizational structure for controlling the entity and establishing accountability, recogniz-
ing that in the public sector those charged with governance serve as representatives of the citi-
zens. Ownership of public sector entities may not have the same relevance as in private sector; 

 •  Obtaining an understanding of the entity’s reporting requirements, including those for the dis-
closure of related party relationships and transactions; and
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 •  Other regulations that may be relevant to the public sector entity’s ability to conduct business 
with related parties. This may include compliance with procurement regulations, which may 
include a requirement for public sector entities to demonstrate that transactions with related par-
ties are conducted at arm’s length. 

P9.  In the public sector, the discussion on the susceptibility of the entity’s financial statements to 
material misstatement may also cover the additional objectives and related risks of material mis-
statement, as discussed in paragraph A8 of the ISA. Public sector auditors may include auditors 
engaged in performance audits and other audit activities of the entity in such a discussion.

P10.  In the public sector, the discussion among the engagement team related to fraud may include 
consideration of the susceptibility of the entity’s procurement process to fraud carried out by or 
through related parties.

Identification and Assessment of the Risks of Material Misstatement  
Associated with Related Party Relationships and Transactions
P11.  In addition to the assertions set out in paragraph A 113 of ISA 315, the management of public 

sector entities may assert that transactions and events have been carried out in accordance with 
legislation or proper authority. Such assertions may extend to the relationships and transactions 
with related parties and fall within the scope of the financial statement audit.

P12.  Public sector auditors may be required by their mandate to consider the legal framework and 
regulations governing the entity and any requirements or specific limitations these may place on 
the entity, those charged with governance, management and employees, for entering into and the 
conduct of transactions with a related party. There may also be limitations on the entity’s capacity 
to establish wholly or partly owned entities which would be deemed related parties.

P13.  There may also be a requirement for those charged with governance of public sector entities, 
management and employees to declare their interests in entities with which they transact on a 
professional or commercial basis. Where such legislative requirements exist, public sector audi-
tors need to apply risk assessment procedures to identify and assess the risks of material misstate-
ments arising from non-compliance with those requirements.

Responses to the Risks of Material Misstatement Associated with  
Related Party Relationships and Transactions
P14.  When designing and performing audit procedures to respond to the risks of material misstate-

ment resulting from related parties as described in paragraphs 20 to 24 of the ISA, public sector 
auditors consider whether there may be additional requirements for reporting in the public sector, 
such as compliance with regulations. 

P15.  Paragraph 23(b) of the ISA requires auditors to obtain evidence that significant transactions with 
related parties outside the entity’s normal course of business are appropriately authorized and ap-
proved. In the public sector, the audit mandate may involve a responsibility to report on compli-
ance with laws and regulations. This may include a responsibility to obtain evidence that the re-
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lationships and transactions with related parties comply with laws and regulations and have been 
authorized and approved. Public sector auditors may also have to seek evidence that management 
has obtained authorization and approval from the legislature, the finance ministry, or a ‘parent’ or 
sponsoring department, or the appropriate oversight body. These procedures may apply irrespec-
tive of whether the transactions are significant or outside the normal course of business.

P16.  Paragraph 24 of the ISA requires auditors to obtain sufficient appropriate evidence about man-
agement’s assertions that related party transactions are conducted at terms equivalent to those 
prevailing in an arm’s length transaction. In the public sector laws or regulations related to 
procurement may require that contracts with third parties, including related parties, are subject to 
competitive tendering or some other form of ’market testing’ to demonstrate ‘value for money’.


