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PricewaterhouseCoopers LLP
10-18 Union Street
London SE1 1SZ
Telephone +44 (0) 20 7583 5000
Facsimile +44 (0) 20 7822 4652
www.pwc.com/uk

For the attention of Jim Sylph
International Federation of Accountants
545 Fifth Avenue, 14th Floor
New York, NY, 10017
USA

7 July 2008

Dear Sir

IAASB Exposure Draft ISAE 3402 – “Assurance Reports on Controls at a Third Party Service
Organization”

We appreciate the opportunity to comment on the IAASB’s proposed new International Standard on
Assurance Engagements, ISAE 3402, Assurance Reports on Controls at a Third Party Service Organization.

Following extensive consultation with members of the PricewaterhouseCoopers network of firms, this
response summarises the views of member firms who commented on this Exposure Draft.
“PricewaterhouseCoopers” refers to the network of member firms of PricewaterhouseCoopers International
Limited, each of which is a separate and independent legal entity.

Overall comments

We strongly support the development of this standard. We believe that it is important that there is a common
basis for the conduct of engagements to report on controls in a service organization globally and, therefore,
useful to fill this gap in international standards.

Differences in recognised standards governing such engagements globally would be unfortunate. Any
significant differences would not only complicate the conduct of engagements that cross borders, but would
also be difficult for users to understand – which could result in confusion, or even arbitrage, in the
marketplace. Other pronouncements addressing this topic, such as Australia’s Guidance Statement GS 007,
Audit Implications of the Use of Service Organisations for Investment Management Services (GS 007), the
UK’s Technical Release AAF 01/06, Assurance Reports on Internal Controls of Service Organisations Made
Available to Third Parties (AAF 01/06), and Germany’s IDW PS 951: Auditing the internal control system of a
service organisation, are relatively recent and based on ISAE 3000. The US Auditing Standards Board is
currently revising its AU 324, Service Organisations (SAS 70) and we have been encouraged by the liaison
between the working parties. In our view, convergence among the final ISAE, the revised SAS 70 and other
ISAE 3000 based national guidance is very important.

Overall, we believe that the direction being taken in IAASB’s proposed standard is sound. There are,
however, certain proposals in the Exposure Draft that we do not support or believe need to be improved that
are explained more fully in our letter – such as the proposed reporting when using the work of internal audit,
and the proposed criteria. We strongly encourage IAASB to address these concerns in finalising the ISAE
and would not support its release until these matters have been resolved.
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Request for specific comments

1. The proposal that the ISAE be written for application to assertion-based engagements.

We support, in principle, the proposed ISAE being written on the premise that management of the service
organization will confirm in a statement made available to intended users that accompanies the
description of the system, assertions regarding the description, design and, for Type B reports, the
operating effectiveness of the controls. This is broadly similar to Australia’s GS 007 and the UK’s AAF
01/06. It is not the model reflected in extant US SAS 70, although, in recent years, some reports issued
under SAS 70 have voluntarily included a management assertion.

Although not required by ISAE 3000, including both management’s assertion and the auditor’s report
thereon in the package made available to users has the advantage of making explicit the respective
responsibilities of auditors and management and is consistent with current trends in reporting.

In light of the wording of paragraph 4, however, we were not entirely sure whether or not IAASB is
proposing that only assertion-based engagements be accepted in these types of engagements (i.e., if
direct reporting engagements are not permitted). Paragraph 4 of the standard is ambiguous on this point.
If management refuses to provide an assertion, can the auditor accept the engagement and, if so, would
the expected work effort be different than that described in the ISAE? We encourage IAASB to be explicit
in this regard.

Implementation guidance needed to support the approach

Although we support the above proposal in principle, we believe that service organisation and user input
is vital to ensuring that it is practicable. In particular, it will be vital that service organizations’ management
are aware of the assertions they will be asked to make, and understand the criteria on which they are
based and the work effort expected as a basis for the assertions (e.g., what testing, if any, does
management have to do to support the assertion?). Explanation of what may reasonably be expected
from management in arriving at their assertion is, in our view, essential if this framework is going to gain
acceptance. Additional guidance may well need to be developed, for which the involvement of service
organisation management community would be important. We believe it is important for IAASB to initiate
discussions with international oversight/regulatory bodies that may be appropriate sponsors for the
development of the necessary practical guidance. In addition, the proposed ISAE is not yet sufficiently
clear in some areas (for example, see further discussion below in relation to the proposed criteria).

One circumstance that we foresee where it may be difficult for management to make an assertion is
where certain operations that are performed by a subservice organisation have been included in the
report (“the inclusive method”). Such circumstances, which are relatively rare, could be addressed in the
guidance on management’s responsibilities discussed in the paragraph above.

We are also aware of situations where service organizations may not have designed the controls, but
rather are processing user-designed controls. This is often the case, for example, when user
organizations and service providers work under Business Transformation Outsourcing (BTO) models. The
ISAE should allow for the assertion to be modified, in such circumstances, to reflect the facts and
circumstances of the service relationship.

2. The inclusion in the proposed ISAE of a number of requirements based on ISAs. In particular, has
the IAASB identified all such matters as are relevant? And should these matters be dealt with in
proposed IASE 3402 or in ISAE 3000?

and

3. Whether ISAE 3000 should be amended with respect to auditor’s external experts.

We believe that all relevant matters have been addressed in the ISAE. To the extent that the
requirements and guidance are generic and would be expected to apply in all assurance engagements,
they could be transferred to ISAE 3000 when it is next revised. This might be the case for the
requirements on documentation, for example.








