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Introduction
This guidance is intended to clarify what is meant by the term public sector, which 
can sometimes be ambiguous. After reading this guidance, IIA members will be able to 
identify specific criteria to appropriately classify organizations around the world as being 
in the public sector.

Definition
In general terms, the public sector consists of governments and all publicly controlled 
or publicly funded agencies, enterprises, and other entities that deliver public programs, 
goods, or services. It is not, however, always clear whether any particular organization 
should be included under that umbrella. Therefore, it is necessary to identify specific 
criteria to help define the boundaries.

The concept of public sector is broader than simply that of core government and may 
overlap with the not-for-profit or private sectors. For the purposes of this guidance, the 
public sector consists of an expanding ring of organizations, with core government at 
the center, followed by agencies and public enterprises. Around this ring is a gray zone 
consisting of publicly funded contractors and publicly owned businesses, which may be, 
but for the most part are not, part of the public sector.

Types of Public Sector Organizations
Public sector organizations may exist at any of four levels:

�� International (multistate entities or partnerships).
�� National (an independent state).
�� Regional (a province/state within a national state).
�� Local (a municipal-level body such as a city or county).
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At any of these levels, the public sector generally consists of at least three types of orga-
nizations. 

Core government consists of a governing body with a defined territorial au-
thority.  Core governments include all departments, ministries, or branches of 
the government that are integral parts of the structure, and are accountable to 
and report directly to the central authority — the legislature, council, cabinet, 
or executive head.

Agencies consist of public organizations that are clearly a part of the govern-
ment and deliver public programs, goods, or services, but that exist as separate 
organizations in their own right — possibly as legal entities — and operate with 
a partial degree of operational independence. They often, but not necessarily, 
are headed by a board of directors, commission, or other appointed body.

Public enterprises are agencies that deliver public programs, goods, or 
services, but operate independently of government and often have their own 
sources of revenue in addition to direct public funding. They also may compete 
in private markets and may make profits. However, in most cases the govern-
ment is the major shareholder, and these enterprises partly follow the acts and 
regulations that govern the core government.

Outside this clear public sector area is a gray zone, or boundary zone, with two types of 
organizations that might or might not be part of the public sector.

State businesses are government owned and controlled businesses that sell 
goods or services for profit in the private market. Although they do not deliver 
what would be considered public programs, goods, or services, they might be 
considered part of the public sector.  

Public contractors are legally independent entities outside government that 
receive public funding — under contract or agreement — to deliver public 
programs, goods, or services as their primary business. Due primarily to their 
limited public control, these organizations usually would be classified as not-
for-profit or private sector entities.
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Definitional Criteria
Several criteria can be applied to determine whether a particular organization, in any 
political jurisdiction, belongs within the public sector in one of the rings depicted in the 
diagram. If it does not, then it remains outside the public sector boundary.  

Positive answers to most of the criteria listed below will place an organization within the 
boundary. In many cases, some judgment may be required, as the complexity of modern 
governmental structures does not always provide for clear and precise decisions.

1.	 Does the organization deliver programs, goods, or services that can be considered 
a public good or that are established by government policy?

2.	 Is substantially all of the organization’s funding provided by government or deter-
mined by government policy?

3.	 Is the organization accountable to, and does it report directly to government, 
including a government department or agency, or a minister of government?

4.	 If the organization has a board of directors, commission, or similar appointed 
body, does government control a majority of appointments?

5.	 If the organization has share capital, is government the majority shareholder? 
6.	 Are the organization’s employees members of the public service, subject to public 

service rules, and receiving public service benefits?
7.	 Overall, does government control, directly or indirectly, the organization’s policies, 

operations, administration, or service delivery?
8.	 Is there a legislative requirement for the organization to be audited by the govern-

ment auditor or supreme audit organization?

Conclusion
This definition and related criteria should serve as a guide for determining whether par-
ticular organizations should be considered public sector organizations and, as a corollary, 
whether their auditors should be considered public sector auditors.
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About The Institute
Established in 1941, The Institute of Internal Auditors (IIA) is an 
international professional association with global headquarters in 
Altamonte Springs, Fla., USA. The IIA is the internal audit profes-
sion’s global voice, recognized authority, acknowledged leader, chief 
advocate, and principal educator.

About Supplemental Guidance
Supplemental Guidance is not part of The IIA’s IPPF. It is reference 
material that has been validated by The IIA as consistent with the 
IPPF and useful to practitioners in their implementation of the IPPF 
and the practice of internal auditing. Conformance with the reference 
material is encouraged to the extent applicable to the practitioner’s 
organization and the internal audit function’s assurance and consulting 
objectives. All such material requires full or partial IIA participation 
in developing the content. This category is not intended to support or 
promote material created by other organizations or individuals.

For other authoritative guidance materials provided by The IIA,  
please visit our website at www.globaliia.org.

Disclaimer
The IIA publishes this document for informational and educational 
purposes. This guidance material is not intended to provide defini-
tive answers to specific individual circumstances and as such is only 
intended to be used as a guide. The IIA recommends that you always 
seek independent expert advice relating directly to any specific situa-
tion. The IIA accepts no responsibility for anyone placing sole reliance 
on this guidance.
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