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SA- 402 (R) 

 

 

 

Q.1. Why This SA? 

This Standard on Auditing (SA) 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 organisations. The Auditor should 

consider how a service organisation affects the client's 

accounting and internal control systems so as to plan 

the Audit and develop an effective Audit approach. 

Q.2. What do you mean by service 

organisation, user entity and user Auditor, 

and service Auditor? 

 Service organisation: 

A third-party organisation (or segment of a third party 

organisation) that provides services to user entities that 

SA-402- Audit Considerations Relating To an 

Entity Using Service Organization  

[Effective Date 01.04.2010] 

http://www.cakit.in/


 

    

Order for video lecture  www.cakit.in 
 

 

 

Author: CA. Aseem Trivedi  Standards on Auditing | 3 

is part of those entities’ information systems relevant 

to financial reporting. 

 User entity: 

An entity that uses a service organisation and whose 

financial statements are being audited. 

 User Auditor: 

An Auditor who audits and reports on the financial 

statements of a user entity.  

 Service Auditor : 

An Auditor who, at the request of the service 

organisation, provides an assurance report on the 

controls of a service organisation. 

Q.3. Explain the Auditors specific procedures 

to consider the effects of use of service 

organizations? Or while planning the 

Audit, the Auditor of the client should 

determine the significance of the 

activities of the service organisation to 

the client and their relevance to the 

Audit? 
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In doing so, the Auditor of the client would need to 

consider the following, as appropriate: 

 Nature of the services provided by the service 

organisation. 

 Terms of contract and relationship between the 

client and the service organisation. 

 The material Financial Statement assertions that are 

affected by the use of the service organisation. 

 Inherent risk associated with those assertions. 

 Extent to which the client's accounting and internal 

control systems interact with the systems at the 

service organisation. 

 Client's internal controls that are applied to the 

transactions processed by the service organisation. 

 Service organization’s capability and financial 

strength, including the possible effect of the failure 

of the service organisation on the client. 

 Information about the service organisation such as 

that reflected in user and technical manuals, if any. 

 Information available on general controls and 

computer systems controls relevant to the client's 

applications. 
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Q.4. How Auditor shall respond to above 

observations? 

If the Auditor of the client concludes that, "The 

activities of the service organisation are significant to 

the entity and relevant to the Audit", the Auditor 

should obtain sufficient information to understand the 

accounting and internal control systems of the service 

organization and to assess control risk at either the 

maximum, or a lower level if tests of control are 

performed. 

When the Auditor of the client uses the report of a 

Service Organisation's Auditor, "The Auditor of the 

client should consider the professional competence of 

the other Auditor in the context of specific assignment 

if the other Auditor is not a member of the Institute of 

Chartered Accountants of India". 

The Auditor of the client may conclude that it would 

be appropriate to obtain Audit Evidence from tests of 

control to support an assessment of control risk at a 

lower level. 
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Q.5. How the user Auditor will rely on service 

Organisation Auditor's Reports? 

When using a service organisation Auditor's report, the 

Auditor of the client should consider the nature of and 

content of that report. 

The report of the service organisation's Auditor will 

ordinarily be one of two types as follows: 

Type 1 - Report on Suitability of Design 

 A description of the service organisation's 

accounting and internal control systems, ordinarily 

prepared by the management of the service 

organisation; and 

 An opinion by the service organisation's Auditor 

that: 

 The above description is accurate; 

 The systems' controls have been placed in 

operation; and 

 The accounting and internal control systems are 

suitably designed to achieve their stated 

objectives. 
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Type 2 - Report on Suitability of Design and Operating 

Effectiveness 

 All the above discussed in Type 1 and 

 The accounting and internal control systems are 

operating effectively based on the results from 

the tests of control. In addition to the opinion 

on operating effectiveness, the service 

organization’s Auditor would identify the tests 

of control performed and related results. 

The Auditor should consider the scope of work 

performed by the service organisation's Auditor and 

should assess the usefulness and appropriateness of 

reports issued by the service organization’s Auditor. 

While Type 1 reports may not reduce the assessment of 

control risk. In contrast, Type 2 reports may provide 

such a basis. 

Q.6. What shall be the response of users 

Auditor in relation to Fraud, Non-

Compliance with Laws and Regulations 

and Uncorrected Misstatements in 

Relation to Activities at the Service 

Organisation?  
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The user Auditor shall inquire of Management of the user 
Entity  

 Whether the service organisation has reported to 

the user entity, or 

 Whether the user entity is otherwise aware of,  

Any fraud, Non-compliance with Laws and 

Regulations, or uncorrected misstatements affecting the 

financial statements of the user entity.  

The user Auditor shall evaluate how such matters 

affect the nature, timing and extent of the user 

Auditor’s further audit procedures, including the effect 

on the user Auditor’s conclusions and user Auditor’s 

report.  

Q.7. What Considerations shall be taken while 

user Auditor will report in his own report 

about the matters referred in this SA? 

According to SA-402 if the user Auditor is unable to 

obtain sufficient appropriate audit evidence regarding 

the services provided by the service organisation 

relevant to the audit of the user entity’s financial 

statements, the user Auditor shall modify the opinion 
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in the user Auditor’s report in accordance with SA-

705. 

The user Auditor shall not refer to the work of a 

service Auditor in the user Auditor’s report containing 

an unmodified opinion unless required by law or 

regulation to do so. If Law or Regulation requires such 

reference, the user Auditor’s report shall indicate that 

the reference does not diminish the user Auditor’s 

responsibility for the audit opinion.  

If reference to the work of a service Auditor is relevant to 
an understanding of a modification to the user Auditor’s 
opinion, the user Auditor’s report shall indicate that such 
reference does not diminish the user Auditor’s 
responsibility for that opinion.  
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THIS SA IN EXAM 

Q.8. How does an auditor report on the 

description, design and operating 

effectiveness of controls at a service 

organization?  (May 17/4 Marks) 

As per SA 402 “Audit Considerations Relating to an 

Entity using a Service Organisation”, a report on the 

description, design and operating effectiveness of 

controls at a service organization shall comprise- 

 A description, prepared by management of the 

service organisation, of the service organisation’s 

system, control objectives and related controls, 

their design and implementation as at a specified 

date or throughout a specified period and, in 

some cases, their operating effectiveness 

throughout a specified period; and 

 A report by the service auditor with the 

objective of conveying reasonable assurance that 

includes: 

 The service auditor’s opinion on the description 

of the service organisation’s system, control 
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objectives and related controls, the suitability of 

the design of the controls to achieve the specified 

control objectives, and the operating effectiveness 

of the controls; and 

 A  description  of  the  service  auditor’s  tests  of  

the  controls  and  the  results thereof. 

Q.9. The service organization determines the 

method to be used for presenting the 

description of controls, when a sub-

service organization performs services for 

a service organization. As a user Auditor 

what information would you obtain about 

controls at a sub-service organization?  

          (May 15/ 4 Marks) 

As per SA 402, “Audit considerations relating to an 

entity using service organization”, a user entity uses a 

service organization that also uses a sub service 

organization to provide the services that are part of 

user entity's information system pertinent to its 

financial reporting. The sub service organization may 

be related to the service organization or may be a 
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separate entity. A user Auditor needs to consider the 

following controls at the sub service organization: 

 The degree of the interaction between the user 

entity, service organization and the sub service 

organization, as the interactions between the user 

and the service organization are expended to 

include the sub service organization. 

 The nature and materiality of the transactions 

processed by the service and the sub service 

organization, so as to enable him the significance 

of controls of service and the sub service 

organization on the controls of user entity. 

 He should also determine whether a sufficient 

understanding of the nature and significance of the 

services provided by the service organization and 

their effect on the user entity's internal control 

relevant to the audit has been obtained to provide 

a basis for identification and assessment of risks of 

material misstatement. 

 If he is unable to obtain a sufficient understanding 

from the user entity, he shall obtain that 

understanding by using the reports of Auditor of 
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service organization, i.e. either the type1 report or 

the type 2 reports. 

Q.10. Like maintenance of mobile 

infrastructure, customer billing, payroll, 

accounting functions, etc. Assist the 

Auditor of G Ltd. is a mobile phone 

operating company. Barring the 

marketing function it had outsourced the 

entire operations G Ltd. as to how he can 

obtain an understanding of how G Ltd. 

uses the services of the outsourced 

agency in its operations.      

           (Nov 13/ 5 Marks) 

As per SA-402 on “Audit Considerations Relating to an 

Entity Using a Service Organization”, When obtaining 

an understanding of the user entity in accordance with 

SA-315, the user Auditor shall obtain an understanding 

of how a user entity uses the services of a service 

organization in the user entity’s operations, including: 

 The nature of the services provided by the service 

organization and the Significance of those services 
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to the user entity, including the effect thereof on 

the user entity’s internal control; 

 The nature and materiality of the transactions 

processed or accounts or financial reporting 

processes affected by the service organization; 

 The degree of interaction between the activities of 

the service organization and those of the user 

entity; and 

 The nature of the relationship between the user 

entity and the service organization, including the 

relevant contractual terms for the activities 

undertaken by the service organization. 

Q.11. In the course of the Audit of R Ltd., the 

Audit manager of ABC & Co. observed 

that R Ltd. Has outsourced certain 

activities to an outsourced agency. As 

the Engagement partner guide the Audit 

manager in the assessment of services 

provided by the outsourcing agency in 

relation to the Audit     (May 11/ 4 Marks) 
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This question belongs to situations explained in SA-

402, “Audit Considerations relating to an Entity Using 

a Service Organisation” According to this SA, The 

Auditor of the entity using service organization (User 

Auditor) shall obtain an understanding of entity and its 

business in accordance with SA 315. The user Auditor 

shall obtain an understanding of how a user entity uses 

the services of a service organization in the user 

entity’s operation including: 

 The nature of services provided by the service 

organisation and the significance of such services to 

the user entity, including its effect on the internal 

control of user entity. 

 The nature and materiality of the transactions 

processed or accounts or financial reporting 

processes affected by the service organization. 

 The degree of interaction between the activities of 

the service organisation and those of user entity 

and 

 The nature of the relationship between the user 

entity and the service organisation including the 

relevant contractual terms for the activities 

undertaken by the service organization. 
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Q.12. A Company gets its accounting data 

processed by a third party to achieve 

cost reduction. As a Statutory Auditor of 

such a company, what are the additional 

precautions/checks that you would 

consider for conduct of the Audit?    

          (May 06/ 8 Marks) 

A client may use a service organisation that executes 

transactions and maintains accounting records 

transactions and processes related data. If a client uses 

a service organisation, certain policies, procedures and 

records maintained by the service organisation might 

be relevant to the Audit of the Financial Statements of 

the client. Auditor shall consider the following: 

 The nature of the accounting services provided by 

the service organization and the significance of 

that accounting services to the user entity, 

including the effect thereof on the user entity's 

internal control; 

 The nature and materiality of the transactions 

processed or accounts or financial reporting 

processes affected by the service organisation; 
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 The degree of interaction between the activities of 

the service organisation and those of the user 

entity; and 

 The nature of the relationship between the user 

entity and the service organisation, including the 

relevant contractual terms for the activities 

undertaken by the service organization; 

 Auditor may ask from the user entity to produce 

service organizations Auditor report on system 

procedures and internal control. 

Hence, on the basis of above Auditor shall determine 

the nature timing and extent of Audit procedure. 
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