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SA 402 (Revised) – Audit Considerations relating to an Entity Using a Service Organisation 

 

 

 

  

 

 

 

 

 

 

 

 

Auditor’s Objective Obtaining understanding of services provided by 

service Organisation 

Auditor’s considerations 

 To obtain an 

understanding of nature 

and significance of 

service provided by the 

service organization 

and their effect on the 

user’s entity internal 

control relevant to the 

audit, sufficient to 

identify and assess the 

risk of material 

misstatement.  

 To design and perform 

audit procedures 

responsive to those 

risks.  

The user auditor shall obtain an understanding of 

how user entity uses the services of a service 

organization in the user entity operation, 

including: 

(a) Nature of service provided by the service 

organization and the significance of those 

services to the user entity.  

(b) The nature and materiality of the 

transactions processed or financial reporting 

processes affected by service organizations. 

(c) The degree of interaction between activities 

of service organizations and those of the user 

entity.  

(d) The nature of relationship between user 

entity and the service organization.   

 The user auditor shall evaluate the design and 

implementation of relevant controls of user entity that relate 

to the services provided by service organization.  

  The user auditor shall determine whether a sufficient 

understanding of nature and significance of services 

provided by service organization and their effect on the user 

entity internal control relevant to the audit has been obtained.  

 If user auditor is unable to obtain a sufficient understanding 

from the user entity, the user auditor shall obtain that 

understanding from one or more of following procedures: 

(a) Obtaining a Type 1 or Type 2 Report, if available.  

(b) Contacting the service organization, through the user 

entity, to obtain the sufficient information. 

(c) Visiting the service organization.  

(d) Using another auditor to perform procedures that will 

provide the necessary information about the relevant 

controls at the service organsition.  

User Auditor: An auditor who audits and Reports on the financial statements of a user entity. 

User Entity: An Entity that uses a service organization and whose financial statements are being audited.  

Type 1 Report: Report on the description and design of internal controls at a service organization. 

Type 2 Report: Report on the description, design and operating effectiveness of controls at a service organization.  
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SA 450 “Evaluation of Misstatements Identified during the Audit 
 

                   

 

     

 

 

 

 

 

 

 

 

 

 

Meaning of Misstatements Identification/Accumulation of Misstatements 

Difference between: 
(a) the amounts, classification, presentation or 

disclosure of a reported financial statement 
item, and  

(b) the amount, classification, presentation or 
disclosure that is required for the item to be in 
accordance of financial reporting framework. 

Uncorrected misstatement: Misstatements 

accumulated by auditor but not corrected.  

Communicate to management 

& request them to correct.  

Determine whether any revision 

required in Audit Strategy/Plan. 

Management corrects Management refuses 

Perform Additional 

Procedures to 

determine whether 

misstatements 

remain. 

Understand the reason for 

not making the corrections 

If material, communicate uncorrected 

misstatement and their effect on his opinion to 

TCWG with a request that uncorrected 

misstatements be corrected. 

Not corrected 

Obtain a written representation from 

management/TCWG w.r.t their believing that effect 

of uncorrected misstatements are immaterial. 

Determine the materiality 


