The 5 Components of a SOC report

Businesses increasingly rely on third-party service providers to handle critical functions and
processes. As a result, there is a growing need for transparency and assurance regarding
the controls and security measures these service organizations have in place. This is where
System and Organization Control (SOC) reports come into play. SOC reports provide valuable
insights into a service organization’s controls and practices, offering confidence to clients,
stakeholders, and auditors. In this article, we will explore the key components of a SOC
report - Opinion, Management Assertion, System Narrative, Testing of Controls, and Other
Information - and their significance.

1. Opinion
The Opinion is a crucial component of a SOC report as it reflects the independent
auditor’s assessment of the service organization’s controls. It typically falls into one of
three categories:

a. Unqualified Opinion: This is the most desirable outcome, indicating that the auditor
has reviewed the controls and found them to be effective, reliable, and in accordance
with established standards.

b. Qualified Opinion: A qualified opinion suggests that the controls are generally
effective, but there may be specific areas or instances where improvements are
needed. These areas of concern are typically highlighted.

c. Adverse Opinion: An adverse opinion is the least favorable outcome, indicating
that the controls are not effective, or the service organization has not provided
sufficient evidence to support their effectiveness. This can be a red flag for clients and
stakeholders.
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The Opinion serves as a crucial indicator of a service organization’s commitment to
maintaining robust controls, providing assurance to its clients and stakeholders.

2. Management Assertion

The Management Assertion is a statement made by the service organization’s management
regarding the effectiveness of its internal controls. This assertion is based on their own
evaluation of controls and processes. It is an important declaration because it represents
the organization’s acknowledgment of its responsibility in maintaining secure and efficient
operations. The auditor's opinion is closely scrutinized in light of this assertion to ensure
alignment.

3. System Narrative

The System Narrative is an in-depth description of the service organization’s systems,
processes, and controls. It outlines the scope and objectives of the audit, detailing the
controls that have been implemented to mitigate risks. The System Narrative provides a
comprehensive view of how the service organization operates and how it manages security,
data protection, and compliance.

This component is crucial because it helps clients and stakeholders understand the inner
workings of the service organization, making it easier to assess the risks associated with
using their services. It also serves as a reference point for auditors when conducting their
assessments.

4. Testing of Controls
The Testing of Controls is the heart of a SOC report. It involves the auditor evaluating the
effectiveness of the controls put in place by the service organization. This assessment often

includes sampling, walkthroughs, and testing of specific control activities. The results of these

tests are documented in the report, providing clients and stakeholders with an accurate
picture of the controls' performance.

Testing of Controls is essential because it offers objective evidence of how well the service
organization’s controls are functioning. It helps clients make informed decisions about the
risks they may face when engaging with the service provider and highlights areas where
improvements may be needed.
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5. Other Information

Beyond the core components mentioned above, SOC reports may also include additional
information that can vary depending on the specific report type (e.g., SOC 1, SOC 2, or SOC 3).
This additional information might include:

+ Details and explanation of why an exception occurred and the remediation steps being
taken

+ Details on security incidents and breaches.

+ Information on changes in the service organization’s controls or systems.

« Overview of the service organization’s disaster recovery and business continuity plans.

+ Details on any legal or regulatory compliance issues.

This “Other Information” provides context and additional insights that can be invaluable
to clients and stakeholders when assessing the overall risk associated with the service
organization.

SOC reports play a vital role in today’s business landscape, providing clients and stakeholders
with confidence in the controls and security measures implemented by service organizations.
Understanding the key components of a SOC report - Opinion, Management Assertion,
System Narrative, Testing of Controls, and Other Information - is crucial for making informed
decisions about partnerships and evaluating the security and reliability of third-party service
providers. These reports contribute to building trust in an increasingly interconnected world
where outsourcing and collaboration are essential for business success.
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About the firm

We proudly stand as your dedicated advocate. At LJB CPA, our unwavering commitment
is driven by a profound sense of purpose and our guiding principles. We firmly reside
at the crossroads of competency, purpose, value, and service, and we adhere to a set of
foundational values that underpin our approach to serving all our stakeholders.

Our Values

Our firm consistently delivers exceptional service to our clients by upholding three core
principles: Quality, Reliability, and Service. These principles are the bedrock of our operations
and are non-negotiable.

With multiple offices at our disposal, we operate as a comprehensive accounting firm
equipped to address all your accounting needs. Our structure is designed to cater to
businesses seeking high-quality resources delivered in a collaborative team-oriented fashion.
Our mission is to provide clients with the utmost level of service and value by prioritizing
what is essential to them and their stakeholders. Whether you are a startup in need of
foundational support, or an established firm looking to navigate compliance requirements
and advance to the next level, we are here to assist you every step of the way.
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