	FIRM NAME:
	

	REVIEW NUMBER:
	



RISK ASSESSMENT AND ENGAGEMENT SELECTION MEMO

The purpose of this form is to document the review team’s understanding of the reviewed firm’s structure, its accounting and auditing practice, and its system of quality control. Based on the risk factors noted, the team captain will select engagements to be reviewed to reduce peer review risk to an acceptable level. 

Peer review risk consists of two parts: 

1. The risk (consisting of inherent risk and control risk) that an engagement will not be performed and/or reported on in conformity with applicable professional standards in all materials respects, that the reviewed firm’s system of quality control will not prevent such failure, or both.

2. The risk (detection risk) that the review team will fail to detect and report on design and/or compliance deficiencies or significant deficiencies in the reviewed firm’s system of quality control.
Firm Structure (number of offices, number of partners or equivalent, description of the firm’s A&A practice, etc.)
INHERENT RISK FACTORS
Please discuss the inherent risk of the firm under review. The following inherent risk factors should be considered and addressed below. All risk factor assessments that lead to elevated risk must be addressed through the engagement selection process and the level of risk (low, moderate or high) should be supported by the documentation in the inherent risk factor assessment.
	Inherent Risk Factors to Consider
	Inherent Risk Factor Assessment
	Level of Risk
 (Low, Moderate, or High)
	If Moderate or High, Engagement(s) selected for review that address the inherent risk factors noted

	1. Circumstances arising within the firm (e.g. many engagements in specialized industries)
	
	
	

	2. Circumstances outside the firm (e.g. new professional standards, regulatory requirements, adverse economic conditions, etc.)
	
	
	

	3. Variances that may occur during the year (e.g: significant increase in the number of audits performed since the last review)
	
	
	

	4. Other inherent risk factors the review team deems of importance
	
	
	


Overall, the review team assesses inherent risk at:
_______   Low



_______   Moderate



  _______   High


CONTROL RISK FACTORS

Please discuss the control risk of the firm under review. The following control risk factors should be considered and addressed below.  All risk factor assessments that lead to elevated risk must be addressed through the engagement selection process and the level of risk (low, moderate or high) should be supported by the documentation in the inherent risk factor assessment.
	Control Risk Factors to Consider
	Control Risk Factor Assessment
	Level of Risk
 (Low, Moderate, or High)
	If Moderate or High, Engagement(s) selected for review that address the control risk factors noted

	1. The relationship of the firm’s audit hours to total accounting and auditing hours
	
	
	

	2. The size of the firm’s major engagement(s), relative to the firm’s practice as a whole
	
	
	

	3. Any initial engagements and their impact on the firm’s practice as a whole
	
	
	

	4. The industries in which the firm’s client base operate, especially any industry concentrations
	
	
	

	5. The results of the prior peer review
	
	
	

	6. Changes in the firm’s structure or personnel since the prior peer review 
	
	
	

	7. The risk level of the engagements performed (i.e. high risk features or complex accounting or auditing applications)
	
	
	

	8. The owners’ CPE policies and the firm’s philosophy toward continuing education
	
	
	

	9. The firm’s monitoring activities
	
	
	

	10. The adequacy of the firm’s professional library
	
	
	

	11. Other control risk factors the review team deems of importance
	
	
	


Overall, the review team assesses control risk at:
_______   Low



_______   Moderate



  _______   High

COMBINED INHERENT AND CONTROL RISK

Overall, the review team assesses the combined inherent and control risk at:
_______   Low



_______   Moderate



  _______   High

Explanation:

PEER REVIEW RISK, DETECTION RISK, AND ENGAGEMENT SELECTION
The higher the combined inherent and control risk, the higher the peer review risk. The review team assessed the combined inherent and control risk as [low, moderate, high] SELECT ONE, therefore, peer review risk is assessed as [low, moderate, high] SELECT ONE. A higher peer review risk indicates the scope of the peer review MUST BE INCREASED to keep detection risk acceptably low.
Please note that even when the combined assessed levels are low, the peer review team must review some engagements to obtain reasonable assurance that the reviewed firm is complying with its quality control policies and procedures and applicable professional standards. For the review team to obtain such assurance, a reasonable cross section of the reviewed firm’s accounting and auditing engagements must be reviewed or inspected, with greater emphasis on those portions of the practice with higher combined assessed levels of inherent and control risk. 
With peer review risk assessed as [low, moderate, high] SELECT ONE, the following engagements were selected for review in order to reduce detection risk to an acceptably low level.  Based on the above inherent and control risk assessment, these engagements represent a reasonable cross section of the reviewed firm’s accounting and auditing engagements, with greater emphasis on those portions of the practice with higher combined assessed levels of inherent and control risk. 
Note:  The engagements listed below should include all engagements selected for review based on the inherent and control risk assessments documented above, plus any engagements selected to provide a reasonable cross section of the reviewed firm’s accounting and auditing practice.

	
	Level of Service
	Industry
	Must Select?

	1
	
	
	

	2
	
	
	

	3
	
	
	

	4
	
	
	

	5
	
	
	


The review team’s explanation of the engagement selection in relation to the risk assessment
Was at least one engagement selected for review from each level of service that the firm provides services (audits, reviews, compilation with disclosures, compilations without disclosures, and each type of SSAE engagement)?






Yes______        No_____


If no, please explain why this level of service was not selected for review and how the risks associated with this particular level of service was addressed in the engagement selection process.

ERISA ENGAGEMENTS ONLY:
If the firm has more than one of the below types of plans, please discuss how the engagement selection process adequately addressed the unique risks below associated with that type of plan.

· Defined contribution plans – participant account and allocation testing and timely remittance of participant contributions
· Defined benefit plans – actuarial present value of accumulated plan benefits and changes in the actuarial present value of accumulated plan benefits
· Health and welfare plans – benefit obligations and changes in benefit obligations (for example claims payable, claims incurred but not reported, postemployment benefits, postretirement health care benefits, etc.)
· Employee stock ownership plans (ESOPs) – annual appraisal of securities and leveraged ESOPs
· Other areas – plans with a master trust arrangement, multiemployer plans, initial audits of plans, terminating plans, plan mergers, etc.
5

