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PCAOB AS 1105 — Audit Evidence

Appendix B — Audit Evidence Regarding Valuation of Investments Based on Investee Financial
Results

.B1

For valuations based on an investee's financial results, the auditor should obtain sufficient appropriate
evidence in support of the investee's financial results. The auditor should read available financial
statements of the investee and the accompanying audit report, if any. Financial statements of the
investee that have been audited by an auditor (“investee’s auditor’) whose report is satisfactory, for this
purposef ! to the investor's auditor may constitute sufficient appropriate evidence.

.B2

If in the auditor's judgment additional evidence is needed, the auditor should perform procedures to
gather such evidence. For example, the auditor may conclude that additional evidence is needed
because of its concerns about the professional reputation or independence of the investee’s auditor,
significant differences in fiscal year-ends, significant differences in accounting principles, changes in
ownership, changes in conditions affecting the use of the equity method, or the materiality of the
investment to the investor's financial position or results of operations. Examples of procedures the auditor
may perform are reviewing information in the investor's files that relates to the investee such as investee
minutes and budgets and cash flows information about the investee and making inquiries of investor
management about the investee's financial results.

.B3

If the investee's financial statements are not audited, or if the investee auditor's report is not satisfactory
to the investor's auditor for this purpose, the investor's auditor should apply, or should request that the
investor arrange with the investee to have another auditor apply, appropriate auditing procedures to such
financial statements, considering the materiality of the investment in relation to the financial statements of
the investor.

.B4

If the carrying amount of the security reflects factors that are not recognized in the investee's financial
statements or fair values of assets that are materially different from the investee's carrying amounts, the
auditor should obtain sufficient appropriate evidence in support of these amounts.

Note: The auditor should look to the requirements of AS 2501, Auditing Accounting Estimates, Including
Fair Value Measurements, and the applicable financial reporting framework with respect to auditing fair
value measurements and evaluating asset impairment.

.B5

There may be a time lag in reporting between the date of the financial statements of the investor and that
of the investee. A time lag in reporting should be consistent from period to period. If a time lag between
the date of the entity's financial statements and those of the investee has a material effect on the entity's
financial statements, the auditor should determine whether the entity's management has properly
considered the lack of comparability. The effect may be material, for example, because the time lag is not
consistent with the prior period in comparative statements or because a significant transaction occurred
during the time lag. If a change in time lag occurs that has a material effect on the investor's financial
statements, an explanatory paragraph, including an appropriate title, should be added to the auditor's
report because of the change in reporting period.f?2

.B6
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The auditor should evaluate management's conclusion about the need to recognize an impairment loss
for a decline in the security's fair value below its carrying amount that is other than temporary. In addition,
with respect to subsequent events and transactions of the investee occurring after the date of the
investee's financial statements but before the date of the investor auditor's report, the auditor should read
available interim financial statements of the investee and make appropriate inquiries of the investor to
identify subsequent events and transactions that are material to the investor's financial statements. Such
events or transactions of the type contemplated in paragraphs .05-.06 of AS 2801, Subsequent Events,
should be disclosed in the notes to the investor's financial statements and (where applicable) labeled as
unaudited information. For the purpose of recording the investor's share of the investee's results of
operations, recognition should be given to events or transactions of the type contemplated in AS 2801.03.

.B7

Evidence relating to material transactions between the entity and the investee should be obtained to
evaluate (a) the propriety of the elimination of unrealized profits and losses on transactions between the
entity and the investee that is required when the equity method of accounting is used to account for an
investment under the applicable financial reporting framework and (b) the adequacy of disclosures about
material related party transactions.

fn 1 In determining whether the report of the investee’s auditor is satisfactory for this purpose, the auditor may consider performing
procedures such as making inquiries as to the professional reputation, standing, and independence of the investee’s auditor (under
the applicable standards), visiting the investee’s auditor and discussing the audit procedures followed and the results thereof, and
reviewing the audit program and/or working papers of the investee’s auditor.

fn 2 See AS 2820, Evaluating Consistency of Financial Statements.
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