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Basis for Conclusions on
IAS 41 Agriculture

This Basis for Conclusions accompanies, but is aatqf, IAS 41.

Introduction

BC1 This Basis for Conclusions summarises the matigsnal Accounting Standards
Board’'s considerations in reaching its conclusioms amending IAS 41
Agriculture by Improvements to IFRSs May 2008. Individual Board members
gave greater weight to some factors than to others.

BC2 Because the Board'’s intention was not to reclemghe fundamental approach to
the accounting for agriculture established by IAS this Basis for Conclusions
does not discuss requirements in IAS 41 that thedBbas not reconsidered. The
IASC Basis for Conclusions on IAS 41 follows this Basi

Scope

Costs to sell (paragraph 5)

BC3 Before themprovements to IFRSssued in May 2008, IAS 41 used the term
‘point-of-sale costs’. This term was not used elsewlie IFRSs. The term ‘costs
to sell’ is used in IFRS Bon-current Assets Held for Sale and Discontinued
Operationsand IAS 36lmpairment of AssetS'he Board decided that ‘point-of-
sale costs’ and ‘costs to sell’ meant the samegthirthe context of IAS 41. The
word ‘incremental’ in the definition of ‘costs to IBeexcludes costs that are
included in the fair value measurement of a biaabasset, such as transport
costs. It includes costs that are necessary faete occur but that would not
otherwise arise, such as commissions to brokerslaakkrs, levies by regulatory
agencies and commodity exchanges, and transfes t@mxe duties. Both terms
relate to transaction costs arising at the poirsadé.

BC4 Therefore, the Board decided to replace thengefpoint-of-sale costs’ and
‘estimated point-of-sale costs’ with ‘costs to séii'make IAS 41 consistent with
IFRS 5 and IAS 36.
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Recognition and measurement

Discount rate (paragraph 20)

BC5 As part of the annual improvements project begun2007, the Board
reconsidered whether it is appropriate to requir@rertax discount rate in
paragraph 20 when measuring fair value. The Boatgdnthat a fair value
measurement should take into account the attriputelsiding tax attributes, that
a market participant would consider when pricing sseaor liability.

BC6 The Board noted that a willing buyer would fadgtdpo the amount that it would
be willing to pay the seller to acquire an assetwould receive to assume a
liability) all incremental cash flows that would béihethat buyer. Those
incremental cash flows would be reduced by expecteahie tax payments using
appropriate tax rates (ie the tax rate of a mapketicipant buyer). Accordingly,
fair value takes into account future income taxeat ta market participant
purchasing the asset (or assuming the liability) ldidxe expected to pay (or to
receive), without regard to an entity’s specific gtxation.

BC7 Therefore, the Board decided to keep the reqment to use a current market-
based discount rate but improvements to IFRSssued in May 2008 removed
the reference to a pre-tax discount rate in papdged.

Additional biological transformation
(paragraph 21)

BC8 Sometimes the fair value of an asset in itgerurlocation and condition is
estimated using discounted cash flows. Paragrapbofld be read to exclude
from such calculations increases in cash flowsragifiom ‘additional biological
transformation’. Diversity in practice had develogean different interpretations
of this requirement. The Board decided that nofuiiiog these cash flows
resulted in a carrying amount that is not repredem of the asset’s fair value.
The Board noted that an entity should considerritles associated with cash
flows from ‘additional biological transformation’ idetermining the expected
cash flows, the discount rate, or some combinatiothe two. Therefore, the
Board decided to amend IAS 41 to remove the prabibitn an entity taking into
account the cash flows resulting from ‘additionalbgical transformation’ when
estimating the fair value of a biological asset.

BC9 In its exposure draft of proposdthprovements to International Financial
Reporting Standardspublished in 2007, the Board proposed changing the
definition of biological transformation to includervest. This was because the
Board wished to make clear that harvest alteredcthlition of a biological
asset. Some commentators objected to this changkeobasis that harvest is a
human activity rather than a biological transforiorat The Board agreed with
this argument and decided not to include the haimabe definition of biological
transformation. Instead, the Board amended thed&tdnto refer to biological
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transformation or harvest when applicable to makardhat harvest changes the
condition of an asset.

BC10 Because applying the changes discussed ingna@tss BC8 and BC9
retrospectively might require some entities to rasmee the fair value of

biological assets at a past date, the Board decligdhese amendments should
be applied prospectively.
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Basis for IASC’s Conclusions on IAS 41  Agriculture

This Basis for Conclusions accompanies, but is aot @f IAS 41. It was prepared by the
IASC Staff in 2000 but was not approved by the IB8&d. It summarises the Board’s
reasons for:

(a) initiating and proposing an International Acatiing Standard on agriculture; and
(b) acceptingor rejecting certain alternative views

Individual Board members gave greater weight to s@uefs than to others.

This Basis has not been revised by the IASB anteth@nology has not been amended to
reflect the changes made by Improvements to IFRSadss May 2008.

References to tHerameworkare to IASC’d~ramework for the Preparation and Presentation
of Financial Statementsyhich was adopted by the IASB in 2001. In Septer@®&0 the
IASB replaced therameworkwith theConceptual Framework for Financial Reporting.

Background

B1 In 1994, the IASC Board (the ‘Board’) decided develop an International
Accounting Standard on agriculture and appointedteerfig Committee to
help define the issues and develop possible sokitioln 1996, the Steering
Committee published a Draft Statement of Princigl&sSOP’) setting out the
issues, alternatives, and the Steering Committpedposals for resolving the
issues and inviting public comment. In responsg, cdmment letters were
received. The Steering Committee reviewed the camsneevised certain of its
recommendations, and submitted them to the Board.

B2 In July 1999, the Board approved Exposure Dr&& &griculture with a comment
deadline of 31 January 2000. The Board receiveadd@2ment letters on E65.
They came from various international organisati@ssyvell as from 28 individual
countries. In April 2000, the IASC Staff sent aegtionnaire to entities that
undertake agricultural activity in an attempt tdedeine the reliability of the fair
value measurement proposed in E65 and receivedspomses from 11 countries.
In December 2000, after considering the comment&@H and responses to the
qguestionnaire, the Board approved IAS 4Agriculture (the Standard).
Paragraph B82 below summarises the changes thaBdhed made to E65 in
finalising the Standard.

The need for an International Accounting Standardo  n
agriculture

B3 A main objective of the IASC is to develop Intefoaal Accounting Standards
that are relevant in the general purpose finansialements of all businesses.
While most International Accounting Standards applgntities in all activities,

6 © IFRS Foundation



B4

BS

IAS 41 BC

some International Accounting Standards, for exartf® 30 Disclosures in the
Financial Statements of Banks and Similar Financiatitutions and IAS 40
Investment Properfydeal with issues that arise in particular actgti IASC has
also undertaken industry-specific projects on iasae and extractive industries.

Diversity in accounting for agricultural activihas occurred because:

(@) prior to the development of the Standard, asselated to agricultural
activity and changes in those assets were excluded the scope of
International Accounting Standards:

0] IAS 2 Inventoriesexcluded ‘producers’ inventories of livestock,
agricultural and forest products... to the extdmt they are
measured at net realisable value in accordance wigt
established practices in certain industries’;

(ii) IAS 16 Property, Plant and Equipmertid not apply to ‘forests
and similar regenerative natural resources’;

(i) 1AS 18 Revenuedid not deal with revenue arising from ‘natural
increases in herds, and agricultural and foresdymts’; and

(iv)  IAS 40 Investment Propertgid not apply to ‘forests and similar
regenerative natural resources’;

(b) accounting guidelines for agricultural activideveloped by national
standard setters have, in general, been piecen®adoped to resolve a
specific issue related to a form of agriculturalivaty of significance to
that country; and

(c) the nature of agricultural activity creates emainty or conflicts when
applying traditional accounting models, particulablecause the critical
events associated with biological transformatioro\igh, degeneration,
production, and procreation) that alter the sulzstaof biological assets
are difficult to deal with in an accounting modekbd on historical cost
and realisation.

Most business organisations involved in agrigalt activity are small,

independent, cash and tax focused, family-operdtediness units, often
perceived as not being required to produce gemenglose financial statements.
Some believe that because of this an Internatidx@lounting Standard on
agriculture would not have widespread applicatiotdowever, even small

agricultural entities seek outside capital and glibs, particularly from banks or
government agencies, and these capital providergasingly request financial
statements. Moreover, an international trend towaetegulation, an increasing
number of cross-border listings and more investrhawe resulted in increasing
scale, scope, and commercialism of agriculturalvidgt This has created a
greater need for financial statements based ondsaumi generally accepted

*

In August 2005, IFRS Financial Instruments:Disclosuresiperseded IAS 30.
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B6

B7

Scope

accounting principles. For the above reasons9@4 the Board added to its agenda
a project on agriculture.

The DSOP specifically asked for views on the fekitsibof developing a
comprehensive International Accounting Standard amicalture.  Some
commentators felt that the diversity of agriculturactivity prevents the
development of a single International Accountingn8tad on accounting for all
agricultural activities. Others said that differgminciples should attach to
agricultural activity with short and long productiogicles. Some cited the need
to develop International Accounting Standards thatsémple to apply and broad
in application. Commentators on the DSOP also noted agriculture is a
significant industry in many countries, particwaih developing and newly
industrialised countries. In many such countriés the most important industry.

After considering the comments on the DSOP Bibard reaffirmed its conclusion
that an International Accounting Standard is needElde Board believes that the
principles set forth in the Standard have wide iappibn and provide a clear set of
principles.

B8

B9

The Standard prescribes, among other things, attmunting treatment for
biological assets and for the initial measuremémigoicultural produce harvested
from an entity’s biological assets at the pointhafvest. However, the Standard
does not deal with the processing of agriculturadpce after harvest, since the
Board did not consider it appropriate to undertakpartial revision of IAS 2
Inventorieswhich deals with the accounting treatment for ineeies under the
historical cost systemThe processing after harvest is accounted for mifd 2

or another aPpIicabIe International Accounting Staddfor example, if an entity
harvests logsand decides to use them for constructing its owitding, IAS 16
Property, Plant and Equipmeig applied in accounting for the logs).

Some may think of such processing as agricultactvity, particularly if it is
done by the same entity that developed the agui@llproduce (for example, the
processing of grapes into wine by a vintner who hasvg the grapes). While
such processing may be a logical and natural eixtersf agricultural activity,
and the events taking place may bear some simjikaribiological transformation,
such processing is not included within the defimitad agricultural activity in the
Standard.

(a) such a long ageing or maturation process isilainto biological
transformation and fundamental to assessing tHempeance of an entity;
and

The term ‘historical cost system’ is no longeplégable owing to revisions made to IAS 2 in Decemb

As the result of an amendment by the IASB, com@iinImprovements to IFRSssued in May 2008,
‘logs’ is an example of produce that has been pms®e rather than an example of unprocessed produce.
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(b) many agricultural entities are vertically intaetpd and involved in, for
example, producing both grapes and wine.

The Board decided not to include such circuntsta in the scope of the Standard
because of concerns about difficulties in diffel@img them from other
manufacturing processes (such as conversion of raterials into marketable
inventories as defined in IAS 2). The Board conetlithat the requirements in
IAS 2 or another applicable International Account8tgndard would be suited to
accounting for such processes.

The Board also considered whether to deal withtracts for the sale of a
biological asset or agricultural produce and gommmt grants related to
agricultural activity in the Standard. These issugre discussed below
(see paragraphs B47-54 and B63-73).

Measurement

B13

B14

B15

Biological assets

Fair value versus cost

The Standard requires an entity to use a falines approach in measuring its
biological assets related to agricultural actigyproposed in the DSOP and E65,
except for cases where the fair value cannot be umedsreliably on initial
recognition.

Those who support fair value measurement argae the effects of changes
brought about by biological transformation are brefiected by reference to the
fair value changes in biological assets. Theyelelithat fair value changes in
biological assets have a direct relationship tongea in expectations of future
economic benefits to the entity.

Those who support fair value measurement aige that the transactions entered
into to effect biological transformation often hawaly a weak relationship with the
biological transformation itself and, thus, a mdistant relationship to expected
future economic benefits. For example, patterngrofvth in a plantation forest
directly affect expectations of future economic dféa but differ markedly, in
timing, from patterns of cost incurrence. No ineomight be reported until first
harvest and sale (perhaps 30 years) in a plantdtioestry entity using a
transaction-based, historical cost accounting mo@# the other hand, income is
measured and reported throughout the period unitihli harvest if an accounting
model is used that recognises and measures bialogjiowth using current fair
values.
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Further, those who support fair value measureroiée reasons for concluding
that fair value has greater relevance, reliabilitgpmparability, and

understandability as a measurement of future ecanbemefits expected from
biological assets than historical cost, including:

(@) many biological assets are traded in activeketar with observable
market prices. Active markets for these assetsigheoa reliable measure
of market expectations of future economic benefftee presence of such
markets significantly increases the reliability ofarket value as an
indicator of fair value;

(b) measures of the cost of biological assets araetimes less reliable
than measures of fair value because joint prodant$ joint costs can
create situations in which the relationship betwegpuis and outputs
is ill-defined, leading to complex and arbitrarjoahtions of cost between
the different outcomes of biological transformatiorSuch allocations
become even more arbitrary if biological assetsegm®e additional
biological assets (offspring) and the additionalltgical assets are also
used in the entity’s own agricultural activity;

(c) relatively long and continuous production cgclavith volatility in both
the production and market environment, mean thatatttounting period
often does not depict a full cycle. Therefore,igmend measurement
(as opposed to time of transaction) assumes grestgrificance in
deriving a measure of current period financial perfance or position.
The less significant current year harvest is imtfeh to total biological
transformation, the greater the significance ofiqgeend measures of
asset change (growth and degeneration). In relatiigh turnover, short
production cycle, highly controlled agriculturalssgms (for example,
broiler chicken or mushroom production) in which theajority of
biological transformation and harvesting occurs initta year, the
relationship between cost and future economic benefppears more
stable. This apparent stability does not alter rédationship between
current market value and future economic benefitg, it makes the
difference in measurement method less significamd,

(d) different sources of replacement animals anantpl (home-grown or
purchased) give rise to different costs in a hisabicost approach. Similar
assets should give rise to similar expectationk veigard to future benefits.
Considerably enhanced comparability and undershélitgaresult when
similar assets are measured and reported usirggthe basis.

Those who oppose measuring biological assefwiatvalue believe there is
superior reliability in cost measurement becaustohical cost is the result of
arm’s length transactions, and therefore providédemce of an open-market
value at that point in time, and is independentyifiable. More importantly,
they believe fair value is sometimes not reliablgasurable and that users of
financial statements may be misled by presentaifamumbers that are indicated
as being fair value but are based on subjective wanetrifiable assumptions.
Information regarding fair value can be providedestthan in a single number in
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the financial statements. They believe the scdpthe Standard is too broad.
They also argue that:

(@) market prices are often volatile and cycliaadl ot appropriate as a basis
of measurement;

(b) it may be onerous to require fair valuationeath balance sheet date,
especially if interim reports are required;

(c) the historical cost convention is well estal#dhand commonly used.
The use of any other basis should be accompanied blyange in the
IASC Framework for the Preparation and Presentation ohdficial
Statementgthe FrameworK). For consistency with other International
Accounting Standards and other activities, bioldg@ssets should be
measured at their cost;

(d) cost measurement provides more objective andistent measurement;

(e) active markets may not exist for some biologisasets in some countries.
In such cases, fair value cannot be measured kgliabpecially during
the period of growth in the case of a biologicaleashat has a long
growth period (for example, trees in a plantatiore$b);

)] fair value measurement results in recognitidnuarealised gains and
losses and contradicts principles in Internatidkadounting Standards on
recognition of revenue; and

(9) market prices at a balance sheet date mayeawtd close relationship to
the prices at which assets will be sold, and manlpbical assets are not
held for sale.

The Framework is neutral with respect to the choice of measurénbasis,
identifying that a number of different bases ar@lyed to different degrees and
in varying combinations, though noting that histaticost is most commonly
adopted. The alternatives specifically identifea@ historical cost, current cost,
realisable value, and present value. Precedent@ifovalue measurement exist
in other International Accounting Standards.

The Board concluded that the Standard shouddine a fair value model for
biological assets related to agricultural activigcause of the unique nature and
characteristics of agricultural activity. Howevtre Board also concluded that, in
some cases, fair value cannot be measured reliaBlgme respondents to the
guestionnaire, as well as some commentators onex@bessed significant concern
about the reliability of fair value measurement $ome biological assets, arguing
that:

(@) active markets do not exist for some biologas$ets, in particular for
those with a long growth period;

(b) present value of expected net cash flows inddte unreliable measure of
fair value due to the need for, and use of, suljectssumptions
(for example, about weather); and

(c) fair value cannot be measured reliably priohaovest.
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Some commentators on E65 suggested that the Sthrsfeuld include a
reliability exception for cases where no active kaaexists.

The Board decided there was a need to includgiability exception for cases
where market-determined prices or values are notlada and alternative
estimates of fair value are determined to be gleanlreliable. In those cases,
biological assets should be measured at their ¢&st any accumulated
depreciation and any accumulated impairment lossés. determining cost,
accumulated depreciation and accumulated impairtosees, an entity considers
IAS 2 Inventories IAS 16 Property, Plant and Equipmentand IAS 36
Impairment of Assets

The Board rejected a benchmark treatment of ¥alue and an allowed
alternative treatment of historical cost becauséhefgreater comparability and
understandability achieved by a mandatory fair @approach in the presence of
active markets. The Board is also uncomfortablé wiptions in International
Accounting Standards.

Treatment of point-of-sale costs

The Standard requires that a biological adsetild be measured at its fair value
less estimated point-of-sale costs. Point-of-galsts include commissions to
brokers and dealers, levies by regulatory agerasidscommodity exchanges, and
transfer taxes and duties. Point-of-sale costsudgctransport and other costs
necessary to get assets to a market. Such traspmbother costs are deducted in
determining fair value (that is, fair value is ark@t price less transport and other
costs necessary to get an asset to a market).

E65 proposed that pre-sale disposal costsuiidie incurred to place an asset on
the market (such as transport costs) should bectiediin determining fair value,
if a biological asset will be sold in an active metrkn another location.
However, E65 did not specify the treatment of poirtale costs. Some
commentators suggested that the Standard shouifly ¢lze treatment of point-
of-sale costs, as well as pre-sale disposal costs.

Some argue that point-of-sale costs shouldaateducted in a fair value model.
They argue that fair value less estimated poirdadé costs would be a biased
estimate of markets’ estimate of future cash flobegause point-of-sale costs
would in effect be recognised as an expense twitleeifacquirer pays point-of-

sale costs on acquisition; once related to thelrdcquisition of biological assets
and once related to the immediate measuremeniratalae less estimated point-
of-sale costs. This would occur even when pointadé-scosts would not be

incurred until a future period or would not be paidall for a bearer biological

asset that will not be sold.

On the other hand, some believe that point-lef-sasts should be deducted in a
fair value model. They believe that the carryingoant of an asset should
represent the economic benefits that are expeotéldw from the asset. They
argue that fair value less estimated point-of-sadsts would represent the
markets’ estimate of the economic benefits thateapected to flow to the entity
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from that asset at the balance sheet date. Tlseyaague that failure to deduct
estimated point-of-sale costs could result in & Ibsing deferred until a sale
occurs.

The Board concluded that fair value less eséth@oint-of-sale costs is a more
relevant measurement of biological assets, acknaivigdthat, in particular,

failure to deduct estimated point-of-sale costsldotesult in a loss being

deferred.

Hierarchy in fair value measurement

The Standard requires that, if an active maelégtts for a biological asset, the
guoted price in that market is the appropriate$fmi determining the fair value

of that asset. If an active market does not eaisentity uses market-determined
prices or values (such as the most recent marletsdction price) when

available. However, in some circumstances, markiroéned prices or values

may not be available for a biological asset ingtesent condition. In these
circumstances, the Standard indicates that anyemsiés the present value of
expected net cash flowsom the asset.

E65 proposed that, if an active market existsafbiological asset, an entity should
use the market price in the active market. If eiva market does not exist, E65

proposed that an entity should consider other measnt bases such as the price
of the most recent transaction for the same typaseét, sector benchmarks, and
present value of expected net cash flows. E6Badlidet a hierarchy in cases where
no active market exists; that is, E65 did not iatBowhich basis is preferable to the
other bases.

The Board considered setting an explicit higmgrin cases where no active
market exists. Some believe that using marketrdeted prices or values;
for example, the most recent market transactiorcepriwould always be

preferable to present value of expected net cashsfl On the other hand,
some believe that market-determined prices or waleuld not necessarily
be preferable to present value of expected net flasls, especially when an
entity uses market prices for similar assets withHustthent to reflect

differences.

The Board concluded that a detailed hierarcloyld not provide sufficient
flexibility to appropriately deal with all the cisenstances that may arise and
decided not to set a detailed hierarchy in casesrevho active market exists.
However, the Board decided to indicate that antentises all available
market-determined prices or values since othentligee is a possibility that
entities may opt to use present value of expecetccash flows from the asset
even when useful market-determined prices or vakresavailable. Of the
20 companies that responded to the questionnakesosnpanies used present

Paragraph 20 of the previous version of IAS 4duired entities to use a pre-tax discount rate when
measuring fair value. The IASB decided to mainta@requirement to use a current market-baseduisco
rate but removed the reference to a pre-tax disaatmbyimprovements to IFR$ssued in May 2008.
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value of expected net cash flows as a basis ofviaire measurement and, in
addition, two companies indicated that it was ingiole to measure their
biological assets reliably since the present valtiexpected net cash flows
would not be reliable (as they would need to uss@nt value as a basis).

When an entity has access to different markhts,Standard indicates that the
entity uses the most relevant one. For examplanientity has access to two

active markets, it uses the price existing in tlakat expected to be used. Some
believe that the most advantageous price in thessidile markets should be

used. The Standard reflects the view that the mdstant measurement results
from using the market expected to be used.

Frequency of fair value measurement

Some argue that less frequent measurementirofdlue should be permitted
because of concerns about burdens on entities.Bdhed rejected this approach
because of the:

(a) continuous nature of biological transformation;

(b) lack of direct relationships between financighnsactions and the
outcomes of biological transformation; and

(c) general availability of reliable measures of f@lue at reasonable cost.

Independent valuation

A significant number of commentators on the DS@tHcated that, if present
value of expected net cash flows is used to deterrfair value, an external

independent valuation should be required. The Bogjected this proposal since
it believes that external independent valuatioesnat commonly used for certain
agricultural activity and it would be burdensome tequire an external

independent valuation. The Board believes thiatfior entities to decide how to
determine fair value reliably, including the exteatwhich independent valuers
need to be involved.

Inability to measure fair value reliably

As noted previously, the Board decided to ineladreliability exception in the
Standard for cases where fair value cannot be megstaliably on initial

recognition. The Standard indicates a presumptimat fair value can be
measured reliably for a biological asset. Howevkat toresumption can be
rebutted only on initial recognition for a biologlcasset for which market-
determined prices or values are not available andvhich alternative estimates
of fair value are determined to be clearly unrdéab In such a case, that
biological asset should be measured at its costdag accumulated depreciation
and any accumulated impairment losses. Once thedhie of such a biological
asset becomes reliably measurable, the Standawiresghat an entity should
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start measuring the biological asset at its faluedess estimated point-of-sale
costs.

Some believe that, if an entity was previousling the reliability exception, the
entity should not be allowed to start fair value mw@ament (that is, an entity
should continue to use a cost basis). They arbjateit could be a subjective
decision to determine when fair value has beconiabigl measurable and that
this subjectivity could lead to inconsistent apafion and, potentially, abuse.
The Board noted, however, that in agricultural amtjvt is likely that fair value
becomes measurable more reliably as biologicakfeeimation occurs and that
fair value measurement is preferable to cost irsehoases. Thus, the Board
decided to require fair value measurement once Vfalne becomes reliably
measurable.

If an entity has previously measured a biolalgiasset at its fair value less
estimated point-of-sale costs, the Standard regjtiiva the entity should continue
to measure the biological asset at its fair vakss lestimated point-of-sale costs
until disposal. Some argue that reliable estimatag cease to be available. The
Board believed that this would rarely, if ever, acctAccordingly, the Board
decided to prohibit entities from changing their amgrement basis from fair
value to cost, because otherwise an entity mightausdiability exception as an
excuse to discontinue fair value accounting inliantamarket.

If an entity uses the reliability exception,ettStandard requires additional
disclosures. The additional disclosures includerination on biological assets
held at the end of the period such as a descriptidine assets and an explanation
of why fair value cannot be measured reliably. &ldeitional disclosures also
include the gain or loss recognised for the pedndlisposal of biological assets
measured at cost less any accumulated depreciammh any accumulated
impairment losses, even though those biologicadtassre not held at the end of
the period.

Gains and losses

The Standard requires that a gain or lossgrimn initial recognition of a biological
asset and from a change in fair value less estimptent-of-sale costs of a
biological asset should be included in net profitass for the period in which it
arises. Those who support this treatment arguebthbogical transformation is a
significant event that should be included in nefipor loss because:

(a) the event is fundamental to understanding #tysnperformance; and
(b) this is consistent with the accrual basis obaating.

IAS 1 Presentation of Financial Statemerftevised in 2003) replaced the term ‘net profilass’ with
‘profit or loss’.
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Some commentators on the DSOP and E65 argueththaalue changes should
be included directly in equity, through the statetmef changes in equity, until
realised, arguing that:

(a) the effects of biological transformation canbetmeasured reliably and,
therefore, should not be reported as income;

(b) fair value changes should only be included éb profit or loss when the
earnings process is complete;

(c) recognition of unrealised gains and lossesehprofit or loss increases
volatility of earnings;

(d) the results of biological transformation mayeebe realised, particularly
given the risks to which biological assets are ezgdpand

(e) it is premature to require recognition of feédue changes in net profit or
loss, until performance reporting issues are resblv

The Board rejected requiring changes in faiueao be included directly in
equity since it is difficult to find any conceptuadsis for reporting any portion of
the changes in fair value of biological assetsteelato agricultural activity

directly in equity. No distinction is made in tReameworkbetween recognition

in the balance sheet and recognition in the incstaement.

Agricultural produce

The Standard requires that agricultural prodbhesvested from an entity’'s

biological assets should be measured at its fireviess estimated point-of-sale
costs at the point of harvest. Such measuremetiiteiost at that date when
applying IAS 2 Inventories or another applicable International Accounting
Standard.

The Board noted that the same basis of measmteshould generally be applied
to agricultural produce on initial recognition atm the biological asset from

which it is harvested. Because the fair value dfi@ogical asset takes into

account the condition of the agricultural producat twill be harvested from the

biological asset, it would be illogical to measune gagricultural produce at cost
when the biological asset is measured at fair vaka. example, the fair value of
a sheep with half fleece will differ from the fairlva of a similar sheep with

full fleece. It would be inconsistent and distoeporting of current period

performance if, upon shearing, the shorn fleeaaéasured at its cost when the
fair value of the sheep is reduced by the fair @afithe fleece.

As noted previously, certain biological assetsraeasured at their cost less any
accumulated depreciation and any accumulated immeait losses, if the
reliability exception is applied. Some argue thateliability exception should
exist for measurement of agricultural produce. Bward rejected this view
because many of the arguments for a reliabilityepkon do not apply to
agricultural produce. For example, markets morerofexist for agricultural
produce than for biological assets. The Board atsed that it is generally not
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practicable to reliably determine the cost of agtioal produce harvested from
biological assets.

With regard to measurement after harvest, sargee that agricultural produce
should be measured at its fair value both at thiatpaf harvest and at each
balance sheet date until sold, consumed, or otherdisposed of. They argue
that this approach would ensure that all agricaltproduce of a similar type is
measured similarly irrespective of date of harvdlais enhancing comparability
and consistency.

The Board concluded that fair value less eséhaoint-of-sale costs at the point
of harvest should be the cost when applying IAS 2another applicable
International Accounting Standard, since this isststent with the historical cost
accounting model applied to manufacturing processegneral and other types
of inventory.

In reaching the above conclusion, the Boardechdhat entities undertaking
agricultural activity sometimes purchase agricaltyoroduce for resale, and other
entities often engage in processing purchased el produce into
consumable products. If agricultural produce wdiddmeasured at its fair value
after harvest, a desire for consistency would suggesaluing purchased
inventories as well, and such a treatment would leernisistent with IAS 2.
The Board did not consider it appropriate to uradexta partial revision of IAS 2.

Sales contracts

Entities often enter into contracts to selhdtiture date their biological assets or
agricultural produce. The Standard indicates tbamtract prices are not
necessarily relevant in determining fair value ahdt the fair value of a
biological asset or agricultural produce is nouatgd because of the existence of
a contract.

E65 did not propose how to account for a cohtfacthe sale of a biological
asset or agricultural produce. Some commentatoggested prescribing the
treatment of sales contracts since such salesam®itare common in certain
agricultural activity. Some commentators also fEdnout that certain sales
contracts are not within the scope of IASEfancial Instruments: Recognition
and Measuremergnd that no other International Accounting Stanslalehl with
those contracts.

Some argue that contract prices should be usedeasuring the related
biological assets when an entity expects to seftie contract by delivery and
believe this would result in the most relevant cdagyamount for the biological

asset. Others argue that contract prices are messarily relevant in measuring
the biological assets at fair value since fair gataflects the current market in
which a willing buyer and seller would enter into ansaction.

The Board concluded that contract prices shoatdbe used in measuring related
biological assets, because contract prices do ecessarily reflect the current
market in which a willing buyer and seller would eniteto a transaction and
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therefore do not necessarily represent the fairevaf assets. The Board wished
to maintain a consistent approach to the measureofeassets. The Board
instead considered whether it might require thaé¢ssabntracts be measured at
fair value. It is logical to measure a sales citat fair value to the extent that a
related biological asset is also measured at &direr

However, the Board noted that to achieve symnimtyween the measurement of
a biological asset and a related sales contractStamdard would have to

carefully restrict the sales contracts to be mesbat fair value. An entity may

enter into a contract to sell agricultural prodtede harvested from the entity’s
biological assets. The Board concluded that it wawt be appropriate to require
fair value measurement for a contract to sell adfical produce that does not yet
exist (for example, milk to be harvested from a cosifice no related asset has
yet been recognised or measured at fair value @nid tso would be beyond the
scope of the project on agriculture.

Thus, the Board considered restricting thessatmtracts to be measured at fair
value to those for the sale of an entity’s existigjogical assets and agricultural
produce. However, the Board noted that it is diffido differentiate existing
agricultural produce from agricultural produce taes not exist. For example:

(a) if an entity enters into a contract to sellyitgrown wheat at a future date
and has half-grown wheat at a balance sheet dategits clear that the
wheat to be delivered under the contract does rtogxist at the balance
sheet date; but

(b) on the other hand, if an entity enters intmat@act to sell mature cattle at
a future date and has mature cattle at a balaneet state, it could be
argued that the cattle exist in the form in whickytlwill be sold at the
balance sheet date. However, it could also be arthatdhe cattle do not
yet exist in the form in which they will be sold &etbalance sheet date
since further biological transformation will occuettveen the balance
sheet date and the date of delivery.

The Board also noted that the Standard woula@ h@vequire an entity to stop
fair value measurement for sales contracts onciewiyrral produce to be sold
under the contract is harvested from an entityddgical assets, since accounting
for agricultural produce is not dealt with in theasdard except for initial
measurement and IAS 2Anventories or another applicable International
Accounting Standard applies after harvest. It wdaddllogical to continue fair
value measurement when the agricultural produceeiasored at historical cost.
The Board noted that it would be anomalous to req@n entity to start
measuring a contract at fair value once the relassgt exists and to stop doing
that at a later date.

The Board concluded that no solution is pratiie without a complete review of
the accounting for commodity contracts that arewitiiin the scope of IAS 39.

Because of the above difficulties, the Board cotetlithat the Standard should
not deal with the measurement of sales contractsatieanot within the scope of
IAS 39. Instead, the Board decided to include asepmtion that those sales
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contracts may be onerous contracts under IASP3@visions, Contingent
Liabilities and Contingent Assets

Land related to agricultural activity

The Standard does not establish any new pragiplr land related to agricultural
activity. Rather, an entity follows IAS 1Broperty, Plant and Equipmerdr
IAS 40 Investment Propertgepending on which standard is appropriate in the
circumstances. IAS 16 requires land to be measeitbér at its cost less any
accumulated impairment losses, or at a revalueduamolAS 40 requires land
that is investment property to be measured atats alue, or cost less any
accumulated impairment losses.

Some argue that land attached to biologicadtas®lated to agricultural activity

should also be measured at its fair value. Thgyethat fair value measurement
of land results in consistency of measurement vhighfair value measurement of
biological assets. They also argue that it is sones difficult to measure the

fair value of such biological assets separatelynfrithe land since an active

market often exists for the combined assets (§dand and biological assets; for
example, trees in a plantation forest).

The Board rejected this approach, primarilyadose requiring the fair value
measurement of land related to agricultural agtiwbuld be inconsistent with
IAS 16.

Intangible assets

The Standard does not establish any new pregiigr intangible assets related to
agricultural activity. Rather, an entity followA$ 38 Intangible Assets IAS 38
requires an intangible asset, after initial rectignj to be measured at its cost less
any accumulated amortisation and impairment lossest, a revalued amount.

E65 proposed that an entity should be encodragefollow the revaluation

alternative in IAS 38 for intangible assets relatedagricultural activity, to

enhance consistency of measurement with the fainevaheasurement of
biological assets. Some commentators on E65 diedgwith having the

encouragement. They argued that a unique treatfoeirtangible assets related
to agricultural activity is not warranted.

The Board did not include the encouragemeiah in the Standard. The Board
concluded that IAS 38 should be applied to intamgilslssets related to
agricultural activity, as it is to intangible assetlated to other activities.

Subsequent expenditure

B61

The Standard does not explicitly prescribe h@wvatcount for subsequent
expenditure related to biological assets. E65 @segd that costs of producing
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and harvesting biological assets should be chagedpense when incurred and
that costs that increase the number of units ofogical assets owned or
controlled by the entity should be added to theyirag amount of the asset.

Some believe that there is no need to captalifsequent expenditure in a fair
value model and that all subsequent expendituralldhbe recognised as an
expense. Some also argue that it would sometime#fibmilt to prescribe which
costs should be recognised as expenses and whichstwaild be capitalised; for
example, in the case of vet fees paid for deligdrcalf. The Board decided not
to explicitly prescribe the accounting for subseduexpenditure related to
biological assets in the Standard, because it\ediéo do so is unnecessary with
a fair value measurement approach.

Government grants

B63

B64

B65

B66
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The Standard requires that an unconditionalegowent grant related to a
biological asset measured at its fair value leimated point-of-sale costs should
be recognised as income when, and only when, thergment grant becomes
receivable. If a government grant is conditiomatluding where a government
grant requires an entity not to engage in speciigdcultural activity, an entity

should recognise the government grant as income wéeth only when, the

conditions attaching to the government grant are me

The Standard requires a different treatmenmfrbAS 20 Accounting for
Government Grants and Disclosure of Governmentfsgiein the circumstances
described above. 1AS 20 is to be applied only teegoment grants related to
biological assets measured at cost less any acetedublepreciation and any
accumulated impairment losses.

IAS 20 requires that government grants shouldbeorecognised until there is
reasonable assurance that:

(@) the entity will comply with the conditions attamg to them; and
(b) the grants will be received.

IAS 20 also requires that government grants shoeltebognised as income over
the periods necessary to match them with the reledsts that they are intended
to compensate, on a systematic basis. In relatrthe presentation of

government grants related to assets, IAS 20 petmdsmethods—setting up a
government grant as deferred income or deductieggtivernment grant from the
carrying amount of the asset.

The latter method of presentation—deducting\@mment grant from the carrying
amount of the related asset—is inconsistent withimvalue model in which an

asset is measured and presented at its fair valamg the deduction from carrying
value approach, an entity would first deduct theegement grant from the carrying
amount of the related asset and then measurestettat its fair value. In effect, an
entity would recognise a government grant as incamaediately, even for a

conditional government grant. This conflicts witie requirement in IAS 20 that
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government grants should not be recognised umtiktis reasonable assurance that
the entity will comply with the conditions attachito them.

Because of the above, the Board concludedtlieae was a need to deal with
government grants related to biological assets unedsat their fair value. Some
argued that IASC should begin a wider review of EBrather than provide special
rules in individual International Accounting Stardia The Board acknowledged
that this might be a more appropriate approachcbntluded that such a review
would be beyond the scope of the project on aguiceil Instead, the Board decided
to deal with government grants in the Standardgesithe Board noted that
government grants related to agricultural actigity common in some countries.

E65 proposed that, if an entity receives a govent grant in respect of a biological
asset that is measured at its fair value and #& @ unconditional, the entity should
recognise the grant as income when the governmant lgecomes receivable. E65
also proposed that, if a government grant is camit, the entity should recognise it
as income when there is reasonable assurancé¢hatrnditions are met.

The Board noted that, if a government grartoisditional, an entity is likely to
have costs and ongoing obligations associated wvétisfging the conditions
attaching to the government grant. It may be sshat the inflow of economic
benefits is much less than the amount of the gowem grant. Given that
possibility, the Board acknowledged that the criterfor recognising income
from a conditional government grant in E65, whendhe reasonable assurance
that the conditions are met, may give rise to ineonecognition that is
inconsistent with theFramework The Framework indicates that income is
recognised in the income statement when an inctiedfséure economic benefits
related to an increase in an asset or a decreaséahility has arisen that can be
measured reliably. The Board also noted that itld/iénevitably be a subjective
decision as to when there is reasonable assurhatéhe conditions are met and
that this subjectivity could lead to inconsistamtame recognition.

The Board considered two alternative approaches:

(@) an entity should recognise a conditional gowemt grant as income
when it is probable that the entity will meet the ditions attaching to the
government grant; and

(b) an entity should recognise a conditional goment grant as income
when the entity meets the conditions attaching ¢ogibvernment grant.

Proponents of approach (a) argue that thisoagpris generally consistent with
the revenue recognition requirements in IAS R&8venue IAS 18 requires
that revenue should be recognised, among othegghinhen it is probable that
the economic benefits associated with the trangaetith flow to the entity.

Proponents of approach (b) believe that, uh& conditions attaching to the
government grant are met, a liability should beogeised under thEramework
rather than income since an entity has a presefigatbbn to satisfy the
conditions arising from past events. They alsauarthat income recognition
under approach (a) would still be subjective andmsistent with the recognition
criteria indicated in th&ramework
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The Board concluded that approach (b) is m@erapriate. The Board also
decided that a government grant that requires &ty et to engage in specified
agricultural activity should also be accountedifothe same way as a conditional
government grant related to a biological asset oredsat its fair value less
estimated point-of-sale costs.

Disclosure

Separate disclosure of physical and price changes

B74

B75

B76

B77

B78

B79
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The Standard encourages, but does not reqgiparate disclosure of the effects
of the factors resulting in changes to the carryamgount of biological assets,
physical change and price change, when there isduption cycle of more than
one year. Physical change is attributable to charig the assets themselves
while price change is attributable to changes it faii values.

Some argue that the separate disclosure steulgquired since it is useful in
appraising current period performance and futurespects in relation to
production from, and maintenance and renewal oflogical assets. Others
argue that it may be impracticable to separateetrelements and the two
components cannot be separated reliably.

The Board concluded that the separate dis@osiuould not be required because
of practicability concerns. However, the Board deditb encourage the separate
disclosure, given that such disclosure may be Uiselfd practically determinable
in some circumstances. The separate disclosuretisencouraged when the
production cycle is less than one year (for exampleen raising broiler chickens
or growing cereal crops) since that informatioreissluseful in that circumstance.

Some argue that physical changes should bededlin net profit or loss and that
price changes should be included directly in equityough the statement of
changes in equity. The Board rejected this apprdseause both components
are indicative of management’s performance.

Disaggregation of the gain or loss

The Standard requires that an entity shouldlaie the aggregate gain or loss
arising during the current period on initial recdigm of biological assets and
agricultural produce and from the change in falugdess estimated point-of-sale
costs of biological assets. The Standard does raquire or encourage
disaggregating the gain or loss, except that tlendatrd encourages separate
disclosure of physical changes and price changdsesssed above.

The Board considered requiring, or encouragiiglosure of the gain or loss on
a disaggregated basis; for example, requiring s¢patisclosure of the gain or
loss related to biological assets and the gainoss Irelated to agricultural
produce. Those who supported disaggregating theaadioss believe that such
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information is useful in appraising current peripdrformance in relation to
biological transformation.  Others argued that disagation would be
impracticable and require a subjective procedure.

Other disclosures

E65 proposed disclosing the:

(a) extent to which the carrying amount of biologicssets reflects a
valuation by an external independent valuer, othére has been no
valuation by an external independent valuer, thet; f

(b) activities that are unsustainable with an estchalate of cessation of the
activities;

(c) aggregate carrying amount of an entity’s adrizal land and the basis
(cost or revalued amount) on which the carrying amavas determined
under IAS 16Property, Plant and Equipmerand

(d) carrying amount of agricultural produce eiterthe face of the balance
sheet or in the notes.

The Board did not include the above disclosunethe Standard. The Board
noted that requiring item (a) above would not berappate since external
independent valuations are not commonly used feetasrelated to agricultural
activity, unlike for certain other assets suchragstment property. The Board
also noted that item (b) is not required in othetednational Accounting
Standards and a unique disclosure requirementtisvaoranted for agricultural
activity. Items (c) and (d) would be outside tlmoe of the Standard and
covered by other International Accounting StandartisS 16 or IAS 2
Inventorie$.

Summary of changes to E65

B82

The Standard made the following principal changethe proposals in E65:

(@) The Standard includes a reliability exceptiam biological assets on
initial recognition. If the exception is applidthe biological asset should
be measured at its cost less any accumulated dafwac and any
accumulated impairment losses (paragraph 30 ofStaedard). As a
consequence, the Standard includes disclosure resggmts consistent
with paragraph 170(b) of IAS 3Binancial Instruments: Recognition and
Measurement and paragraph 68 of IAS 40nvestment Property

Paragraph 170(b) of IAS 39 was replaced by paEg®0 of IAS 3ZFinancial Instruments: Disclosure

and Presentatiorwhen the IASB revised those standards in 2003.2005, the IASB relocated all
disclosures relating to financial instruments tRE-7Financial Instruments: Disclosures.

Paragraph 68 of IAS 40 was replaced by paragr8plihen the IASB revised IAS 40 in 2003.
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(paragraphs 54(a)—-(c) and 55 of the Standard), emmsistent with
paragraphs 60(b)—(d) and 60(e)(v)—(vii) of IAS Boperty, Plant and
Equipment (paragraphs 54(d)—(f) and 55).

If the reliability exception is applied but faialue subsequently becomes
reliably measurable and, therefore, an entity hagesl measuring the
biological assets at their fair value less estihgieint-of-sale costs, the
Standard requires the entity to disclose a desonipdf the biological
assets, an explanation of why fair value has becatbly measurable,
and the effect of the change (paragraph 56).

E65 did not specify how to account for pointsale costs (such as
commissions to brokers). The Standard requirdshilbéogical assets and
agricultural produce should be measured at thé&iviue less estimated
point-of-sale costs (paragraphs 12-13).

E65 included net realisable value as one of tflemsurement bases in
cases where no active market exists. Net realisadilee was deleted
from the bases since it is not a market-determiadae.

The Standard indicates that market-determirreze$p or values are used
when available. The Standard also indicates thatpime circumstances,
market-determined prices or values may not be aviailfor an asset in its
present condition. In these circumstances, atyamies the present value
of expected net cash flows (paragraphs 18—20).

Guidance on the performance of present valueutations was added
(paragraphs 21-23).

E65 did not specify how to account for contrafits the sale of a
biological asset or agricultural produce. The 8&ad indicates that the
fair value of a biological asset or agriculturabguce is not adjusted
because of the existence of a sales contract (quiad.6).

E65 did not explicitly indicate that a gain lmss may arise on initial
recognition of agricultural produce. The Standelatifies that a gain or
loss may arise on initial recognition of agricutproduce; for example,
as a result of harvesting and that such a gaioss $hould be included in
net profit or lossfor the period in which it arises (paragraphs 28-29

E65 proposed that costs of producing and hangsbiological assets
should be charged to expense when incurred, anccdsés that increase
the number of units of biological assets owned aitrotied by the entity

should be added to the carrying amount of the asbké Standard does
not explicitly prescribe how to account for subseduexpenditure related
to biological assets.

Paragraph 60 of IAS 16 was replaced by paragr8plihen IAS 16 was revised in 2003.
T 1AS 1 Presentation of Financial Statemer{revised in 2003) replaced the term ‘net profitass’ with ‘profit

orloss'.
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E65 proposed that an entity should recognissmditional government
grant as income when there is reasonable assutaaiciné conditions are
met. The Standard requires that a conditional gouent grant related to
a biological asset measured at its fair value &estgnated point-of-sale
costs, including where a government grant requinesndity not to engage
in specified agricultural activity, should be reotged as income when,
and only when, the conditions attaching to the goawvent grant are met.
The Standard also indicates that IAS A@counting for Government
Grants and Disclosure of Government Assistariseapplied to a

government grant related to a biological asset oredsat its cost less any
accumulated depreciation and any accumulated imeair losses

(paragraphs 34-35 and 37).

E65 provided the following encouragements spectb agricultural
activity with regard to alternative treatments allovire other International
Accounting Standards, to achieve consistency with #oeounting
treatment of activities covered by E65:

0] analysing expenses by nature, as set out inl&®%esentation of
Financial Statementsnd

(ii) revaluing certain intangible assets used incagfural activity if an
active market exists, as set out in IASIB&ngible Assets

The Board did not include these encouragementtenStandard. The
Board noted that IAS 1 and IAS 38 apply to entitibat tundertake
agricultural activity, as well as to those in othetivities.

New disclosure requirements include discloshmegy t

0] basis for making distinctions between consumadel bearer
biological assets or between mature and immaturéodiaal
assets, when an entity provides a quantified desmmipf each
group of biological assets (paragraph 43);

(ii) methods and significant assumptions appliedd@termining the
fair value of each group of agricultural producetla point of
harvest (paragraph 47);

(i) fair value less estimated point-of-sale costsagricultural produce
harvested during the period, determined at the tpainharvest
(paragraph 48);

(iv) increases resulting from business combinatioms the
reconciliation of the carrying amount of biologicassets
(paragraph 50(e)); and

(v) significant decreases expected in the leveg@fernment grants
related to agricultural activity covered by the r&tard
(paragraph 57(c)).
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(m)

(n)

E65 proposed disclosing the:

0] extent to which the carrying amount of biolodieasets reflects a
valuation by an external independent valuer othére has been
no valuation by an external independent valuet, feua;

(ii) activities that are unsustainable with an esatied date of cessation
of the activities;

(i)  aggregate carrying amount of an entity’s aghiural land and the
basis (cost or revalued amount) on which the cagrgimount was
determined under IAS 16; and

(iv)  carrying amount of agricultural produce eitlmr the face of the
balance sheet or in the notes.

The Standard does not include the above disclosures

The amendment to IAS 1&asesnow clarifies that IAS 17 should not be
applied to the measurement by:

0] lessees of biological assets held under findeases; and
(ii) lessors of biological assets leased out umgerating leases.

Biological assets held under finance leases andeth@ased out under
operating leases are measured under the Standdwet than IAS 17.
A lease of a biological asset is classified as anfie lease or operating
lease under IAS 17. If a lease is classified amante lease, the lessee
recognises the leased biological asset under IARGd@ thereafter
measures and presents it under the Standard. ainctdse, the lessee
makes disclosures both under the Standard and IASATessor of a
biological asset under an operating lease measames presents the
biological asset under the Standard, and makefodises both under the
Standard and IAS 17.
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[llustrative examples

These examples, which were prepared by the IASChstiafvere not approved by the IASC
Board, accompany, but are not part of, IAS 41. Tieye been updated to take account of
the changes made by IASPtesentation of Financial Stateme(ds revised in 2007) and
Improvements to IFRSssued in 2008.

Al Example 1 illustrates how the disclosure requirgs@f this Standard might be
put into practice for a dairy farming entity. Th&andard encourages the
separation of the change in fair value less eséithabsts to sell of an entity's
biological assets into physical change and pricangk. That separation is
reflected in Example 1. Example 2 illustrates hawséparate physical change
and price change.

A2 The financial statements in Example 1 do not canfto all of the disclosure and
presentation requirements of other Standards. Qitheroaches to presentation
and disclosure may also be appropriate.
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Example 1 XYZ Dairy Ltd

Statement of financial position

XYZ Dairy Ltd Notes 31 December 31 December

Statement of financial position 20X1 20X0

ASSETS

Non-current assets

Dairy livestock — immature® 52,060 47,730

Dairy livestock — mature® 372,990 411,840
Subtotal — biological assets 3 425,050 459,570

Property, plant and equipment 1,462,650 1,409,800
Total non-current assets 1,887,700 1,869,370

Current assets

Inventories 82,950 70,650

Trade and other receivables 88,000 65,000

Cash 10,000 10,000
Total current assets 180,950 145,650

Total assets 2,068,650 2,015,020

EQUITY AND LIABILITIES

Equity

Issued capital 1,000,000 1,000,000

Retained earnings 902,828 865,000
Total equity 1,902,828 1,865,000

Current liabilities

Trade and other payables 165,822 150,020
Total current liabilities 165,822 150,020

Total equity and liabilities 2,068,650 2,015,020

(&) An entity is encouraged, but not required, to pdevia quantified description of each grour
biological assets, distinguishing betwesnsumable and bearer biological assets or betwegare
and immature biological assets, as appropriate. edtity discloses the basis for making any ¢
distinctions.

28 © IFRS Foundation



IAS 41 IE

Statement of comprehensive income

XYZ Dairy Ltd Notes Year ended
Statement of comprehensive income 31 December
20X1
Fair value of milk produced 518,240
Gains arising from changes in fair value less estimated costs
to sell of dairy livestock 3 39,930
558,170
Inventories used (137,523)
Staff costs (127,283)
Depreciation expense (15,250)
Other operating expenses (197,092)
(477,148)
Profit from operations 81,022
Income tax expense (43,194)
Profit/comprehensive income for the year 37,828

This statement of comprehensive income presengsalysis of expenses using a classification based

the nature of expenses. IAFlesentation of Financial Statememégjuires that an entity present, either
in the statement of comprehensive income or imthtes, an analysis of expenses using a classificati
based on either the nature of expenses or theitibmwithin the entity. 1AS 1 encourages prestota

of an analysis of expenses in the statement of celmepsive income.
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Statement of changes in equity

XYZ Dairy Ltd Year ended 31 December 20X1
Statement of changes in equity
Share Retained
capital earnings Total
Balance at 1 January 20X1 1,000,000 865,000 1,865,000
Profit/comprehensive income for the
year 37,828 37,828
Balance at 31 December 20X1 1,000,000 902,828 1,902,828
Statement of cash flows
XYZ Dairy Ltd Notes Year ended
Statement of cash flows 31 December
20X1
Cash flows from operating activities
Cash receipts from sales of milk 498,027
Cash receipts from sales of livestock 97,913
Cash paid for supplies and to employees (460,831)
Cash paid for purchases of livestock (23,815)
111,294
Income taxes paid (43,194)
Net cash from operating activities 68,100
Cash flows from investing activities
Purchase of property, plant and equipment (68,100)
Net cash used in investing activities (68,100)
Net increase in cash 0
Cash at beginning of the year 10,000
Cash at end of the year 10,000

This statement of cash flows reports cash flomenfoperating activities using the direct method.
IAS 7 Statement of Cash Flowsquires that an entity report cash flows fromrafieg activities using
either the direct method or the indirect metho8lS 7 encourages use of the direct method.
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Operations and principal activities

XYZ Dairy Ltd (‘the Company’) is engaged in milk praction for supply to
various customers. At 31 December 20X1, the Compait 419 cows able to
produce milk (mature assets) and 137 heifers beisgd to produce milk in the
future (immature assets). The Company producecb®8kg of milk with a fair
value less estimated costs to sell of 518,240 (Hhaketermined at the time of
milking) in the year ended 31 December 20X1.

Accounting policies
Livestock and milk

Livestock are measured at their fair value lessneséd costs to sell. The fair
value of livestock is determined based on marketeprof livestock of similar

age, breed, and genetic merit. Milk is initiallyeasured at its fair value less
estimated costs to sell at the time of milking.e Tair value of milk is determined
based on market prices in the local area.

Biological assets

Reconciliation of carrying amounts of dairy livesto ck 20X1
Carrying amount at 1 January 20X1 459,570
Increases due to purchases 26,250
Gain arising from changes in fair value less estimated

costs to sell attributable to physical changes 15,350
Gain arising from changes in fair value less estimated

costs to sell attributable to price changes 24,580
Decreases due to sales (100,700)
Carrying amount at 31 December 20X1 425,050

Financial risk management strategies

The Company is exposed to financial risks arisirgnf changes in milk prices.
The Company does not anticipate that milk prices deicline significantly in the
foreseeable future and, therefore, has not entetedderivative or other contracts
to manage the risk of a decline in milk prices.e Tompany reviews its outlook for
milk prices regularly in considering the need fativae financial risk management.

Separating the increase in fair value less estidhpoint-of-sale costs between the portion attable to
physical changes and the portion attributable toepchanges is encouraged but not required by this
Standard.
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Example 2 Physical change and price change

The following example illustrates how to separate sptgl change and price change.
Separating the change in fair value less estimatesis to sell between the portion
attributable to physical changes and the portitribatable to price changes is encouraged

but not required by this Standard.

point-of-sale costs were as follows:

2 year old animal at 1 January 20X1 100
Newborn animal at 1 July 20X1 70
2.5 year old animal at 1 July 20X1 108
Newborn animal at 31 December 20X1 72
0.5 year old animal at 31 December 20X1 80
2 year old animal at 31 December 20X1 105
2.5 year old animal at 31 December 20X1 111
3 year old animal at 31 December 20X1 120

Fair value less estimated costs to sell of herd at 1 January
20X1 (10 x 100)

Purchase on 1 July 20X1 (1 x 108)

Increase in fair value less estimated costs to sell due to price change:
10 x (105 — 100) 50
1 x (111 —108)
1 x (72— 70)

Increase in fair value less estimated
costs to sell due to physical change:

10 x (120 — 105) 150
1 x (120 — 111) 9
1% (80 —72) 8
1x70 70

Fair value less estimated costs to sell of
herd at 31 December 20X1

11 x 120 1,320
1x80 80

A herd of 10 2 year old animals was held at 1 JanR@X¥1. One animal aged 2.5 years
was purchased on 1 July 20X1 for 108, and one animalborn on 1 July 20X1. No
animals were sold or disposed of during the peri@dr-unit fair values less estimated

1,000
108

55

237

1,400

D
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