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Appendix C – Illustrative Examples 
 
Example – bearer biological assets 

OilpalmCo maintains an oil palm plantation and a rubber plantation. OilpalmCo’s palm 
trees and rubber trees mature within 3 years and have an approximate life expectancy of 
25 years. Fresh Fruit Bunches (“FFB”) are periodically harvested from the palm trees for 
sale or for processing into Crude Palm Oil (“CPO”) for sale. Latex is periodically drained 
from the bark of the trees for processing into rubber. 

In the OilpalmCo example, the palm trees are bearer biological assets and attached to the 
trees are FFB which are consumable biological assets (or agricultural produce). The FFB 
would be harvested upon maturity and would be inventory input for CPO, the product 
obtained from processing of the FFB. 

The rubber trees are bearer biological assets whilst the latex from the bark is consumable 
biological assets.  

Throughout the useful life of the oil palm and rubber plantation, management is required to 
manage the plantation to ensure the palm and rubber trees achieve the expected yield within 
an acceptable level of cost the management is allowed to spend to meet those expectations. 
Direct costs include fertilisers, labour, etc.  

The operations of OilpalmCo are similar to a manufacturing operation in that the palm and 
rubber trees are being used to produce goods for sale for a period of 25 years. Matured 
palm and rubber trees are no longer subject to biological transformation. It will wear out, as 
does a machine. The productivity of the oil palm and rubber plantation is dependent on the 
amount of FFB the palm trees is able to produce or the amount of tappable bark left on the 
rubber trees. Residual value of palm and rubber trees at the end of their useful lives is 
minimal, similar to a machine. In this regard the palm and rubber trees are analogous to 
property, plant and equipment and therefore the appropriate measurement basis ought to be 
similar to property, plant and equipment.  
 
 
Example – consumable biological assets 

PlantationCo maintains its own plantation of pine trees. The pine trees will take 15 years 
to reach maturity at which time they will be harvested and are processed into logs for sale 
to the wood products industry.  

 
In the PlantationCo example, it will take 15 years to grow the pine trees to a stage where 
they can be harvested. The pine trees are consumable biological assets and after harvest 
they are essentially input inventories to be processed. Minimal direct cost is incurred by 
management for the growth of the pine trees over the 15 years period. 
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Biological transformation, a concept of growth toward maturity, becomes an important and 
direct attribute of the pine trees. Information of biological transformation would enable users 
in assessing cash flows of the pine trees plantation because it provides information of the 
expected future economic benefits the pine trees is able to generate at a particular reporting 
date as well as a future date. As little direct cost is incurred, cost measurement gives a weak 
relationship about the biological transformation and therefore fair value measurement would 
be more relevant than other measurement basis for consumable biological assets. 
 
Example – bearer and consumable biological assets 

LivestockCo is a cow-calf operation. The bulls and calf bearing cows have an approximate 
life expectancy of 7-12 years. On average it takes 15-18 months to raise a calf to an 
appropriate stage for harvesting. 

The bulls and calf bearing cows represent LivestockCo breeding herd. For each newly 
born calf the farmer will decide to either: 

• keep the calf to replenish the breeding herd; 

• raise the calf and slaughter it when they reach an appropriate stage for harvesting; or 

• sell the calf to another farmer, who may choose to use the calf to replenish their own 
breeding herd, or to fatten the calf for harvesting.  

 
LivestockCo’s bulls and calf bearing cows that form the breeding program are utilised by the 
entity in a manner that is analogous to property, plant and equipment. The calves that are 
retained to replenish the breeding program are bearer biological assets. The calves that are 
raised for slaughter or sale as store animals are consumable biological assets. 

Below is a numerical illustration of the impact to the income statement of a bearer cow if it is 
sold at the end of 5 years for $1,675 based on the requirements of IAS 41 and IAS 16. 

Year 0 1 2 3 4 5 
IAS 41 
Cow with calf fair value 1400 1500 1650 1800 1625 1675 
Income statement       
Revaluation  100 150 150 (175) 50 
Sale of calf   600 620 720 650 670 
Profit on sale of cow       0 
 
IAS 16 cost model  
Income statement       
Sale of calf  600 620 720 650 670 
Depreciation*  - - - - - 
Profit on sale of cow      275 

 
* The residual value is estimated to be greater than cost every year. Because of this fact the asset is not required 
to be depreciated per IAS 16.52-54.  
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Appendix D: Survey of IAS 41 Agriculture  
 
Introduction 

1. Appendix D outlines the survey conducted and the results obtained. The survey was 
conducted to complement our request to the International Accounting Standards Board 
(IASB) to consider amending IAS 41 Agriculture. 

2. In March and April 2010, we sent out questionnaires to plantation analysts. We also 
requested the assistance of IASB staff to circulate the questionnaire to its Analysts 
Representative Group. Each analyst was asked: 

1) whether they find the fair value information reported in the balance sheet and 
profit or loss useful or important in their analysis of financial statements of entities 
engaged in agricultural activities; 

2) whether their analysis of financial statements of entities engaged in agricultural 
activities would be affected if the fair value information of biological assets are 
disclosed in the notes to the financial statements rather than being reported in the 
balance sheet and profit or loss; and 

3) what other information would assist them in their analysis of financial statements 
of entities engaged in agricultural activities. 

Survey Results 

4. A total of 8 analysts responded to our survey. 

5. Below is a summary of analysts’ responses and comments with respect to Question 1. 

 Highly 
useful 

Useful Indifferent Not 
useful 

Total 

Is fair value information useful? - 2 - 4 6 

Analyst 1 
(not useful) 

It distorts the financial statements’ ability to reflect “true & fair” view” 
of an agriculture company’s earnings. Fair value relies on 
assumptions and companies use different assumptions making IAS 
41 pointless. 

Analyst 2 
(not useful) 

Fair valuation of biological assets creates lots of volatility in reported 
earnings. From reporting fair value on a quarterly basis, some 
corporate have decided to report fair value adjustment on yearly 
basis. Fund managers and analysts are ignoring the yearly / quarterly 
fair valuation adjustments and focus on their core earnings. 

Analyst 4 
(not useful) 

We are focused on profitability and subsequent cash flows. Fair value 
adjustments do not impact the cash. 
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Analyst 5 
(useful) 

The requirement ensures greater availability of information on the 
company. The reporting of profits and losses in the P+L statement 
are unhelpful as they distort the underlying numbers. 

Analyst 6 
(not useful) 

We find that the inclusion of fair value information on biological assets 
does not aid transparency and understanding, while the reporting of 
changes in fair value of biological assets in profit and loss (income 
statement) can have a significant distorting impact on the bottom line. 
As a result, we tend to strip out the changes in fair value when 
analyzing financial statements. 

Analyst 7 
(useful) 

Chiefly use fair value on balance sheet to adjust our price/book 
metrics. 
Most valuation is based … [on] cash flows. 

Analyst 8 
(not useful) 

We are more cash flow focused. While the value of biological assets 
valuation does take into account the future cash flow generation 
ability of the underlying assets, our approach is to look at yearly cash 
flow generation from these assets. For example, when we analyse 
financial statements of Singapore listed palm oil plantation 
companies, we remove the changes to earnings arising as a result of 
changes in the value of bio-logical assets and focus on future yearly 
cash flow generation using detailed forecasts made based on the 
evolution of plantation maturity profile, production output, cost of 
production and our view on palm oil prices. 

Furthermore, one limitation of accounting for value of biological 
assets is the very limited information disclosed on the underlying 
assumptions driving this value.  Without detailed information on 
these, the accounting entries relating to the value of biological assets, 
in itself, are of little (or no) use. 

6. Below is a summary of analysts’ responses and comments with respect to Question 2. 

 Yes No Total 

Is your analysis affected if fair value is reported in the 
notes rather than in the balance sheet and profit or loss? 

1 3 4 

Analyst 1 No. For that to be useful, you must also disclose the age profile, area, 
specific production yield, discount rate used, selling price assumed. Still 
this is better than reporting it on the face of the P&L or BS. 

Analyst 2 No. I think there is value for some disclosure. 

Analyst 4 Yes. Would save us the time of stripping them out. 
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Analyst 5 No. I think it would be a more appropriate place to put the information. 

Analyst 7 We would need to restate shareholders’ equity. 

7. Below are other information that would assist analysts in their analysis of financial 
statements of entities engaged in agricultural activities. 

Analyst 1 Forward sale % at a specific average price, deeper breakdown of age 
profile especially for perennial crops, breakdown of major cost items, 
average selling price for the fiscal quarter 

Analyst 5 Common standards on reporting key information such as: precise 
definitions on land under production and yields. 

8. Other comments from analysts:  

Analyst 1 Analysts always remove biological gains or losses when looking at 
earnings and end-users do not look at fair value as: 

a) it is not a cash item. 

b) it makes earnings more volatile in both rising and falling price 
environment. 

c) not knowing what goes into the fair value computation, hence is of 
no use when estimating true worth of an asset. 

d) it can be used as an instrument for companies to raise or drop 
reported earnings. 

Analyst 2 Assumptions used in arriving at the fair values are not clearly spelt out. 
Almost everyone has a different assumption in terms of CPO price 
assumption – for current year, medium term and long term assumption. 
This creates lots of subjectivity and “non-comparable” info among the 
plantation companies. Also, discount rates and cash flow assumptions 
should be clearly spelt out. CPO assumption used by independent 
valuers changes too drastically, in reaction to the CPO price changes like 
in 2008/09. To standardize CPO price assumption using guidelines on 
medium-and-long term price assumption which in theory should not 
change too much (and other assumptions). 

Analyst 3 As regards all palm oil stocks, both analysts and investors look at results 
excluding fair value adjustments. Fair values are very hard for analysts to 
compute, and are based on so many estimates/assumptions that they do 
not add value and are stripped out of calculations. Even for annual crops, 
where the concept is potentially more useful, IAS 41 is generally ignored. 
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Analyst 8 As mentioned above, more disclosure on underlying assumptions. For 
example, for a palm oil plantation company, evolution of the plantation 
maturity profile, expected/ assumed yields, assumed price of output, 
discount rate used on an yearly basis rather than one just block figure 
representing the discounted value of all future net cash flows. 

It is also useful, in my view, if a sensitivity analysis can also be provided 
accompanying the value of biological assets. eg What does a change of, 
say 10%, to the assumed selling price up or down would make to the 
value of underlying biological assets etc. 
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Appendix E 
Analysis of fair value changes vis-à-vis profit before tax 
 

  Wilmar      
Intermational 

(listed in Singapore 
Exchange Securities 

Trading Limited) 

Golden Agri-
Resources 

(listed in Singapore 
Exchange Securities 

Trading Limited) 

New Britain Palm Oil 
Limited (listed on the 
Port Moresby Stock 

Exchange and London 
Stock Exchange     
(Main Market)) 

MP Evans Group plc 
(listed on the 

Alternative Investment 
Market of the London 

Stock Exchange) 

SA SIPEF NV  

(listed on Euronext 
Brussels) 

R.E.A. Holdings plc 
(listed on the London 

Stock Exchange (Main 
Market)) 

Year end  31 December 31 December  31 December 31 December 31 December 31 December 
  2008 2009 2008 2009 2008 2009 2008 2009 2008 2009 2008 2009 
  US$’000 US$’000 US$’000 US$’000 USD’000 USD’000 US$’000 US$’000 KUSD KUSD US$’000 US$’000 

Net gain / (loss) 
from changes in 
fair value of 
biological assets 

x - 17,024 1,457,197 302,912 (77,476) 114,771 11,149 8,845 7,288 8,763 (2,660) 9,765 

              
Profit before tax 
(PBT) 

y 1,789,325 2,294,387 1,947,060 593,146 28,805 200,069 23,447 15,338 82,559 82,562 36,309 41,717 

              
% of  ‘changes in 
fair value’  on 
PBT 
 

x / y - 0.7% 75% 51% (269%) 57% 48% 58% 9% 11% (7%) 23% 

PBT before 
‘changes in fair 
value’ 

y–x = z 1,789,325 2,277,363 489,863 290,234 106,281 85,298 12,298 6,493 75,271 73,799 38,969 31,952 

              
Ratio of 
‘changes in fair 
value’  on PBT 
before fair value 
changes 

x / z - - 3 times 1.0 times  -0.7 times 1.3 times  0.9 times 1.4 times  0.1 times 0.1 times  0.1 times 0.3 times  

Biological assets   mature and immature oil 
palm plantations 

mature plantations, 
immature plantations 

and nurseries 

oil palm trees,  livestock 
and     growing cane 

oil palm, beef-cattle, 
rubber and  
grain crops 

oil palm, rubber, 
tea and tropical fruits 

and plants 

oil palm planting  
and nurseries 
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Appendix G: 
(1)  Extract of R.E.A. Holdings PLC 2009 Annual Report (listed on the main market of 

the London Stock Exchange) 
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of the London Stock Exchange) 
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Appendix G 
(2) Extract of New Britain Palm Oil Limited 2009 Annual Report (listed on the Port 

Moresby Stock Exchange and London Stock Exchange (Main Market)) 
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(2) Extract of New Britain Palm Oil Limited 2009 Annual Report (listed on the Port 

Moresby Stock Exchange and London Stock Exchange (Main Market)) 
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(5) Extract of Wilmar International 2009 Annual Report (listed in Singapore Exchange 

Securities Trading Limited) 
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(6) Extract of Seeka Kiwifruit Industries Limited 2009 Annual Report (listed in New 

Zealand Stock Exchange) 
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(6) Extract of Seeka Kiwifruit Industries Limited Annual Report 2009 (listed in New 

Zealand Stock Exchange) 
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(7) Extract of Foster’s Group Limited 2009 Annual Report (listed in Australian 

Securities Exchange) 
 

 

Agenda-M-3



AOSSG meeting Tokyo 
September 2010 

Page 36 of 36 

Appendix G: 
(7) Extract of Foster’s Group Limited 2009 Annual Report (listed in Australian 

Securities Exchange) 
 

 

Agenda-M-3




