

Topic 11: FARM ACCOUNTING (IAS 41: Agriculture)
Detailed coverage
· Objectives and characteristics of farm accounting
· Preparation of farm accounts
Farm accounting refers to the systematic recording, reporting, and analysis of financial transactions 
and operations in agricultural businesses. It encompasses the management of income, expenses, assets, and liabilities specific to farming operations. Farm accounting playing a pivotal role in the financial stability and growth of this vital sector ie Agriculture
Importance of farm accounting
· Provides basis for effective bookkeeping; 
· It is an essential tool for decision-making that can impact the sustainability and profitability of farms. 
· It provides principles and management practices designed to provide accurate financial insights, 
· Helps farmers to navigate market fluctuations, manage resources efficiently, 
· Helps farmers to plan strategically for both short-term needs and long-term goals
Farm financial statements
i. Balance Sheet: The balance sheet is a snapshot of a farm’s financial condition at a specific point in time. It lists the farm’s assets, liabilities, and owner’s equity, offering a comprehensive view of what the farm owns and owes. 
ii. Income Statement: The income statement, also known as the profit and loss statement, reflects the farm’s financial performance over a specific accounting period. It records all revenue sources and expenses, culminating in a net income figure that indicates the farm’s profitability. Revenue includes sales of crops, livestock, and other products, while expenses encompass costs such as feed, seeds, labor, and utilities
iii. Cash Flow Statement: The cash flow statement provides insight into the farm’s cash inflows and outflows over a certain period. It is divided into three sections: operating activities, investing activities, and financing activities. 

· I AS: 41 looks at biological assets (living animals and plants), unconditional government grants related agriculture and agricultural transformation. Biological assets (living plants or animals – for example, trees in a plantation or orchard, cultivated plants, sheep, cattle) related to managed agricultural activity. (For example, raising livestock, forestry, annual or perennial cropping, fish farming) that bring future economic benefits to the owner. 
· Harvest is the detachment of produce from a biological asset or the cessation of a biological asset.
The scope of IAS 41 applies to:
i. Biological assets (such as livestock, poultry, dairy animals, and crops).
ii. Agricultural produce at the point of harvest (such as milk, eggs, wool, fruits, or crops).
iii. Government grants related to agricultural activity.

It is important to note that IAS 41 does not apply to:
· Land used for agricultural purposes.
· Intangible assets related to agriculture (like licenses or rights).
· Agricultural produce after harvest (this falls under IAS 2 – Inventories or IAS 16 Property, Plant and Equipment, depending on its nature)

Note that agricultural activity in IAS 41 is also very important. Agricultural activity means the management by an entity of the biological transformation and harvest of biological assets for sale, or for conversion into agricultural produce, or for conversion into additional biological assets. In simple words, it is the process of managing living animals or plants to produce goods or generate further living assets. For example:
· Managing cows to produce milk.
· Raising chickens to produce eggs or meat.
· Breeding sheep to produce more sheep or wool.

To qualify as a biological asset, three main points must be met:
1. It must be living – which means it is in the process of biological transformation.
2. It must be controlled by the entity – for example, the farmer or business owns and manages it.
3. It must provide future economic benefits – this could be meat, milk, wool, eggs, offspring, or sale values
Examples of animals
Livestock for meat: A farmer raises sheep to sell them in the market for meat. These sheep are consumable biological assets because they will be sold once for consumption. Their fair value will be adjusted at each reporting date until sale.
Milk producing animals: Dairy cows are bearer biological assets because they are not sold immediately but kept for producing milk every day. The milk itself is treated as agricultural produce once collected.
Poultry: Chickens raised for meat are consumable assets, while hens that produce eggs regularly are bearer assets. Eggs collected are agricultural produce.
Breeding animals: Bulls, goats, or other animals kept for breeding are also bearer biological assets because they provide new offspring, which then become new biological assets themselves.

Initial Recognition and Measurement
Recognition.
· Under IAS 41, animals are recognized as biological assets when they meet the definition of an asset. This means three conditions must be satisfied: the entity controls the animal, there is a past event such as purchase or birth, and the animal will bring future economic benefits. For example, if a farmer buys cows for milk production, those cows are recognized as assets in the financial statements.
· Biological asserts are recognized as living animals and plants in the Balance sheet as assets if; 
i. They are controlled by the entity
ii. The entity expects future benefits is cash flow
iii. They can be reliably measured

Measurement.
Once an animal qualifies as an asset, the next step is to decide how to measure it. IAS 41 requires biological assets to be recorded initially at fair value less costs to sell. Fair value means the price that would be received if the asset is sold in an active market. Costs to sell are the direct costs such as transportation, commissions, or market fees that are required to complete the sale.
i. Initially, biological assets are measured at fair value less estimated point of sale costs. Fair Value is determined by referred quoted prices in the active market
ii. if no Fair Value , then measure at cost-impairment
iii. changes in FV are recognized in Profit  and loss account as incomes
iv. but if the maturity is known, then we discount such biological assets for reporting purposes


PV           =FV                    OR                                   PV= FV (1+r) ^-n
                 (1+r) ^n
Fair value is determined by reference to quoted prices on active markets eg IFRS 30: Fair Value how;
-Use quoted on active market
-Prices on active market
-Products of similar assets
Example 1
 If a cow can be sold in the market for Ugx1, 500,000 and the selling costs are Ugx 200,000, the fair value less costs to sell is Ugx 1,300,000. That amount will be recorded in the financial statements.
But what happens if fair value cannot be measured reliably? IAS 41 allows an exception in such cases. If there is no active market or reliable pricing data available, the animal can be measured at its cost, which includes the purchase price and any expenses needed to get it ready for use, such as veterinary costs or transportation. This approach is rare but can be used in special circumstances.

Note
· Agricultural transformation is a process which resulted into asset change and creation of new assets in terms of growth and degeneration
· New assets are production of separate non-living assets and procreation is the production of separate living assets
· Note that IAS: 41 was revised to eliminate bearer plants from its scope eg palm trees, fruits etc
· Biological assets are presented as assets in balance sheet but they are neither Current assets nor non-current assets
· The changes in fair value of biological assets is recognized in profit and loss account. This change can be due to price or changes due change in physical changes (growth)
· Where the maturity of period of biological asset is known, such an asset can be discounted for reporting purposes

· Subsequent Measurement (Fair Value Less Costs to Sell vs Cost Model)
Example:  If a cow was worth Ugx 1,200,000 last year  2023 but now  2024 , its market price increased to Ugx 1,500,000, then the new fair value less selling cost will be recorded. The gain or loss goes directly into the income statement. ie 1,500,000-1,200,000=300,000 gain

Example 2
Lovince Ltd owns a plantation which compromises of 1,000 young Mivule trees that were 10 years at 31 December 2010. Mivule trees take 30 years to mature and will ultimately be proceed into timber for use in making high quality furniture for export. Only mature Mivule tree have established fair values by references to a quoted price in an active market. The fair value of a mature tree was Ugx 300,000 on 31 December 2010 and Ugx 400,000 at 31 December 2011. The revenant cost of capital is 14%
Required: Determine the value of 1,000 Mivule trees for the years ended 31 December 2010 and 2011 respectively to be presented in the Profit and Loss account.
Solution 
PV = FV (1+r)^-n
On 31/12/2010                                                 
[bookmark: _GoBack]Biological assets       = 1,000x300, 000(1+14%) ^-20 (remaining years to maturity)
                                   = 21,828,516.83
On 31/12/2011
            Biological assets        =1,000 x400, 000(1+14%)^-19
                                                =33,179.345.58
             Gain of 33, 179,345.58-21,828,516.83= 11350,829.25
· Agriculture transformation is a process which resulted into an asset changes and creation of a new asset
· Asset  changes involves growth (increase in quality and quantity of an asset) and denegation(decrease in quantity and quality of asset)
· Creation of new assets involves production (production of separate non-living assets) and procreation (production of separate living assets)
· Production results into production of separate non-living assets ie agricultural produce like maize, milk
· Procreation results into separate living assets eg calves (IAS:  41)

Example 3
The following are ledger accounts balances of BSA ltd as at 31/1/2003
	Particulars
	Dr.     (Ugx)
	Cr.          (Ugx)

	Diary livestock
	425,050
	

	PPE
	1,462,650
	

	Inventory at 31/12/2003
	82,950
	

	Trade and other receivables
	88,000
	

	Cash and bank balance
	10,000
	

	Capital
	
	1,000,000

	Retained earnings
	
	865,000

	Trade and other payables
	
	165,822

	Fair value of milk produced
	
	518,240

	Gains arising from changes in fair value
	
	39,930

	Less: Estimated point of sale costs of dairy livestock
	
	

	Staff costs
	127,283
	

	Depreciation expense
	15,250
	

	Other operating expenses
	197,092
	

	Income tax paid
	43,194
	

	Inventory consumed/used
	137,523
	

	Total
	2,588,992
	2,588,992


Additional information
i. Included in the dairy livestock are immature livestock of Ugx 52,060
ii. The cost of the mature livestock is Ugx 372,990
iii. The property , plant and equipment is after the adjusting the depreciation for the year Ugx 15,250
Required: Prepare the income statement and statement of financial position s and include any necessary disclosures especially the gain or loss arising during the current period on initial recognition of the biological assets and agricultural produces and the change in fair value less estimated point of sale costs of the biological assets
Solution
BSA ltd’s income statement for the year ended 31/12/2003
	
	Notes(workings)
	Amount (Ugx)

	Fair value of milk produced(incomes)
	
	518,240

	Less: Gains from changes in fair value less estimated point of sale costs of dairy livestock
	
	39,930

	Gross Profit
	
	558,170

	Cost of Sales
	
	

	Inventory used
	
	(137,523)

	Staff costs
	
	(127,283)

	Depreciation
	
	(15,250)

	Other operating expenses
	
	(197,092)

	Profits from operations
	
	81,022

	Tax expense
	
	(43,194)

	Net profit for the period
	
	37,828



BSA ltd’s statement of financial position as 31/12/2003

	Assets
	Notes
	Amount (Ugx)

	Non-Current asses
	
	

	Dairy livestock-immature
	1
	52,060

	Dairy livestock-mature
	1
	372,990

	Property Plant and Equipment
	2
	1,462,650

	Total Non-Current Assets
	
	1,887,700

	Current assets
	
	

	Closing Inventory
	
	82,950

	Trade and other receivables
	
	88,000

	Cash and bank balances
	
	10,000

	Total Current Assets
	
	180,950

	Total assets
	
	2,068,650

	Capital and liabilities
	
	

	Capital
	
	

	Share capital
	
	1,000,000

	Acc. profits( 37,828+865,000)
	
	902,828

	Total capital
	
	1,902,828

	Current liabilities
	
	

	Trade and other payables
	
	165,822

	Total capital and liabilities
	
	2,068,650


 
Notes (what should be included)
1. 
· The entity should provide a description of each group of biological assets and distinguish them as biological assets , mature or immature biological assets
· Disclosure the existence and carrying amount of biological assets
· Method used to determine value of biological assets
· If the biological assets cannot be measured reliably then the reasons must given
2. Deprecation method used for PPE


Presentation and Disclosures 
In statement of financial position biological assets should be classified as separate class of assets falling under neither current nor non-current assets. They can too be re-classified as;
· Class of animal or plant
· Nature of activities (consumable or bearer)
· Maturity or immaturity for intended purpose
When activities are consumable, the maturity criteria will be attainment of harvestable specifications whereas in bearer activities, it will be attainment of sufficient maturity to sustain economic harvest
Exercise 1 
Under IAS 41: Agriculture, biological assets are the core income-producing assets of agricultural activities held for their transformative capabilities. Biological transformation leads to various different outcomes
Required: Discuss the various biological transformation outcomes and distinguish between agricultural produce and biological assets giving examples of each
 Solution
· Agricultural produce (production of separate non-living assets such as maize and milk) and biological assets (production of separate living assets like cow-calves)
Exercise 2
As at 31 December 2011, a plantation consists of 100 Teak trees that were planted 30 years earlier. Teak tree takes 30 years to mature and will ultimately be processed into building material for house or furniture. The company’s average cost of capital is 15% per annum
Only mature trees have established a fair value by reference of quoted prices in active market. The fair value of (inclusive of current transport cost to get 100 logs to market) for a mature tree of the same grade as in the planation is as follows; 
-As at 31/12/2011, the mature plantation would have been valued at Ugx 300,000
Solution
Assuming the immature cash flow between now and the point of harvest, the fair value is estimated as follows;
As at 31/12/2011= 300,000÷ (1+15%)^30=……………


Note
Asset changes 
i. growth , increase in quantity and quality
ii. degeneration , decrease in quantity and quality
Creation of new assets
i. production: producing separately non-living products
ii. Procreation: producing separable living animals
