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A tair time for agriculture?

AN Agricadinre, requires bio-

fogieil assets o be measured at

their fair value less estimated
point-al-sale costs, excepl where
lair value cannot be measered reli-
ably. Its main provisions were
described in Rieko Yanou's article in
the April issue of Acconntancy {pp
102-103). It does not deal with the
processing ol agriculiural produce
after harvest,

IAS 41 was  published  in
December 2000 and applies Tor
accaunting periods beginning on or
ater | Janaary 2003, In the absence
ol @ relevant UK standard, 1AS 41%
provisions are net mandatory in the
UK, but eartier adoption is ‘encour-
aged iy the IASC - and, technically,
even appears o be allowed by the
provisions ol existing UK company
linw.

However, the 1CAEW has recom-
mended tha, for reasons of compa-
rability, UK companics should not
be allowed 1o comply with [ASs
belore they are (ully incorporated
into U requirements. Before a rele-
vant standard s introduced in the
UK. there will have (o be the usual
processes of consultation and expo-
sure. At the time of writing, there
has been no oflicial response o 1AS
41 Trom the UK Accounting
standards Board.,

IAS 41 raises a number of inter-
esting questions lor the agricultural
industry. it has been in such crisis
recently that the ineduction of
what could be a very major change
lor agriculture has o date received
littte publicity in the farming press.
The key issues inciude taxation. IAS
a1 appears to be in direct contra-
vention ol the UK's tax guidance on
farming stock valuation, BEN19
[nspectors Manual IM229, which
states that the inspector of taxes is
fooking for a ligure (commonly
referred to as a valuation) that rep-
resents the stock’s cost or if lower,
its net realisabic value,

When {ooking at 1AS 41% full
impact on UK accounting proce-
dures, itmust be borne in mind that
under current accourting pringi-
plesitis normal to use the historical
cost convention. So the current UK
basis for valuing growing and har-
vested crops is the actual cost of
production. It can prove difficult,
however, o calcudate actual costs,
particulady Teed costs for livestock,
andn this instance 'deemed cost is

acceptable. Deemed cost should be
used when it is not possihic o
obtain  actual costs Trom  the
records. iUis the use ol deemed cost
that prepares the indusory (or fair
value, because it involves arriving at
areasonabie estimate of cost by tak-
ing a specific percentage ol open
markel value. BEN19 gives (he ol
lowing ruies (or arviving ar deemed
Cost:

% of open markel veilve
Cattle 65%
Sheep and pigs  75%
Harvested crops  75%

If an agriculiural enterprise is wsing
a significant amount of deemed
cost calculations, it is casy 1o see the
impact of changing (o lair value and
accounting for unreatised prolit. So
it could be argued that large parts of
the industry are already prepared
for IAS 41,

The ‘herd basis, as we now
understand it, would apparently
have to go, at least for accounting
purposes. The herd basis treats ani-
mals kept for production {or repro-
duction) as fixed capital, But IAS 41
applies to fixed capital as mauch as
10 stocks, so herds would have to be
revalued regularly. As the use of cur
rent values for ‘fixed asscts is
allowed by FRS 15, Tangible Fivee
Assers, there should be no need w
amend existing standards in order
o accommodate his. However,
perhaps some adjustment 1o the
accounting figures through the tax
computation, which will clfectively
preserve the herd basis for tax pur-
poses, will be allowed?

It is unclear how the nesw stan-
dard will inpact on @iy comput

nons. laxable profits are increasing:
voreflecting accounting  profits
urder R GAAR Revenue practice is
taaceeptany method the account-
aney prolession recognises, as long
as it doesnt violate the laxing
statutes as interpreted by the
cowrts. H the ASB were (o adopt 1AS
A1, then it is assumed that it would
supersede BENIS, unless a rule of
L supervened. This would have
the disadvantage to the industry of
imcreasing  waxable  profits and
reducing tuxable losses. Is the agri-
cultaral indusory propared Tor this?

There cordd adse be concerns Hhat
fair vatue nright give a misleading
picture of the fnancial position in
view of the UK weather and tive-
stock problems -~ BSE and so on.
Recent events demonstrate he
problems of using fair values - soon
alter 1AS 41 was published there
were no UK markets for many bio-
fogical assets, especially fvestock,
hecause of the foot-and-mouth ¢ri-
sis. This highiights what problems
there could have been in recognis.
ing unrealisedt profits before the
outbreak, or indeed during it.

As noted above, 1AS 41 states thar
cartier application is encouraged,
and existing UK standards already
allow for fixed assets’ to be shown
at current values. But what abouwt
stocks? In theory, current values for
stocks could be included in
accounts, using the alternative
accountng rules in the Companies
Act. However, as we have already
noted, the ICAEW has come ow
against carly implementation of
IASs, so businesses should await
further direction, We assume that
this wilk involve alot of deliberation,
debate and liaison, not least with
the Inland Revenswe,

These are certainly interesting
times. Floods, plagues, pestilence
and a change in the basis of meas-
uring biological assets - look out for
arush [or headache tablets!

Ar the time of writing, the ICARWS
Farming Group is considering the
aapact of IAS 41, This article (s not
intended to prejudge the group’s
conclusions.
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