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 IAS 41 represents a set of rules for the registration and measurement of 
the biological assets and of the agricultural produce, his objective being 
to regulate the accounting treatment, the representation in the financial 
statements, the disclosures for the agricultural activities and the 
evaluation at the fair value. Also, we discuss in this paper on the fact that 
IASB and FASB have a commitment to the convergence of US Generally 
Accepted Accounting Principles (GAAP) and International Financial 
Reporting Standards (IFRS) and to their shared objective of developing 
high quality common accounting standards to be used in the world’s 
capital markets. 
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THE FAIR VALUE ACCORDING TO IAS 41 

 
The objective of IAS 41 consist in the establishment of a set of 

standards for the accounting in agricultural activities, the management of the 
biological transformation of biological assets (plants and animals) into 
agricultural produce (harvested product of the enterprises biological assets). 
The objective of this Standard is to prescribe the accounting treatment and 
disclosures related to agricultural activity.  

IAS 41 „Agriculture” covers the primary sector and introduces a fair 
value model to agricultural accounting. IAS 41 particularly impacts those 
agricultural activities where the income-producing biological assets are 
expected to have economic lives that stretch beyond one accounting period. 

Agricultural activity is the management by an entity of the biological 
transformation of biological assets for sale, into agricultural produce, or into 

                                                
* Western University of Timisoara, Faculty of Economics and Busines  
Administration 



FACULTATEA DE MANAGEMENT AGRICOL 

additional biological assets. Biological transformation comprises the 
processes of growth, degeneration, production, and procreation that cause 
qualitative or quantitative changes in a biological asset. A biological asset is 
a living animal or plant. Agricultural produce is the harvested product of the 
entity’s biological assets. Harvest is the detachment of produce from a 
biological asset or the cessation of a biological asset’s life processes.  

IAS 41 prescribes, among other things, the accounting treatment for 
biological assets during the period of growth, degeneration, production, and 
procreation, and for the initial measurement of agricultural produce at the 
point of harvest. It requires measurement at fair value less estimated point-
of-sale costs from initial recognition of biological assets up to the point of 
harvest, other than when fair value cannot be measured reliably on initial 
recognition. This Standard is applied to agricultural produce, which is the 
harvested product of the entity's biological assets, only at the point of 
harvest. Thereafter, IAS 2 Inventories or another applicable Standard is 
applied. Accordingly, this Standard does not deal with the processing of 
agricultural produce after harvest; for example, the processing of grapes into 
wine by a vintner who has grown the grapes.  

IAS 41 introduces a fair value model to agriculture accounting. This 
is a major shift away from the traditional cost model widely applied in 
primary industry and largely explains the extended lead-in time before the 
new Standard becomes effective. 

The Fair value is the amount for which an asset could be exchanged, 
or a liability settled, between knowledgeable, willing parties in an arm’s 
length transaction. Point-of-sale costs include commissions to brokers and 
dealers, levies by regulatory agencies and commodity exchanges, and 
transfer taxes and duties. Point-of-sale costs exclude transport and other 
costs necessary to get assets to a market.  

IAS 41 requires that a change in fair value less estimated point-of-
sale costs of a biological asset would be included in profit or loss for the 
period in which it arises. In agricultural activity, a change in physical 
attributes of a living animal or plant directly enhances or diminishes 
economic benefits to the entity.  

IAS 41 does not establish any new principles for land related to 
agricultural activity. Instead, an entity follows IAS 16 Property, Plant and 
Equipment or IAS 40 Investment Property, depending on which standard is 
appropriate in the circumstances. IAS 16 requires land to be measured either 
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at its cost less any accumulated impairment losses, or at a revalued amount. 
IAS 40 requires land that is investment property to be measured at its fair 
value, or cost less any accumulated impairment losses. Biological assets that 
are physically attached to land (for example, trees in a plantation forest) are 
measured at their fair value less estimated point-of-sale costs separately 
from the land. 

IAS 41 requires that an unconditional government grant related to a 
biological asset measured at its fair value less estimated point-of-sale costs 
be recognized as income when, and only when, the government grant 
becomes receivable. If a government grant is conditional, including where a 
government grant requires an entity not to engage in specified agricultural 
activity, an entity should recognize the government grant as income when, 
and only when, the conditions attaching to the government grant are met. If 
a government grant relates to a biological asset measured at its cost less any 
accumulated depreciation and any accumulated impairment losses, IAS 20 
Accounting for Government Grants and Disclosure of Government 
Assistance is applied.  

An enterprise should recognize a biological asset or agriculture 
produce only when the enterprise controls the asset as a result of part events, 
it is probable that future economic benefits will flow to the enterprise, and 
the fair value or cost of the asset can be measured reliably.  

Biological assets should be measured on initial recognition and at 
subsequent reporting dates at fair value less estimated point-of-sale costs, 
unless fair value cannot be reliably measured. Agricultural produce should 
be measured at fair value less estimated point-of-sale costs at the point of 
harvest. Because harvested produce is a marketable commodity, there is no 
'measurement reliability' exception for produce.  The gain on initial 
recognition of biological assets at fair value, and changes in fair value of 
biological assets during a period, are reported in net profit or loss. A gain on 
initial recognition of agricultural produce at fair value should be included in 
net profit or loss for the period in which it arises. All costs related to 
biological assets that are measured at fair value are recognized as expenses 
when incurred, other than costs to purchase biological assets.  IAS 41 
presumes that fair value can be reliably measured for most biological assets. 
However, that presumption can be rebutted for a biological asset that, at the 
time it is initially recognized in financial statements, does not have a quoted 
market price in an active market and for which other methods of reasonably 
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estimating fair value are determined to be clearly inappropriate or 
unworkable. In such a case, the asset is measured at cost less accumulated 
depreciation and impairment losses. But the enterprise must still measure all 
of its other biological assets at fair value. If circumstances change and fair 
value becomes reliably measurable, a switch to fair value less point-of-sale 
costs is required.    

The following guidance is provided on the measurement of the fair 
value:    
- a quoted market price in an active market for a biological asset or 

agricultural produce is the most reliable basis to determine the fair value 
of that asset. If an active market does not exist, IAS 41 provides guidance 
for choosing another measurement basis. First choice would be a market-
determined price such as the most recent market price for that type of 
asset, or market prices for similar or related assets;   

- if reliable market-based prices are not available, the present value of 
expected net cash flows from the asset should be used, discounted at a 
current market-determined pre-tax rate;   

- in limited circumstances, the cost is an indicator of the fair value, where 
little biological transformation has taken place or the impact of biological 
transformation on price is not expected to be material;  

- the fair value of a biological asset is based on current quoted market 
prices and is not adjusted in order to reflect the actual price in a binding 
sale contract that provides for delivery at a future date.   

Biological assets should be measured initially, and at each balance 
sheet date subsequently, at fair value less estimated point-of-sale costs. 
Agricultural produce is measured, at the point of harvest at fair value less 
estimated point-of-sale costs. The point of harvest represents the transition 
between accounting for agricultural produce assets under IAS 41 and IAS 2. 
Fair value less estimated point-of-sale costs at the point of harvest forms 
“cost” for the purposes of IAS 2. Point-of-sale costs include commissions to 
brokers and dealers, levies by regulatory agencies and commodity 
exchanges, and transfer taxes and duties. Point-of-sale costs exclude 
transport and other costs necessary to get assets to a market (these are taken 
into account in arriving at fair value). IAS 41 contains a rebut table 
presumption that fair value can be established for all biological assets and 
agricultural produce. Only on the initial recognition of such assets can the 
presumption be rebutted because of: the lack of market-determined prices, 
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values that are not otherwise available, alternative estimates of fair value 
that are clearly unreliable.  

FAIR VALUE BETWEEN IASB AND FASB 

Fair value accounting poses many challenges and has sparked 
significant industry debate. This subject has, one part, advocates that believe 
that fair value is the most relevant measure for financial reporting, and the 
other part, others, which believe that historical cost provides a more useful 
measure because it more clearly represents the economics of business 
performance and because fair value estimates may not be reliable or 
verifiable. 

In February 2006 the International Accounting Standards Board 
(IASB) and the US Financial Accounting Standards Board (FASB) 
published a Memorandum of Understanding reaffirming their commitment 
to the convergence of US generally accepted accounting principles (GAAP) 
and International Financial Reporting Standards (Firs) and to their shared 
objective of developing high quality, common accounting standards for use 
in the world’s capital markets. The convergence work programme set out in 
the Memorandum reflects the standard-setting context of the ‘roadmap’ 
developed by the US Securities and Exchange Commission in consultation 
with the IASB, FASB and European Commission for the removal of the 
reconciliation requirement for non-US companies that use Firs and are 
registered in the US. The work programme includes a project on measuring 
fair value. 

The valuation basis for assets and liabilities approach that the IASB 
has embraced is rapidly introducing ‘fair value’ as the primary basis of 
asset/liability measurement. As a result, a substantial portion of a reporting 
entity’s assets and liabilities will be stated in the balance sheet at ‘fair value’ 
– including pension assets and liabilities, derivative financial instruments, 
certain other financial assets, financial liabilities held for trading, tangible 
and intangible fixed assets that have been acquired in a business 
combination, impaired or revalued, assets held for disposal, share-based 
payment liabilities, investment properties, provisions and biological assets. 
The IASB has adopted what is essentially a market value definition of fair 
value, and expresses it in most of its standards as follows: ‘the amount for 
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which an asset could be exchanged, or a liability settled, between 
knowledgeable, willing parties in an arm’s length transaction’. 

The IASB advocates its fair value approach on the grounds of 
relevance: the Board quite simply considers ‘fair value’ to be the most 
relevant measurement basis. This means that financial reporting under IFRS 
largely involves a process of asset/liability recognition, initial measurement 
(at fair value), re-measurement (again, largely, at fair value) and de-
recognition. This position is tenable only if the meaning of ‘fair value’ is 
both clear and unambiguous, and if the fair value of an asset or liability can 
be determined with sufficient reliability to justify its use as the primary 
basis of asset/liability measurement. These criteria are important, because 
the IASB believes that all movements in fair value from one balance sheet 
to the next (other than transactions with shareholders) deserve to be 
regarded as components of a company’s performance (known as 
‘comprehensive income’) – with the result that changes in fair value 
translate directly into performance gains and losses. 

 Fair value is generally defined in Firs as ‘the amount for which an 
asset could be exchanged, or a liability settled, between knowledgeable, 
willing parties in an arm’s length transaction’. The objective of a fair 
value measurement is to estimate an exchange price for the asset or liability 
being measured in the absence of an actual transaction for that asset or 
liability.” Implicit in this objective is the notion that fair value is well 
defined so that an asset or liability’s exchange price fully captures its value. 
That is, the price at which an asset can be exchanged between two entities 
does not depend on the entities engaged in the exchange and this price also 
equals the value-in-use to any entity. 

Companies are increasingly being required to carry assets and 
liabilities in the balance sheet at ‘fair value’, and the fair value definition 
used by the IASB in its standards is essentially market value. Where assets 
and liabilities are traded on active markets, their fair value may easily be 
determinable by preparers and understood by users of financial statements. 
But no market value is available for many assets and liabilities that are to be 
measured at fair value. The IASB seeks to overcome this problem by 
regarding a mathematical calculation of a hypothetical market price as a fair 
value. The fundamental question is whether such hypothetical amounts are 
sufficiently understandable, reliable, relevant and comparable to be suitable 
for financial reporting. 
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The FASB has recently issued Statement of Financial Accounting 
Standards No. 157 Fair Value Measurements (SFAS 157), on which work 
was well advanced before the Memorandum of Understanding was 
published. SFAS 157 establishes a single definition of fair value together 
with a framework for measuring fair value for US GAAP. The IASB 
recognized the need for guidance on measuring fair value in Firs and for 
increased convergence with US GAAP. Consequently, the IASB decided to 
use the FASB’s standard as the starting point for its deliberations.  

The FASB’s, SFAS 157, which will take effect in September 2007, 
establishes a single definition of fair value together with a framework for 
measuring fair value for US GAAP:  fair value is ‘the price that would be 
received to sell an asset or paid to transfer a liability in an orderly 
transaction between market participants at the measurement date.’ 

 The definition in SFAS 157 differs from the definition in three 
important ways: 

(a) The definition in SFAS 157 is explicitly an exit (selling) price. 
The definition in Firs is neither explicitly an exit price nor an entry (buying) 
price. 

(b) The definition in SFAS 157 explicitly refers to market 
participants. The definition in Firs refers to knowledgeable, willing parties 
in an arm’s length transaction. 

(c) For liabilities, the definition of fair value in SFAS 157 rests on 
the notion that the liability is transferred (the liability to the counterparty 
continues; it is not settled with the counterparty). The definition in Firs 
refers to the amount at which a liability could be settled between 
knowledgeable, willing parties in an arm’s length transaction. 

The changes to current practice resulting from the application of 
SFAS 157 relate to the definition of fair value, the methods used to measure 
fair value, and the expanded disclosures about fair value measurements. 

The definition of fair value retains the exchange price notion in 
earlier definitions of fair value. The Statement clarifies that the exchange 
price is the price in an orderly transaction between market participants to 
sell the asset or transfer the liability in the market in which the reporting 
entity would transact for the asset or liability, that is, the principal or most 
advantageous market for the asset or liability. The transaction to sell the 
asset or transfer the liability is a hypothetical transaction at the measurement 
date, considered from the perspective of a market participant that holds the 
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asset or owes the liability. Therefore, the definition focuses on the price that 
would be received to sell the asset or paid to transfer the liability (an exit 
price), not the price that would be paid to acquire the asset or received to 
assume the liability (an entry price). 

Also, SFAS 157 emphasizes that fair value is a market-based 
measurement, not an entity-specific measurement. Therefore, a fair value 
measurement should be determined based on the assumptions that market 
participants would use in pricing the asset or liability. As a basis for 
considering market participant assumptions in fair value measurements, 
this Statement establishes a fair value hierarchy that distinguishes 
between (1) market participant assumptions developed based on market 
data obtained from sources independent of the reporting entity 
(observable inputs) and (2) the reporting entity’s own assumptions about 
market participant assumptions developed based on the best information 
available in the circumstances (unobservable inputs). The notion of 
unobservable inputs is intended to allow for situations in which there is 
little, if any, market activity for the asset or liability at the measurement 
date. In those situations, the reporting entity need not undertake all 
possible efforts to obtain information about market participant 
assumptions. However, the reporting entity must not ignore information 
about market participant assumptions that is reasonably available without 
undue cost and effort. 

REFERENCES 
1.JAY FISHMAN, SHANNON PRATT, WILLIAM MORRISON, 2005, 

Standards of Value: Theory and Applications, Hardcover  
2.VIOREL LEFTER, ANGELA ROMAN, 2007, IAS 41 Agriculture – 

Fair Value Accounting, Theoretical and Applied Economics Revue, 
nr. 5  

3.IASB Fair Value Measurements, 2006, IASCF Publications, Part I, Part II 
4.BIS Working Papers, 2006, Fair value accounting for financial 

instruments: some implications for bank regulation, Bank for 
International Settlements Press & Communications 

5.http://www.ey.com/global/, 2005, How Fair is Fair Value?, EYGM 
Limited 

6.http://www.fasb.org/pdf/fas157.pdf, 2006, SFAS 157 - Fair Value 
Measurements, FASB 

http://www.ey.com/global/
http://www.fasb.org/pdf/fas157.pdf

	Keywords: Fair value, IAS 41, Agriculture, Accounting
	THE FAIR VALUE ACCORDING TO IAS 41

	REFERENCES

