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Today’s Agenda

HKFRS 6 Exploration for & Evaluation of 
Mineral Resources

HKFRS 6 Exploration for & Evaluation of 
Mineral Resources

HKAS 41 AgricultureHKAS 41 Agriculture

Simple but 
Comprehensive

Real Life Cases

Examples
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Exploration for and Evaluation of 
Mineral Resources (HKFRS 6)
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1. Objective of HKFRS 6
2. Scope of HKFRS 6
3. Limited Improvements

a. Recognition of exploration and 
evaluation assets

b. Measurement of exploration and 
evaluation assets

c. Presentation – classification and 
reclassification

4. Impairment
5. Disclosure
6. Effective date and transition

Exploration for and Evaluation of 
Mineral Resources – Sharing Points
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1. Objective of HKFRS 6

The objective of HKFRS 6 is
– to specify the financial reporting for

the exploration for and evaluation of mineral resources

What are mineral resources?

What are the exploration for and 
evaluation of mineral resources?

© 2005 Nelson 6

1. Objective of HKFRS 6

• Intended not to define in HKFRS 6 
• but include minerals, oil, natural gas 

and similar non-regenerative resources

• Intended not to define in HKFRS 6 
• but include minerals, oil, natural gas 

and similar non-regenerative resources
What are mineral resources?

What are the exploration for and 
evaluation of mineral resources?

• the search for mineral resources after the entity has 
obtained legal rights to explore in a specific area

• the determination of the technical feasibility and 
commercial viability of extracting the mineral 
resource

• the search for mineral resources after the entity has 
obtained legal rights to explore in a specific area

• the determination of the technical feasibility and 
commercial viability of extracting the mineral 
resource

The objective of HKFRS 6 is
– to specify the financial reporting for

the exploration for and evaluation of mineral resources

affected companies include:
oil, gas, mining …..
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1. Objective of HKFRS 6 (Summary)

In particular, the HKFRS requires:
a.limited improvements to existing accounting practices 

for exploration and evaluation expenditures.
b.entities that recognise exploration and evaluation 

assets to
• assess such assets for impairment in accordance 

with HKFRS 6, and
• measure any impairment in accordance with

HKAS 36 Impairment of Assets.
c.disclosures that

• identify and explain the amounts in the entity’s 
financial statements arising from the exploration
for and evaluation of mineral resources and

• help users of those financial statements understand 
the amount, timing and certainty of future cash 
flows from any exploration and evaluation assets 
recognised.

Limited 
Improvements

Limited Limited 
ImprovementsImprovements

ImpairmentImpairmentImpairment

DisclosureDisclosureDisclosure
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Distribution 
and Selling
Distribution 
and Selling

TransportationTransportation

Exploration 
and 

Production

Exploration 
and 

Production
DevelopmentDevelopmentEvaluationEvaluationExplorationExploration

2. Scope of HKFRS 6

Mineral resources 
value chain

U
pstream

D
ow

nstream

Pre-Production Stage of Mineral ResourcesPre-Production Stage of Mineral Resources

Study & acquireStudy & acquire

To Harvest

From SEED
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DevelopmentDevelopmentEvaluationEvaluationExplorationExploration

2. Scope of HKFRS 6
Pre-Production Stage of Mineral ResourcesPre-Production Stage of Mineral Resources

Study & acquireStudy & acquire

From SEED

• Study a site or 
prospect

• Acquire the legal 
right to explore

• Explore the 
site

• Search in 
greater detail

• Determine 
technical 
feasibility and 
commercial 
viability

• Build the 
necessary 
infrastructure 
to extract

Which stage(s) does HKFRS 6 cover?

To Harvest
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Post E&EPost E&EEvaluationEvaluationExplorationExploration

2. Scope of HKFRS 6

Pre-E&EPre-E&E

• An entity shall apply HKFRS 6 to
– Exploration and Evaluation (E&E) Expenditures that it incurs.

• HKFRS 6 does not address other aspects of accounting by entities
engaged in the exploration for and evaluation of mineral resources. 

• An entity shall not apply HKFRS 6 to expenditures incurred:
a) Pre-E&E

• before the exploration for and evaluation of mineral 
resources, such as expenditures incurred before the entity 
has obtained the legal rights to explore a specific area

b) Post E&E
• after the technical feasibility and commercial viability of 

extracting a mineral resource are demonstrable
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EvaluationEvaluationExplorationExploration

2. Scope of HKFRS 6

• An entity shall apply HKFRS 6 to
– Exploration and Evaluation (E&E) Expenditures that it incurs.

Why do we concern E&E?

CaseCase

SuccessSuccessSuccess

Not successNot successNot success

BASF, the largest chemical co., explained its
exploration risk as follows:
– In the oil and gas segment, future growth in exploration and 

production is largely based on the success of exploration 
activities.

– When searching for new reserves of crude oil and natural 
gas there are geological risks with regard to the presence, 
quantity and quality of hydrocarbons.
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• Exploration and evaluation expenditures
E&E expenditures
Expenditures incurred by an entity
• in connection with the exploration for and 

evaluation of mineral resources
• before the technical feasibility and commercial 

viability of extracting a mineral resource are 
demonstrable. 

• Exploration and evaluation assets
E&E assets

E&E expenditures recognised as assets
in accordance with the entity’s
accounting policy.

• Exploration and evaluation expenditures
E&E expenditures
Expenditures incurred by an entity
• in connection with the exploration for and 

evaluation of mineral resources
• before the technical feasibility and commercial 

viability of extracting a mineral resource are 
demonstrable. 

• Exploration and evaluation assets
E&E assets

E&E expenditures recognised as assets
in accordance with the entity’s
accounting policy.

2. Scope of HKFRS 6

• An entity shall apply HKFRS 6 to
– Exploration and Evaluation (E&E) Expenditures that it incurs.

SuccessSuccessSuccess

Not successNot successNot success
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2. Scope of HKFRS 6

In oil exploration and production industry
• While a few companies adopted Full Cost Method

– most companies follow Successful Efforts 
Method in accounting for exploration and 
development expenditure

• Including the “Big 3” ……

CaseCase

2004 Annual Report of BP plc, the largest integrated oil co., stated:
• Oil and natural gas exploration and development expenditure is 

accounted for using the successful efforts method of accounting.
• Its accounting policy sets out 3 kinds of exploration and 

development expenditure as follows:
1. Licence and property acquisition costs
2. Exploration expenditure
3. Development expenditure

2004 Annual Report of BP plc, the largest integrated oil co., stated:
• Oil and natural gas exploration and development expenditure is 

accounted for using the successful efforts method of accounting.
• Its accounting policy sets out 3 kinds of exploration and 

development expenditure as follows:
1. Licence and property acquisition costs
2. Exploration expenditure
3. Development expenditure

Which is/are within the scope of HKFRS 6?
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2. Scope of HKFRS 6

What’s the situation in HK?

CaseCase

2004 Annual Report of PetroChina stated:
• The successful efforts method of accounting is used for 

oil and gas exploration and production activities.
• Under this method, all costs for development wells, 

support equipment and facilities, and proved mineral 
interests in oil and gas properties are capitalised ……

What are the details of successful efforts method …… discussed later!
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3. Limited Improvements

Limited 
Improvements

Limited Limited 
ImprovementsImprovements

a. Recognition of E&E assets
b. Measurement of E&E assets
c. Presentation – classification and 

reclassification
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3a. E&E Assets – Recognition

HKFRS 6 has
• Has no new specific criteria
• But provides some exemptions 

from HKAS 8

• Exempts, subject to the 
requirements in HKFRS 6, 
– an entity from applying

para. 11 & 12 of HKAS 8 to 
its accounting policies for the 
recognition & measurement 
of E&E assets.

• Requires that when developing 
its accounting policies
– an entity recognising E&E 

assets shall apply
para. 10 of HKAS 8

Temporary exemption from 
HKAS 8 para. 11 and 12

Temporary exemption from 
HKAS 8 para. 11 and 12

Thus, an entity adopting HKFRS 6 
may continue to use the accounting 
policies applied immediately before 
adopting the HKFRS. 
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No significant impactNo significant impact

Reliable information in that the financial statements:
i) represent faithfully the financial position, financial performance and 

cash flows of the entity;
ii) reflect the economic substance of transactions, other events and 

conditions, and not merely the legal form;
iii) are neutral, i.e. free from bias;
iv) are prudent; and
v) are complete in all material respects.`

Reliable information in that the financial statements:
i) represent faithfully the financial position, financial performance and 

cash flows of the entity;
ii) reflect the economic substance of transactions, other events and 

conditions, and not merely the legal form;
iii) are neutral, i.e. free from bias;
iv) are prudent; and
v) are complete in all material respects.`

3a. E&E Assets – Recognition

• Requires that when developing 
its accounting policies
– an entity recognising E&E 

assets shall apply
para. 10 of HKAS 8

Management shall use its judgement in 
developing and applying an accounting 
policy that results in information that is:

a) Relevant to the economic decision-
making needs of users; and

b) Reliable

Management shall use its judgement in 
developing and applying an accounting 
policy that results in information that is:

a) Relevant to the economic decision-
making needs of users; and

b) Reliable

Para. 10 of HKAS 8 requires that, in the absence 
of a HKFRS or Interpretation that specifically 
apples to a transaction, other event or condition

Para. 10 of HKAS 8 requires that, in the absence 
of a HKFRS or Interpretation that specifically 
apples to a transaction, other event or condition

Similar 
requirements in 

SSAP 1

Similar 
requirements in 

SSAP 1
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3a. E&E Assets – Recognition

• Exempts, subject to the 
requirements in HKFRS 6, 
– an entity from applying

para. 11 & 12 of HKAS 8 to 
its accounting policies for the 
recognition & measurement 
of E&E assets.

Paragraph 11 and 12 of HKAS 8 specify sources of authoritative requirements 
and guidance and states that
– In making judgement in developing and applying an accounting policy that 

results in relevant and reliable information 
1) management shall consider the applicability of, the following sources in 

descending order:
a) the requirements and guidance in HKFRS and Interpretations dealing 

with similar and related issues; and
b) the definitions, recognition criteria and measurement concepts for 

elements in the Framework.

Paragraph 11 and 12 of HKAS 8 specify sources of authoritative requirements 
and guidance and states that
– In making judgement in developing and applying an accounting policy that 

results in relevant and reliable information 
1) management shall consider the applicability of, the following sources in 

descending order:
a) the requirements and guidance in HKFRS and Interpretations dealing 

with similar and related issues; and
b) the definitions, recognition criteria and measurement concepts for 

elements in the Framework.

2) management may also consider the 
most recent pronouncements of other 
standard-setting bodies (subject to 
limitations and not conflict with the 
sources in point 1 above). 

2) management may also consider the 
most recent pronouncements of other 
standard-setting bodies (subject to 
limitations and not conflict with the 
sources in point 1 above). 

If no such exemption ……



10

© 2005 Nelson 19

• Recognition is the process of incorporating in the balance 
sheet or income statement an item that

1. meets the definition of an element and
2. satisfies the criteria for recognition

3a. E&E Assets – Recognition

If no such exemption ……

DefinitionDefinition

• Criteria for recognition – an item that meets the 
definition of an element should be recognised if:
1. it is probable that any future economic benefit

associated with the item will flow to or from the 
enterprise; and

2. the item has a cost or value that can be measured with 
reliability. 

RecognitionRecognition

• Asset is defined as a resource controlled by the enterprise 
as a result of past events and from which future economic 
benefits are expected to flow to the enterprise

Let’s revisit the Framework ……

If based on this, can 
E&E expenditure be 
capitalised?

If based on this, can 
E&E expenditure be 
capitalised?

© 2005 Nelson 20

3a. E&E Assets – Recognition
CaseCase

Royal Dutch/Shell elaborated successful 
efforts method for its exploration costs in 2004 
Annual Report as follows:
– Exploration costs are charged to income when 

incurred, except that
• exploratory drilling costs are included in 

tangible fixed assets, pending determination 
of proved reserves.

If no such exemption ……

Can such cost be capitalised? 
Is inflow of future economic 
benefit really probable?

Can such cost be capitalised? 
Is inflow of future economic 
benefit really probable?
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3a. E&E Assets – Recognition
CaseCase

Sinopec also elaborated successful efforts 
method as follows:
– Under this method, costs of development wells 

and the related support equipment are 
capitalised.

– The cost of exploratory well is initially capitalised
as construction in progress
pending determination of whether the well has 
found proved reserves.

If no such exemption ……

Can such cost be capitalised? 
Is inflow of future economic 
benefit really probable?

Can such cost be capitalised? 
Is inflow of future economic 
benefit really probable?
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3a. E&E Assets – Recognition

Temporary exemption from 
HKAS 8 para. 11 and 12

Temporary exemption from 
HKAS 8 para. 11 and 12

• Thus, an entity adopting HKFRS 6 may continue to use the accounting 
policies applied immediately before adopting the HKFRS.

• This includes continuing to use recognition and measurement practices 
that are part of those accounting policies.
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3b. E&E Assets – Measurement

• E&E assets shall be 
measured at cost.

Measurement at RecognitionMeasurement at Recognition

Elements of cost of E&E assets
• An entity shall

• determine a policy specifying which 
expenditures are recognised as E&E assets 
and

• apply the policy consistently.
• In making this determination, an entity

• considers the degree to which the 
expenditure can be associated with finding 
specific mineral resources.
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3b. E&E Assets – Measurement

• E&E assets shall be 
measured at cost.

Measurement at RecognitionMeasurement at Recognition

Examples of expenditures that might be included in the initial 
measurement of E&E assets (the list is not exhaustive):
a) acquisition of rights to explore;
b) topographical, geological, geochemical and geophysical studies;
c) exploratory drilling;
d) trenching;
e) sampling; and
f) activities in relation to evaluating the technical feasibility and commercial 

viability of extracting a mineral resource.

Examples of expenditures that might be included in the initial 
measurement of E&E assets (the list is not exhaustive):
a) acquisition of rights to explore;
b) topographical, geological, geochemical and geophysical studies;
c) exploratory drilling;
d) trenching;
e) sampling; and
f) activities in relation to evaluating the technical feasibility and commercial 

viability of extracting a mineral resource.

ExampleExample
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3b. E&E Assets – Measurement

• E&E assets do not include
– Expenditures related to the development of mineral resources, which shall 

not be recognised as E&E assets.
The Framework and HKAS 38 Intangible Assets provide guidance on 
the recognition of assets arising from development.

• In accordance with HKAS 37 Provisions, Contingent Liabilities and 
Contingent Assets
– an entity recognises

• any obligations for removal and restoration that are incurred during a 
particular period as a consequence of having undertaken the 
exploration for and evaluation of mineral resources.

Measurement at RecognitionMeasurement at Recognition

© 2005 Nelson 26

3b. E&E Assets – Measurement
CaseCase

BP plc, early adopted IFRS 6 in 2005, stated its accounting policies that:
• Exploration expenditure

• Costs directly associated with an exploration well are capitalized as an 
intangible asset until the drilling of the well is complete and the results 
have been evaluated.

• Development expenditure
• Expenditure on the construction, installation or completion of 

infrastructure facilities …… is capitalized within oil and gas properties.
• Decommissioning

• Liabilities for decommissioning costs are recognized
• when the Group has an obligation to dismantle and remove a facility 

or an item of plant and to restore the site on which it is located, and
• when a reasonable estimate of that liability can be made.

• Where an obligation exists for a new facility ……. this will be
on construction or installation.
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3b. E&E Assets – Measurement

• After recognition, an entity shall apply either

Measurement after RecognitionMeasurement after Recognition

Cost ModelCost Model Revaluation ModelRevaluation Modelor 

• If the revaluation model is applied, either the model in HKAS 16 or the 
model in HKAS 38
– it shall be consistent with the classification of the assets.

to the E&E assets. 

Measurement at Recognition

Changes in Accounting Policy?Changes in Accounting Policy?
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ImplicationImplication• An entity may change its accounting policies 
for E&E expenditures if the change makes the 
financial statements
– more relevant to the economic decision-making 

needs of users and no less reliable, or
– more reliable and no less relevant to those 

needs.
• An entity shall judge relevance and reliability 

using the criteria in HKAS 8.
• To justify changing its accounting policies for 

E&E expenditures, an entity shall demonstrate 
that 
– the change brings its financial statements closer 

to meeting the criteria in HKAS 8,
– but the change need not achieve full compliance 

with those criteria.

3b. E&E Assets – Measurement

Changes in Accounting Policy?Changes in Accounting Policy?

Full Cost MethodFull Cost Method

Successful 
Efforts Method

Successful 
Efforts Method

Method Meets 
The Framework
Method Meets 

The Framework

√

√

×

×
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3c. Presentation

• An entity shall 
– classify E&E assets as tangible or intangible according to the nature 

of the assets acquired and 
– apply the classification consistently.

• Some E&E assets are treated as intangible (e.g. drilling rights), whereas 
others are tangible (e.g. vehicles and drilling rigs).

• HKFRS 6 further clarifies:
– To the extent that a tangible asset is consumed in developing an

intangible asset, the amount reflecting that consumption is part of 
the cost of the intangible asset.

– However, using a tangible asset to develop an intangible asset does 
not change a tangible asset into an intangible asset.

Classification of E&E assetsClassification of E&E assets
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3c. Presentation

• An E&E asset shall no longer be classified
as such when
– the technical feasibility and commercial 

viability of extracting a mineral resource 
are demonstrable.

• E&E assets shall be assessed for 
impairment, and any impairment loss 
recognised, before reclassification.

Reclassification of E&E assetsReclassification of E&E assets
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3c. Presentation
CaseCase

BP plc, early adopted IFRS 6 in 2005, stated its accounting 
policies that:
• Exploration expenditure

• Costs directly associated with an exploration well are 
capitalised as an intangible asset until the drilling of the well 
is complete and the results have been evaluated.

• When proved reserves of oil and natural gas are 
determined and development is sanctioned, the relevant 
expenditure is transferred to oil and gas properties.

• Oil and gas properties
• Oil and gas properties are depreciated using a unit-of-

production method.
• The cost of producing wells is amortized over proved 

developed reserves ……
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4. Impairment

Limited 
Improvements

Limited Limited 
ImprovementsImprovements

ImpairmentImpairmentImpairment
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4. Impairment

• E&E assets shall be assessed for impairment when
– facts and circumstances suggest that the carrying amount of an 

exploration and evaluation asset may exceed its recoverable 
amount.

Different from HKAS 36
• HKAS 36 instead requires an entity shall assess at 

each reporting date whether there is any indication that 
an asset may be impaired.

• When identifying an E&E asset that may be impaired
– Fact and circumstances are also referred to HKFRS 6, 

not HKAS 36

© 2005 Nelson 34

4. Impairment

• Facts and circumstances indicate that an entity should test E&E assets
for impairment (the list is not exhaustive): 
a) the period for which the entity has the right to explore in the specific area 

has expired during the period or will expire in the near future, and is not 
expected to be renewed. 

b) substantive expenditure on further exploration for and evaluation of 
mineral resources in the specific area is neither budgeted nor planned.

c) exploration for and evaluation of mineral resources in the specific area 
have not led to the discovery of commercially viable quantities of mineral 
resources and the entity has decided to discontinue such activities in the 
specific area. 

d) sufficient data exist to indicate that, although a development in the specific 
area is likely to proceed, the carrying amount of the E&E asset is unlikely 
to be recovered in full from successful development or by sale. 

• Facts and circumstances indicate that an entity should test E&E assets
for impairment (the list is not exhaustive): 
a) the period for which the entity has the right to explore in the specific area 

has expired during the period or will expire in the near future, and is not 
expected to be renewed. 

b) substantive expenditure on further exploration for and evaluation of 
mineral resources in the specific area is neither budgeted nor planned.

c) exploration for and evaluation of mineral resources in the specific area 
have not led to the discovery of commercially viable quantities of mineral 
resources and the entity has decided to discontinue such activities in the 
specific area. 

d) sufficient data exist to indicate that, although a development in the specific 
area is likely to proceed, the carrying amount of the E&E asset is unlikely 
to be recovered in full from successful development or by sale. 

ExampleExample
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4. Impairment

• When facts and circumstances suggest that the 
carrying amount exceeds the recoverable amount
– An entity shall measure, present and disclose any 

resulting impairment loss in accordance with 
HKAS 36
• Except for the level at which E&E assets are 

assessed for impairment
• The level for assessment

– does not follows HKAS 36
– but follows HKFRS 6

© 2005 Nelson 36

4. Impairment

HKAS 36 requires:
– Recoverable amount is determined for an individual asset, 

unless the asset does not generate cash inflows that are 
largely independent of those from other assets or groups of 
assets.  (para. 22)

– If an active market exists for the output produced by an asset 
or group of assets, that asset or group of assets shall be 
identified as a cash-generating unit. (para. 70)

If no exemption, e.g. in the petroleum sector
– each well is potentially capable of producing cash inflows 

that are observable and capable of reliable measurement 
because there is an active market for crude oil ……
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4. Impairment

Specifying the level at which E&E assets are 
assessed for impairment
• An entity shall determine an accounting policy for 

allocating E&E assets to cash-generating units 
(CGUs) or groups of CGUs for the purpose of 
assessing such assets for impairment.

• Each CGU or group of CGUs to which an E&E 
asset is allocated shall not be larger than a 
segment

• based on either the entity’s primary or secondary 
reporting format determined in accordance with 
HKAS 14 Segment Reporting.

• The level identified by the entity for the purposes 
of testing E&E assets for impairment may 
comprise one or more CGUs.
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4. Impairment
CaseCase

BP plc, early adopted IFRS 6 in 2005, stated its accounting 
policies that:
• Exploration expenditure

• Costs directly associated with an exploration well are 
capitalised as an intangible asset ……

• Intangible asset
• Intangible assets are stated at cost less accumulated 

depreciation and accumulated impairment losses.
• As with property, plant and equipment, intangible assets are 

assessed for impairment whenever events or changes in 
circumstances indicate that the carrying value may not be 
recoverable.

• Impairment losses are measured on a similar basis to 
property, plant and equipment.
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DisclosureDisclosureDisclosure

5. Disclosure

Limited 
Improvements

Limited Limited 
ImprovementsImprovements

ImpairmentImpairmentImpairment

• An entity shall disclose information that identifies
and explains the amounts recognised in its financial 
statements arising from the exploration for and 
evaluation of mineral resources.

• To comply with it, an entity shall disclose:
a) its accounting policies for E&E expenditures including 

the recognition of E&E assets.
b) the amounts of assets, liabilities, income and 

expense and operating and investing cash flows
arising from the exploration for and evaluation of 
mineral resources.

• An entity shall
– treat E&E assets as a separate class of assets and
– make the disclosures required by either HKAS 16 or 

HKAS 38 consistent with how the assets are 
classified.
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6. Effective Date and Transition

• An entity shall apply this HKFRS for
– annual periods beginning on or after 1 January 2006. 

• Earlier application is encouraged.
– If an entity applies the HKFRS for a period beginning before 1 January 

2006, it shall disclose that fact.
• If it is impracticable to apply a particular requirement of paragraph 18 

(i.e. impairment review) to comparative information that relates to 
annual periods beginning before 1 January 2006, an entity shall 
disclose that fact. 
– HKAS 8 explains the term ‘impracticable’.
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6. Effective Date and Transition
CaseCase

Sinopec stated in its 2005 Interim Financial Statements as follows:
– Under IFRS 6, for each type of exploration and evaluation (E&E) expenditure, 

an entity is permitted to adopt a policy either of immediate expense or of 
capitalisation as an E&E asset.

– An entity is also allowed to continue its existing policy, subject to certain 
limitations.

– Those limitations include requiring that an entity should segregate E&E assets 
into tangible and intangible items based on the nature of assets, and an entity 
should apply IAS 36 “Impairment of assets in measuring the impairment of 
E&E assets when there are indications that they carrying amount of an E&E 
asset may exceed its recoverable amount.

– IFRS 6 is effective for fiscal year beginning on or after 1 January 2006.
– Currently, the Group does not expect the application of this statement will have 

a material impact on its consolidated financial statements.
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Agriculture (HKAS 41)
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1. Objective of HKAS 41
2. Scope of HKAS 41
3. Recognition
4. Measurement
5. Government grants
6. Disclosure
7. Effective date and transition

Any difference from SSAP 36?
Only name changed!

Agriculture – Sharing Points

© 2005 Nelson 44

Agriculture – Summary

2004 Annual Report states:
• The principal effect of the implementation of SSAP 36 (HKAS 41) is in 

relation to
– the accounting treatment,
– financial statement presentation and
– disclosure of agricultural activity.

• In previous years, biological assets and agricultural produce are stated 
at the lower of cost and net realisable value under the historical cost 
model.

• SSAP 36 requires the adoption of a fair value model ……

CaseCase
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1. Objective of HKAS 41

• HKAS 41 prescribes
– the accounting treatment,
– financial statement presentation, and
– disclosures
related to agricultural activity.

What is agricultural activity?

© 2005 Nelson 46

• 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.

1. Objective of HKAS 41

Agricultural activity is the
management by an entity of

– the biological transformation
of biological assets

• for sale,

• into agricultural produce, or

• into additional biological 
assets.

Biological transformation comprises 
the processes of growth, degeneration, 
production, and procreation that cause 
qualitative or quantitative changes in a 
biological asset.



24

© 2005 Nelson 47

Not within HKAS 41

1. Objective of HKAS 41
ExampleExample

Biological asset Agricultural produce Product after harvest
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2. Scope of HKAS 41

HKAS 41
• shall be applied to account for the 

following when they relate to 
agricultural activity:
a) biological assets;
b) agricultural produce at the

point of harvest; and
c) government grants.

• does not apply to:
a) land related to agricultural activity 

(see HKAS 16 or HKAS 40); and
b) intangible assets related to 

agricultural activity (see HKAS 38).

• HKAS 41 is applied to agricultural 
produce, which is the harvested 
product of the entity’s biological 
assets, only at the point of harvest.

• Thereafter, HKAS 2 Inventories, or 
another applicable HKFRS is applied.

Inventories or other
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3. Recognition

• An entity shall recognise a biological asset
or agricultural produce when, and only when:
a) the entity controls the asset as a result of 

past events; 
b) it is probable that future economic 

benefits associated with the asset will 
flow to the entity; and 

c) the fair value or cost of the asset can be 
measured reliably.

Control

Future economic 
benefit

Measured 
reliably
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3. Recognition

• In agricultural activity, control may be evidenced 
by, for example
– legal ownership of cattle and the branding or 
– marking of the cattle on acquisition, birth, or 

weaning.

Control

Future economic 
benefit

• The future benefits are normally assessed by 
measuring the significant physical attributes.
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4. Measurement

• Biological asset shall be measured
– on initial recognition and
– at each balance sheet date
at its

• Agricultural produce harvested 
from an entity’s biological assets 
shall be measured at its

Fair value
less estimated point-of-sale costs

Fair value
less estimated point-of-sale costs

Fair value
less estimated point-of-sale costs

at the point of harvest

Fair value
less estimated point-of-sale costs

at the point of harvest

• except for the case where the 
fair value cannot be measured 
reliably.

• Such measurement is the 
cost at that date when 
applying HKAS 2 Inventories, 
or another applicable HKFRS.

The first HKFRS requires fair value measurement in 
all stages without a choice.
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4. Measurement – Fair Value

• Fair value, same as other HKFRS, 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,
but

– exclude transport and other costs necessary to get assets to a 
market. 

Fair value
less estimated point-of-sale costs

Fair value
less estimated point-of-sale costs

Fair value
less estimated point-of-sale costs

at the point of harvest

Fair value
less estimated point-of-sale costs

at the point of harvest
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4. Measurement – Fair Value

2004 Annual Report stated the following points:
• In general, biological assets on initial recognition and at each balance 

sheet date are measured
– at fair value less estimated point-of-sale costs.

• Agricultural produce harvested from an entity’s biological assets is 
measured
– at its fair value less estimated point-of-sale costs at the point of harvest.

• The adoption of SSAP 36 (HKAS 41) has resulted in the Group stating 
grape vines and grape
– at fair value less estimated point-of-sale costs.

• In prior years,
– grape vines were stated at cost less accumulated depreciation and
– grapes were stated at the lower of cost and net realisable value.

CaseCase
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4. Measurement – Fair Value

Determination of fair value

• Facilitated by grouping biological assets or 
agricultural produce according to significant 
attributes, for example, by age or quality
– An entity select the attributes corresponding to 

the attributes used in the market as a basis for 
pricing

• Contract price may not a good indicator
– Since fair value reflects the current market 

conditions but contract prices do not
– Fair value is not adjusted because of the 

existence of a contract
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4. Measurement – Fair Value

• If an active market exists
⇒ quoted price is appropriate basis for determining the fair value

Determination of fair value

• If an entity has access to different active markets
⇒ the entity uses the most relevant one, say the market expected to used
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4. Measurement – Fair Value

Determination of fair value

• If no active market exists ⇒ consider the following:
a) the most recent market transaction price, provided no 

recent significant change in economic circumstances
b) market prices for similar assets with adjustment to 

reflect differences
c) sector benchmarks

such as the value of an orchard expressed per export 
tray, bushel, or hectare, and the value of cattle 
expressed per kilogram of meat

d) present value of expected net cash flows from the 
asset discounted at a current market-determined pre-
tax rate in determining fair value
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4. Measurement – Fair Value

• At 31 Dec. 2001, Entity A’s plantation consists of 100 PP trees
– Those trees were planted 10 years earlier and would take 30 years to mature
– They will ultimately be processed into building material for houses or furniture. 
– Entity A’s weighted average cost of capital (WACC) is 6% per annum.

• Only mature trees have established fair values by reference to a quoted price in 
an active market.  
– The fair value (inclusive of current transport costs to get 100 logs to market) 

for a single mature tree of the same grade as in the plantation is:
• At 31 Dec. 2001 – $171
• At 31 Dec. 2002 – $165

ExampleExample

• For the mature plantation, the fair value would be
– At 31 Dec. 2001 $171 x 100 = $17,100
– At 31 Dec. 2002 $165 x 100 = $16,500

• Assuming immaterial cash flow between now and the point of harvest, the fair 
value of the plantation is estimated as follows:
– As at 31 Dec. 2001 $17,100 ÷ (1 + 6%)20 = $5,332
– As at 31 Dec. 2002 $16,500 ÷ (1 + 6%)19 = $5,453

• For the mature plantation, the fair value would be
– At 31 Dec. 2001 $171 x 100 = $17,100
– At 31 Dec. 2002 $165 x 100 = $16,500

• Assuming immaterial cash flow between now and the point of harvest, the fair 
value of the plantation is estimated as follows:
– As at 31 Dec. 2001 $17,100 ÷ (1 + 6%)20 = $5,332
– As at 31 Dec. 2002 $16,500 ÷ (1 + 6%)19 = $5,453
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4. Measurement – Fair Value

2004/05 Interim Report explained the
determination of the fair value as follows:
– In accordance with the valuation report issued by Sallmanns, an independent 

professional valuer, the fair values less estimated point-of-sale costs of the 
biological assets are determined under the following basis:
a) Fruit trees and tea trees: present value of expected net cash flows from 

the biological assets discounted at a current market-determined pre-tax 
rate; and

b) Livestock: market-determined prices of biological assets with similar size, 
species and age.

– The fair values of vegetables are determined by the directors with reference to 
market-determined prices, cultivation area, species, growing conditions, cost 
incurred ad expected yield of crops.

CaseCase
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4. Measurement – Fair Value

Determination of fair value

• Cost may sometimes approximate fair value, particularly when
a) little biological transformation has taken place since initial cost 

incurrence
(for example, for fruit tree seedlings planted immediately prior to a 
balance sheet date); or

b) the impact of the biological transformation on price is not expected 
to be material
(for example, for the initial growth in a 30-year pine plantation 
production cycle)
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4. Measurement – Fair Value

2005 Annual Report states:
• As at 30 April 2005, the biological assets carried at cost represented 

the growing of asparagus.
• The asparagus was cultivated at initial stage and the directors 

considered that
– the fair value of asparagus was largely the same as the cost 

incurred after taking into consideration the growing conditions 
and the period of plantation.

CaseCase
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4. Measurement – Fair Value

Determination of fair value

• Biological assets are often physically attached to land (for 
example, trees in a plantation forest).
– There may be no separate market for biological assets that are 

attached to the land
– but an active market may exist for the combined assets, that is, for 

the biological assets, raw land, and land improvements, as a 
package.

• An entity may use information regarding the combined assets to 
determine fair value for the biological assets.
– For example, the fair value of raw land and land improvements may 

be deducted from the fair value of the combined assets to arrive at 
the fair value of biological assets.
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4. Measurement – Gain and Loss

• Included in profit or loss for the period in which 
it arises for

a gain or loss arising on initial recognition
of a biological asset at fair value less 
estimated point-of-sale costs 
a gain or loss arising from a change in fair 
value less estimated point-of-sale costs of 
a biological asset
a gain or loss arising on initial recognition
of agricultural produce at fair value less 
estimated point-of-sale costs
(say as a result of harvesting
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4. Measurement – Gain and Loss

• The fair value less estimated point-of-sale costs of a biological asset 
can change due to both:
i) Physical changes - the physical change or growth of a biological

asset, and
ii) Price changes - the effects of change in market price of 

a biological asset, in the market.

Encouraged to disclose
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4. Measurement – Gain and Loss

• The aggregate gain and loss can thus be analysed as follows:
i) Physical change represents, at current prices:

• the value of the biological asset in its
state as at current B/S date

• less the value of the biological asset in
its state as at previous B/S date

ii) Price change represents, at the biological asset’s
state as at the previous B/S date:
• the value of the biological asset at

prices prevailing as at current B/S date
• less the value of the biological asset at

prices prevailing as at previous B/S date

Current price 
held constant
Current price 
held constant

Previous state 
held constant

Previous state 
held constant

Encouraged to disclose
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4. Measurement – No Fair Value

• HKAS 41 makes a presumption that fair value 
can be measured reliably for a biological asset.

• However, that presumption can be rebutted 
only on initial recognition for a biological asset 
for:
1. which market-determined prices or values 

are not available, and
2. which alternative estimates of fair value are 

determined to be clearly unreliable.

Restrictive conditions 
imposed 

• In such a case, that biological asset shall be measured at
– its cost less any accumulated depreciation and any accumulated impairment 

losses (by considering HKAS 2, 16 and 36)

• In such a case, that biological asset shall be measured at
– its cost less any accumulated depreciation and any accumulated impairment 

losses (by considering HKAS 2, 16 and 36)

Presumption 
Rebutted
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4. Measurement – No Fair Value

• Once the fair value of such a biological asset becomes reliably 
measurable

an entity shall measure it at its fair value less estimated 
point-of-sale costs.

• Once a non-current biological asset meets the criteria to be 
classified as held for sale (or is included in a disposal group 
that is classified as held for sale) in accordance with HKFRS 5

it is presumed that fair value can be measured reliably.

Presumption 
Rebutted
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4. Measurement – No Fair Value

2004 Annual Report states:
• Given the uncertainty in the process of prodcuing 

ginseng crops and the lack of a market for immature 
ginseng, the ginseng crops are stated at cost less 
impairment until the time of harvest ……

• At the point of harvest, ginseng crops are stated at 
their fair value less estimated point-of-sale costs.

CaseCase
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5. Government Grants

Government grants related to biological assets
• Measured at fair value less estimated point-of-sale costs 

• If such government grant is unconditional
it shall be recognised as income when, and only when, 
it becomes receivable

• If such government grant is conditional
an entity shall recognise the government grant as 
income when, and only when, the conditions attaching 
to such grant are met

• Measured at cost
• An entity applies HKAS 20 Accounting for Government 

Grants and Disclosure of Government Assistance
for example, para. 12 of HKAS 20 requires government 
grants be recognised as income over the periods
necessary to match them with the related costs which 
they are intended to compensate, on a systematic basis
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5. Government Grants

• Entity A receives a government grant of HK$ 5 million.
• It is required to farm in a particular location for 5 years.
• It will be required to return all of the government grant if it farms for less 

than 5 years.

ExampleExample

• In this case, the government grant is not recognised as income until the 
five years have passed.

• However, if the government grant allows part of the government grant to 
be retained based on the passage of time

the entity recognises the government grant as income on a time 
proportion basis. 

• In this case, the government grant is not recognised as income until the 
five years have passed.

• However, if the government grant allows part of the government grant to 
be retained based on the passage of time

the entity recognises the government grant as income on a time 
proportion basis. 
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6. Disclosure

HKAS 1 requires that
• As a minimum, the face of the balance sheet shall include 

line items that present the following amounts:
a) property, plant and equipment; 
b) investment property;
c) intangible assets;
d) financial assets
e) investments accounted for using the equity method;
f) biological assets;
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6. Disclosure

• Lengthy and detailed disclosures are required in HKAS 41
• General disclosure includes

– the aggregate gain or loss arising during the current period
• on initial recognition of biological assets and agricultural produce, and
• from the change in fair value less estimated point-of-sale costs of 

biological assets.
– a description of each group of biological assets
– the methods and significant assumptions applied in determining the fair 

value
– a reconciliation of changes in the carrying amount of biological assets

• Additional disclosure
– biological assets where fair value cannot be measured reliably
– government grant related to agricultural activity 
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6. Disclosure

2004 Annual Report set out the accounting policy on biological assets as follows:
• Grape vines are measured at their fair value less estimated point-of-sale costs. 

– The fair value of grape vines is determined based on the present value of 
expected net cash flows from the grape vines discounted at a current 
market-determined pre-tax rate.

– Grape vines are perennial plants which have growth cycles of more than 
one year. 

– Gain or loss arising on initial recognition of grape vines at fair value less 
estimated point-of-sale costs is dealt with in the profit and loss account
when it arises.

• Agricultural produce comprises grapes.
– Self-grown grapes are measured at their fair value less estimated point-of-

sale costs at the time of harvest.
– The fair value of grapes is determined based on market prices in the local 

area, which represents the estimated purchase cost that the Group has to 
procure such raw materials in the market on an arm’s length basis.

CaseCase
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6. Disclosure

Note on biological assets
2004 2003

HK$’000 HK$’000
At beginning of year
As previously reported – –
Prior year adjustment:
SSAP 36 – restatement of biological assets 32,651 31,047

As restated 32,651 31,047
Gains arising from changes in fair value attributable

to physical changes 6,932 6,756
Decrease due to harvest (5,960) (5,152)

At 31 December 33,623 32,651

CaseCase
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6. Disclosure

• The Group harvested 3,222,000 kg of grape with a fair value less
estimated point-of-sale costs of HK$7,533,000 in the year ended 31 
Dec. 2004.

• Significant assumptions made in determining the fair value of the 
biological assets are as follows:
a) The grape vines will continue to be competently managed and remain free 

from irremediable disease in the remaining estimated useful lives;
b) The expected prices of grapes are based on the past actual average district 

prices; and 
c) The future cash flows have been discounted at the target rate of return on 

equity of the wineries segment.

CaseCase
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7. Effective Date and Transition

• HKAS 41 becomes operative for annual financial statements 
covering periods beginning on or after 1 January 2005.

• Earlier application is encouraged.

• If an entity applies HKAS 41 for periods beginning before 1 
January 2005, it shall disclose that fact.

• HKAS 41 does not establish any specific transitional provisions.

• The adoption of HKAS 41 is accounted for in accordance with 
HKAS 8 Accounting Policies, Changes in Accounting Estimates 
and Errors

i.e. retrospective application “as if” basis
• reclassify to biological assets
• adjust opening retained earnings
• restate comparative information

© 2005 Nelson 76

7. Effective Date and Transition

• SSAP 36 (HKAS 41) was adopted during the year …… this change in 
accounting policy has resulted in the following prior year adjustments:
a) reversal of depreciation on the grape vines of HK$1,139,000 for the year 

ended 31 December 2003 and reclassification of grape vines with a 
carrying value of HK$21,604,000 from fixed assets to biological assets as 
of 31 December 2003 ……

• As a consequence, the Group’s biological assets as of 31 December 
2003 has been increased by HK$32,651,000.

• The net profit attributable to shareholders for the year ended 31 
December 2003 has been increased by HK$2,743,000.

• The consolidated retained profits at 1 January 2003 and 2004 have 
been increased by HK$1,822,000 and HK$4,565,000, respectively, as 
detailed in the consolidated summary statement of changes in equity.

CaseCase
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7. Effective Date and Transition

Interim Report 2004 states:
• The adoption of SSAP 36 has resulted in 

changing the Group’s accounting policy 
and applied retrospective.

• As a result, comparative figures have 
been restated.

CaseCase
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HKFRS 6 and HKAS 41
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HKFRS 6 Exploration for & Evaluation of 
Mineral Resources

HKFRS 6 Exploration for & Evaluation of 
Mineral Resources

HKAS 41 AgricultureHKAS 41 Agriculture

Possible amendment in futurePossible amendment in future

• IFRS 6
– has not been developed as a long term standard
– but, rather, has to be seen as a stepping stone

towards a more comprehensive and conceptually 
sound standard dealing with the accounting for 
exploration for and evaluation of mineral resources 
that meets the needs of all stakeholders.

(European Financial Reporting Advisory Group, 2005)

Further Development
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The IABS clarified that:
• A comprehensive project would seek to develop an 

internationally acceptable approach to resolving accounting 
issues in the extractive industries.

• It does not currently have the agenda time to undertake such 
a project.

• However, it has asked a group of national standard-setters to 
undertake a research project that would form the foundation 
for such a project.

• The project team intends to produce a discussion document, 
incorporating the its preliminary views, which would be 
published for public comment late in 2005.

The IABS clarified that:
• A comprehensive project would seek to develop an 

internationally acceptable approach to resolving accounting 
issues in the extractive industries.

• It does not currently have the agenda time to undertake such 
a project.

• However, it has asked a group of national standard-setters to 
undertake a research project that would form the foundation 
for such a project.

• The project team intends to produce a discussion document, 
incorporating the its preliminary views, which would be 
published for public comment late in 2005.
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