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Nature of request 
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Application question submitted separately to the IFRS 
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Core issue 

Section 34 assesses whether fair value is readily determinable without undue cost or effort and then 

requires cost for all other biological assets. How should an SME construct that cost when 

expenditure cannot be attributed to biological assets on the basis of observable facts, and must the 

undue cost or effort assessment compare the burden of fair value with the burden of the alternative 

cost model? 
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1. Request 

The Accounting Methodology Center (AMC) asks the SME Implementation Group (SMEIG) to consider 

an implementation issue concerning the cost model for biological assets in paragraphs 34.2 and 34.8–

34.10 of the IFRS for SMEs Accounting Standard and the related undue cost or effort requirements in 

paragraphs 2.28–2.31. 

This submission is framed by reference to the third edition of the Standard, issued in February 2025 

and effective for annual reporting periods beginning on or after 1 January 2027, with earlier application 

permitted. The same core issue also arises under the second edition issued in 2015. 

The principal question is how an SME determines the cost of an internally generated biological asset 

when almost none of the expenditure associated with biological transformation can be attributed to that 

asset directly on the basis of observable facts. 

AMC asks the SMEIG to develop a Q&A clarifying the application of Sections 2, 10, 13, 17 and 34. If 

the SMEIG concludes that the matter cannot be addressed without changing the Standard, AMC asks 

it to consider recommending that the IASB address the matter in a future periodic review, consistently 

with paragraph 23 of the SMEIG Terms of Reference and Operating Procedures. 

2. Questions submitted 

AMC asks the SMEIG to address the following principal and related questions. 

 How should an entity determine cost under paragraph 34.8 when expenditure cannot be attributed 

directly to a biological asset and cost must be constructed through conventional allocation 

methods? 

 What minimum principles constrain the entity’s selection of the unit of account, eligible cost pools, 

capitalization period and allocation bases? 

 How should expenditure be allocated between maintenance and biological development, parent 

biological assets and offspring, biological assets and agricultural produce, successful and 

unsuccessful biological outcomes, and different animals or cohorts sharing common resources? 

 Does paragraph 34.3(c) imply that a biological asset is not recognised if neither fair value nor cost 

can be measured reliably without undue cost or effort? If so, how is that requirement applied to 

internally generated offspring when cost cannot be established without extensive allocations? 

 In applying paragraphs 2.28–2.31 and 34.2, must the entity compare the total cost and effort of the 

fair value model with the total cost and effort of the cost model? 

 What constitutes initial recognition for a biological asset generated through procreation? 

 How should an entity determine whether principles analogous to Section 13 or Section 17 are 

relevant when a biological asset has characteristics associated with both inventories and 

productive non-current assets? 

 Are all biological assets measured under paragraph 34.8 depreciated? If not, what criteria 

distinguish depreciable productive assets from inventory-like biological assets, and when does 

depreciation commence? 

3. Relevant requirements 

Paragraph 34.2 requires an entity to determine an accounting policy for each class of biological assets. 

The fair value model is used for biological assets for which fair value is readily determinable without 

undue cost or effort; the cost model is used for all other biological assets. 

Paragraph 34.3 requires recognition only when the entity controls the asset, future economic benefits 

are probable, and the fair value or cost of the asset can be measured reliably without undue cost or 

effort. 
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Paragraph 34.8 requires biological assets whose fair value is not readily determinable without undue 

cost or effort to be measured at cost less accumulated depreciation and accumulated impairment 

losses. Paragraph 34.10 requires disclosures including depreciation methods and useful lives or 

depreciation rates. 

Paragraphs 2.28–2.31 explain the undue cost or effort exemption. Paragraph 2.29 focuses on whether 

the incremental cost or additional effort of applying a requirement substantially exceeds the benefits 

users would receive. Paragraph 2.30 requires an assessment at initial recognition and, if the exemption 

also applies subsequently, a new assessment at each relevant subsequent date. 

Section 34 does not define the components of the cost of an internally generated biological asset. Nor 

does it expressly direct the entity to apply Section 13, Section 17 or a specified combination of those 

Sections. An entity is therefore required to use the accounting-policy hierarchy in Section 10. 

4. Fact pattern 

An SME carries out agricultural activity involving livestock. It owns mature female animals that produce 

agricultural produce, give birth to offspring, remain productive over several reporting periods and are 

ultimately sold or slaughtered. 

The SME also raises young animals. Some will become productive animals; some will be sold in the 

ordinary course of business; some may initially be intended for productive use but later be designated 

for sale. 

For a class of internally generated animals, fair value is not readily determinable without undue cost or 

effort. The SME therefore applies paragraph 34.8. 

The SME incurs expenditure on feed, pasture, labour, veterinary services, housing, utilities, breeding 

activities, agricultural facilities, mortality management and general production overheads. 

Only a small portion of that expenditure, if any, can be attributed to a particular animal on the basis of 

observable facts. Most expenditure simultaneously supports several biological assets and several 

outcomes of biological transformation. 

5. Why cost is not directly observable 

The amounts spent by the SME are observable. The cost of a particular internally generated biological 

asset is not necessarily observable. 

Feed consumed by a young animal simultaneously maintains metabolism and body temperature, 

supports movement, preserves the animal’s existing condition, contributes to growth and maturation, 

and affects future productive capacity. There is generally no factual basis for separating the input 

between maintenance and development. 

Expenditure on a pregnant productive animal may simultaneously maintain the parent animal, support 

production of agricultural produce, develop the fetus and preserve future productive capacity. The 

same expenditure must therefore be attributed among several accounting objects. 

Consequently, the move from observable expenditure to the cost of an asset requires an accounting 

convention. Cost cannot be determined merely by identifying the expenditure incurred. 

6. Possible conventional approaches and diversity 

Entities could reasonably develop materially different policies from the same underlying expenditure. 

 Accumulate all direct and allocated indirect costs during a defined development period until the 

animal reaches maturity or another specified stage. 

 Capitalize only identified development inputs and recognise estimated maintenance expenditure as 

an expense. 
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 Attribute all expenditure to the parent animal until birth, resulting in nil or minimal cost for offspring 

at initial recognition. 

 Allocate maternal and breeding-herd expenditure to offspring using physical measures, standard 

biological coefficients, expected output, relative values or standard costs. 

 Accumulate costs for a herd, cohort or production batch and allocate them using group averages or 

statistical methods. 

 Apply an inventory-type model to animals held for sale and a property, plant and equipment-type 

model to productive animals, with different capitalization and depreciation boundaries. 

7. Interaction with Section 13 Inventories 

Section 13 includes costs of purchase, costs of conversion and other costs incurred in bringing 

inventories to their present location and condition. It also requires joint production costs to be allocated 

on a rational and consistent basis. 

Those principles do not determine what portion of feed, labour or veterinary expenditure brings a living 

animal to its present condition, whether expenditure maintaining biological functions forms part of cost, 

how expenditure is allocated between parent and offspring, or when the process of bringing the animal 

to its present condition ends. 

The expression “present condition” describes the result of the biological process but does not provide 

the missing biological cost-attribution convention. 

8. Interaction with Section 17 Property, Plant and Equipment 

Section 17 includes directly attributable costs incurred to bring an asset to the location and condition 

necessary for it to operate as intended. It also distinguishes asset creation from day-to-day servicing 

and requires depreciation when an asset is available for use. 

For a productive animal, possible milestones include birth, weaning, physical maturity, reproductive 

maturity, first production and transfer to a productive herd. Section 17 does not identify which 

milestone is relevant. 

For an animal raised for sale or slaughter, there may be no meaningful “available for use” stage. 

Biological growth is itself the process through which the resource intended for sale is created. 

Moreover, a biological asset may be used productively over several periods and also be held for 

ultimate sale. The characteristics associated with Sections 13 and 17 are not mutually exclusive. 

9. Recognition and initial recognition 

Paragraph 34.3(c) requires either fair value or cost to be measurable reliably without undue cost or 

effort. This wording creates an additional application question when fair value is unavailable and cost 

depends on extensive conventional allocations. 

If cost cannot be measured reliably without undue cost or effort, paragraph 34.3(c) appears to prevent 

recognition. However, Section 34 does not explain how an entity applies that outcome to an internally 

generated living resource that it controls and from which future economic benefits are probable. 

The timing of initial recognition also affects the paragraph 2.30 undue cost or effort assessment. For a 

calf, possible points include development of a separately controlled embryo or fetus, birth, weaning, 

separation into a managed production group or maturity. 

Fair value and cost may be differently measurable at each of those stages. A consistent answer 

therefore requires clarification of the unit of account and the event at which an offspring becomes a 

separately recognised biological asset. 
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10. Depreciation 

Paragraph 34.8 refers to accumulated depreciation, and paragraph 34.10 requires disclosure of 

depreciation methods and useful lives or depreciation rates. The Standard does not state expressly 

whether every biological asset measured using the cost model is depreciated. 

A productive animal may be analogous to an asset used over several periods and therefore 

depreciable. An animal raised for sale may be more analogous to inventory and depreciation may be 

inappropriate. 

Some animals have both characteristics: they produce agricultural produce or offspring and are 

ultimately sold. The Standard does not explain whether the entity applies one model throughout the life 

of the animal, changes the analogy when intended use changes, or separates different economic 

benefits. 

If depreciation is required, the meaning of “available for use” or an equivalent commencement criterion 

must be clarified for biological assets. 

11. The undue cost or effort asymmetry 

The structure of Section 34 evaluates the cost and effort of determining fair value and assigns the cost 

model to all other biological assets. It does not expressly require a comparison with the cost and effort 

of constructing historical cost. 

This may produce a counterintuitive outcome. An SME may avoid an external valuation fee but be 

required to design and maintain a continuous system for accumulating and allocating feed, labour, 

veterinary expenditure, parental costs, mortality and overheads. 

For an internally generated biological asset, the cost of recording expenditure is not the same as the 

cost of constructing asset cost. The latter may require substantial systems, records and professional 

judgement. 

The IFRS Foundation’s educational Module 34, prepared for the 2015 edition, acknowledges that 

where an active market exists, measuring cost is generally more burdensome and subjective than 

determining fair value because of extensive cost allocations. It uses the cost of a two-week-old calf as 

an example. The core wording of the fair value/cost choice is retained in the third edition. 

This gives rise to the question whether the paragraph 2.29 assessment should be comparative. If the 

alternative cost model is more burdensome than fair value, requiring cost does not achieve the 

intended cost-benefit relief. 

12. Views that may develop in practice 

AMC identifies at least three possible interpretations. 

 View 1 — The assessment is one-sided. An entity assesses only the incremental cost and effort of 

obtaining fair value. If that burden is undue, paragraph 34.8 applies regardless of the burden of the 

cost model. 

 View 2 — The assessment is implicitly comparative. Because paragraph 2.29 requires 

consideration of costs and benefits and Section 34 selects between two measurement models, an 

entity should consider whether the alternative cost model is actually less burdensome. 

 View 3 — The fair value assessment is one-sided, but paragraph 34.3(c) separately requires the 

entity to determine whether cost can be measured reliably without undue cost or effort. If neither 

measurement qualifies, recognition is deferred or another policy is developed under Section 10. 
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13. Why Section 10 does not provide a sufficiently consistent answer 

Section 10 provides a process for developing an accounting policy in the absence of specific 

requirements. It does not establish substantive agricultural cost-attribution principles. 

An entity can support materially different policies by reference to different aspects of Sections 13 and 

17 and to the concepts and pervasive principles in Section 2. Each policy may be systematic and 

consistently applied while producing materially different carrying amounts. 

The diversity therefore arises not from a choice between detailed allocation methods within a common 

model, but from the absence of agreement on the objective and boundaries of the cost model itself. 

14. Why the issue is especially significant for SMEs 

The biological allocation problem does not become conceptually simpler because the reporting entity is 

smaller. A small farm faces the same questions about feed, parental costs, offspring and joint 

production as a larger agricultural entity. 

Large agricultural businesses may have integrated livestock systems, specialist accountants, batch 

costing and internal valuation capabilities. A small agricultural entity may face the same conceptual 

questions with substantially fewer resources. 

A model intended as a simplification can therefore impose the greater burden. Fair value based on 

accessible market information may be cheaper, easier to understand and less subjective than a 

complete cost-allocation system. 

The application issue is consequently directly related to the stated purpose of the IFRS for SMEs 

Accounting Standard: reflecting cost-benefit considerations and the technical and financial abilities of 

SMEs. 

15. Assessment against the SMEIG criteria 

Paragraph 20 of the SMEIG Terms of Reference and Operating Procedures identifies three criteria for 

addressing an issue in a Q&A. 

 Pervasiveness: internally generated livestock, crops, plantations and other biological assets are 

held by SMEs in many jurisdictions. The allocation problem arises whenever paragraph 34.8 is 

applied and is not limited to a rare contractual structure. 

 Unintended or inconsistent application because of lack of clarity: Sections 10, 13, 17 and 34 permit 

materially different interpretations of eligible costs, unit of account, recognition timing, capitalization 

period and depreciation. The Standard provides no explicit method for reconciling them. 

 Ability to reach a timely consensus: the question can be addressed by explaining how existing 

requirements interact and by setting minimum principles rather than prescribing industry-specific 

allocation rates or an extensive rule-oriented system. 

16. Requested Q&A 

AMC asks the SMEIG to develop a Q&A that clarifies the following points. 

 Cost of an internally generated biological asset is not necessarily a directly observable fact; it may 

require a conventional attribution model. 

 The entity must identify a unit of account, capitalization perimeter, capitalization period and 

systematic allocation basis consistent with the economic function of the biological asset. 

 The Q&A should explain how Sections 13 and 17 inform, but do not automatically determine, that 

policy and should state criteria for selecting or combining those analogies. 

 The Q&A should clarify how paragraph 34.3(c) applies when fair value is unavailable and cost itself 

cannot be measured reliably without undue cost or effort. 
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 The Q&A should clarify whether the undue cost or effort assessment in Section 34 includes 

comparison with the total cost and effort of applying the cost model. 

 The Q&A should clarify initial recognition for offspring and other biological assets generated 

through biological transformation. 

 The Q&A should clarify which biological assets measured under paragraph 34.8 are depreciated 

and when depreciation commences. 

17. Relationship with the IAS 41 submission 

AMC has submitted a related application question to the IFRS Interpretations Committee concerning 

paragraphs 30–33 of IAS 41. That submission addresses the cost exception in full IFRS Accounting 

Standards. 

The present issue is independent. The IFRS for SMEs Accounting Standard is a stand-alone Standard, 

and the SMEIG has responsibility for its implementation and application. However, coordinated 

consideration would reduce the risk of inconsistent explanations of the same underlying biological cost-

attribution problem. 

18. Conclusion 

Section 34 treats cost as the required alternative when fair value is not readily determinable without 

undue cost or effort. For internally generated biological assets, however, cost does not exist 

independently of the accounting conventions used to attribute expenditure. 

The observable fact is the expenditure. The carrying amount of a particular biological asset is produced 

by decisions about the unit of account, eligible expenditure, capitalization period, allocation between 

maintenance and development, allocation to offspring and agricultural produce, and depreciation. 

Without clarification, SMEs can apply materially different conventions and obtain materially different 

accounting outcomes. The uncertainty and burden may be particularly significant for entities with 

limited accounting resources. 

AMC therefore asks the SMEIG to develop a Q&A clarifying the application of paragraphs 2.28–2.31 

and 34.2–34.10 together with Sections 10, 13 and 17. 

Authoritative and supporting sources 

 IFRS for SMEs Accounting Standard, third edition issued February 2025: paragraphs 2.28–2.31 

and 34.2–34.10, together with Sections 10, 13 and 17. 

 SME Implementation Group, Terms of Reference and Operating Procedures, June 2020: 

paragraphs 20–27. 

 IFRS Foundation, Educational Module 34—Specialised Activities, version 2019-02, especially the 

discussion explaining that cost can be more burdensome and subjective than fair value because of 

extensive allocations and the example of a two-week-old calf. The module relates to the 2015 

edition and is cited as supporting educational material, not as mandatory authority. 
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Oksana Sukhareva 

Director 


