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MAIN FEATURES OF THE STANDARD
The Standard

(a) applies to all self-generating and regenerating assets (SGARASs)
(including consumable-SGAR As with short-term production cycles
[such as wheat crops] and bearer-SGARAs with long-term
production cycles [such as apple trees in an orchard]) other than
those held for “non-commercial” purposes

(b) requires SGARASs to be measured at net market value

(c) requires increments (decrements) in the net market values of
SGARAS to be recognised as revenues (expenses) in the profit and
loss statement in the financial year in which the increments
(decrements) occur, and the net market value of non-living produce
extracted from SGARAs (less the costs of extraction) determined
immediately after it becomes non-living to be recognised as
revenues in the profit and loss statement in the financial year in
which extraction occurs

(d) deems the cost of non-living produce of SGARAS to be the net
market value of the produce immediately after it becomes non-
living, for the purpose of applying Accounting Standard AASB 1019

“Inventories”
(e) requires SGARAS to be presented separately in the balance sheet
® requires specific disclosures in relation to SGARAs.
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ACCOUNTING STANDARD AASB 1037

The Australian Accounting Standards Board makes Accounting Standard
AASB 1037 “Self-Generating and Regenerating Assets” under section 334 of
the Corporations Law.

K H Spencer
Dated 6 August 1998 Director — AASB

ACCOUNTING STANDARD

AASB 1037 “SELF-GENERATING AND
REGENERATING ASSETS”

1 Application

1.1 This Standard applies to each entity which is required to prepare
financial reports in accordance with Part 2M.3 of the
Corporations Law and which:

(a) is a reporting entity; or

(b) holds those financial reports out to be, or form part of, a
general purpose financial report.

1.2 In the event of a conflict between this Standard and any other
Standard, the requirements of this Standard prevail.

1.2.1  Accounting Standard AASB 1010 “Accounting for the Revaluation
of Non-Current Assets” does not apply to self-generating and

regenerating assets (SGARAs) that are non-current assets to which
this Standard applies.

2 Scope
2.1 This Standard applies to:
(a) SGARAs other than SGARAS that are held for the

primary purpose of aesthetics, heritage, ecology, the
environment, or recreation
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(b) exclusive rights obtained through leases or similar types
of arrangements over specific SGARAS, as if those
rights are themselves SGARAs.

This Standard applies to SGARAs that are held primarily for profit,
for example, SGARASs held primarily for sale in their own right or
held to generate produce for sale. Although the principles in this
Standard may be appropriate for SGARAs that are not held
primarily for such purposes (for example, SGARAs that are a
component of a national park, public botanical garden or public
recreational park), measurement techniques available to the entity
may not be adequately developed to reliably measure the net market
value of those assets separately. For example, techniques may not
be adequately developed to reliably measure the net market value of
SGARAES in national parks separately from the non-biological assets
(such as land) to which they are attached.

Exclusive rights over specific SGARAS (such as bloodstock) may be
granted through leasing arrangements. Accounting Standard

AASB 1008 “Accounting for Leases” does not apply to lease
agreements concerning rights to exploit natural resources (which
include SGARAs). The net market value of rights over a SGARA
changes as a result of biological change in the underlying SGARA,
in the same way that the net market value of the underlying SGARA
changes. Accordingly, this Standard applies to arrangements that
grant exclusive rights over a specific SGARA, and requires those
rights to be accounted for in a manner consistent with the treatment
of SGARASs. Arrangements over SGARAS that do not grant
exclusive rights over specific SGARAs, such as fishing quotas or
licences, are excluded from the scope of this Standard.

This Standard does not specify how to account for commodity-based
contracts entered into to hedge the price of future sales involving the
physical delivery of SGARAS or the non-living produce expected to
be extracted from SGARAs. Such contracts may commit the entity
to physically delivering SGARAS or the non-living produce of
SGARAs to a buyer. In order to reflect the changes in the value of
the hedge contract in the same periods in which the changes in value
of the underlying SGARAs are reflected, it would be necessary to
measure the hedge contract at net market value and recognise
increments and decrements in the net market value as revenues or
expenses in the profit and loss statement for the financial year in
which the increments or decrements occur.

The standards specified in this Standard apply to the financial report
where information resulting from their application is material, in
accordance with Accounting Standard AASB 1031 “Materiality”.
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3.1

3.2

3.2.1

4.1

5.1

Operative Date

This Standard applies to financial years ending on or after
30 June 2000.

This Standard may be applied to financial years ending before
30 June 2000 where an election has been made in accordance
with subsection 334(5) of the Corporations Law.

Notice of this Standard was published in the Commonwealth of
Australia Gazette on 7 August 1998.

Purpose of Standard

The purpose of this Standard is to prescribe that:

(a) SGARAs be measured at net market values

(b) increments and decrements in the net market values of
SGARAS be recognised in the profit and loss statement
in the financial years in which the increments or
decrements occur

() the net market value of the non-living produce
extracted from SGARAs (less the costs of extraction)
determined immediately after it becomes non-living be
recognised in the profit and loss statement in the
financial years in which the extraction occurs

(d) the cost of the non-living produce of SGARASs is deemed
to be the net market value of the non-living produce
immediately after it becomes non-living

(e) specific disclosures be made in respect of SGARAs.

Accounting for SGARAs
Recognition of SGARAS

A SGARA must be recognised when, and only when:

AASB 1037 7 q3.1
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5.2
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(a) it is probable that the future economic benefits
embodied in the SGARA will eventuate

(b) the SGARA possesses a value that can be measured
reliably.

Statement of Accounting Concepts SAC 4 “Definition and
Recognition of the Elements of Financial Statements” explains the
recognition criteria for assets. It would be rare that SGARAs held
primarily for sale or otherwise to generate profit could not be
measured reliably.

Basis of Measurement

SGARASs must be measured at their net market value as at each
reporting date.

SGARAs are different from non-living assets because they change
biological form over their lives through growth and other means,
resulting in changes in future economic benefits. The future
economic benefits embodied in SGARASs may also change in the
absence of changes in biological form, because their prices change.
Measuring a SGARA at its current value ensures that the effect of
both biological changes and price changes are recognised in
financial reports.

This Standard specifies net market value as the current value
attribute for SGARAs. The net market value of a SGARA is defined
in paragraph 10.1 as the amount which could be expected to be
received from the disposal of the SGARA in an active and liquid
market after deducting costs expected to be incurred in realising the
proceeds of such a disposal. Net market value is the net proceeds
from disposal which could be expected to be received in the ordinary
course of business, rather than the net proceeds from disposal
expected from a distress sale.

Measuring SGARAs at net market value permits comparisons of
SGARAs having substantially the same characteristics, regardless of
their purpose, and when, by whom and how they were acquired. It
also provides a relevant basis for assessing stewardship of the
entity’s management or governing body by indicating the effects of
the decisions to buy, sell or hold SGARAs.

Where they exist, current prices of SGARAS (subject to making
allowance for the deduction of transactions costs) in active and
liquid markets are the best basis for determining their net market
value. Prices in active and liquid markets result from an assessment

AASB 1037 8 q5.1
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by market participants of the present value of an asset’s expected
future cash flows. Therefore, they avoid the need to base
measurements on the intentions of the management or governing
body, or on estimates, as would be necessary if net present value
were to be used in preference. Measures that are based on prices in
active and liquid markets provide more consistent measurements
between entities and between SGARAS of the same entity, while
their use results in the carrying amounts of SGARAs being more
relevant to users of financial reports.

Market prices observed in active and liquid markets often will be
available for SGARAs at all stages of their maturity. These prices
are used as a basis for measuring the net market value of SGARAs
regardless of whether the entity intends to sell the SGARAs in their
current form. This is because prices observed in active and liquid
markets reflect market participants’ assessments of all known
potential uses for the SGARAs. For example, the market price of a
calf held for the purpose of beef production is determined by
observing the market price for calves in a market where potential
buyers may have different intentions in relation to calves. That
market price, expressed as a “farm gate price” or “in situ price”,
captures the condition and location of the calf. Deducting from that
price expected point-of-sale costs (such as saleyard commissions)
results in a net market value which shows the net proceeds that
would result from disposing of the calf. This information is useful
to users interested in assessing the future economic benefits that
could currently be obtained from the calf.

Where there is no active and liquid market for a SGARA, the
best indicator of the net amount which could be received from
the disposal of the SGARA in an active and liquid market must
be used to measure the SGARA, taking into account all relevant
information.

Market prices may not be observable for certain SGARAS, for
example newly planted trees in a forest. Furthermore, although
market prices may be observable, they may be affected by the fact
that the market is not active and liquid. For example, there may be
infrequent activity in the market, the market may not be well
established, small volumes may be traded relative to the asset to be
valued, access to the market may be limited, or the market may be
influenced by one participant or a limited number of participants.

In circumstances where a current market price in an active and liquid
market is not observable, the best indicator of that price, net of
selling costs, is identified. Identifying the best (that is, the most
relevant and reliable) indicator (for example, net present value or
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historical cost) entails the exercise of judgement, having regard to
the circumstances. It is unlikely that any one indicator is the best
indicator of current net market price in an active and liquid market
in all circumstances. In some circumstances one measure may be
more relevant but less reliable than another measure, and in other
circumstances that same measure may be less relevant but more
reliable than the other. Depending on the circumstances, one of the
following measures may represent the best balance between the
often conflicting qualitative characteristics of relevance and
reliability, and be the best indicator of net market price in an active
and liquid market (and therefore the best basis for determining net
market value):

(a) The most recent net market price of the same or similar
assets. For example, when current prices in active and
liquid markets are unavailable, the price of the most recent
transaction involving similar assets may provide the best
basis for determining the net market value, provided that
there has not been a significant change in economic
circumstances between the date at which the market price
was observed and the reporting date.

(b) The net market value of related assets. For example:

6] The net market value of an apple orchard (which
includes assets other than SGARASs, such as land
and buildings) could be based on a market price
observed in an active and liquid market for apple
orchards. In that circumstance, the net market
value of the apple trees could be ascertained by
allocating on a reasonable basis the total net
market value of the orchard between the SGARAs
and the non-SGARAs that comprise the orchard.
This means that the net market value of the
SGARASs does not include any value that is
attributable to the non-SGARAs (and vice versa).
For example, the net market value of non-
SGARAs could be deducted from the total net
market value of the orchard. In that case, the net
market value of the non-SGARAs reflects the
highest and best use of the non-SGARAs. If the
net market value of the non-SGARAs equals or
exceeds the net market value of the orchard, the
net market value of the SGARAs is nil.

AASB 1037 10 95.3.2
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(i1) The net market value of apple trees producing non-
standard varieties may be based on current market
prices observed in active and liquid markets for
apple trees producing standard varieties and which
are similar in other respects.

(ii1) Market prices of the non-living produce of trees in
a mature hardwood forest (that is, the current
prices of hardwood) may be observed in an active
and liquid market and used as a basis for
determining the net market value of a mature
hardwood forest. The observed market price for
the currently available non-living produce of trees
in an immature hardwood forest (pulp wood) is
unlikely to be the best basis for determining the net
market value of the trees in the forest that will be
cultivated for hardwood. However, where the pulp
wood price results in a value that is greater than
the value determined using net present value or
other techniques, the value that is based on the
pulp wood price is likely to be the best basis for
determining the net market value of the trees.

The net present value of cash flows expected to be
generated by the SGARAs discounted at a current market-
determined rate which reflects the risks associated with
those assets. The future cash inflows to the entity from the
assets or their produce, and related cash outflows
(excluding any outflows for financing the assets and
taxation) are estimated and discounted to their present
value. Related cash outflows do not include outflows for
re-establishing a SGARA after harvest (for example, the
costs of replanting trees in a native forest after harvest)
because those outflows are related to future SGARAs and
not the existing SGARAs. The discount rate used to
discount the cash flows needs to be consistent with the
measurement of the cash flows to be discounted. For
example, nominal discount rates would be applied to cash
flows that are expressed in nominal terms.

The entity may enter into a contract to sell its SGARAS, or
the non-living produce expected to be extracted from its
SGARAs, at a future date. As at the reporting date, the
SGARASs may not have an observable price in an active
and liquid market but the currently expected market price
of the SGAR A, or the produce, at the contracted date for
delivery may be reliably estimated. Where, in those
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5.4

5.5

circumstances, the contract price differs from the currently
expected market price of the SGARAs, or the produce, the
SGARAS’ net present value (determined using the
contracted price as an expected cash inflow) would not be
the best basis for determining the net market value of the
SGARA:s.

(d) Cost. For example, the net market value of SGARAs may
be based on cost where:

6] little biological change has taken place since the
costs were incurred and there is no evidence from
other indicators of net market value that cost is not
the best indicator of net market value (for example,
autumn-sown annual crops of wheat or maize for
entities with a reporting date in winter, or
seedlings planted immediately prior to reporting
date)

(i1) the uncertainties associated with a SGARA render
the assumptions that need to be made to determine
other indicators of the SGARA’s net market value
so unreliable that, on balance, cost is more relevant
and reliable than any other indicator (for example,
partially-grown SGARAs with short-term
production cycles where the time between
incurring costs and determining net market value is
short, such as cotton crops shortly after planting,
for which assumptions about yield and market
prices cannot be made reliably).

Recognition of Revenues and Expenses

Any increments or decrements in the net market values of
SGARASs must be recognised as revenues or expenses in the
profit and loss statement for the financial year in which the
increments or decrements occur.

Any difference between the net market value of non-living
produce extracted from SGARAs and the costs of extraction, as
at the date of extraction, must be recognised as revenues or
expenses in the profit and loss statement for the financial year in
which the non-living produce is extracted.

Revenue is typically realised from a SGARA by either selling the
SGARA or extracting non-living produce from the SGARA and
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selling that produce. The requirement in paragraph 5.4 to recognise
increases or decreases in net market values of SGARAs during the
financial year as revenues or expenses means that no gains or losses
would arise on the disposal of SGARAs. In concept, SGARAS are
revalued to net market value immediately prior to disposal (being
equal to the net disposal proceeds), the increases or decreases in net
market values are recognised as revenues or expenses, and no gains
or losses result. Therefore, proceeds from the sale of SGARAs are
not recognised as revenues.

Non-living produce may be extracted from a consumable-SGARA
or from a bearer-SGARA. A consumable-SGARA is one where the
extraction of the non-living produce means that the SGARA no
longer exists (for example, cattle that are slaughtered). A bearer-
SGARA is one where the non-living produce is extracted and the
SGARA remains (for example, an apple tree). A bearer-SGARA
may also produce living assets (which themselves may be
consumable- or bearer-SGARAs) the net market value of which
gives rise to revenue in the financial year in which the living
produce becomes a separate SGARA. While the produce is attached
to the SGARA it is part of the SGARA and therefore is not required
to be accounted for separately from the SGARA. Extraction of non-
living or living produce from a SGARA typically results in a
reduction in the net market value of the SGARA. The reduction in
net market value is recognised as an expense in accordance with
paragraph 5.4. Paragraph 5.5 requires any net market value of the
non-living produce over and above the costs of extraction (such as
picking costs, shearing costs and slaughtering costs) to be
recognised as a revenue in the financial year in which the produce is
extracted.! Appendix 3 to this Standard illustrates the effect of
extracting non-living produce from SGARAs and the effect of other
transactions and events on the carrying amounts of SGARAs.

The sale of non-living produce extracted from a SGARA gives rise
to revenue which is recognised in accordance with Accounting
Standard AASB 1004 “Revenue” and the cost of sales which is
recognised in accordance with Accounting Standard AASB 1019
“Inventories”. The effect of paragraphs 5.4 and 5.5 of this Standard
and AASB 1004 and AASB 1019 on the revenues and expenses that
arise in relation to a bearer-SGARA from which produce is extracted
and subsequently sold is that:

In the vast majority of cases, the net market value of the non-living produce extracted
from SGARAs immediately after extraction exceeds the costs of extraction. In the rare
cases where the costs of extraction exceed the net market value of the non-living produce
immediately after extraction, the difference is recognised as an expense in the financial
year in which the produce is extracted.

AASB 1037 13 95.5.1



(a) a revenue arises as the produce to be extracted from the
SGARA grows while it is attached to the SGARA (reflected
in an increment in the net market value of the SGARA —in
accordance with paragraph 5.4)

(b) an expense arises when the produce is extracted from the
SGARA (reflected in a decrement in the net market value
of the SGARA that results from extracting the produce —
per paragraph 5.4) at the same time a revenue arises for the
net market value of the non-living produce (less the costs of
extraction) at the time of extraction (in accordance with
paragraph 5.5)

(©) a revenue arises when the non-living produce is sold (in
accordance with AASB 1004) at the same time an expense
arises for the cost of inventories sold (in accordance with
AASB 1019 [see also paragraph 5.6 of this Standard]).

There is a view that the recognition of revenue as a result of the
produce growing on a SGARA, as a result of extracting the produce
(and therefore converting it from a SGARA to the non-living
produce of a SGARA) and as a result of selling the non-living
produce would cause revenue from the produce to be counted more
than once. Appendix 1 illustrates a method of displaying revenues
and expenses relating to SGARAs and the non-living produce
extracted from SGARAs in the profit and loss statement to
effectively minimise the effect of counting revenue relating to
SGARAs more than once.

Accounting for the Non-Living Produce of SGARAs

5.6 The non-living produce of a SGARA must be accounted for in
accordance with Accounting Standard AASB 1019
“Inventories”. For the purposes of AASB 1019, the cost of the
non-living produce is deemed to be its net market value
immediately after it becomes non-living.’

5.6.1  This Standard deems that the net market value of the non-living
produce obtained from a SGARA immediately after it becomes non-
living is the cost of the non-living produce. For example, the “cost”
of felled logs for the purposes of AASB 1019 is the net market value
of the felled logs immediately after felling determined by reference
to the most likely market for the felled logs. Another example is
that the “cost” of fruit picked from an orchard is, for the purposes of

Accounting Standard AASB 1019 “Inventories” will be amended to be consistent with
this requirement.
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5.6.2

6.1
6.1.1

7.1

AASB 1019, the net market value of the fruit immediately after
picking determined by reference to the most likely market for the
picked fruit.

Consistent with AASB 1019, the costs of extracting the non-living
produce from SGARAS are embodied in the net market value (and
thereby the deemed cost) of the non-living produce immediately
after it becomes non-living. Paragraph 5.5 requires that those costs
are not included in the amount recognised as revenue on extracting
the produce. Costs incurred subsequent to extraction in relation to
the non-living produce, are included in the cost of inventories in
accordance with AASB 1019.

Presentation
SGARAs must be presented separately in the balance sheet.

Separate presentation of SGARAs in the balance sheet is warranted
because their “living” characteristic makes them unique. The
requirement in paragraph 6.1 means that SGARAs that are attached
to non-SGARAs (such as trees growing on land) are measured
separately from the non-SGARAs.

Disclosures
The following information must be disclosed:

(a) the nature of SGARAs and an estimate or relevant
indication of their physical quantity, separately
classified between “plants” and “animals”, and sub-
classified as appropriate to the circumstances of the
entity, showing separately those SGARASs over which the
entity has rights that are obtained through leases or
similar types of arrangements

(b) SGARAES for which the entity’s use or capacity to sell is
subject to restrictions imposed by regulations or other
external requirements that have a significant impact on
their total net market value. The total and restricted
amounts of those SGARAs must be disclosed, together
with details of the nature and extent of those restrictions

AASB 1037 15 95.6.1



7.1.2

() if the net market values of SGARASs are based on
amounts other than market prices observed in active
and liquid markets:

(i) the method of determining the net market
values
(ii) any significant assumptions made in

determining the net market values

(iii) whether the net market values have been
determined in accordance with an independent
valuation or a directors’ valuation and, where
the net market values have been determined in
accordance with an independent valuation, the
name(s) of the firm(s) which made that
valuation

(d) the net amount of revenues and expenses recognised in
accordance with paragraph 5.4, showing separately the
amount that is attributable to “plants” class, “animals”
class, and each sub-class as appropriate to the
circumstances of the entity. The method by which the
net increment or decrement is determined must be
disclosed

(e) the net amount of revenues and expenses recognised in
accordance with paragraph 5.5, showing separately the
amount that is attributable to “plants” class, “animals”
class, and each sub-class as appropriate to the
circumstances of the entity.

Distinguishing between the fundamental classes of “plants” and
“animals” is considered useful because there are differences between
their economic attributes, and therefore between their associated
risks and potential returns.

Certain restrictions may significantly affect the entity’s capacity to
adapt (for example, its ability to exchange restricted assets for cash
in the short term) or its ability to generate returns on the asset.
Information about restrictions affecting particular SGARAs is
relevant to assessments of the performance, financial position or
financing and investing activities of the entity.

The determination of net market value may be based on assumptions
about future prices for the produce of SGARAs, future costs, foreign
currency exchange rates, the length of time estimated until the
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7.14

8.1

9.1

SGARAS give rise to cash flows, and discount rates. This Standard
does not require disclosure of information on the sensitivity of the
recognised amounts to changes in the underlying assumptions.
However, entities are encouraged to report such information as it
would be useful to users of financial reports for assessing the effect
of the assumptions made in measuring the SGARAS’ carrying
amounts.

The net increment or decrement in the net market values of
SGARAS recognised as revenues or expenses will be affected by the
treatment of costs incurred to maintain or enhance the SGARAs
(whether recognised immediately as an expense or included in the
carrying amount of SGARASs). The net profit (loss) recognised in a
financial year that is attributable to SGARAs will not be affected by
the treatment of those costs because the effect on expenses arising
from the treatment of those costs will be offset by the effect on
revenues, as a result of paragraph 5.4. This Standard does not
prescribe how those costs are to be treated in accounting for
SGARAS on a net market value basis, but requires disclosure of how
the costs are treated.

Appendix 1 to this Standard illustrates a general purpose financial
report of an entity that controls bearer-SGARAs (in particular, a
hazelnut grove). Appendix 2 illustrates a possible format for
disclosures by a forestry entity that are required by paragraph 7.1 of
this Standard.

Comparative Information

Information for the preceding corresponding financial year
which corresponds to the disclosures specified for the current
financial year must be disclosed, except in respect of the
financial year to which this Standard is first applied.

Transitional Provisions

Where the accounting policies required by this Standard are not
already being applied as at the beginning of the financial year to
which this Standard is first applied, they must be applied as at
that date. Where this gives rise to initial adjustments which
would otherwise be recognised in the profit and loss statement,
the net amount of those adjustments, including any adjustments
to deferred income tax balances, must, in accordance with
Accounting Standard AASB 1018 “Profit and Loss Accounts”,
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10.1

be adjusted against retained profits or accumulated losses as at
the beginning of the financial year in which this Standard is first
applied.

Definitions
In this Standard:

assets means future economic benefits controlled by the entity as
a result of past transactions or other past events

borrowing corporation is defined in the Corporations Law

carrying amount means, in relation to an asset or a liability, the
amount at which the asset or liability is recorded in the
accounting records as at a particular date

company is defined in the Corporations Law

current means in the ordinary course of business, would be
consumed or converted into cash, or would be due and
payable, within twelve months after the end of the financial
year

directors’ valuation means a valuation that is not an independent
valuation

economic entity means a group of entities comprising the parent
entity and each of its subsidiaries

entity means any legal, administrative, or fiduciary
arrangement, organisational structure or other party
(including a person) having the capacity to deploy scarce
resources in order to achieve objectives

equity means the residual interest in the assets of the entity after
deduction of its liabilities

expenses means consumptions or losses of future economic
benefits in the form of reductions in assets or increases in
liabilities of the entity, other than those relating to
distributions to owners, that result in a decrease in equity
during the financial year

financial year is defined in the Corporations Law

AASB 1037 18 99.1



general purpose financial report means a financial report
intended to meet the information needs common to users
who are unable to command the preparation of reports
tailored so 