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Introduction

General

1. This standard deals with accounting for aquaculture operations where
the products from such operations are used mainly for food
consumption. It does not deal with the following specialised
aquaculture operations where the products are not intended for food
consumption:

a) culture of aquarium fishes and other organisms

b) pearl culture

c) hatcheries of fry, larvae or fingerlings

2. The standard applies to enterprises engaged in aquaculture operations,
whether or not, such operations are their main activities.

Definitions

3. The following terms are used in this standard with the meaning
specified:

Aquaculture is the culture and husbandry of desirable aquatic animals
(such as fish and prawns) and aquatic plants (such as algae and
planktons) under certain controlled conditions.

Carrying capacity is the normal capacity that specifies the stocking
density of an aquaculture production system.

Cost centre base is the method of income determination measured by
matching costs and revenues of individual unit of pond, pen or cage.

Identifiable cost unit is a unit or centre in which product costs
accumulate.

Project base is the method of income determination measured by
matching costs and revenues of each individual project or batch of
production cycle.

Explanation
4. An aquaculture production cycle typically goes through three distinct

phases, namely, (i) the procurement phase, (ii) the transformation or
grow-out phase, and (iii) the harvesting/sale phase. As a going concern
aquaculture operations consists of a continuous series of individual
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production cycles each capable of being measured and evaluated
separately. Thus, from and economic viewpoint the success of such
operations depends on the outcome of the production cycles.

5. The unique feature of aquaculture operations is that stock changes in
its form and quantity in the transformation phase. Fry or fingerlings
grow out to be prawns and fishes. The quantity could also change due
to mortality, an inherent risk in such operations. In aquaculture, direct
visibility of the species cultured is almost impossible. These unique
characteristics make it impractical to associate aquaculture stocks to
the physical species cultured. A more pragmatic approach is to view
stocks on the basis of identifiable units or centres in which product
costs accumulate. The identifiable units are the ponds or pens where
the species are cultured.

6. The inherent risks and uncertainties in aquaculture operations often
result in losses due to partial or complete destruction of the species
cultured. The prudence concept requires the foreseeable losses from
the operations be recognised on a timely basis.

7. Financial reporting regulations require that periodic results be
measured and reported. Depending on the production systems
employed and the species cultured, the length of a production cycle
may extend beyond one accounting period. There could also be
production cycle where the procurement phase begins in one
accounting period while the harvesting/sale phase ends in another
period. Thus, income determination in aquaculture operations should
be based on accounting methods that can best reflect fairly the success
of farm operations and management in the reporting period.

Accounting Methods

Accounting Treatment of Initial Investment Cost

8. The initial investment cost is the cost of setting up an aquaculture
venture and should consist of all expenditures whose incurrence are
directly attributable or can be allocated on a reasonable basis to bring
the venture to its operational conditions.

9. The expenditures normally incurred in setting up a venture include the
following:

a) acquisition cost of land, licenses and rights,

b) construction cost of farm buildings, farm premises and other
farm infrastructures,
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c) excavation and construction cost of ponds, pens, cages,
canals, roads and gateways,

d) cost of transportation vehicles such as boats, trucks and cars,

e) cost of farm machinery and equipment such as water pumps,
generators, feeding machine, feed mixers, refrigerators and
nets.

10. These initial expenditures are to be capitalized as fixed assets and
appropriately classified. The carrying amount of the initial investment
cost should be accounted for in accordance with IAS 16, Accounting
for Property, Plant and Equipment and with IAS 14, Depreciation
Accounting.

11. Subsequent improvements such as re-construction cost of existing
ponds, pens or cages, canals, etc. should be charged to income unless
they increase the future benefits from the existing assets beyond their
previously assessed standard of performance.

Accounting Bases for Income Determination

12. Opinions differ on the appropriate base for income determination in
aquaculture operations. Some maintain that income should be
measured on the cost-centre base by matching costs and revenues of
each individual pond, pen or cage. Others argue that income should be
measured on the project base by matching costs and revenues of each
individual project or batch of production cycle.

13. Proponents of the cost centre base argue that the method enables
costing of the units (ponds, pens or cages) to approximate those that
would prevail in a normal successful operation as costs of the failed
units are not spread on to the successful ones. Further, this approach
has the advantage of prudence in the sense that it recognises losses of
the failed units as the costs incurred are not represented by any or
sufficient stocks. In a large-scale commercial venture losses on failed
units represent the inherent risk in aquaculture operations.

14. The principal setback of this approach is that it could lead to a
distortion in the reported periodic results. Within the same production
cycle, losses may be reported for the failed units in one period while
profits may be reported for the successful units in the next period.
Hence the success or failure of each cycle is not determined in totality.
Further, this approach appears to be in conflict with the matching
principle as losses arising from failed units of an uncompleted cycle
are matched against revenues of completed cycles. Thus, from an
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economic viewpoint, this approach will not report fairly the results of
the farm operations and management.

15. Proponents of the project base believe that within a production cycle,
losses of failed units are a cost of those that are successful. They argue
that each production cycle is distinct and identifiable. Thus, the project
base approach accords more closely to the matching of costs and
revenues as the result of each cycle is reported in totality. Further, this
approach may overcome some of the difficulties of apportioning fixed
production costs across ponds, pens or cages. Hence, for control
purposes, this approach appears to provide more useful accounting
information.

16. The main setback of this approach is that costs of the failed units are
carried as assets although they are not represented by any or sufficient
stocks. Hence, it appears to be in conflict with the prudence concept.

17. Examination of the above arguments results in the project base being
generally considered the more satisfactory approach as it tends to
reflect fairly the results of farm operations and management.

Aquaculture Stocks

18. An essential part of the good accounting system for aquaculture
operations is the identification of cost units which form the bases in
which product costs accumulate. The identification of cost units should
be based on the principle that the result of each unit is capable of being
measured and identified separately, whether done on an individual
pond, pen or cage, or on an individual batch of production cycle.

19. Aquaculture stocks are stocks of the identifiable cost units and should
consist of the aggregate of costs of material inputs, cost of
transformation (direct farm labour and production overheads) and
other costs incurred in nurturing the species cultured to their saleable
condition. These provisions require that production overheads such as
indirect materials, indirect labour and depreciation of farm machinery
and equipment, etc. be inventoried to stocks on the grounds that they
are considered to relate directly to putting the stocks in their saleable
condition.

20. There can be practical difficulties in deciding the amounts of fixed
production overheads to be inventoried to stocks. The procedure in the
allocation of fixed production overheads to the costs of stocks is by
relating it to the normal carrying capacity of the farm operations.
However, the carrying capacity in aquaculture operations can be
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partially changed by husbandry practices. Thus, the normal carrying
capacity should be determined in advance to provide a reasonable basis
for allocating fixed production overheads.

21. In order to achieve a reasonable degree of comparability between
enterprises, and between accounting periods of the same enterprise, it
is necessary to identify the cost items that should normally be
inventoried to aquaculture stocks.

22. As a minimum, the following items should be inventoried to
aquaculture stocks:

a) Variable material costs such as seed stock, feeds, fertilizers,
medicines, etc.

b) Direct farm labour such as wages of farm workers.

c) Direct fixed costs such as depreciation of ponds, pens or
cages, generators, water pumps, boats, etc.

d) A reasonable allocation of indirect fixed costs such as
depreciation of common pumps, canals, gateways, salaries of
supervisors and technicians, etc.

23. The identifiable cost units should be the bases in which product cost
accumulate and should be identified on an individual pond, pen or
cage, and/or on an individual batch of production cycle.

Stock Valuation

24. As most aquaculture production cycles are short-term, stocks should be
valued at the lower of cost and net realisable value. For this purpose,
detailed records of mortality rate and/or periodic sampling on stocking
density should be an integral part of an aquaculture accounting system.

25. A foreseeable loss arises when current estimates of the net realisable
value of a production cycle or a cost unit is expected to fetch below its
accumulated costs. In such cases, a write down to net realisable value
is necessary. Since the policy on income determination is based on the
project approach it is not necessary to write down the cost of a unit to
its net realisable value provided the net realisable value of that
production cycle is expected to be above its accumulated costs. The
write down should be assessed on a project basis.

26. Opinions differ on the appropriate base for testing net realisable value.
Some prefer to value stocks by comparing the current average weight
valued at current market price with the costs accumulated to date.
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Others prefer to estimate net realisable value at the point harvest/sale
in comparison with the estimated total cost (which include costs
accumulated to date plus estimated costs necessary to complete the
cycle).

27. The current average weight of the species cultured is generally
considered an inappropriate base for estimating net realisable value of
aquaculture stocks. This is because the rates of weight gain and
mortality are different in the grow-out phase. In addition, there are
species whose market values are insignificant unless they grow out to
their accepted saleable size.

Accounting for Aquaculture
Malaysian Accounting Standard 5 comprises paragraphs 28-40 of this
Statement. The standard should be read in the context of paragraphs 1-27
of this Statement and of the Preface to Statements of International
Accounting Standards.

Initial Investment Cost

28. The initial investment cost of an aquaculture venture should
consist of all expenditures whose incurrence are directly
attributable or can be allocated on a reasonable basis to bring the
venture to its operational conditions.

29. These initial expenditures are to be capitalized as fixed assets and
appropriately classified. Their carrying amounts should be
accounted for in accordance with IAS 16, Accounting for Property,
Plant and Equipment and with IAS 4, Depreciation Accounting.

30. Subsequent improvements on existing assets should be charged to
income unless they increase the future benefits from the existing
assets beyond their previously assessed standard of performance.

Income Determination

31. For income determination, an aquaculture enterprise should adopt
the project approach by matching costs and revenues of each
individual production cycle.

32. Revenue from aquaculture operations should be recognised at the
point of sale.

Stock Valuation
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33. Aquaculture stocks should be viewed as stocks of the identifiable
cost units. The identification of cost units should be based on the
principal that the results of each unit is capable of being measured
and evaluated separately, whether done on an individual pond,
pen or cage, or on an individual batch of production cycle.

34. The cost of stocks should include a systematic allocation of those
production overheads that are considered to relate directly to
putting the stocks in the saleable condition. Allocation of fixed
production overheads to the cost of stocks should be based on the
normal carrying capacity of culture or operation system.

35. Aquaculture stocks should be valued at the lower of cost and net
realisable value.

36. Estimates of net realisable value should be based not on current
average weight value at the current market price but on the most
reliable evidence available at the time the estimates are made as to
what the stocks are expected to realise upon completion of the
cycle.

37. Stocks should be written down to net realisable value by
production cycle since the policy on income determination is based
on the project approach.

Disclosure in the Financial Statements

38. The accounting policies for the following should be disclosed:

a. the base adopted for income determination

b. the base adopted for valuing stocks

Effective Date

39. This Standard becomes operative for annual financial statements
covering periods on or after 1 September 1998.


