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Dear Ms Lloyd 

Tentative agenda decision – Classification of Debt with Covenants as Current or Non-current (IAS 1 
Presentation of Financial Statements) 

Deloitte Touche Tohmatsu Limited is pleased to respond to the IFRS Interpretations Committee’s 
publication in the December 2020 IFRIC Update of the tentative decision not to take onto the 
Committee’s agenda the request for clarification on whether an entity has a right to defer settlement of a 
liability for at least 12 months after the reporting period when the right to defer is subject to specified 
conditions.  

We believe that this issue is of such significance that it cannot be resolved by the Committee through an 
agenda decision. We strongly believe that the Board should reconsider the conclusion reached in the 
recent amendment to IAS 1 to ensure that it provides a principle that results in relevant classification of 
debt with covenants as current or non-current.  

We are very concerned that the conclusion proposed in the tentative agenda will often result in a 
presentation of an entity’s financial position that does not provide relevant information, especially for 
those entities that have cyclical or seasonal businesses or are emerging growth or start-up businesses.  

If we consider Case 2 presented in the tentative agenda decision, as an example, in a cyclical business 
where receivables or inventory vary, the working capital ratio may be quite different at the reporting 
period end (31 December) compared to at the covenant testing date (31 March). If the entity reports on a 
quarterly basis, applying the rationale in the tentative agenda decision, the liability would be classified as 
current at December and as non-current at March. This regular movement in the classification of the 
liability between current and non-current will not provide useful information for users of the accounts. 
This is particularly the case since the lender may have established the covenant testing date at 31 March 
considering the cyclical nature of the business of the entity, with no expectation on the lender’s part that 
the covenant would be met at another reporting date.  

Similarly, consider Case 3 presented in the tentative agenda decision in the situation of a start-up 
business.  As the borrower is expected to grow, the lender may specifically intend that the covenant 
criteria be lower in earlier periods.  The lender may actually view these covenants as different tests based 
on different stages of the business’s life.  Applying the requirements of a later covenant applicable to a 
later stage of the borrower, albeit within 12 months, may not align with the lender’s expectation. 
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We are concerned that it will be challenging for users to understand whether a reclassification of a debt as 
current is due to a theoretical breach of a future covenant or an actual breach at the reporting date. The 
implications of these two situations may be significantly different and the current Standard fails to 
differentiate between them.  

Additionally, classification as current in the circumstances described in cases 2 and 3 may not provide 
relevant information about liabilities due to be repaid within 12 months from the reporting date and may 
be inconsistent with other disclosures, such as going concern. This could cause significant confusion 
amongst users.  

For these reasons, therefore, we do not consider that it would be appropriate to finalise the agenda 
decision and we strongly suggest that further standard setting activity by the Board is required. 

If the Committee were to finalise the decision, we would suggest that the rationale for the liability being 
classified as current in case 1 should be expanded. We agree that where a waiver is granted at the period 
end for three months, IAS 1:75 requires classification as current given that the period of grace related to 
the 31 December violation is less than twelve months. However, this does not appear to be the only 
reason why the liability would be presented as current. Applying the analysis presented in the tentative 
agenda decision, it appears that the requirements in IAS 1:72A also apply with respect to the subsequent 
quarterly testing and in this case would also result in classification of the liability as current. This is 
because at the end of the reporting period the entity does not comply with the specified condition at each 
of the testing dates during the next twelve months. 

If you have any questions concerning our comments, please contact Veronica Poole in London at +44 (0) 
20 7007 0884. 

Yours sincerely 

 
 
 
 

Veronica Poole 

Global IFRS Leader 


