
Classifying debt as current or non-current

Case 1 Case 2 Case 3

Condition –
working capital 
(WC) ratio

Above 1.0 Above 1.0 Above 1.0 Above 1.1

Testing dates Each 31 Dec, 31 Mar, 30 Jun, 
and 30 Sept

Each 31 Mar 31 Dec 20X1 30 Jun 20X2 
and each 30 
Jun thereafter

Compliance with 
conditions at 31 
Dec 20X1 (i.e. 
both those 
conditions at the 
reporting date 
and thereafter)

WC ratio is 0.9 WC ratio is 0.9 WC ratio is 1.05

The company obtains a waiver 
for the breach before 31 Dec 
20X1. The waiver is for three 
months only

The company expects the WC 
ratio to be above 1.0 at 31 Mar 
20X2 (and the other testing 
dates in 20X2)

The company expects the WC ratio to be 
above 1.0 at 31 Mar 20X2

The company expects the WC ratio to 
be above 1.1 at 30 Jun 20X2

Three examples of term loans
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The IFRS Interpretations Committee considered the following three examples of term loans in its tentative agenda decision (TAD). 

All three cases consider the classification of a five-year term loan, fully drawn down and with a due date of 31 December 20X6. 
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Case 1 Case 2 Case 3

Classification of 
the loan at 31 
Dec 20X1 using 
rationale in TAD

- Current liability

- Actual breach of the 
condition at the reporting 
date (31 Dec 20X1) – i.e. 
the company does not 
comply with the condition 
at the reporting date but 
obtains a waiver for that 
breach prior to that date 

- The waiver covers only 
three months so at the 
reporting date, the 
company does not have 
the right to defer 
settlement for at least 12 
months after that date

- Current liability

- The company assesses if it complies 
with the future condition at the 
reporting date (31 Dec 20X1) even 
though the test is not contractually 
required until 31 Mar 20X2 – i.e. the 
company must perform a hypothetical 
compliance test at the reporting date 
even though the loan agreement 
requires testing for compliance only at 
a later date

- As the working capital ratio is 0.9 at 
31 Dec 20X1, the company fails the 
hypothetical compliance test – i.e. it 
does not have the right to defer 
settlement for at least 12 months after 
the reporting date

- Current liability

- The company assesses if it 
complies with the conditions at the 
reporting date (31 Dec 20X1). 
However, the company must also 
perform a hypothetical test for 
compliance with the condition at 
future dates within 12 months after 
the reporting date (i.e. 30 Jun 20X2)

- Even though the company complies 
with the condition at the reporting 
date (i.e. the actual compliance test 
at 31 December 20X1 per the loan 
agreement), it fails the hypothetical
compliance test with the future 
condition set for Jun 20X2 – i.e. it 
does not have the right to defer 
settlement for at least 12 months 
after the reporting date



Case 1 Case 2 Case 3

Future 
expectations

It is irrelevant that the 
company expects the working 
capital ratio to be above 1.0 at 
31 Mar 20X2 (and the other 
testing dates in 20X2) or may 
expect to receive another 
waiver from the lender

It is irrelevant that the company expects 
the working capital ratio to be above 1.0 at 
31 Mar 20X2

It is irrelevant that the company expects 
the working capital ratio to be above 1.1 
at 30 Jun 20X2

Classifying debt as current or non-current | 3

Publication name: Classifying debt as current or non-current 

Publication date: January 2021

© 2021 KPMG IFRG Limited, a UK company, limited by guarantee. All rights reserved.

The KPMG name and logo are trademarks used under license by the independent member firms of the KPMG global organization.

KPMG International Standards Group is part of KPMG IFRG Limited.

KPMG refers to the global organization or to one or more of the member firms of KPMG International Limited (“KPMG International”), each of which is a 
separate legal entity. KPMG International Limited is a private English company limited by guarantee and does not provide services to clients. For more 
detail about our structure please visit https://home.kpmg/governance

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we 
endeavour to provide accurate and timely information, there can be no guarantee that such information is accurate as of the date it is received or that it will 
continue to be accurate in the future. No one should act upon such information without appropriate professional advice after a thorough examination of the 
particular situation.

This publication contains copyright © material and trademarks of the IFRS® Foundation. All rights reserved. Reproduced by KPMG IFRG Limited with the 
permission of the IFRS Foundation. Reproduction and use rights are strictly limited. For more information
about the IFRS Foundation and rights to use its material please visit www.ifrs.org.

Disclaimer: To the extent permitted by applicable law the Board and the IFRS Foundation expressly disclaims all liability howsoever arising from this 
publication or any translation thereof whether in contract, tort or otherwise (including, but not limited to, liability for any negligent act or omission) to any 
person in respect of any claims or losses of any nature including direct, indirect, incidental or
consequential loss, punitive damages, penalties or costs.

Information contained in this publication does not constitute advice and should not be substituted for the services of an appropriately qualified professional.

‘IFRS®’, ‘IAS®’,‘IFRIC®’ and ‘IASB®’ are registered Trade Marks of the IFRS Foundation and are used by KPMG IFRG Limited under licence subject to the 
terms and conditions contained therein. Please contact the IFRS Foundation for details of countries where its Trade Marks are in use and/or have been 
registered. home.kpmg/ifrs

https://home.kpmg/governance

	Slide Number 1
	Slide Number 2
	Slide Number 3

