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To the IFRS Interpretations Committee,
Accounting & Tax Committee

Japan Foreign Trade Council, Inc.

Comments on Tentative Agenda Decision: “Classification of Debt with Covenants as
Current or Non-current (IAS 1 Presentation of Financial Statements)”

The following are the comments from the Accounting & Tax Committee of Japan Foreign Trade
Council (JFTC) regarding the Tentative Agenda Decision: Classification of Debt with Covenants as
Current or Non-current (IAS 1 Presentation of Financial Statements). JETC is a trade-industry
association with Japanese trading companies and trading organizations as its core members, while the
principal function of its Accounting & Tax Committee is to respond to developments in Japanese and
international accounting standards. (Member companies of JFTC Accounting & Tax Committee are
listed at the end of this document.)

Our comments

We do not agree with the IFRIC tentative agenda decision. Specifically, we strongly oppose
classifying the loan as current or non-current based on covenants to be complied with at future
testing dates, as in Cases 2 and 3 of the agenda paper. This would not faithfully reflect an entity’s
actual situation, reducing the utility of financial reporting, and thereby impairing the provision of
useful information to users of financial statements.

Saying that an entity has the right to defer settlement for at least twelve months is essentially the
same as saying that a lender has no grounds to require repayment on demand for at least twelve
months. In both Case 2 and Case 3 of the agenda paper, at the reporting date the entity is either not
required to comply with any covenant pursuant to the loan agreement, or it has already complied
with the covenant. Accordingly, the lender has no grounds to require repayment on demand, making
the only valid repayment date December 31, 20X6; the interpretation that the entity does not have
the right to defer settlement for twelve months is therefore mistaken.

As in Case 2, if an entity classifies the loan as current or non-current based on covenants to be
complied with at future testing dates and reflected this in its financial statements on reporting dates,
it is envisaged that frequent reclassifications of the same liability between current and non-current
could occur.

Moreover, as in Case 3, if an entity was required to comply with different numerical conditions at
future dates, it is likely that, as a condition of the loan, the lender would regularly review for
appropriate business growth based on the business plan provided to it. In that case it would be
extremely unreasonable to determine the right to defer settlement by applying conditions predicated

on such future business growth to the entity’s financial position as of the reporting date.
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