
 
 

 

 
 

Unit 13A-1, Menara MBMR, No. 1, Jalan Syed Putra, 58000 Kuala Lumpur 
Tel : (603) 2273-3100   Fax: (603) 2273-9400   Email : masb@masb.org.my   Website : www.masb.org.my 

 
15 February 2021 
 
Ms. Sue Lloyd 
Chair 
IFRS Interpretations Committee 
Columbus Building  
7 Westferry Circus 
Canary Wharf 
London E14 4HD 
United Kingdom 
 
Dear Ms. Lloyd, 

 

IFRS Interpretations Committee Tentative Agenda Decision: Classification of Debt 
with Covenants as Current or Non-current (IAS 1 Presentation of Financial 
Statements) 

 
The Malaysian Accounting Standards Board (MASB) welcomes the opportunity to provide 
comments on the above Tentative Agenda Decision published in December 2020. 
 
The MASB thinks that the IFRS Interpretations Committee’s conclusions on application of 
paragraph 72A of IAS 1 Presentation of Financial Statements to Case 3 in the Tentative 
Agenda Decision are unduly rigid because the entity complies with the loan conditions at 
its reporting date.  
 
The MASB urges the Committee not to issue the Tentative Agenda Decision, and instead 
refer this matter to the IASB to provide further clarity on paragraph 72A of IAS 1. The MASB 
is concerned that the content of the Tentative Agenda Decision could have a significant 
impact on the classification of common loan agreements, resulting in long-term loans being 
reclassified as current even when this does not represent the business reality. We also 
note that paragraph 72A was not included in ED/2015/1 Classification of Liabilities 
(Proposed Amendments to IAS 1) and so has not been formally exposed for public 
comment. Therefore, the MASB suggests the IASB considers both the drafting of 
paragraph 72A and the implications of the Committee’s conclusions that we have 
described below. 
 
Our interpretation of paragraph 72A  
 
Paragraph 69(d) of IAS 1 specifies that an entity classifies a liability as current when ‘it 
does not have the right at the end of the reporting period to defer settlement of the liability 
for at least twelve months after the reporting period’. Paragraph 72A of IAS 1 provides 
related application requirements. 
 
Paragraph 72A of IAS 1 states ‘If the right to defer settlement is subject to the entity 
complying with specified conditions, the right exists at the end of the reporting period only 
if the entity complies with those conditions at the end of the reporting period’. In Case 3 in 
the Tentative Agenda Decision, the entity meets the working capital ratio requirement at 
the end of the reporting period (31 December 20X1) and is not in breach of any loan 
conditions at this date. Consequently, we consider that the entity complies with the loan 
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conditions at the end of the reporting period. Paragraph 72A does not specify that the 
entity must comply with loan conditions at a subsequent date.  
 
Paragraph 72A of IAS 1 also states ‘The entity must comply with the conditions at the end 
of the reporting period even if the lender does not test compliance until a later date’. Our 
existing understanding of the purpose of this sentence was to address the common 
scenario when the lender tests compliance at a future date based on the entity’s financial 
situation as at the reporting date. For example, a lender may test compliance with a 
covenant based on the entity’s financial statements for the year ended 31 December 20X1 
only at the time those financial statements are issued, for example, in March 20X2. 
However, the Tentative Agenda Decision appears to interpret this sentence more broadly 
as—‘The entity must comply with the conditions at the end of the reporting period even if 
the lender does not require compliance until a later date’. We do not read paragraph 72A 
that way. 
 
Given our comments above, we do not think the Committee’s conclusions in the Tentative 
Agenda Decision represent the only possible interpretation of paragraph 72A of IAS 1. 
 
Conclusions appear unduly rigid  
 
The MASB observes that, besides adding paragraph 72A, Classification of Liabilities as 
Current or Non-current (IAS 1 amendments) removed the word ‘unconditional’ from 
paragraph 69(d).  
 
Paragraph BC48D of IAS 1 clarifies the Board’s reasons for this as ‘The Board noted that 
rights to defer settlement of a loan are rarely unconditional—they are often conditional on 
compliance with covenants. The Board decided that if an entity’s right to defer settlement 
of a liability is subject to the entity complying with specified conditions, the entity has a right 
to defer settlement of the liability at the end of the reporting period if it complies with those 
conditions at that date’.  
 
The Committee’s conclusions appear to contradict removal of the word ‘unconditional’.  
Our understanding was this amendment was intended to widen, rather than narrow, 
application of paragraph 69(d) to cater for rights subject to conditions, provided the entity 
complies with those conditions at the reporting date.  
 
The MASB also considers that the Committee’s interpretation that paragraph 72A requires 
an assessment of future covenants based on the entity’s current financial position would 
result in ‘comparing apples with pears’ and that this seems an unduly rigid approach 
compared with other Standards. For example: 
 
(a) Other IFRS Standards require consideration of the entity’s future expectations, for 

example, when determining expected credit losses in IFRS 9 Financial Instruments 
and expected future cash flows in IAS 36 Impairment of Assets. 

 
(b) IAS 37 Provisions, Contingent Liabilities and Contingent Assets requires only 

obligations arising from past events existing independently of an entity’s future 
actions to be recognised as provisions. If an entity can avoid future expenditure by 
its future actions, for example by changing its method of operation, it has no present 
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obligation for that future expenditure and no provision is recognised.1 An entity can 
usually avoid breaching a future covenant by making changes to its operations. 
 

Implications for the reporting of common loan agreements 
 
The MASB has particular concerns regarding the outcome of Case 3 in the Tentative 
Agenda Decision as it is common for loan agreements to include conditions that vary over 
time to cater for a company’s specific circumstances. For example, considering seasonality 
of the business or different stages of a business life cycle, such as increasing liquidity ratio 
conditions as a company grows. Applying the Committee’s conclusions, the classification 
of these kinds of loan agreements may change from one interim reporting date to another 
without the entity actually breaching the loan conditions. Moreover, the MASB does not 
think the lender’s intention is that the entity must meet all of next year’s covenants before 
the end of the current year and also notes there could also be clauses in the loan 
agreement which allow an entity to address temporary covenant breaches, such as 
application for a waiver. 
 
We also note that, applying the conclusion in the Tentative Agenda Decision, in order for 
Case 3 to obtain current classification, the entity must ask the lender for a waiver of the 30 
June 20X2 covenant before 31 December 20X1, even though the entity complies with the 
working capital ratio at 31 December 20X1 and expects to comply with future covenants. 
We do not think any bank would agree to waive a covenant six months in advance and 
such a request would damage the entity’s relationship with its lender unnecessarily.  
 
The MASB is also concerned that the Tentative Agenda Decision may have other 
unintended consequences. For example, it only addresses one type of covenant, namely 
a particular working capital ratio at a given date. However, there are many other covenants 
in bonds and other debt agreements, including those regarding future profits, cash flows 
and non-financial covenants, for example relating to an entity’s activities. The MASB 
questions whether, applying paragraph 69(d), an entity is required to assess compliance 
of all covenants set for the following twelve months based on conditions at the reporting 
date and is concerned about the practicalities of this.  
 
Unless IAS 1’s rationale for delinking the financial reporting from compliance with loan 
covenants is clear and logical, many entities, lenders and other financial statement users 
will find the classification outcome confusing and counterintuitive, and entities will find it 
difficult to rationalise this outcome in their liquidity risk reporting. We also observe that if 
more loans are classified as current this may result in additional breaches of covenants 
based on liquidity ratios.  
 

 
1 Paragraph 19 of IAS 37.  
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If you need further clarification, please contact the undersigned by email at 
beeleng@masb.org.my or at +603 2273 3100. 
 
Thank you. 
 
 
Yours sincerely, 
 

 
 
TAN BEE LENG 
Executive Director 
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