
FASB Reexposes Proposed ASU on 
Simplification of the Balance Sheet 
Classification of Debt 
By Michael Gyoerkoe and Magnus Orrell, Deloitte & Touche LLP

Introduction
On September 12, 2019, the FASB issued a proposed ASU1 aimed at reducing the cost and 
complexity of determining whether debt should be classified as current or noncurrent in a 
classified balance sheet. The new proposed ASU represents a revised version of the proposed 
ASU on the same topic that was issued on January 10, 2017. The FASB decided to clarify and 
reexpose its proposed approach in response to feedback received on an entity’s evaluation 
of long-term financing agreements and grace periods in its classification of debt as current or 
noncurrent. Comments on the proposed ASU are due by October 28, 2019.

Overview of Proposed Changes

Background
The FASB has received feedback from stakeholders indicating that the existing guidance on 
the balance sheet classification of debt is unnecessarily complex. The current guidance in 
ASC 470-102 consists of an assortment of fact-specific rules and exceptions, the application of 
which varies depending on multiple factors. The Board’s proposed approach would replace 
the current, fact-specific guidance with a uniform principle for determining debt classification. 
In addition, the proposed ASU includes application guidance that would clarify how covenant 
violations, covenant waivers, post-balance-sheet refinancing transactions, and subjective 
acceleration clauses (SACs) affect debt classification.

1 FASB Proposed Accounting Standards Update (ASU), Debt (Topic 470): Simplifying the Classification of Debt in a Classified Balance Sheet 
(Current Versus Noncurrent).

2 For titles of FASB Accounting Standards Codification (ASC) references, see Deloitte’s “Titles of Topics and Subtopics in the FASB 
Accounting Standards Codification.”

In This Issue
• Introduction

• Overview of 
Proposed Changes

• Effective Date and 
Transition

Heads Up | Volume 26, Issue 20
September 19, 2019

https://www.fasb.org/cs/Satellite?c=Document_C&cid=1176173415838&pagename=FASB%2FDocument_C%2FDocumentPage&mc_cid=2b54fb1568&mc_eid=95128b4031
https://www.iasplus.com/en-us/publications/us/other/codtopics/file
https://www.iasplus.com/en-us/publications/us/other/codtopics/file


2

Proposed Changes

Scope
The proposed debt classification guidance would apply to all entities that enter into debt 
arrangements, including debt securities, loan agreements, and revolving credit arrangements. 
Under the proposed ASU, a debt arrangement would be defined in the ASC master glossary 
as an “arrangement that provides a lender with a contractual right to receive consideration 
and a borrower with a contractual obligation to pay consideration on demand or on fixed 
or determinable dates.” Such arrangements would also include (1) financial instruments in 
the legal form of shares that are presented as liabilities because they meet the definition of 
mandatorily redeemable financial instruments in ASC 480, (2) convertible debt instruments 
within the scope of ASC 470-20, and (3) lease liabilities within the scope of ASC 840 and ASC 
842. However, the proposed ASU would not affect an entity that does not present a classified 
balance sheet.

Classification Principle
In place of the current, fact-specific guidance in ASC 470-10, the proposed ASU would 
introduce a classification principle under which a debt arrangement would be classified as 
noncurrent if either (1) the “liability is contractually due to be settled more than one year (or 
operating cycle, if longer) after the balance sheet date” or (2) the “entity has a contractual right 
to defer settlement of the liability for a period greater than one year (or operating cycle, if 
longer) after the balance sheet date.”

Under the proposed classification principle, which focuses on a debt arrangement’s 
contractual terms as of the balance sheet date, some liabilities that are classified as 
noncurrent under existing U.S. GAAP would be classified as current, and other liabilities 
that are classified as current under existing U.S. GAAP would be classified as noncurrent. 
The proposed debt classification principle implies that debt that is not contractually due 
to be settled within 12 months of the balance sheet date generally would be classified as 
noncurrent even if the debtor expects to settle the debt within that period. Unlike existing 
GAAP, this principle would apply even if the borrower violates — or is expected to violate (e.g., 
because of recurring losses or liquidity problems) — a debt covenant after the balance sheet 
date. In addition, if a borrower violates a provision of a long-term debt arrangement as of the 
balance sheet date and the debt arrangement provides a specified grace period for the debtor 
to become compliant before the creditor can demand repayment, the debt would be classified 
as noncurrent if either of the two criteria in the principle are met. Under existing guidance, 
that debt arrangement would be classified as current unless it is determined to be probable 
that the violation would be cured within the grace period. Further, under the proposed ASU, 
long-term debt subject to an SAC would be classified as noncurrent if the borrower has 
received no notification from the lender that it is in noncompliance with the clause as of the 
balance sheet date regardless of whether there has been a change in circumstances that 
would reasonably be expected to permit the SAC to be invoked. The special classification 
guidance under current U.S. GAAP that applies to debt arrangements with SACs would be 
eliminated.

Conversely, the proposed ASU would classify debt as current if it is contractually due to 
be settled within 12 months of the balance sheet date (e.g., because of an objectively 
determinable debt covenant violation as of the balance sheet date, provided that the covenant 
waiver exception described below does not apply). Under the proposed guidance, short-term 
debt would be classified as current even if the entity expects to refinance it under a long-term 
financing agreement, while under existing GAAP, the presence of a long-term financing 
agreement would have resulted in noncurrent classification of the short-term debt if certain 
criteria were met. 
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Covenant Waiver Exception
Under an exception to the proposed classification principle, an entity would not classify 
debt as current solely because of a debt covenant violation that gives the lender the right 
to demand repayment of the debt, as long as the lender waives its right before the financial 
statements are issued (or are available to be issued). For debt to qualify for this exception, the 
following conditions would have to be met: 

• The waiver is for a period greater than one year (or operating cycle, if longer) after the 
balance sheet date.

• The waiver does not result in a modification that would be accounted for as a debt 
extinguishment under ASC 470-50 or a troubled debt restructuring under ASC 470-60. 

• It is not probable that any other covenants in the debt arrangement will be violated 
within 12 months (or operating cycle, if longer) from the balance sheet date. 

• The debt would have qualified for classification as noncurrent as of the balance sheet 
date in the absence of the covenant violation.

In addition, entities would be required to separately present the amount of debt that is 
classified as noncurrent as a result of the waiver exception on the face of a classified balance 
sheet.

Connecting the Dots
Although there is already a covenant waiver exception under current U.S. GAAP, 
the proposal to require entities to separately present the amount of debt that is 
classified as noncurrent as a result of this exception is new.

The example below illustrates how the balance sheet presentation of noncurrent debt 
attributable to the covenant waiver exception would change under the proposed ASU. 

Example

As of December 31, 2018, Entity A has $100 million in outstanding long-term debt obligations. Of 
the $100 million, $35 million is in default as of the balance sheet date. However, before A filed its 
financial statements, it received a waiver of the amount in default.

While the proposed ASU would retain the covenant waiver exception so that A would present 
the $35 million within noncurrent liabilities when certain conditions are met, it would require A 
to separately present the amount of debt that is classified as noncurrent as a result of the waiver 
exception (i.e., the $35 million). Examples of balance sheet presentations under current U.S. GAAP 
and the proposed ASU are shown below.

Balance Sheet Presentation  
(Current U.S. GAAP)

Balance Sheet Presentation  
(Proposed ASU)

Noncurrent debt $ 100,000,000 Debt classified as  
   noncurrent because of 
   waivers obtained after 
   the balance sheet date

$ 35,000,000

Other noncurrent debt $ 65,000,000



4

Refinancing of Short-Term Obligations
The proposed ASU would change the classification of short-term obligations that an entity 
expects to refinance on a long-term basis (e.g., under a letter of credit, line of credit, or other 
long-term financing agreement). Under current U.S. GAAP, short-term obligations are classified 
as noncurrent if an entity has the intent and ability to refinance the obligation on a long-term 
basis, as demonstrated by either (1) the issuance of a long-term obligation or equity securities 
after the balance sheet date or (2) a financing agreement that clearly permits the entity to 
refinance on a long-term basis. In contrast, the proposed ASU would prohibit an entity from 
considering refinancing transactions that occur after the balance sheet date. Therefore, short-
term obligations would be classified as current even if the entity intends and has the ability to 
refinance them on a long-term basis.

Connecting the Dots
In discussions of the feedback received on the initial proposed ASU, the FASB 
considered alternative approaches under which an entity would have been required 
to consider some or all unused long-term financing agreements in the classification 
of debt as current or noncurrent. Under those approaches, short-term debt would 
have been classified as noncurrent if the entity had qualifying long-term financing 
arrangements (e.g., on the basis of a contractual linkage between debt and 
long-term financing agreements in place as of the balance sheet date). However, 
the FASB ultimately decided to reject such approaches in part due to their cost and 
complexity. 

Entities should consider the timing of refinancing plans and the potential effect on the 
classification of short-term obligations. 

Convertible Debt
In the Background Information and Basis for Conclusions of the proposed ASU, the Board 
suggests that an entity should classify convertible debt on the basis of when the liability is 
contractually due to be settled in cash or other assets as opposed to when that debt may be 
converted to equity. If a debt agreement contractually stipulates that settlement must occur 
entirely in shares, an entity would determine the classification on the basis of when the liability 
is contractually due regardless of the settlement form.

Disclosures
The proposed ASU would require an entity to disclose the following information about any 
event of default (e.g., a loan covenant violation or a notification from a lender that an SAC has 
been triggered) “[i]n the period in which [the] event of default occurs . . .

a. An explanation of the default

b. The amount of obligations subject to the default

c. The terms of a waiver (including period of the waiver, if applicable).” 

The following additional disclosures would be required in “the period in which an entity 
violates a provision of a long-term debt arrangement and the debt arrangement provides a 
grace period that expires after the balance sheet date [if] that violation has not been cured 
before the financial statements are issued (or [are] available to be issued) and the failure to 
cure the violation would give the lender the right to demand payment of the long-term debt 
arrangement when the grace period expires:

a. An explanation of the violation

b. The amount of obligations subject to the violation

c. The terms of the grace period.” 
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Effective Date and Transition
The FASB will determine an effective date for the final guidance after the proposal’s comment 
period.

The proposed ASU would become effective in the first annual period after its effective date 
(including interim periods within that annual period). An entity would be required to apply the 
guidance in the proposed ASU prospectively to all debt that exists as of the new standard’s 
date of initial adoption and after that date. In addition, under the proposed guidance, “[a]n 
entity is required to [provide the following transition disclosures]:

1. The nature of and reason for the change in accounting principle

2. The effect of the change on the affected financial statement line items in the current 
period.” 

Early adoption of the proposed amendments would be permitted.



Heads Up is prepared by members of Deloitte’s National Office as developments warrant. This publication 
contains general information only and Deloitte is not, by means of this publication, rendering accounting, 
business, financial, investment, legal, tax, or other professional advice or services. This publication is not a 
substitute for such professional advice or services, nor should it be used as a basis for any decision or action 
that may affect your business. Before making any decision or taking any action that may affect your business, 
you should consult a qualified professional advisor.

Deloitte shall not be responsible for any loss sustained by any person who relies on this publication.

As used in this document, “Deloitte” means Deloitte & Touche LLP, a subsidiary of Deloitte LLP. Please 
see www.deloitte.com/us/about for a detailed description of the legal structure of Deloitte LLP and its 
subsidiaries. Certain services may not be available to attest clients under the rules and regulations of public 
accounting.

Copyright © 2019 Deloitte Development LLC. All rights reserved.

Dbriefs for Financial Executives 
We invite you to participate in Dbriefs, Deloitte’s webcast series that delivers practical strategies you need to stay on top 
of important issues. Gain access to valuable ideas and critical information from webcasts in the “Financial Executives” 
series on the following topics: 

• Business strategy and tax. • Financial reporting. • Tax accounting and provisions.

• Controllership perspectives. • Governance, risk, and compliance. • Transactions and business events.

• Driving enterprise value. • Innovation in risk and controls.

Dbriefs also provides a convenient and flexible way to earn CPE credit — right at your desk.  

Subscriptions
To subscribe to Dbriefs, or to receive accounting publications issued by Deloitte’s Accounting Services Department, 
please register at My.Deloitte.com. 

DART and US GAAP Plus
Put a wealth of information at your fingertips. The Deloitte Accounting Research Tool (DART) is a comprehensive online 
library of accounting and financial disclosure literature. It contains material from the FASB, EITF, AICPA, PCAOB, and SEC, 
in addition to Deloitte’s own accounting manuals and other interpretive guidance and publications.

Updated every business day, DART has an intuitive design and navigation system that, together with its powerful search 
and personalization features, enable users to quickly locate information anytime, from any device and any browser. 
While much of the content on DART is available at no cost, subscribers have access to premium content, such as 
Deloitte’s FASB Accounting Standards Codification Manual. For more information, or to sign up for a free 30-day trial of 
premium DART content, visit dart.deloitte.com.

In addition, be sure to visit US GAAP Plus, our free Web site that features accounting news, information, and publications 
with a U.S. GAAP focus. It contains articles on FASB activities and those of other U.S. and international standard setters 
and regulators, such as the PCAOB, AICPA, and SEC. Check it out today! 

http://www.deloitte.com/us/about
http://My.Deloitte.com
http://dart.deloitte.com
https://www.iasplus.com/en-us

