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Suggestions/ comments on Exposure Draft on Amendments to Ind AS 1 -
Classification of Liabilities as Current or Non-current and Non-current Liabilities
with Covenants - Amendments to Ind AS 1, Presentation of Financial Statements

When there is a breach in provision of a long-term arrangement, on or before the end of
reporting period, affecting the liability to be paid on demand, then, even if the lender has
agreed not to demand its payment for a minimum of 12 months, the liability still should
be classified as current liability. Reasons for the same:

1. The financial impact of breach of a long-term arrangement is greater than impact
of any subsequent agreement between the lender and the entity, as the entity
would have no legal right to delay the payment for a minimum of 12 months.

2. In most of the cases, when an entity prepares and presents its financial statements
in accordance with the governing law and Accounting Standards, it is quite evident
that all its legal liabilities as well as all its known liabilities are properly estimated
and provided for. The fact that the lender condones the payment after the
reporting date, itself signifies a weakness in the internal control system of the
entity, as well as non-transparency at higher management level.

3. More so ever, if the entity is a financial institution, the risk involved in classifying
the said liability as non-current, will convey a misleading information to the
readers of financial statements, even though adequate disclosures are made to that
effect. This is because the users/readers of financial statements, (small investors)
in case of financial institutions may not be well acquainted to correlate the
financials with the disclosures.

4. By maintaining the wordings : "When an entity breaches a provision of a long-term
loan arrangement on or before the end of the reporting period with the effect that
the liability becomes payable on demand., it classifies the liability as current, even If
the lender agreed, after the reporting period and before the approval of the financial
statements for issue, not to demand payment as a consequence of the breach. An
entity classifies the liability as current because, at the end of the reporting period, it
does not have an unconditional right to defer its settlement for at least twelve
months after that date.” the Indian accounting standards shall not only be aligned
to the IAS, but also will ensure greater financial discipline in preparation and
presentation of an entity's financial statements.

Thus, the proposed paragraph 74 in IND AS-1 to prevail, resulting in a true classification
of such a liability as 'Current Liability.



