Debt Classification and Covenant Memo (ASC 470)
	Client: [Client Name]
	Period end: [MM/DD/YYYY]

	Prepared by: [Initials] Date: [MM/DD/YYYY]
	Reviewed by: [Initials] Date: [MM/DD/YYYY]

	W/P reference: [Ref]
	Engagement: [Audit / Review / Compilation]



[Drafting note, delete before filing: Draft for professional judgment. Tailor it to the entity and to your firm’s methodology, and have legal counsel review it where needed. It is not legal advice and does not by itself show compliance with professional standards. Complete one memo per debt instrument or facility group at each balance sheet date. Dollar thresholds and look-forward periods come from the loan agreement and your policy; nothing is pre-filled.]
1. Instrument and purpose
	Item
	Entry

	Borrower and lender
	[Entity] · [Lender]

	Instrument
	[Term loan / revolver / mortgage / notes] dated [MM/DD/YYYY]

	Balance sheet date and issuance date of the statements
	[MM/DD/YYYY] · [MM/DD/YYYY]

	Principal outstanding
	$[Amount]

	Stated maturity and amortization schedule
	[Terms]

	Question answered
	Is the debt current or noncurrent at the balance sheet date, and what must be disclosed (ASC 470)?



2. Classification path
	Step
	Question
	Answer
	Reference

	1
	Is any principal due within one year (or the operating cycle if longer) of the balance sheet date under the contractual schedule?
	[Yes / No: amount $]
	[Schedule]

	2
	Was a covenant violated at the balance sheet date, making the debt callable?
	[Yes / No]
	Section 3

	3
	If yes, was a waiver obtained before the statements were issued, covering more than the look-forward period set in your policy: [period]?
	[Yes / No]
	Section 4

	4
	Does the agreement have a subjective acceleration clause together with a lockbox arrangement?
	[Yes / No]
	Section 5

	5
	After the balance sheet date and before issuance, did the entity refinance on a long-term basis, or sign a financing agreement that meets the conditions for noncurrent classification?
	[Yes / No]
	Section 6

	6
	Conclusion: current portion $[Amount]; noncurrent portion $[Amount]
	[Conclusion]
	



3. Covenant tests at the balance sheet date
	Covenant
	Definition per agreement
	Required level
	Actual
	Compliant
	Calculation ref

	[Debt service coverage]
	[Definition]
	[Level]
	[Actual]
	[Yes / No]
	[Ref]

	[Leverage ratio]
	
	
	
	
	

	[Minimum liquidity or net worth]
	
	
	
	
	

	[Reporting covenant: delivery of statements by date]
	
	
	
	
	

	[Other]
	
	
	
	
	



Calculations follow the agreement’s own definitions, including any adjustments it permits. Agree each input to the trial balance and the final statements. Record whether the test date is the balance sheet date only or also a later measurement date.
4. Violations and waivers
	Violation
	Date
	Waiver or amendment obtained
	Date obtained
	Period covered
	Lender can still call the debt during the covered period?

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	



Attach the waiver. Confirm it is signed by the lender, is unconditional or that its conditions are met, and that it covers the period your policy requires. If a violation is probable at the next test date within the look-forward period, record how that affects classification: [analysis].
5. Subjective acceleration clauses and lockbox arrangements
[Describe any clause that lets the lender accelerate on a subjective judgment, such as a material adverse change. State whether the agreement also requires receipts to pass through a lender-controlled account and whether the debt is repaid from those receipts. Conclude on classification and on the disclosure of the clause.]
6. Refinancing after the balance sheet date
	Item
	Entry

	Refinancing or agreement date
	[MM/DD/YYYY]

	Terms of new financing (amount, maturity, covenants)
	[Terms]

	Amount that qualifies for noncurrent classification
	$[Amount]

	Conditions met before issuance (agreement is noncancelable, no violation exists at issuance, lender is financially capable)
	[Yes / No: evidence]



7. Modification or extinguishment
Complete this table if terms changed during the year. The conclusion drives the gain or loss, the treatment of fees and the carrying amount of the new debt.
	Test
	Result

	Lender is the same creditor? Is the borrower in financial difficulty and did the creditor grant a concession (troubled debt restructuring analysis)?
	[Answer]

	Present value of cash flows under the new terms, discounted at the original effective rate: $[Amount]
	

	Present value of cash flows under the old terms: $[Amount]
	

	Percentage change in present value, and the test your policy uses to decide the change is substantial: [%] vs [test]
	

	Conclusion: modification / extinguishment
	[Conclusion]

	Fees paid to the lender and to third parties, and their treatment
	[Treatment]

	Gain or loss recognized
	$[Amount]



8. Debt issuance costs and interest
	Item
	Balance at beginning
	Additions
	Amortization
	Write-off
	Balance at end

	Issuance costs, term debt (presented as a reduction of the debt, ASC 835)
	$[Amount]
	$[Amount]
	$[Amount]
	$[Amount]
	$[Amount]

	Issuance costs, revolver (asset or contra-debt per policy)
	
	
	
	
	



9. Disclosure
1. Maturities of long-term debt for each of the next five years and thereafter: [table]
1. Interest rates, collateral, covenants, and restrictions on dividends or distributions: [text]
1. Covenant violations, waivers and the period they cover: [text]
1. Unused commitments and letters of credit: [text]
1. Classification judgments, including refinancing after year end: [text]
10. Conclusion
[State the classification, the disclosures drafted and any open item. Cross-reference the going concern evaluation if a violation affects liquidity.]
Preparer and reviewer sign-off
	Role
	Name
	Signature or initials
	Date
	Extent of review

	Prepared by
	[Name]
	[Initials]
	[MM/DD/YYYY]
	Not applicable

	Reviewed by (senior / manager)
	[Name]
	[Initials]
	[MM/DD/YYYY]
	[Full / selected items]

	Reviewed by (partner or controller)
	[Name], CPA
	[Initials]
	[MM/DD/YYYY]
	[Full / significant matters and judgments]



Free template from CORAA (coraa.ai/us/templates). Draft for professional judgment: adapt it to the engagement and your firm’s methodology, have legal counsel review where needed, and check it against current AICPA, FASB and other applicable requirements before use.
