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FASB Interpretation No. 8
Classification of a Short-Term Obligation Repaid Prior to
Being Replaced by a Long-Term Security

an interpretation of FASB Statement No. 6

INTRODUCTION

1. FASB Statement No. 6, “Classification of Short-
Term Obligations Expected to Be Refinanced,”
specifies that a short-term obligation shall be ex-
cluded from current liabilities only if the enterprise
intends to refinance the obligation on a long-term ba-
sis and before the balance sheet is issued has either
(a) completed the refinancing by issuing a long-term
obligation or by issuing equity securities or (b) has
entered into a financing agreement that permits refi-
nancing on a long-term basis. (See paragraphs 9–11
of the Statement.)

2. The FASB has been asked to clarify whether a short-
term obligation should be included in or excluded from
current liabilities if it is repaid after the balance sheet
date and subsequently replaced by long-term debt before
the balance sheet is issued. For example, assume that an
enterprise has issued $3,000,000 of short-term commer-
cial paper during the year to finance construction of a
plant. At June 30, 1976, the enterprise’s fiscal year end,
the enterprise intends to refinance the commercial paper
by issuing long-term debt. However, because the enter-
prise temporarily has excess cash, in July 1976 it liqui-
dates $1,000,000 of the commercial paper as the paper
matures. In August 1976, the enterprise completes a
$6,000,000 long-term debt offering. Later during the
month of August, it issues its June 30, 1976 financial
statements. The proceeds of the long-term debt offering
are to be used to replenish $1,000,000 in working capi-
tal, to pay $2,000,000 of commercial paper as it matures
in September 1976, and to pay $3,000,000 of construc-
tion costs expected to be incurred later that year to com-
plete the plant.

INTERPRETATION

3. The concept that a short-term obligation will not re-
quire the use of current assets during the ensuing fiscal

year if it is to be excluded from current liabilities under-
lies FASB Statement No. 6 (see paragraphs 1, 2, and 20
of the Statement). That concept is also fundamental to
Chapter 3A, “Current Assets and Current Liabilities,” of
ARB No. 43, which was not changed by FASB Statement
No. 6 (except as specified in paragraph 16 of the State-
ment). Repayment of a short-term obligation before
funds are obtained through a long-term refinancing re-
quires the use of current assets. Therefore, if a short-term
obligation is repaid after the balance sheet date and sub-
sequently a long-term obligation or equity securities are
issued whose proceeds are used to replenish current as-
sets before the balance sheet is issued, the short-term ob-
ligation shall not be excluded from current liabilities at
the balance sheet date.

4. In the example described in paragraph 2 above, the
$1,000,000 of commercial paper liquidated in July
would be classified as a current liability in the enter-
prise’s balance sheet at June 30, 1976. The $2,000,000
of commercial paper liquidated in September 1976 but
refinanced by the long-term debt offering in August
1976 would be excluded from current liabilities in bal-
ance sheets at the end of June 1976, July 1976, and Au-
gust 1976.1 It should be noted that the existence of a fi-
nancing agreement at the date of issuance of the
financial statements rather than a completed financing at
that date would not change these classifications.

EFFECTIVE DATE

5. This Interpretation shall be effective February 29,
1976 and shall apply to balance sheets dated on or after
that date and to related statements of changes in financial
position. Reclassification in financial statements for peri-
ods ending prior to February 29, 1976 is permitted but
not required.

This Interpretation was adopted by the unanimous vote of the seven members of the Financial Accounting Stand-
ards Board following submission to the members of the Financial Accounting Standards Advisory Council.

Marshall S. Armstrong,
Chairman

Oscar S. Gellein

Donald J. Kirk
Arthur L. Litke
Robert E. Mays

Walter Schuetze
Robert T. Sprouse

1At the end of August 1976, $2,000,000 of cash would be excluded from current assets or if included in current assets, a like amount of debt
would be classified as a current liability. (See footnote 1 and paragraph 40 of FASB Statement No. 6.)
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