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[bookmark: _GoBack]Issue	
The Services’ terminology used to define what constitutes an extraordinary item is not consistent and therefore leads to inconsistent application.  Additionally, the FMR guidance on extraordinary items is not in line with GAAP, as GAAP has discontinued usage of the term “extraordinary items,” while the FMR guidance still recognizes extraordinary items.  

Research
Below outlines the current treatment on how each service complies and what the regulations, accounting guidance and industry standards are for this area.
	Classification and Handling of Extraordinary Items Guidance
	Air Force
	Army
	Navy
	Marines

	Definition of extraordinary item


	“Extraordinary events and transactions are distinguished by their infrequency and unusual nature and are segregated from the results of ordinary operations.”
	“THIS ACCOUNT IS USED VERY SELDOM. Record the amount of the income/expense incurred for unusual and infrequent items. Gains/losses must meet the following criteria to be considered extraordinary: material in nature, of a character significantly different from typical NAFI activities, and NOT EXPECTED TO EVER OCCUR AGAIN.
	Reserved for income/expenses resulting from transactions or events of an unusual, nonrecurring, or extraordinary nature.
(Examples: losses through theft, acts of God
such as fires, tornadoes, hail storms)

Extraordinary income and expenses are rolled up into “Other Expenses.”
	No definition

	DoDI 1015.15: Extraordinary income or expense shall be shown in the financial statements separately from ordinary operations and shall be footnoted.  NAF expenses from Base Realignment and Closure (BRAC) and installation closure actions are authorized extraordinary expense items.
	Follows alternative guidance
	Follows current guidance
	Follows alternative guidance
	N/A

	FMR Volume 13, Chapter 7. 070803. M, Extraordinary Income, Line 13: Extraordinary income is income that is unusual and infrequent and requires special treatment in the accounts or separate disclosure in the financial statements. Report the balance for extraordinary income 

FMR Volume 13, Chapter 7. 070803. N. Extraordinary Expenses (Schedule A), Line 14:  Extraordinary expenses are expenses that are unusual and infrequent and require special treatment in the accounts or separate disclosure in the financial statements. Report the balances for extraordinary expenses and base realignment and closure (BRAC) and installation closure expenses. 
	Follows alternative guidance
	Follows current guidance
	Follows alternative guidance
	N/A

	GAAP: FASB Codification (Extraordinary Items): FASB Accounting Standards Update No. 2015-01: 

Eliminates from GAAP the concept of extraordinary items. The Board concluded that the amendments in this Update will not result in a loss of information because although the amendments will eliminate requirements in Subtopic 225-20 for reporting entities to consider whether an underlying event or transaction is extraordinary, the presentation and disclosure guidance for items that are unusual in nature or occur infrequently will be retained and will be expanded to include items that are both unusual in nature and infrequently occurring.

GAAP 225.20 addresses the Income statement disclosure of events that are defined as unusual and/or infrequent.
[bookmark: 6E78C451992D8B6C86257578006C6535-wkhl2] “A material event or transaction that is considered to be of an unusual nature or of a type that indicates infrequency of occurrence or both should be reported as a separate component of income from continuing operations. The nature and financial effects of each event or transaction should be presented as a separate component of income from continuing operations or, alternatively, disclosed in the notes to financial statements. Gains or losses of a similar nature that are not individually material should be aggregated. Such items should not be reported on the face of the income statement net of income taxes. Similarly, the EPS effects of those items should not be presented on the face of the income statement. 
Certain items that are so large in size or so unusual in nature should be reported separately as unusual. Unusual items should be designated as such and presented separately as part of income from continuing operations on the income statement. The nature and financial effects of each unusual item should be disclosed, either on the face of the income statement or in the notes to the financial statements. The earnings per share effects of unusual items are not to be presented on the face of the income statement. 
[bookmark: 6E78C451992D8B6C86257578006C6535-wkhl3]Unusual items should be considered individually — not in the aggregate — in determining whether they are material. It is particularly important not to net these items in making a judgment as to whether disclosure is required. However, the effect of a series of related transactions arising from a single event should be aggregated to determine materiality. 
[bookmark: 6E78C451992D8B6C86257578006C6535-wkhl4]Revisions to previous estimates of unusual items should be treated as changes in accounting estimates and classified in the income statement in the same manner as the original item, unless immaterial. The revision should be disclosed separately as to year of origin, nature, and amount. 
[bookmark: 6E78C451992D8B6C86257578006C6535-wkhl6]Income and expense items should not be presented as extraordinary in either the income statement or notes.”

	Does not follow new guidance
	Does not follow new guidance
	Does not follow new guidance
	N/A

	Statement of Financial Accounting Standards No. 130, Reporting Comprehensive Income : Items included in net income are displayed in various classifications. Those classifications can include income from continuing operations, discontinued operations, extraordinary items, and cumulative effects of changes in accounting principle.
	Follows current guidance
	Follows alternative guidance
	Follows alternative guidance
	N/A

	Industry Practice:  The industry standard is to follow GAAP, which has removed the concept of extraordinary items from the financial statements.    
 
	Does not follow new guidance
	Does not follow new guidance
	Does not follow new guidance
	N/A




Discussion
DoD guidance still defines extraordinary items and presents them separately from ordinary income in the financial statements, while GAAP has discontinued separate presentation and recognition of Extraordinary items.  The FMR/DoDI 1015.15 are thus in conflict with GAAP. Specifically, FMR Volume 13 defines them as “unusual and infrequent”  

GAAP retains the definitions of infrequent and unusual for transactions and events. However, the designation of infrequent and unusual has no other use beyond a footnote disclosure or a potential line-item distinction, as the items themselves will still summarize into Net Income without separate earnings per share or net of income taxes. With this standards update, the FASB eliminated of the concept of extraordinary items but allows companies to distinguish between unusual and infrequent events as a line item within ordinary income if they so desire. No expenses or revenues are to be classified as extraordinary in either the footnotes or income statement, but infrequent and/or unusual expenses and revenues can be disclosed in the footnotes or as a line item feeding into net income.  

Recommendation
Since the FMR is currently in conflict with GAAP, this recommendation requires adjusting the FMR to remove the concept of extraordinary items and the separate presentation of extraordinary items. We further recommend a single Net Income figure be disclosed rather than any net income before infrequent and/or unusual items account as presently stated in FMR in order to be compliant with GAAP.  

Additionally, each Service define unusual and infrequent items in the same manner. We recommend the Services consider adopting language with the emphasis on “not expected to happen again” for infrequent and “outside the normal activities for a NAFI.” For ease and consistency of presentation, we recommend each service specifically identify any transactions deemed to be infrequent and/or unusual enough to merit distinction from transactions in the normal course of business in the footnotes of the financial statements, rather than as part of any consolidated account such as “Infrequent Expenses” or “Unusual Income.”  

We recommend the draft NAFSGL 3.0 be adjusted to remove the term extraordinary items expenses/revenues.  Further, we recommend the Working Group consider removing any replacement accounts for “infrequent or unusual events” unless a compelling business reason requires the Services to keep such accounts. 

FMR Volume 13, Chapter 7, para. 070803 be revised to conform to new GAAP guidance.
    

Service Concurrence
	Service
	Concurrence
	Reason for Non-concurrence

	Air Force
	Concurrence on 3/13/2018.
Re-concurred 10/19/2018.
	

	Army
	Concurrence on 3/13/2018.
Re-concurred 11/2/2018.
	

	Marines 
	Concurrence on 3/13/2018.
Re-concurred 10/31/2018.
	

	Navy
	Concurrence on 3/13/2018.
Re-concurred 11/2/2018.
	



USD(P&R)/MC&FP Disposition
Revise the next version of the NAFSGL (3.0). 

DFAS Disposition
Revise FMR Volume 13, Chapter 7, para. 070803. 
       
Forward to DoDIG?
No DoDIG equities.


4
September 11, 2018

