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Although the Services treat prior year adjustments similarly, additional clarification is needed regarding existing guidance.
	
Research
Below outlines the guidance on handling prior period adjustments, how each service complies and what the regulations, accounting guidance and industry standards are for this area.
	Prior Period Adjustments Treatment and Guidance
	Air Force
	Army
	Marines
	Navy

	Treatment of Prior Period Adjustments
	Adjustments are recorded in equity and annotated on balance sheet.  Materiality not identified.
	Adjustments are recorded in equity and annotated on balance sheet.  Materiality not identified.
	Adjustments are recorded in equity and annotated on balance sheet.  Materiality 1% or more.
	Adjustments are recorded in equity and annotated on balance sheet.  Materiality not identified.

	DoDI 1015.15, paragraph 6.4.2.4. Equity Transactions. Transfers into and out of equity shall be limited to net income; net losses; declaration of dividends by Armed Services Exchanges; prior year material corrections; components of other comprehensive income (loss) prescribed by Financial Accounting Standard No. 130 (Reference (ao)); entries associated with the establishment, disestablishment, or consolidation of NAFIs; and distribution and receipt of capital.
Materiality:  Silent on Treatment of prior period adjustments.
	Follows Current Guidance

	Follows Current Guidance
	Follows 
Current Guidance
	Follows 
Current Guidance

	FMR Volume 13, Chapter 3, 0306. Accounting Requirements for Net Worth:  Net Worth or Fund Equity consists of capital invested in NAFIs plus (minus) the net income (loss), resulting from operations since inception.  Transactions into and out of equity are limited to net income, net losses, and entries associated with the establishment of the fund, as well as certain adjustments. Adjustments are rare and might include certain accounting principle changes, certain prior period adjustments and distribution of capital. 
FMR Volume 13, Chapter 1, 010210. Materiality: Materiality refers to the magnitude of an omission or misstatement of accounting data that misleads financial statement readers. Information is material when it is of such magnitude or significance that its omission or misstatement leads to a misinterpretation of the financial information. For example, amounts in a financial statement that are too small to make a difference or affect the reliability of information may be omitted because they are immaterial. In addition to magnitude, the nature of the item is considered when making a materiality judgment. For reporting purposes that require the level of materiality to be quantified, materiality must be defined as one percent of the total assets in the Balance Sheet for each NAFI. For those NAF activities required to report on a consolidated basis, the threshold of materiality must be one percent of the assets in the consolidated Balance Sheet. 
	Follows Current Guidance
	Follows Current Guidance
	Follows 
Current Guidance
	Follows 
Current Guidance

	GAAP:  Entities should account for a prior period adjustment by restating the prior period financial statements. They do so by adjusting the carrying amounts of any impacted assets or liabilities as of the first accounting period presented, with an offset to the beginning retained earnings balance in that same accounting period.
Materiality:  Subject to entities’ discretion
	Follows Current Guidance
	Follows Current Guidance
	Follows 
Current Guidance
	Follows 
Current Guidance

	FASAB Handbook version 16:  Silent on Treatment
	Follows Current Guidance
	Follows Current Guidance
	Follows 
Current Guidance
	Follows 
Current Guidance

	DoD IG:  DoDIG audit D-2007-063 March 1, 2007.  The recommendation states," materiality refers to whether the information is significant enough to make a difference to a reasonable person who relies on information. For example, a decision not to disclose information in the financial statements may be made if the amounts involved are too small to make a difference or affect the reliability of the information.  For reporting purposes that require the level of materiality to be quantified, materiality shall be defined as 1 percent of the total assets in the balance sheet for each NAF activity. For those NAF activities required to report on a consolidated basis, the threshold of materiality shall be 1 percent of the assets in the consolidated balance sheet.”
	Follows Alternative Guidance
	Follows Alternative Guidance
	Follows Alternative Guidance
	Follows Alternative Guidance

	Industry Practice:  The correction of an error must be handled as a prior period adjustment to the earliest period reported in the financial statements by an adjustment to the equity account and the related offsetting account.
	Follows Current Guidance
	Follows Current Guidance
	Follows 
Current Guidance
	Follows 
Current Guidance



Discussion 
DoDI 1015.15 is silent on the materiality threshold, FMR and DoDIG dentifies materiality as one percent (1%) of the assets in the consolidated balance sheet at the Service level.  Additionally, best practices and GAAP infer that a prior year adjustment needs to be material and this amount should be determined by the entity. Industry practice is for the entity to determine on a case by case basis whether to charge a prior period expense adjustment as an operations expense or as a SG&A expense.


Recommendation  
It is recommended that the DoDI 1015.15 be updated to include the one percent (1%) language from the FMR and that the Services ensure their current accounting practices reflect this guidance. If there is a change to a prior period greater than one percent (1%) of the assets in the consolidated balance sheet, a prior period adjustment should be performed.  Additionally, if a prior period adjustment does not meet this one percent (1%) criteria but is deemed material, the Service may make a prior period adjustment. 

Service Concurrence
	Service
	Concurrence
	Reason for Non-concurrence

	Air Force
	Concurrence on 9/17/2014. 
Re-concurred 9/20/2018.
	

	Army
	Concurrence on 9/24/2014.
Re-concurred 9/20/2018.
	

	Marines 
	Concurrence on 9/01/2014.
Re-concurred 9/20/2018.
	

	Navy
	Concurrence on 9/22/2014.
Re-concurred 9/20/2018.
	 



USD(P&R)/MC&FP Disposition
Revise DoDI 1015.15, paragraph 6.4.2.4. 

DFAS Disposition
No further action.
       
Forward to DoDIG?
No DoDIG equities.
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