Chapter 21 Debt Restructuring, Corporate Reorganizations, and Liquidations

Classification of a Debtor’s Gain Resulting from a Troubled Debt Restructuring

A debtor’s material gain resulting from a troubled debt restructuring may no longer automatically be classified as an extraordinary gain.  Statements of Financial Accounting Standards No. 4 and No. 15 originally stated that restructuring gains, if material, should be classified as an extraordinary item.  In Chapter 21 of the eighth edition of Advanced Accounting restructuring gains were classified as such. However, the recently issued Statement of Financial Accounting Standards No. 145 “Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB Statement No. 13, and Technical Corrections” rescinds and amends these earlier Standards.

The extinguishment of debt has become a more normal, common part of certain entities risk management and, as a result, no longer would appear to meet the criteria for classification as an extraordinary item. Therefore, gains from debt restructurings should no longer be classified as an extraordinary item unless they meet the necessary criteria of being both unusual and nonrecurring in nature. If a material restructuring gain is not both unusual and nonrecurring, disclosures concerning the gain should be presented even though treatment as an extraordinary item is not appropriate.

Statement of Financial Accounting Standards No. 145 is effective for fiscal years beginning after May 15, 2002; however earlier application is encouraged.  Restructuring gains that were previously classified as extraordinary in earlier periods presented should be reclassified if they do not meet the appropriate criteria.

