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Abstract10

The costs and revenues recognised in the profit and loss for users outside the company have11

evolved in various countries and at the level of international accounting standards concerning12

the juxtaposition of large aggregates of negative and positive income components. Over time,13

there was talk of costs and revenues without any contraposition whatsoever, even going so far14

as to state that a profit and loss was perfectly valid with three items recorded in such a15

document: total costs, total revenues, profit or loss for the year. Over time, this situation has16

completely changed both in Italy and internationally. In the 1990s, the profit and loss17

governed by the international IAS and the profit and loss governed by Italian civil law18

presupposed the contraposition of extraordinary costs and revenues. After this contraposition19

had been eliminated at the international level, discussions began in Italy about whether the20

contraposition between extraordinary and ordinary income components could be replaced with21

another contraposition using the term ’extraneousness’ or ’not extraneousness’ to the22

company’s activity.Keywords: ordinarietà dei costi ricavi, straordinarietà dei costi ricavi,23

estraneità alla gestione d’impresa dei costi ricavi, non estraneità dei costi ricavi alla gestione24

di di impresa punta.25

26

Index terms— ordinarietà dei costi ricavi, straordinarietà dei costi ricavi, estraneità alla gestione d’impresa27
dei costi ricavi,28

Prof. Maria Silvia Avi efore addressing the issue of the contraposition between cost and revenue types in the29
context of communication destined for third parties external to the company, the writer considers it appropriate30
to point out how a profound discordance can be identified between the contraposition identifiable in the profit31
and loss of public financial reporting and the contraposition between costs and revenues destined to reclassify32
profit and loss for internal company management purposes. Whereas in the document intended for external33
company management, over the decades, there has been an evolution from the lack of contraposition between34
income components to the contraposition between ordinary and extraordinary components, to the subsequent35
juxtaposition of parts extraneous and not extraneous to business operations, and finally to the absence of any36
juxtaposition between costs and revenues of an ordinary nature or not extraneous to business operations and37
those of an extraordinary nature or not extraneous to business operations, in the reclassification used internally38
by the company for information and management purposes, we have witnessed, over time, the use of a single39
juxtaposition based on the characteristic business activities. Despite remembered, in this respect, that the concept40
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of a system is based on the interrelation of several elements. The system will have the further connotation of41
”integration” if, between the various aspects and a correlation expressible in substantial terms, an interconnection42
of a ”terminological” nature can also be identified. Only in such interconnection is it possible to speak of an43
analysis system. To provide a complete, exhaustive and, above all, understandable picture of the company’s44
situation, there must be real conceptual integration at the level of substance and form.45

From a substantive point of view, integration must be developed as only in the presence of such a characteristic46
can the conceptual scheme of analysis cover every area that requires further investigation. Formal integration is47
indispensable if the analysis results are to be understood and communicated effectively. The use, for example,48
of the same terms identifying similar concepts appears to be an indispensable element if the analysis is to be49
understandable to all those it is intended for. To connote different ideas with different phrases seems equally50
important to correctly understand the results obtained from the in-depth analysis of accounting data.51

Integration, therefore, means the construction of a unified scheme that permeates each step of the analysis.52
For analysis by means of indices, in the opinion of the writer, it is appropriate to adopt a scheme that:53
1. Contrasts typical activities with non-core activities.54
2. Integrates with the economic-financial ratios, in both substantive and formal terms, and with the cash flow55

statement scheme to be adopted. The profit-and-loss reclassification that provides the most significant utility for56
information and management purposes is, without doubt, the ’cost of sales and revenues’ reclassification.57

While in the case of the balance sheet, the most commonly used reclassification is based on the differentiation58
of the maturities of accounting items of an equity and financial nature, in the context of the profit and loss59
reclassified to cost of sales and revenues, the re-aggregation of things is carried out according to a logic that is60
based on the demarcation line between core and non-core activities.61

Revenues are therefore subdivided into typical and non-characteristic revenues; likewise, costs that are not62
typical are contrasted with characteristic costs.63

The juxtaposition of characteristic revenues and characteristic costs makes it possible to determine an aggregate64
of extreme informative relevance: The operating income from typical operations (Rogc), otherwise known as GOP65
(Gross Operating Profit).66

This sub-aggregate represents the profit or loss of the typical business activity.67
At this point, the reclassification in question does not contrast ordinary activity with extraordinary activity68

but rather, characteristic activity with noncharacteristic activity.69
This does not appear to be the appropriate place to elaborate on this differentiation, which is well expressed70

in Exhibit I.71
Typical activity means the core business of the enterprise, i.e. the activity for which the enterprise was72

established. The core business, therefore, represents the focus of the company’s activity. Maximising the73
profitability of this activity should, barring the occurrence of pathological situations, constitute the primary74
objective of business activity.75

As can be understood from what has been said so far, precisely identifying the demarcation line between core76
and non-core activities is an indispensable condition for the GOP aggregate to be meaningful and informative.77

Concerning the non-core part of the company’s activities, it can be briefly stated that four distinct78
managements can be identified in this area:79

1. Asset Management 2. Financial Management 3. Non-Core Management by definition 4. Tax Management.80
Concerning the content of each section of the non-core business, the following brief remarks can be made:81
1. Asset management refers to all income and expenses arising from investments, constituting invested capital,82

which are not used in the company’s core business. As noted in the preceding pages, capital assets include83
two subaggregates, referred to as short-term assets and long-term assets, within which those asset items must84
be included, respectively, due within the financial year or beyond the next financial year, not utilised in the85
company’s core business.86

Examples include civil buildings, securities and participations. Suppose such non-characteristic asset items87
generate income or such investments require incurring costs. In that case, the negative and positive income88
values must be included in the asset management of the non-characteristic business activity. 2. All income and89
expenses arising from receivables or payables of a financial nature are to be included within the scope of financial90
management. These amounts consist primarily of interest income and expenses on current bank accounts or other91
financial debts and receivables. 3. Concerning non-recurring operations by definition, it must be emphasised92
that the aggregate under consideration is often improperly identified with the term ’extraordinary income and93
expenses’. However, the aggregate of extraordinary income/expenses does not coincide with the aggregate of94
nonrecurring items by definition, as it is possible to identify numerous accounting values that, although ordinary,95
identify income items of a non-recurring nature (e.g. capital gains/losses arising from the sale of fixed assets96
connected to the normal replacement of assets within the production process). The aggregate ’non-typical income97
and expenses by definition’ must include items that, by their intrinsic nature, cannot relate to the performance98
of typical activities. We mean, for example, all capital gains/losses and contingent assets and liabilities of both99
ordinary and extraordinary nature 4. Tax management identifies income taxes for the year. This item makes it100
possible to determine how much income tax has affected income before tax, i.e. calculated gross of this cost.101

Neither taxes nor property taxes should therefore be included in this aggregate. The former is because they102
identify sums paid to obtain identifiable services, as opposed to taxes paid to enjoy a range of services provided by103
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the public entity. On the other hand, wealth taxes are not included in tax management because the requirement104
to be met with the identification of this aggregate is the determination of the percentage of produced income105
subject to taxation.106

From the analysis of the non-characteristic profit and loss items, it is clear that the part of the profit and loss107
that identifies the characteristic activity is made up of all the company ’areas’ that allow the performance of the108
activity for which the company was established.109

By characteristic activity, we do not mean transformation activity in the physical-technical sense (or production110
activity in the strict sense), but the combination of the latter, of administrative, commercial and procurement111
and research and development activities.112

To maximise the informative capacity of profit and loss, characteristic costs must be re-grouped according to113
’the area of use of the production factor being recognised’.114

What matters in the reclassification to cost of sales is the destination of the input entered into the business.115
On the other hand, the origin of the cost is of no importance, an element on which, on the contrary, the civil law116
reclassification provided for by Articles 2425 et seq. of the Civil Code is based.117

The aggregates that can be identified as part of the typical business activity are the following: 1) The aggregate118
”production costs” comprises all costs concerning which production factors are used in the production area of119
the enterprise. This area may be further detailed if necessary to fulfil particular information purposes.120

By way of example, it should note that in the hotel business, the total aggregate ”production posts” would be121
characterised by a reduced information capacity resulting from the fact that the real value does not identify the122
operating area of use of the production factor. For this reason, the aggregate ”production costs” in the tourism123
sector are generally further broken down into Food & Beverage costs, Room Division costs and MOD (Minor124
Operating Department) costs.125

From these brief considerations, it is clear how the aggregate ”production costs” can be subject to further126
adjustments should the entrepreneurial reality within which it is analysed require them.127

Regardless of any further subdivision by sector, it must emphasise that inventories must also be included in128
this aggregate.129

However, the overall summation of all inventories would lose important information about the composition of130
production costs.131

For this reason, it is appropriate to distinguish inventories of:a) Raw Materials b) Work in Progress c) Finished132
Goods.133

For-profit and loss to fully express its informative capacity, each aggregate of inventories must be treated134
differentially in accounting terms.135

Regarding raw materials, it should be noted that the algebraic sum of opening inventories plus purchases minus136
closing stocks gives the value of the consumption of materials used in production. This value has a much higher137
informative capacity than simple purchases since, for example, an inter-temporal comparison of raw material138
purchases or planned purchases with realised investments might not suggest significant considerations.139

The increased purchase of raw materials may be due, for example, to voluntary stockpiling, which, not having140
caused consumption, has increased stocks; a circumstance which, if on the financial side, may cause negative141
effects on the amount of requirements, on the economic side does not entail any consequences at the level of142
income management of the production activity.143

Consumption, on the other hand, is an entity of primary importance in the company’s management.144
An increase in consumption as a percentage of sales constitutes an element from which to draw a negative145

judgement on utilising the production factor in question. The addition may be due, for example, to the rise in146
the purchase price of the input, to an increase in the consumption of the input in quantitative terms, or even to147
theft or deterioration within the company.148

Regardless of the cause, knowing the consumption trend is always essential information.149
That is why profit and loss are reclassified to ’cost of sales and revenue’., the consumption of raw materials is150

shown separately from all other items.151
The consumption of ancillary materials must also be shown explicitly, as this item allows an analysis of the152

use of these inputs.153
Concerning inventories of work-in-progress, on the other hand, the sum of these values and the total industrial154

costs, including the consumption of raw materials, provides the price of the finished product.155
A separate discussion must be made about semi-finished products. These can be: 1) Of Purchase 2) Internal156

Production Semi-finished purchased goods are to be treated in the same way as raw materials. Therefore, the157
entry ”consumption of purchased semi-finished products” will appear for these factors. In contrast, semifinished158
work-in-progress, although having different physical characteristics from work-in-progress, represent unfinished159
items that have been the object of internal production. Therefore, semi-finished work-inprogress should be160
included in the cost of goods sold alongside work-in-progress.161

The algebraic sum of the cost of the finished product and the opening and closing inventories of finished goods162
or merchandise finally leads to determining the value of the product sold, also referred to as the Cost of Sale.163

To complete the analysis of the Cost of Sale, we wish to point out the correct reclassification of an item that164
often misleads the analyst: internal constructions.165

Consider, for example, the internal construction of an industrial building. This value represents a positive166
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income component, not because it constitutes revenue but because it indirectly adjusts costs used in internal167
construction.168

This role as an indirect cost adjustment causes internal construction to be deducted from the cost of the169
finished product in the reclassified profit and loss.170

Since the costs to be adjusted are of a production nature, internal constructions are to be shown in the cost171
of the finished product with a negative sign, irrespective of the purpose of the internal construction contract.172

In termini sintetici, il costo del prodotto venduto può essere così sintetizzato: 1) Concerning administrative173
costs, it is evident, also from the wording used, that all income items about the administrative sector of the174
enterprise should be included in this annexe. 2) In the business costs aggregate, all business costs incurred so175
that the goods and services produced by the enterprise can be marketed should be recognised.176

Both fixed costs, such as advertising, for example, and variable costs, such as, for example, commissions177
granted to representatives, are to be included here.178

3) The fourth aggregate concerning research and development costs is not characteristic of every industrial179
enterprise. This item is identified only in enterprises where research is of considerable importance. 4) In the180
aggregate overhead costs are to be included in those costs that the parent company charges, offbalance sheet, to181
branches or subsidiaries without monetary consideration in return.182

This transaction does not impact the income and assets of the subsidiary or branch as it does not represent183
an operating transaction relevant to general accounting purposes. This is why these costs are only charged to184
the profit and loss reclassified for internal purposes without passing through the accounts of the subsidiaries or185
branches.186

This transaction cannot, therefore, be regarded as unlawful and detrimental to the minority shareholders of187
the companies, as it only represents an accounting entry made for the internal valuation purposes of the general188
management of the branches/subsidiaries.189

Overhead costs are recognised exclusively in the financial reporting of the parent company, which will offset190
these negative income elements against the positive income elements arising from the participation in the other191
group companies.192

The parent company, however, generally considers that it must ”pass on” these costs to the branches or193
subsidiaries since every activity carried out in the holding company is conducted so that the units or subsidiaries194
can, in turn, carry out their production activities. For this reason, the costs or part of the costs of the parent195
company are passed on to the branches or subsidiaries for accounting purposes.196

The most frequently used reversal parameter is the turnover of the branches or subsidiaries. Units with a197
higher turnover are charged with a high Overhead Cost as they are considered more likely to absorb increased198
costs.199

The presence of Overhead Costs causes the non-reclassified financial reporting profit to differ from the200
reclassified financial reporting profit. The discrepancy between the two values derives from the presence, in201
reclassified financial reporting, of a cost that does not exist in non-reclassified financial reporting.202

From the above, it can be understood that overhead costs can only be included if the analysis is performed203
within the company.204

The knowledge of such ”virtual” costs is not accessible to users outside the company who, in the hypothesis205
in which they wish to carry out the profit and loss analysis, will necessarily have to content themselves with206
recording in the reclassified document the costs present in the public financial reporting of the company under207
study.208

As noted, the separation of core and non-core activities makes it possible to determine the aggregate Profit209
represented by the operating income from core operations, otherwise referred to as GOP.210

This aggregate, while representing an indispensable element of knowledge for the income analysis to be carried211
out, does not provide a sufficiently clear and explanatory view of the company’s income situation.212

To ensure that the reclassification of Profit and loss, carried out according to the criterion of ’cost of sales and213
revenue’, can provide helpful information on company management, it is, therefore, necessary to identify further214
sub-aggregates with their peculiar informative capacity.215

The first of these sub-aggregates is the socalled Gross Profit. This value derives from the contraposition216
between core revenues and the cost of the product sold.217

Gross Profit essentially represents gross industrial profit net of production costs only. In the context of the218
analysis, this aggregate, interpreted together with the operating income from ordinary operations, provides a219
dimension of profitability related to pure production activity.220

However, gross Profit and operating income from ordinary operations are not the only subaggregates or gross221
profits in the context of business profit analysis.222

For such an analysis to be complete, it is necessary to identify a further aggregate that shows the performance223
of what is termed ’operating management’.224

Operating management, in this context, derives from the sum of the operating income from ordinary operations,225
the revenues and costs from asset management, and the revenues from financial management. This sum results226
in determining the socalled operating income, otherwise referred to as Operating Profit.227

As opposed to operating activity, there is, of course, what is called non-operating activity. The latter activity228
consists of the following: Summarising what has been said up to this point, it can therefore be stated that in the229
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context of Profit and loss reclassified to ”cost of sales and revenues”, there is a dual contraposition core business230
vs non-core business//ordinary business vs nonordinary business.231

To clarify the relationship between the two types of activity, the following summary is provided.232
For this purpose, the profit and loss diagram that, for integrated business analysis (Avi, 2019), is considered233

complete and exhaustive is as follows.234

1 Profit and Loss by Integrated Information System235

Since the objective of this scheme is to investigate the performance of the typical business activity, the236
contraposition between expenses and revenues is based on whether the income components belong to or are237
excluded from the so-called area of characteristic management.238

This contraposition has never found any reference in our legislation. In fact, at a civil law level, due to the239
influence of international standards, those who draw up financial reporting have always been forced to set costs240
and revenues against each other in other ways, which will be discussed in greater detail in the following pages.241
Legislative Decree No. 127/91, which substantially modified our legislation on financial reporting concerning the242
pre-1991 period, was welcomed by most scholars and practitioners as a legislative event marked by favourable243
positive elements insofar as it was characterised by ”innovative” information potential, aimed above all at244
harmonising financial reporting at a European level.245

Despite the fact that the content of Legislative Decree No. 127/91 has been the subject of numerous246
circumstantial criticisms, many authors have pointed out that an appreciable element of the legislation in question247
could be identified in the fact that it, as a rule deriving from a supra-national will, should have led to an248
accounting harmonisation, and therefore, to a comparability of the values contained in the various European249
financial statements. In reality, however, this did not always happen.250

The initial interpretative difficulties (later, as we shall see in the following pages, at least partially overcome251
by the issuance of national accounting standards issued to disseminate correct interpretations of the concept of252
ordinary and extraordinary nature of costs and revenues) concerning Legislative Decree 127/91 have sometimes253
represented a serious obstacle, not only to the global and European standardisation of financial statement254
disclosures but also to the ’harmonisation’ and comparability of the financial statements bound by companies255
operating in our country.256

An element that, especially in the past, has certainly been an obstacle to the harmonisation and comparability257
of financial statements and, following the entry into force of IRAP, to an unequivocal and objective determination258
of the basis of the new tax is to be found in contrast between ordinary and extraordinary income elements provided259
for in Article 2425 of the Civil Code.260

The separation of ordinary and extraordinary management presented (and perhaps still does) a pronounced261
interpretative problem.262

For this reason, to homogenise the interpretation of the concept of ordinary activities, the national accounting263
standards intervened on two different occasions: firstly, document no. 12, Composition and layouts of the financial264
reporting of mercantile, industrial and service companies was issued in 1977 and definitively updated by the OIC265
in May 2005.266

This was followed in 1998 by Principle I 1 Interpretation Series, which the OIC also updated in May 2005.267
These accounting standards addressed, among other things, the problem of identifying the dividing line between268
ordinary and extraordinary items of income.269

The forerunner of these standards was the International Accounting Standards Committee (IASC), which, in270
Document No. 8, updated for the first time in 1993, explicitly established the method of separating costs and271
revenues from ordinary operations from income components of an extraordinary nature.272

In 2003, the IASC issued a new version of Principle No. 8 and Principle No. 1, completely changing the273
international landscape of separating and recognising ordinary and extraordinary income components.274

In the following pages, the evolution of the concept of ordinary and extraordinary income components will be275
discussed in detail. The potential development of the issue in our country will be highlighted.276

2 II. Ordinary and Extraordinary Management: Historical Ex-277

cursus of the Evolution of Doctrinal Positions and Legislation278

in Italy279

While the contrast between typical vs nontypical costs and revenues does not pose any particular interpretative280
problems, the demarcation line that separates the ’ordinary’ from the ’extraordinary’ area is characterised by a281
large ’grey’ area that presents a problematic nature that has already been underlined in the past by numerous282
scholars of business economics.283

Before examining the different theoretical positions expressed by Italian scholars, it is worth emphasising how284
the distinction between ordinary and extraordinary income components was made by the doctrine concerning285
both operating income and overall business income, i.e. the total income determined throughout the life of the286
business.287
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”There are income components to be included among the extraordinary ones when referring to business income288
and among the ordinary ones when referring to overall business income. For example, the revaluation of a plant289
dictated by the fact that high depreciation charges had been calculated in the preceding financial years constitutes290
an extraordinary component of income in the financial year in which it is made (since it represents an adjustment291
of costs of the Onida, concerning this contrast, pointed out how ”classification is made -both in doctrine and292
in practice -with criteria that are not infrequently dissimilar: thus, for example, income components that do293
not derive from the usual or typical activity of the enterprise or that are not repeated periodically or regularly,294
or that appear unpredictable, are sometimes considered extraordinary” (Onida, 1951). Already several decades295
ago, a great Maestro emphasised clearly and unequivocally how doctrine interpreted the ordinariness /ordinary296
nature of income items in a profoundly differentiated manner.297

3 Global Journal of Management and Business Research298

Volume XXIII Issue IV Version I Year 2023 ( ) A © 2023 Global Journals previous years), but not of the overall299
income of the enterprise. For this calculation, the revaluation enters as an ordinary component since it is a300
normal fact that the plant must have an impact on the overall economy of the undertaking for a value equal to301
the original value (possibly increased by capitalised costs) less any realisation value at the time of elimination302
of the assets from the undertaking; that is, for a value equal to the sum of the depreciation charged in different303
financial years, less the revaluation surplus and the realisation value’ (Vivarelli, 1986).304

In most cases, however, the contraposition between ordinary and extraordinary income components occurs305
concerning the income earned during a financial year.306

In this regard, one may recall how Zappa considered it essential to contrast ordinary and extraordinary income307
components to assess an enterprise’s economic situation. According to this author, ’ordinary is the income that308
results from the operations in which the company’s profit-making activity is carried out according to the usual309
lasting order of things. On the other hand, extraordinary are components of income that are essentially notable,310
occasional, not destined to renew themselves, because the circumstances from which they derive are sporadic and311
non-recurring” (Zappa, 1954).312

Zappa points out, however, at the same time, how it is not easy to enunciate, in an analytical and specific313
manner, the dividing line between ordinary and extraordinary management. The author emphasises how this314
depends on the company’s peculiar activity. The scholar also points out that the following cannot be used as a315
discriminating element between ordinary and extraordinary business activity:316

1) Nor the regularity or periodicity with which the transactions intended to be recorded in the accounts occur317
2) Nor the possibility of a forecast 3) Nor the speculative nature 4) Nor the greater or lesser degree of inherent318
risk.319

Although the view expressed that it is impossible to precisely and analytically determine the dividing320
line between extraordinary and ordinary income and expenses, Zappa attempts to identify five categories of321
unquestionably extraordinary income. 1) Variations resulting from an exceptional order of business on the part322
of the administration or from unusual individual operations, 2) The variations fortuitous is due to chance or the323
conjuncture; of these variations, under the name of contingencies and non-existences, it is sometimes desired to324
make a category of extraordinary income components325

3) Changes adjusting costs and revenues recognised in past years, when the accounts expected to be accrued326
already extinguished, 4) The recognitions that could be placed in class 3, which recognise differences between327
the account values already attributed to specific fixed assets, the actual proceeds from their sale, when, due to a328
change of use, they become part of the liquid assets 5) Variations resulting from changes in the criteria applied329
to the valuation of assets” (Zappa 1954).330

Despite the fact that the scholar had pointed out a demarcation line, albeit generic and not stringent, and had331
simultaneously identified five categories of unquestionably extraordinary income and expenses, he expressed the332
opinion that the distinction and contrast between ordinary and extraordinary costs/revenues often encountered333
serious obstacles at both practical and theoretical levels , not only because of the difficulty of identifying a334
separation criterion valid for all entrepreneurial entities, but above all because, understanding the company as335
a unitary system, whose income is the indistinct and overall result of management, it could be arbitrary to336
distinguish and contrast income components in various categories that are different from each other.337

Amodeo, carrying out an analysis partially different from the previous scholar, interprets ’extraordinary and338
unpreordained events’ as a particular ’group of phenomena extraneous to management, which must be accounted339
for in a single account called ’contingencies and non-existences’ (Amodeo, 1970).340

A partially different opinion is expressed by Ferrero, who, addressing the issue of reclassifying profit and loss341
for internal management purposes, identifies 5 management macro-areas, which can be summarised as follows 1)342
Characteristic or typical management, in relation to which operating investments and related negative operating343
income components are identified, also known as the operating area. This area includes every operating operation344
interrelated to the characteristic or typical business activity; 2) Non-operating management area, which in turn is345
subdivided into: a) Financial management, understood as the set of transactions carried out during the financial346
year and connected to the financing and liquidity policies of the company management; b) Atypical management,347
interpreted as the set of transactions not related to the company’s core business and which therefore identify348
investments, costs and revenues belonging to an autonomous area; c) Extraordinary area, which can actually349
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cover both the operating area and the area of atypical business activities. In this area, the author includes all350
nonrecurring operations producing positive and negative effects, the highlighting of which satisfies the need not351
to alter the meaning of the results of ordinary operations, whether operating or typical; d) Area of tax charges352
including income taxes for the year.353

A further approach regarding the contrast between ordinary and extraordinary income elements has been354
expressed by De Dominicis, who argues the need to separate components of an ordinary and extraordinary nature355
to better interpret the company’s situation. In particular, this author believes that the purposes of this distinction356
can be summarised as follows: 1) To correctly judge the economic result achieved in given financial years 2) To357
control management 3) To set and control sales prices 4) Calculating partial or analytical economic results of358
individual products or product groups 5) Making cost-effectiveness judgements on implemented productions 6)359
To calculate the income available for consumption or to be allocated to other production activities 7) To evaluate360
the economic development of the economy in question by comparing incomes in the different years (De Dominicis,361
1966).362

De Dominicis, identifies the dividing line between ordinariness and extraordinariness of income components in363
the character of the periodicity of costs and revenues. ”For the condition of periodicity to occur, it is necessary364
and sufficient....... that components of income, i.e. revenues and costs, can be repeated in the future, insofar as365
they derive from a permanent source or productive force, i.e. labour, capital or both” (De Dominicis, 1966).366

Therefore, the occasionality and non-frequency of occurrence identify the extraordinary components, while the367
character of recurrence and periodicity defines the ordinary cost or revenue.368

To precisely identify the extraordinary elements, the scholar makes a list, albeit not exhaustive, that gives an369
insight into his basic theory regarding the ordinariness and extraordinariness of income components. According370
to the author, income components arising from: 1) Random events 2) Occasional transactions 3) adjustments to371
costs and revenues of previous years 4) Disposals of factors of production.372

Based on this identification of costs/revenues, the scholar identifies four categories of extraordinary items of373
income. a) Costs/revenues of chance events b) Realised gains and losses c) Revaluations write-downs d) Other374
adjustments to costs/revenues of previous years.375

As can be seen from the above definitions, De Dominicis places particular emphasis on the circumstance that376
income is closely linked to production and, in essence, derives from this process. For this reason, this author,377
through the juxtaposition of characteristic accessory management and extraordinary income components, set378
himself the objective of comparing, on an inter-temporal and inter-spatial level, the economic efficiency and379
effectiveness of production characterising the enterprise under attention.380

Other scholars have also adopted this author’s opinion. Gabrovec Mei, in fact states that ”the phenomenon381
of the extraordinary is not additional: there is no extraordinary business activity, but only the possibility of382
measuring the income impact of the occurrence of extraordinary events concerning the two fundamental classes383
of characteristic and accessory activity” Gabrovic Mei„1992).384

In addition to the positions mentioned above, it must remember that part of the economic doctrine holds that385
”the distinction between ordinary and extraordinary is not always (is) easy...... generally, to simplify the problem,386
the following threefold distinction is made. Finally, some assert that ordinary activities are to be understood as387
those usual and continuous activities, or potentially, understood in a realistically broad sense, which the enterprise388
carries out to achieve its purposes. Da quanto sopra riportato, si può comprendere come, fra gli studiosi italiani,389
non sia individuabile un’opinione unanimemente accettata in merito alle caratteristiche che devono individuare390
gli elementi ordinari e gli elementi straordinari di reddito.391

The contrast between ordinary and extraordinary costs and revenues is left to the personal and subjective392
opinion of the scholar, who sometimes delves into the issue of separating the various types of income components.393

As we have been able to highlight briefly, Italian scholars’ positions on identifying the ordinary area to be set394
against the extraordinary part of operations are highly varied. As we shall see later, in this regard, it may be395
helpful to refer to international standards, even though, as we shall see in the following pages, the international396
position certainly does not help to resolve the problematic nature of the separation between ordinary and397
extraordinary components, or rather, at present, the IAS-IFRS standards fix the issue at its root The distinction,398
therefore between ordinary and extraordinary, at present, is characterised by two elements: 1) If we probe the399
doctrinal opinions, we can see that there is an extensive grey area that makes it very complex to place items in400
the proper management area correctly 2) If we refer to the current international standards, there is no longer an401
extraordinary area as everything must be included in ordinary management.402

Both in the event, therefore, that one accepts the existence of such a juxtaposition, and if one adheres to IFRS403
standards and, in essence, rejects the possibility of extraordinary income components, it is easy to understand404
how the division between ordinary and extraordinary costs/revenues does not identify a proper juxtaposition to405
investigate the profitability performance of companies. The difficulty of reclassification on the one hand, or the406
non-existence of a reference aggregate (extraordinary items) on the other, prevent a complete, exhaustive and,407
above all, meaningful analysis from being carried out.408

Despite this, there is no doubt, however, that as long as our legislation refers to the separation between409
ordinary and extraordinary income components, it is necessary to try to understand the dividing line between410
these values, both from a purely theoretical-doctrinal point of view and from the point of view of the provisions411
included in national and international accounting standards.412
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4 III. Ordinary and Extraordinary413

Management: Current Civil Law Aspects (Prior to Current Reform) and Economic Aspects National Accounting414
Standards in Italy and IAS no. 8 before the 2003 Reform415

The issue of the separation between ordinary and extraordinary income elements, although it has always416
aroused interest at the doctrinal level, became the subject of particular scrutiny when, with Legislative Decree417
127/91, the articles of the Civil Code concerning the structure of financial statements were amended.418

While in the period before 1991, the issue concerning the separation between ordinary and extraordinary419
income elements represented, in our country, a subject of academic studies focused on the IAS international420
standards, after the Fourth Directive came into force in Italian law, this contrast began to become a qualifying421
element for the legitimacy of financial statements. For this reason, the topic started to arouse interest among422
scholars and the preparers of financial statements.423

In this regard, it is worth noting how the identification of the discriminating line of typicality (interpreted424
as belonging to the activity for which the company was set up)/typicality of the financial reporting items leads425
to the determination of two different sets concerning the result obtainable if the demarcation line is made to426
coincide with the possibility or otherwise of forecasting (interpreted as an enabled programme of values) the costs427
and revenues themselves.428

The two classifications then lead to different aggregates concerning those identifiable if the discriminating429
element is made to coincide with the repetitiveness (understood as the repetition over time of the income430
element)/occasionality of the values themselves. It is possible to identify typical occasional factors (e.g. a431
one-off training course for employees), just as it is conceivable to recognise atypical repetitive costs and revenues432
(e.g. applications with them to a non-real estate company). The possibility of foreseeing a positive income event433
in advance does not necessarily lead to the value classifications mentioned above. The predictability of a value434
does not appear to be superimposable on either the concept of typicality or the concept of repetitiveness over435
time of the income element.436

These brief considerations highlight the absence of a shared demarcation line between ordinary management437
and extraordinary operations. Without a strict and unified specification of reference criteria, the contrast appears438
permeated by an aura of vagueness that undermines its basis.439

In transposing the Fourth Directive, the Italian legislature has imposed the subdivision in question in a manner440
open to specific criticism.441

Since the juxtaposition between ordinary and extraordinary values implies a different placement of data in profit442
and loss, and since the informative capacity of the financial reporting itself is linked to the correct reclassification443
of these amounts, it is believed that the explication of the criteria for the breakdown of the accounts should find444
space, not in the report attached to legislative decree 127/91, but in the decree itself, for example happens for445
the identification of values belonging to current assets rather than fixed assets (Article 2424 bis I paragraph I of446
the Italian Civil Code).447

The circumstance that the guidelines for contrasting ordinary/extraordinary income elements were contained448
in an accompanying report rather than in the articles of the code allowed, for several years, the preparation of449
financial statements drawn up with different criteria concerning the dividing line that had to be drawn between450
ordinary and extraordinary costs /income.451

5 Global Journal of Management and Business Research452

Volume XXIII Issue IV Version I Year 2023( ) A © 2023 Global Journals453
Before the introduction of the regional tax on production activities, a tax that only affected ordinary454

costs/revenues and which gave rise to the need for a complete and analytical understanding of what was to455
be understood by an extraordinary income component, the term ordinary/ordinary was often given the meaning456
of everyday language by operators. In non-accounting terminology, such a term is often associated with the457
repetitiveness of events. Therefore, the occasionality /repeatability of management operations appeared to be458
the only element to which financial reporting writers essentially referred.459

It should note, however, that this circumstance was not connected to an in-depth analysis of the various460
doctrinal theories on this subject but was, instead, frequently attributable to a substantial lack of knowledge of461
the interpretative problems raised by Italian legislation.462

Perhaps, in this case, the conditional is obligatory; directly in the law, the basic principle of classification of463
ordinary and extraordinary income items could have promoted a wider dissemination of knowledge of the intrinsic464
problematic nature of the civil law positioning of such things.465

The Italian legislator’s choice regarding the contrast between ordinary and extraordinary elements of income466
indicated in the report attached to Decree 127, is summarised in the following principle: ’the adjective467
extraordinary, referring to income and charges, does not allude to the exceptionality or normality of the event,468
but rather to the extraneousness of the source of the income or charge to ordinary activities’.469

Identification of ordinary and extraordinary areas of management: CIVIL CODE IN FORCE FROM 1991470
TO 2015 E) Extraordinary income and expenses 20) income, with a separate indication of capital gains on471
disposals whose revenue cannot be entered under no. 5 21) expenses, with a separate indication of capital472
losses whose accounting effects cannot be entered under no. 14, and taxes relating to previous years. There473
is no explicit reference in the civil law articles in the strictly regulatory sphere. Art. 2425 of the Civil Code,474
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therefore, separated ordinary and extraordinary items of income without providing a precise definition of these475
terms REPORT ACCOMPANYING LEGISLATIVE DECREE 127/91 ”the adjective extraordinary, referring to476
income and charges, does not allude to the exceptionality or normality of the event, but to the extraneousness477
of the source of the proceeds or charge to ordinary activity”.478

This explanation, on a superficial reading, may seem tautological. Indeed, the report defines extraordinary479
as what is not ordinary without giving a comprehensive, unambiguous and precise indication of what should be480
considered ordinary items of income. This apparent shortcoming has been pointed out as one of the leading481
causes for limiting the informative capacity of financial reporting for publication.482

On the other hand, a less superficial reading shows how the explanation is not tautological at all but makes a483
blank reference to well-known but prevalent overseas concepts not specified in the report itself.484

As noted in the preceding pages, the doctrinal opinions of Italian scholars on the concept of ordinary and485
extraordinary income components of financial statements are varied and diverse.486

Given the variety of doctrinal opinions expressed on this subject and the lack of a shared and unanimous487
interpretation of the concept of ordinary or extraordinary income components, it became necessary to refer to488
generally accepted accounting principles.489

However, the Italian situation in 1991 was characterised by the lack of accounting principles that addressed490
this issue analytically. For this reason, the only point of reference, although we shall see that it did not apply to491
the Italian situation due to incompatibilities with the civil code articles, was the representation of international492
accounting standards.493

It should note that the definition of the extraordinary item indicated in the report attached to Legislative494
Decree 127 was characterised by an undeniable ’terminological analogy’ concerning what was established by IAS495
standard No. 8 in force at the time.496

This principle states that ’whether an event or transaction I distinct from the ordinary activities of the497
enterprise is determined by the nature of the event of the transaction about the business ordinarily carried on498
by the enterprise rather than by such events are expected to occur’.499

The consideration of the analogy identifiable between the provisions of IAS No. 8 in force in the period500
considered here and the content of the report attached to Legislative Decree No. 127 could have led to the501
erroneous conclusion that, to settle the dispute concerning the correct interpretation of the phrase ”ordinary502
activities”, it would have been sufficient to transpose, automatically, into Italian law what was established by the503
international standards.504

The Italian legislator rejected such a solution since Article 2425 established that taxes relating to previous years505
must always be indicated in item E21extraordinary expenses -. IAS No. 8, on the contrary, on the recognition of506
determinant errors, which may also concern the calculation of taxes relating to previous periods, established that507
these do not necessarily fall within the income elements of an extraordinary nature. The inclusion of prior-year508
taxes by the civil law legislator within the extraordinary area was one of the elements based on which it was509
possible to deny the possibility of the complete transposition of IAS into national law. This, however, was not510
the only element preventing the automatic and uncritical translation of international standard No. 8 into Italian511
reality.512

In this regard, it must be emphasised that IAS No 8 (before the 2003 reform) dealt with two particular issues:513
1) The modification of accounting principles 2) The correction of errors In addressing both issues, IAS No.514

8 (pre-2003 reform) assumed two potential accounting treatments for the above transactions: a) Benchmark515
treatment: the effects of the change in accounting policy or the determinative error are reflected in the initial516
equity reserves; b) Allowed treatment: the effects of the change in accounting policy or the determining error are517
charged to profit and loss so that the consequences of the change are reflected in net income for the year.518

The key feature of the benchmark treatment was that any adjustments resulting from the change in accounting519
policy or errors must -obligatorily -be recognised as a change to the opening balance of retained earnings, i.e.520
the reserves in the opening balance sheet.521

Even the comparative information of the previous year concerning the closing year must, as far as possible, be522
revised in light of the change in accounting principles. Therefore, according to this methodology, the financial523
reporting for the year, including the comparative information for previous years, should have been presented524
so that the change relating to earlier years adjusts the opening balance of the retained reserves of the first525
year presented. If the reference treatment of IAS No. 8 had been adopted, the recalculation of comparative526
information did not involve the shareholders’ correction of the financial statements approved in previous years.527
This recalculation only represented additional information in the financial reporting of the closing financial year.528

IAS No. 8 before the 2003 reform, after illustrating the reference treatment, explained the socalled allowed529
treatment, i.e. the treatment that, while not representing the recommended methodology, identified what530
constituted an ’acceptable’ criterion for international standards. According to the allowed treatment, the531
adjustments resulting from the change in accounting policy or the determining errors were to be included in532
determining the profit or loss for the financial year ending without, in this case, modifying the retained earnings533
at the beginning of the financial period.534

The comparative information should have been presented without any adjustments. The relative information535
adjusted according to the reference treatment, if practically feasible, would be entrusted to a proforma document.536
This consideration led the Consob (Communication No. 99016997 of 11/3/99 and No. 990 59009 of 30/7/99)537
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and the Banca d’Italia (Communication of 3/8/99) to intervene with explanatory circulars and communications538
on the treatment to be applied by listed companies and credit institutions respectively.539

Consob and the Banca d’Italia agreed that the accounting treatment ’preferred’ by IAS No. 8 was not540
applicable under Italian law.541

The recording of the effects of the change in accounting policies on the opening balances of equity reserves542
contradicts the dictates of Articles 2423 and 2423 bis of the Italian Civil Code. In particular, it must be543
remembered how the application of the benchmark treatment, with the change in the initial amount of the544
reserves included in the balance sheet, would conflict with some fundamental rules of our legislation that can be545
summarised as follows:546

? First, the financial statements are characterised by the principle of continuity, according to which the opening547
balance sheet must correspond to the closing balance sheet of the previous financial year. Although, formally,548
the adjustment of the reserves would take place in a financial year after the one in which the new criterion should549
have been applied, and therefore the opening balance of the funds in question would correspond to the closing550
balance of the previous financial reporting, however, the substance of the adjustment would indicate the opposite;551
? Secondly, it should be borne in mind that, under Italian law, revenue reserves are formed by a resolution of552
the shareholders’ meeting simultaneously, even if separate from the approval of the financial statements. If the553
methodology recommended by IAS No. 8 were to be applied, the shareholders’ meeting called upon to approve554
the financial reporting of the year in which the adjustment is implemented would find itself supporting a change555
in reserves that occurred without the shareholders’ meeting’s previous resolution.556

For these reasons, it can be said that the benchmark treatment has never been applicable within the Italian557
legislative reality.558

In light of these considerations, document No. This position reiterated what had been established in two559
previous CNDC-CNR (National Council of Chartered Accountants and Auditors) documents. Accounting560
Principle No. 12 Composition and format of financial reporting for the financial year of commercial, industrial561
and service companies, already in 1994 identified extraordinary costs/revenues as income components resulting562
from changes in the accounting principles adopted, a circumstance also reiterated by the CNDC-CNR -I 1563
Interpretation Series issued in 1998.564

Of particular importance was the consideration that, even if the preparer of the financial statements had opted565
for the application of the treatment allowed by IAS No. 8 before the 2003 reform, according to the international566
standards, the values to be recognised in financial reporting should have been entered under ordinary income567
items and not under extraordinary income and expenses, as the view of the ordinary /extraordinary nature of568
operations in IAS No. 8 provided that such costs/revenues should, necessarily, fall within the ordinary area.569

Interpretative Document 1, on the other hand, listed in Section E the costs and revenues considered above.570
From here, there was an unbridgeable difference between the concept of ordinary/ordinary applicable in our571
country and the same theoretical reference used in the IASC.572

At the time of the enactment of Legislative Decree No. 127/91, no national accounting standards had yet been573
issued to support ordinary management. The incompatibility between the Italian Civil Code and IAS No. 8 in574
force in the period considered here, however, was already identifiable by considering the location of taxes from575
previous years, which, for the IASC, had to be entered in the area of ordinary management, whereas, for Article576
2425 of the Civil Code, they had to be entered in the area of extraordinary charges.577

From these considerations derived the impossibility of interpreting Italian civil law employing automatic578
transposition of the postulates indicated by the International Standard Committee.579

The decision not to transpose principles drawn up in different countries into the Italian reality was applauded580
by most business scholars. Many authors agreed and still agree that applying principles that can fully share in581
the context of a given economic, social and political reality may not lead to equally positive results when carried582
out in structurally different countries.583

Bearing these considerations in mind, the Italian legislator deemed it appropriate to reread, in a partially584
differentiated key, what had been established by principles and business economics that were influenced by the585
experience of foreign countries.586

A reading of IAS No. 8 shows how the hypotheses in which the possibility of the occurrence of an extraordinary587
income element can be glimpsed are extremely limited. According to the view of the standard in question, ordinary588
operations include only the activities performed by an enterprise as part of its ordinary operations and the other589
activities related to the former, committed to support its ordinary operations or which are acquired as a result.590
In identifying operational examples in which an extraordinary element of income would be substantiated, the591
principle itself refers to natural events, such as earthquakes, or exceptional circumstances, such as expropriation592
for public utility.593

One can understand how the acceptance in our country’s legislation of such a restrictive interpretation of the594
concept of extraordinary would have caused two consequences: In Document No. 12, the commission had opted595
for a detailed accounting of values that helped safeguard the informative capacity of the ’ordinary’ A-B aggregate.596
As mentioned above, the document stated verbatim that the accounting of capital gains and capital losses should597
be carried out in such a way as ”not to distort the technical meaning of the intermediate value indicated by the598
legislator as the difference between value and cost of production”.?599

The national accounting standards, in document No. 12, identified extraordinary items as those values that600
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derived from transactions or events that had a significant effect on the structure of the company (e.g. sale of601
company branches of a considerable part of shareholdings); or that were connected with the sale of civil real602
estate or other assets not instrumental to production, commercial or service activities and not about financial603
management.604

As can be understood from these notes, the original definition of the ordinariness/extraordinariness of income605
elements accepted by National Accounting Standards document No. 12 appeared to be characterised by two606
factors:607

Firstly, national accounting standards emphasise the relevance of the source of the income or expense. In608
this view, the start of the event to be accounted for represented the discriminating element between ordinary609
and extraordinary activities. Subsequently, however, Document No. 12 emphasised that the ”insignificance” or610
”materiality” of the cost of the income constituted a further element of judgement.611

Capital gains of minor capital losses were to be entered in aggregates A and B, in contrast to income and612
expenses that were significant in terms of value concerning all company assets, which, obligatorily according to613
the accounting principles, had to be entered in the statutory aggregate E.614

This stance on accounting principles had two consequences: * On the one hand, the attempt to avoid the615
drastic reduction of the informative capacity of the A-B aggregate that would have unduly derived from the616
inclusion in the ordinary values of ”polluting” elements such as, for example, income from occasional charges of a617
significant amount, appeared praiseworthy * On the other hand, it is not possible, however, to avoid noting how618
this rule of conduct, subsequently modified precisely because of its illegitimacy, presupposed the application of a619
reclassification criterion that indirectly, created differences in recognition according to the values considered, the620
CNDC-CNR principle No. 12 provided that the same event could give rise to extraordinary values or ordinary621
items depending on the amount involved. For example, the sale of real estate would have created an ordinary622
value if the gain or loss was small or, conversely, would have had to be recorded as an extraordinary item if the623
income or expense was significant.624

The principle thus presupposed that a transaction of the exact nature, qualitatively identified (sale of real625
estate), could be made to fall either under ordinary or extraordinary management, depending on the amount626
involved.627

According to the CNDC-CNR document No. 12, ordinary costs and revenues were to include, among other628
things, ”income and charges represented by capital gains and losses relating to the sale of capital goods used629
in standard production, trade or services activities that are disposed of as a result of technical and economic630
deterioration, and of a low significance concerning all capital goods used in standard production, trade or services631
activities and in any case of an amount such as not to distort the technical meaning of the intermediate value632
indicated by the legislator as the difference between the value and cost of production.” If significant amounts had633
marked the values, ordinariness would have automatically turned into extraordinariness without any possibility634
of differentiated interpretation. This does not create any theoretical problems since, from this application, a635
concept of extraordinary related to the exceptionality of the amount transpires.636

The question remained, however, as to whether the application of this principle could be said to be consistent637
with the wording of the law, or rather the content of the report attached to Legislative Decree 127, which explicitly638
stated that the exceptionality of amount could not be considered a relevant element to identify extraordinary639
items of income.640

Reading the civil law articles and the report accompanying the decree, one understands that the legal reference641
is to be understood because the source of the income component is the discriminating element that requires a642
specific classification of the cost or revenue involved in the accounting entry.643

It can be understood at this point how the position initially adopted by the National Council presupposed the644
application of a graduated principle depending on the items taken into account. For operating grants and write-645
downs, what would be relevant for reclassification would not be the amount but solely the qualitative-managerial646
source of the transaction put in place by the company, whereas, for other values (e.g. capital gains and losses).647
However, the source of the transaction was the same; different placements depended on the amount involved,648
which therefore represented, to all intents and purposes, a discriminating element for recognition.649

This circumstance raised doubts as to the complete legal legitimacy of principle No. 12 since, based on the650
content of that document combined with the legislative provisions concerning, in particular, operating subsidies651
AND fixed asset write-downs, the accounting items would, in essence, have been reclassified according to different652
criteria.653

It is well known how the relevance attributed to the values that, alternatively, according to this original654
position of the Consiglio Nazionale di Dottori Commercialisti -Collegio dei Ragionieri, could have been placed655
within the scope of ordinary extraordinary management, was intended to ensure that the differential aggregate656
A-B could have a management significance.657

While sharing this concern, however, the principle outlined in Document No. 12 laid the foundation for a658
legal illegitimacy of the postulate indicated in the code itself regarding the dividing line between ordinary and659
extraordinary items of income.660

In commenting on CNDC-CNR Accounting Principle No. 12 in the past, it was pointed out that the attention661
of the preparer of financial reporting should not have been focused on the amount but exclusively on the source662
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of the income or expense. Therefore, an unambiguous reclassification of the income element should have matched663
a single source.664

This interpretation was supported by Document No. 12 itself. The accounting principles stipulated that665
contingencies and non-existences relating to estimated values that did not result from errors (e.g. surpluses of666
premium reserves, guarantee reserves and risk reserves) should, in any case, be recognised in item A5. Explicit667
considerations regarding the contingency amount did not influence this entry.668

The question then arose as to why the ’insignificance’ of the value should interfere with recognising only capital669
gains and losses and not other income items.670

It was always affirmed that the source of income and expenses should assume the role of the only relevant671
element for statutory reclassification since it appeared illegitimate to apply accounting behaviour that, in the672
total absence of analytical specifications of the law, provided for the application of different postulates or methods673
of recognition depending on the item being recognised in the financial statements. It has always been argued674
that each item mentioned in financial reporting should be made according to the same ’accounting rules’.675

According to this interpretation, which does not contain any elements of incompatibility with civil law, capital676
gains and losses connected with the physiological turnover of fixed assets should always have been interpreted as677
ordinary income elements, even if significant amounts marked them.678

The inconsistency of Accounting Principle No. 12 concerning the ordinariness/extraordinariness of capital679
gains and capital losses was pointed out by the National Council of Accountants and Bookkeepers in Principle I680
1 Interpretation Series.681

In that interpretative accounting principle of document No. 12, a significant change was made concerning682
what had previously been established, a change that many scholars missed as being inconsistent.683

However, in the writer’s opinion, this change represented a quantum leap in national accounting standards.684
It allowed the elimination of a principle that could have cast doubt on the legal legitimacy of the principle itself685
and, thus, its application in the Italian civil law context.686

In principle, I 1 Interpretation Series, any reference to the relevance of the amount of capital losses and gains687
was eliminated.688

As had been hoped for in the past, the accounting standards have ensured that the recognition Document No.689
12 provided that the exceptionality of the amount was only relevant for values that could be entered under items690
A5, E21, or B14-E21.691

However, the law requires that operating grants and write-downs be recognised in items A5 and B10, regardless692
of the figure. Therefore, both of these items must always be regarded as values that are, for all intents and693
purposes, part of ordinary business. of capital losses or capital gains is linked, regardless of the amount involved,694
exclusively to the source of the transaction from which the income or expense arises. Therefore, the quantitative-695
monetary level of the trade no longer has any relevance for the correct legal classification of capital gains or losses.696
The placement of the accounting entries must be made with exclusive reference to the source of the income or697
charge, and therefore free from any consideration of the relevance of the amount, in addition to fully respecting698
the civil law dictate, has allowed the achievement of an elementary, as much as desirable, objective of a tax699
nature.700

Total objectivity’ can hardly be counted among the characteristics that characterise the taxable base on which701
income taxes are calculated. One thinks, for example, of the subjectivity of the concept of entertainment expenses,702
a cost that is, in fact, frequently the subject of tax recovery.703

If, however, on the one hand, such ’absolute objectivity’ cannot be achieved -for reasons intrinsic to certain704
balance sheet items -on the other hand, it appears desirable that the efforts of all scholars and tax operators705
be focused on achieving a common objective identifiable in the maximum possible reduction of any element706
that may represent an obstacle to the ’certainty’ and ’objectivity’ of the determination of the taxable base. ”707
Inequivocability ”, even if necessarily tempered for the reasons mentioned above, represents every taxpayer’s708
elementary and ineliminable right.709

The letter of Articles 4, 5, and 11 of the decree establishing the regional tax on productive activities, interpreted710
in the light of the statements contained in document 12 CNDC-CNR, contained elements that, if underestimated,711
could have led to a gradual move away from the objective of ’certain’ determination of the IRAP taxable base.712

When the law establishing the tax was enacted, the tax legislature had underestimated the scope of the713
interpretative doubts concerning the dividing line that could be drawn between ordinary and extraordinary714
activities.715

If, on the one hand, as explicitly provided for in the legislation, it was inevitable that the taxable base of716
the regional tax on productive activities should not be affected by extraordinary operations, on the other hand,717
it was equally clear that the determination of a tax that could not be subject to possible recovery by the tax718
authorities presupposed the precise and unequivocal identification of the taxable base.719

The automatic shifting of the principles contained initially in Document No. 12 of the National Council of720
Chartered Accountants did not seem to identify the correct solution to overcome the objective determination721
of the identifiable dividing line between ordinary and extraordinary costs and revenues. Document No. 12,722
concerning the different collocation of the items related to the amount of the same, referred to a principle that723
appeared to be intrinsically not determinable objectively.724

The ’insignificance concerning the totality of capital goods used for normal production activity’ did not delimit725
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the elements of ordinary income in a sufficiently precise and unambiguous manner. Such a situation would726
probably have created a potential mass of tax recoveries at the time of assessment with a consequent possible727
group of appeals to the tax commissions.728

The reference, even if not shared by all scholars, of the accounting standards to the ’insignificance’ of values729
could, therefore, only raise critical considerations regarding the lack, within this concept, of a hypothetical ’total730
and absolute objectivity’.731

The in-depth analysis of financial reporting as an instrument of information to the outside world and the study732
of the document as an instrument of taxation leads to the rejection of the acceptance that such subjectivity733
can find a place within the scope of civil and tax law. For these reasons, the lack of connection between the734
ordinariness and extraordinariness of the elements of income and the ’relevance of amount’ that the pieces735
themselves represented was the only way that could comply with the civil law dictate and, on the other hand,736
correspond to the elementary need for certainty in determining the tax base.737

Precisely to satisfy this need for objectivity and certainty in determining extraordinary items of income738
and, consequently, defining the concept of ordinary activities, the accounting standards intervened with the739
I 1 Interpretation Series.740

According to Principle I 1 Interpretation Series updated in 2005, the following were to be considered741
extraordinary items of income: a) Charges, capital gains or losses on transactions with significant effects on742
the structure of the company: in previous years (e.g. amounts of provisions for risks and charges revealed both743
on the guarantor and the condition made); d) Sundry revenues and income of a non-financial nature. These are744
revenues and income not recognisable under other headings, such as reimbursement of expenses penalties owed by745
customers, etc... This item includes revenues for the definitive acquisition of deposits for companies operating in746
markets where the payment of deposits after each contract, whether explicit or preliminary, is customary, such as,747
for example, for car dealerships or construction and sale companies of various types, insurance reimbursements748
should also be included, when they repay claims that have not led to the recording of extraordinary charges.749
In the latter case, instead of insurance reimbursements, they constitute extraordinary income to be recognised750
under item E20.*751

The following items, among other things, are to be included in item B14: a) Costs arising from ancillary752
operations such as, for example, maintenance management costs of civil furniture, management costs of any753
farms that cannot be allocated to other items, maintenance costs of repairing machinery leased to third parties;754
b) Capital losses on the disposal of capital goods used in the ordinary course of commercial production of services.755
The replacement of capital goods, tangible assets, must be physiological and occur, as noted for item A5, due to756
the technical and economic deterioration suffered by the assets in the exercise of the regular production activity757
of the enterprise and not due to an extraordinary event.758

Otherwise, capital losses will be extraordinary in nature and must be recognised under aggregate E: c) Out-759
of-period losses relating to estimated values that do not result from errors. These are upward adjustments to760
costs caused by the normal updating of estimates made in previous years, such as insufficient provisions for risks761
and charges, and losses on receivables related to working capital not covered by previous write-downs. Finally,762
it should remember that the CNDC-CNR accounting standard No. 29, updated by the OIC in 2005, addressed763
the issue of recognising extraordinary income and expenses.764

In particular, it analysed the accounting consequences of extraordinary transactions and events.765
The economic result for the year could be significantly affected by extraordinary events that, even if they766

occurred during the year and therefore about the same year, may, if their effects are not identified and quantified,767
not allow a correct view of the company’s economic performance and may significantly alter the assessment of768
the company’s profitability under normal conditions.769

According to the CNDC-CNR national standard No. 29, updated by the OIC in 2005, events or transactions770
were to be considered extraordinary when both of the following conditions were met (a) The events are causal771
and accidental, and the transactions, whether or not related to such events, are outside the ordinary course of772
business. The extraordinary nature of the event or transaction is to be determined according to its nature in773
relation to the ordinary activities of the enterprise. Accordingly, circumstances which, although accidental and774
nonrecurring in their occurrence or amount, are connected with the ordinary course of business are excluded; (b)775
The events or transactions are infrequent. In connection with the preceding, it should note that the ordinary776
activities of the enterprise should not be confused with its characteristic activities. Ancillary activities ordinarily777
carried out by the enterprise to supplement its income or because they are connected in various ways to the778
enterprise’s main activity can often take place. The economic effects of incidental and non-recurring activities779
will be recognised, depending on their nature, under production value and costs or financial income and expenses.780

Strikes, on the other hand, were not to be considered extraordinary events or operations, even if they were of781
a significant entity, since they were part of the business risk, profits and losses from exchange rate fluctuations,782
losses on receivables, even if they were of a significant entity, and the settlement of disputes if they were of a783
recurring nature and pertinent to the ordinary management of the business.784

Regarding correctly placing items related to extraordinary transactions and events, the amended national785
accounting standard OIC 29 considered it proper to include them under extraordinary income and expenses.786
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6 IV. ORDINARY AND EXTRAORDINARY

6 IV. Ordinary and Extraordinary787

Management in International Standards: IAS 8 and IAS 1 Post 2003 Reform788
As noted in the preceding pages, the contrast between extraordinary income and expenses and ordinary789

costs/revenues at the time of the enactment of Legislative Decree 127 had, as its only point of reference, IAS790
standard No. 8 before the 2003 reform.791

Although this international standard could not be applied to the Italian situation due to incompatibility with792
national legislation, it constituted a point of The elimination of the reference to costs and revenues for the period793
indicated a desire to address no longer the issue of separating ordinary and extraordinary management.794

In explaining the proposed changes to Statement No. 8, the International Committee had highlighted its795
intention to remove certain parts of Statement No. 8 that concerned the presentation and recognition of revenue796
costs in profit and loss. Hence the change in the title of IAS No. 8. These appropriately amended paragraphs797
were re-proposed in IAS No. 1 Presentation of Financial Statements in force in the period under review.798

In that standard (IAS 1 post-reform 2003 ), the IASC took a completely different position from that resulting799
in the original IAS No. 8 revised in 1993.800

In paragraph 85, it states that an entity should not present income and expenses as extraordinary items either801
in the statement of profit and loss or in the notes.802

An analysis of these concepts shows how the IASB eliminated the dividing line between ordinary and803
extraordinary activities.804

In this new international view of management, everything that occurs within the scope of business operations805
must therefore be considered ordinary.806

No operation carried out within management can any longer be considered extraordinary under the revised807
accounting standards.808

IAS No. 1 post-2003 reform points out that, in particular circumstances, the nature and amount of cost and809
revenue items may suggest that they are shown and illustrated in a unique way, when their relevance is such810
that they represent a characterising element for the understanding of the financial and income situation of the811
enterprise.812

However, this does not mean suggesting a separation between ordinary and extraordinary activities. Any813
business transaction that falls within the ordinary course of business activity may assume, for example, due to814
the exceptional entity that characterises it, relevant importance in the context of corporate disclosure.815

Therefore, IAS No. 1 post-2003 reform did not prevent, and does not prevent even today, the highlighting of816
particular income elements by nature or entity, but denies that an area of management that can be defined as817
extraordinary can be identified.818

This stance is in fact, part of a path that the IASC had already taken in previous years. In fact, in the opinion819
of the writer, having identified, in the original IAS No. 8, an extraordinary area as restricted as that specified by820
the international standard (and entities connected with earthquakes or expropriations for public utility) meant,821
in essence, considering that the absolute majority of the transactions carried out in the company’s management822
sphere were connected with ordinary activity.823

This indirectly meant downgrading the extraordinary area’s relevance in favour of the ordinary area, even824
though there is no doubt that the original IAS No. 8 contained a very precise definition of ordinary activities825
and, residually, an extraordinary management area could therefore be identified.826

The position set out in the documents issued in 2003 represents, in reality, a return to the origins of the827
economic business theory expressed by Italian doctrine. As noted in the preceding pages, while tackling the828
subject and proposing a subdivision between ordinary and extraordinary elements of income, Zappa considered829
it reasonable to make an essential premise for the study that he would later carry out.830

The scholar pointed out how the distinction between ordinary and extraordinary income components was831
often impossible from a practical point of view due to the difficulty of identifying a reclassification criterion valid832
for all companies. After pointing out the functional problem of separating ordinary and extraordinary costs833
/income, he highlighted a theoretical obstacle to such a juxtaposition. Zappa pointed out that the enterprise834
was a unitary system in which income was the complex and indistinct result of the company’s production. With835
this phrase, the author intended to emphasise the arbitrariness and artificiality of the claim to isolate income836
components in pre-constituted categories opposed to one another. ”To discuss without limits the appropriateness837
of attributing ordinary and extraordinary, principal and accessory income components,....... (it means, note of838
author) distracting from the formation of income those values that one wants to judge as belonging to past839
years..... All this means easy consent to alterations and the obscuring of financial reporting” (Zappa, 1954).840

V. From Extraordinariness to Extraneousness and, Subsequently, to the Simple Abolition of the Extraordinary841
Elements of Profit and Loss842

At this point, it is necessary to understand the consequences of the amendments to IAS 1 and 8 approved in843
2003.844

On the one hand, Italian legislation (which was reformed in the first decade of this century) imposed, with845
Article 2425 of the Italian Civil Code, the separation of the ordinary from the extraordinary area and, on the846
other hand, prevented the treatment imposed by IAS 8 post-2003 reform from being applied in our country.847

Obviously, given this particular situation of incompatibility of rules, the question arises spontaneously848
regarding the development of external communication of Italian companies.849
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Concerning the issue concerning the mandatory treatment under IAS 8 post-2003 reform concerning the850
recognition of changes in accounting principles and the recognition of errors, there were no proposals to amend851
the regulations.852

It was, therefore, impossible, as it conflicted with Italian doctrinal and regulatory principles, to adopt the853
treatment IAS considers mandatory.854

On the other hand, concerning the contrast between ordinary and extraordinary elements of income, towards855
the middle of the first decade of this century, doctrine began to hypothesise a different difference between negative856
and positive income components.857

In the bill that was supposed to change the profit-and-loss structure, the terms ’extraordinary income and858
costs’ disappeared altogether, and, in their place, the concepts of income and costs unrelated to the activity were859
introduced.860

This change, as is evident, incorporates the evolution introduced in 2003 by the IAS standards, following which861
the concept of extraordinariness was radically eliminated from the ’international economic vocabulary’.862

According to the draft under discussion, Article 2425 of the code should be ’rewritten’ as follows: between863
items pertaining to characteristic activities and income components extraneous to the activity.864

The accompanying report does not go into detail concerning the correct interpretation of ’extraneousness’ to865
the activity. On a practical level, therefore, companies will include in items 18 and 19 everything that is not866
explicitly indicated in items 1 to 17. To avoid the improper use of the terms ’non-operating items’ and to prevent867
the preparation of non-comparable profit and loss accounts due to the various potential interpretations of these868
terms, everyone hoped that the legislator, in the report accompanying the new law, would dwell analytically and869
not superficially on the exact performance that must attend the preparer of financial reporting in identifying870
so-called non-operating revenues and expenses.871

The bill that envisaged the juxtaposition between elements extraneous to business operations and parts not872
extraneous to business activities was not transformed into law, and therefore, the juxtaposition between elements873
extraneous to business operations and elements not extraneous to business activities was never applied at the874
Italian national regulatory level. With Decree 139 of 2015, profit and loss was transformed into a document with875
no contraposition between extraordinary and ordinary elements simply by abolishing the two items that included876
the negative and positive elements of income of an extraordinary nature or instead defined as extraordinary in877
nature. In the current state of the art, all negative and positive items of income are ordinary, exactly as in IAS878
1, which refers to the profit and loss structure. In the opinion of the writer, the elimination of the contraposition879
between ordinary and extraordinary items was welcomed as, in reality, the contraposition, as mentioned above,880
did not provide any interesting information for third parties outside the company. The writer also believes that881
it was very positive that the bill providing for the extraneousness of costs and revenues to the business activity882
was not transformed into law as the concept of extraneousness to the business activity would have remained a883
generic, superficial concept and, therefore, difficult to interpret objectively. At present, therefore, all elements884
of costs and revenues are of an ordinary nature. This circumstance, which, on the one hand, makes it easier to885
prepare financial statements, on the other hand, means that all non-characteristic elements by definition, such886
as capital gains and losses and contingent assets and liabilities, are included in the aggregates at 5 EB 14 in887
particular, which also contain characteristic costs and revenues connected with the typical business activity. This888
means that the profit and loss currently in force in Italy cannot be used effectively to perform a reliable financial889
reporting analysis since both characteristic and non-characteristic costs can be included in the same item. In890
the items of which positive income components are comprised, characteristic non-characteristic capital and even891
financial revenues can be included.892

7 VI. Conclusions893

From what has been said in the preceding pages, it can understand how the regulatory evolution of the concepts894
connected to negative and positive income components has been rather substantial, unlike what has happened in895
the context of the management analysis of financial reporting, which has never deviated from the contraposition896
between characteristic and noncharacteristic elements. The current situation, at least in Italy, which, however,897
reflects the status in most countries that refer to the IAS/IFRS international standards, means that there are no898
extraordinary items but only ordinary costs and revenues, but that the various items envisaged by the legislator899
may contain elements connected with the performance of the company’s typical activity and costs and revenues900
not related with the company’s typical activity, which makes it easy to understand how, this consideration, leads901
to the impossibility of a complete analysis of financial reporting from outside the company, since in the absence902
of information on the analytical content of the items in the financial statements, it is impossible to implement903
an analysis by indexes and flows that would allow a complete analysis to be carried out and that would make it904
possible to understand the actual situation of the company. External users have seen, over time, improvements905
in corporate reporting. Still, although this is undoubtedly the case, they cannot carry out a complete financial906
reporting analysis due to a lack of information. 1907

1To facilitate reading, I have decided not to include in the text, except in exceptional cases, the names of the
scholars who have dealt with the subject under analysis. I have opted not to indicate all the terms of the scholars
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7 VI. CONCLUSIONS

Figure 1:

in the text because this would have meant a continuous interruption of the reading of the complete sentence in
which I express my thought. References are placed at the end of the article
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