GOOD PRACTICE

Getting to grips with non-GAAP measures

Embrace non-GAAP measures in your corporate reporting, David Phillips
advises, but it is increasingly important to follow certain ground rules so that the
information sheds light and not ‘noise’

For companies to report just the GAAP information required
by regulators simply doesn’t cut it in today’s markets.
Companies recognise this and frequently report a variety

of non-GAAP numbers to try to meet investors’ and other
stakeholders’ need for a clear understanding of what the
business has been doing.

To help companies evaluate the effectiveness of their current
non-GAAP reporting, we have summarised some current
practices and what investors have to say about it, as well

as shared a couple of live examples of good practices.

What companies do with their non-GAAP reporting

The majority of company executives support the use of
non-GAAP numbers in their financial statements, according
to PwC'’s research last year — Performance statement: coming
together to shape the future. Corporate respondents also
support the idea that certain ground rules should be followed,
such as providing clear definitions of non-GAAP information,
explanation of why it is relevant and reconciliation back to
GAAP numbers.

What investors and analysts think

‘l like non-GAAP measures: they help me increase my
understanding of the underlying performance of the business’

‘Not that many companies would use non-GAAP measures
to portray a negative impression of a company’

‘We need standard definitions for EBITDA’

When we looked at non-GAAP income measures that
companies included in their 2005 financial statements,

we found that 44% of companies in Europe’s largest
capital markets reported additional income measures
excluding depreciation and/or amortisation (EBITDA and
similar measures) somewhere in their financial statements.
There were clear national trends: 59% of companies in
Germany, for example, reported these measures,

while only 32% in the UK did so.

There are also strong industry variations for EBITDA and similar
measures, indicating that companies are already responding to
investor demands for international comparability within industry
sectors. For example, 70% of information/ communications
companies in Europe reported these measures, but only 12%
of FS companies (see chart page 24). Across eight European
countries, 10% of the companies surveyed included these
measures on the face of the income statement.

There is considerable variation between companies in
what they include on the face of the income statement.

‘I think companies should be required to be consistent in
their non-GAAP measures’

‘It is incredibly important to get a bigger sense of what’s
going on in the marketplace’

‘| think the annual report should be management
communicating to shareholders and other stakeholders
what the business has been doing — you will never do that
satisfactorily in pure GAAP measures’
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