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Introduction 
Today, companies present their performance in different 
ways depending on the needs of the stakeholders. Investors 
are interested in the future prospect of the companies so as 
to get a return on their invested capital. Regulators want to 
ascertain that fi nancial information presented is in 
compliance with the relevant accounting principles. And 
employees are interested in numbers that are the basis for 
their remuneration. All the information provided should help 
make economic decisions. Whatever fi nancial information is 
provided by the companies, there should be a common 
ground that such information is useful, consistent, reliable, 
entity specifi c, and comparable. 

Background 
Listed companies have to present their fi nancial information 
according to Generally Accepted Accounting Principles 
(“GAAP”). But GAAP1 alone does not always tell the whole 
story. To bridge this gap additional information is provided 
for a better understanding of the company’s performance, 
also referred to as nonGAAP fi nancial measures or 
alternative performance measures. Such information is 
mostly disclosed in a separate section of the Annual Report, 
in sections labelled such as “operating and fi nancial review”, 
“highlights”, “key fi gures” or “Management’s Discussion 
and Analysis (MD&A)”. In practice, companies report beside 
the fi nancial information prepared in accordance with GAAP 
other information such as: 
• Core results,
• Numbers calculated by using constant exchange rates, 
• Adjusted earnings for nonrecurring items (e.g. 

restructuring expenses, gain or loss from sale of 
businesses)

• Free cash fl ow, etc.

1  GAAPbased fi nancial information is based upon clearly articulated principles. Using 
such principles should result in transparent and comparable information in fi nancial state
ments and other fi nancial reporting. In Switzerland listed entities can use either IFRS, US 
GAAP or Swiss GAAP FER depending on the segment they are listed in. 

Because there is no standardized format used by 
companies, such information may not be comparable with 
other companies or even peer groups. There is also a risk 
that only the current year numbers are adjusted while the 
comparative numbers might not be adequately adjusted, 
resulting in a too optimistic view of the company’s 
performance. 

To date, regulators are using different approaches to deal 
with this topic, resulting in inconsistent requirements. In 
June 2016 the Board of the International Organization of 
Securities Commissions (“IOSCO”) issued a fi nal report on 
nonGAAP fi nancial measures. This report brings the 
international approach further in line with the guidelines 
issued by ESMA2, the European regulator, in May 2015. 

Even within the GAAP numbers presented some companies 
use additional subtotals such as EBITDA (Earnings before 
interest, tax, depreciation and amortization), EBITA or EBIT, 
which generally are not defi ned by GAAP. As part of the 
Disclosure Initiative, the IASB3 amended IAS 1 Presentation 
of Financial Statements. Among others companies can still 
elect to present subtotals for a better understanding of the 
company’s performance even though such headings may 
not be defi ned by IFRS. Already in the past IFRS accepted 
presenting subtotals, however, the standardsetter now 
introduced guidelines how subtotals should be presented 
(see further below). Those amendments are applicable for 
annual periods beginning on or after 1 January 2016.

2  European Securities and Markets Authority; Guidelines on Alternative Performance 
Measures

3  The International Accounting Standards Board (IASB) issues the International Financial 
Reporting Standards (IFRS) together with their accompanying documents. 
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Reliability and comparability
IOSCO includes in its scope any nonGAAP fi nancial 
measure4 that a company discloses outside of its fi nancial 
statements, which is similar to the scope of ESMA. Both 
bodies acknowledge that nonGAAP fi nancial measures can 
be useful to investors but can be problematic when they are 
presented inconsistently, are inadequately defi ned or 
obscure fi nancial results. Therefore, IOSCO has identifi ed 
elements that would contribute to the reliability and 
comparability of nonGAAP fi nancial measures and reduce 
the potential for misleading disclosure.

Key facts5

IOSCO’s expectations are that companies should:
• defi ne each nonGAAP fi nancial measure and provide a

clear expectation of the basis of calculation and the
reason for presenting it, with a clear and meaningful label;

• use the measures with unbiased purpose – i.e. not to
avoid presenting adverse information to the market;

• present nonGAAP fi nancial measures with GAAP
information that is given equal or more prominence;

• reconcile nonGAAP fi nancial measures to the most
directly comparable GAAP measures presented in the
fi nancial statements, with adjustments explained;

• present comparatives, disclosing nonGAAP fi nancial
measures consistently over time;

• explain changes in the composition of a nonGAAP
fi nancial measure, or the reason why it is no longer
presented;

• avoid reference to “nonrecurring” or “unusual” items
when this cannot be suffi ciently explained; and

• provide access to information regarding nonGAAP
fi nancial measures – i.e. ensure that such information is
readily and easily accessible to investors and other users.

What to do next?
Information presented in addition to the GAAP numbers 
might be valuable and useful for an understanding of an 
entity’s performance. The focus of such additional 
information should be on a more effective communication 
with the stakeholders. Thus, such numbers should only be 
provided and presented as additional information, in a clearly 
defi ned and unbiased and transparent way.

4  A nonGAAP fi nancial measure is a numerical measure of an issuer’s current, historical 
or future fi nancial performance, fi nancial position or cash fl ow that is not a GAAP meas
ure. A GAAP measure is a measure that is specifi ed, defi ned or determined pursuant to 
the issuer’s fi nancial reporting framework.

5  KPMG, nonGAAP measures – Moving towards global transparency by Marc Vaessen, 
Partner KPMG International.

When it comes to presenting additional subtotals in the 
fi nancial statements prepared in accordance with IFRS (e.g. 
EBITDA) that are not defi ned by IFRS, then the subtotals:
• comprise line items made up of amounts recognized and

measured in accordance with IFRS;
• are presented and labelled in a manner that makes the

line items that constitute the subtotals clear and
understandable;

• are consistent from period to period;
• are displayed with no more prominence than other

subtotals and totals presented in the statement of
fi nancial position or statement of profi t or loss and OCI;
and

• are reconciled in the statement of fi nancial position or
statement of profi t or loss and OCI with the subtotals and
totals required by IAS 1 [IAS 1.85A85B].

Stefan Sieber
International Accounting & Reporting, KPMG AG 
stefansieber@kpmg.com

Summary
It is a reality that more and more nonGAAP measures 
are used to tell the story about how the company is 
effectively performing. Many companies are already 
presenting subtotals that are not defi ned by GAAP and 
as such have to be considered nonGAAP measures 
even though they are widely accepted by their 
stakeholders and the general public. As seen regulators 
and standardsetters are taking up this issue with a 
view that companies are providing clear and useful 
information to stakeholders especially when it comes to 
nonGAAP fi nancial measures. It is now up to the 
companies to ensure and / or further enhance their 
reporting in such a way that it is fully transparent and 
comparable and not biased in any way. At the end all 
stakeholders will benefi t.
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