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Non-1FRS Earnings Measures in Annual
Reports of European Companies

Tomads Zahradnicek”
Abstract:

The article examines disclosure of non-IFRS earnings measures (also called
alternative performance measures). The data sample consists of 600 companies that
constitute index EUROSTOXX 600 for the years 2021 and 2022. We prove that non-
IFRS earnings measures hold a very prominent role in financial reporting. We
provide evidence that the reporting of solely IFRS earnings measures in annual
reporting is very rare, with only 3% of companies use only IFRS measures. On the
contrary, a substantial number of companies (74%) include adjusted non-IFRS
measures into unaudited parts of annual reports. Moreover, 25% of companies put
adjusted non-IFRS measures into their audited income statements. Our findings
enlighten how widespread non-IFRS measures are among European companies and
how the European institutions approach this practice of financial reporting.
Keywords: Alternative Performance Measures; IFRS Regulation; Non-IFRS
Earnings; Voluntary Disclosure.

JEL classification: M21; M41; M48.

1 Introduction

Our article reviews non-IFRS measures reporting practice within audited annual
reports based on International Financial Reporting Standards (IFRS). The IFRS
standards are issued by International Accounting Standards Board (IASB) to
enhance international comparability of financial statements. Financial information
for external users contained in the financial statements is accompanied by other
sources of corporate reports, e.g., annual reports or sustainability reports. But most
companies reckon that regulated information produced by using IFRS standards is
too uniform, and the measures defined by IFRS standards are not able to provide
precise information on their performance. Therefore, some non-IFRS measures are
being disclosed in annual reports so that the company performance is described in
an alternative and, from the company management perspective, more informative
manner. Non-IFRS measures, also labelled as Alternative Performance Measures
(APM), can be derived from profit and loss statement items, balance sheets items,
or cash flow statement items. APMs do not have to be only financial, they can also
be derived from operational indicators. And APMs do not have to be only measures,
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they can also be some ratios. APMs are not measures that should replace IFRS
measures, they should serve as additional information that provide other beneficial
insight on company performance.

Our article makes several contributions to the existing literature. First, most papers
about management-adjusted earnings are focused on the US. The objective of this
article is to provide an actual overview of how non-IFRS earning measures are used
in European settings in the current regulatory environment.

Second, this article contributes to academic literature by providing a comprehensive
view of using discretionary measures such as non-IFRS earnings across industries
and European countries.

Finally, our findings extend the work of Isidro and Marques (2008) who conclude
that the disclosure of earnings before interest and taxes (EBIT) and earnings before
interest, taxes, depreciation, and amortisation (EBITDA) is much more common in
Europe than in the US and find evidence for opportunistic usage of APMs by
managers (Isidro and Marques, 2013; Guillamon-Saorin et al., 2017). They also
provide evidence that not only the capital market incentives are determinants of
managers’ non-GAAP disclosure decisions (Isidro and Marques, 2021). Alongside
achieving this objective, we are partially responding to a call from Marques (2017)
for new research to assess what impact European Financial and Market Authority’s
(ESMA) set of recommendations has had on the disclosure of non-GAAP
performance measures by listed European firms. This new research should not focus
exclusively on non-GAAP measures that are comparable to net income, as most
papers have done so far, but also consider earnings measures that are closer to
operating income. This article provides a comprehensive overview of prevalence of
alternative earnings measures across industries and countries in European settings.

The remainder of the article is organised as follows. Literature review in Section 2
provides information about the institutional and regulatory background and prior
academic research. This is followed by research design in Section 3 and leads to
Section 4 where we present the analysis and the key results. Our findings are
summarised in Section 5.

2 Literature Review

ESMA (2015) issued guidelines on Alternative Performance Measures and defines
APM as financial measure of historical or future financial performance, financial
position, or cash flows, other than a financial measure defined or specified in the
applicable financial reporting framework. These guidelines apply to measures
disclosed outside of financial statements (e.g., in management reports or director’s
reports). ESMA (2023) examined 640 issuers of financial statements drawn up
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under IFRS in 2022 and 521 issuers used APM in management reports, that stands
for 81% of annual reports. These management reports were assessed for compliance
with ESMA’s APM guidelines. Examined management reports represent 13% of all
IFRS listed issuers in Europe. Based on these examinations, enforcement actions
were taken in relation to 89 issuers, constituting an action rate of 17%. Deficiencies
were found in areas of APM definition (23%), reconciliation (22%) and explanation
of the use (22%).

The 1ASB, which cooperates with academics, received a comment letter from them
which stated that requiring operating profit as subtotal is likely to enhance
comparability to the extent entities included similar items in the computation of this
subtotal and provided academic literature that has shown that increased
comparability benefits various types of financial statement users, auditors, and the
reporting entities (IASB, 2020).

The IASB has not specifically defined the APMs but had in place the standard
IAS 1 — Presentation of Financial Statements that sets overall requirements. IAS 1
did not provide clear guidance on how to disclose information in financial
statements. The IASB acknowledged that the use of the term APM was confusing
and began focusing on describing how performance measures can be more generally
fairly presented in financial statements (IASB, 2015). Therefore, the IASB launched
a project called Primary financial statements to remedy this deficiency in 2015. The
outcome of this project is the new IFRS Standard, IFRS 18 — Presentation and
Disclosure in Financial Statements, that should improve information in the
statement of profit or loss. IFRS 18 was issued in April 2024 and applies to an
annual reporting period beginning on or after 1 January 2027.

IFRS 18 does not operate with the term APM but defines management-defined
performance measures as a subtotal of income and expenses and requires disclosure
about management-defined performance measure, including a reconciliation to the
most directly comparable total or subtotal specified by IFRS Standards and its
calculation. IFRS 18 newly defines EBIT, but does not define EBITDA. The Board
considered, but rejected, describing operating profit or loss before depreciation and
amortisation as EBITDA (IFRS Foundation, 2019).

Not only academic researchers but also external users of financials information have
contradictory perception of APMs. The relevant literature has examined two major
motives that explain why APMs are used. One is opportunistic motive, in other
words, impression management. The goal is to mislead stakeholders and present the
company’s performance in a more positive light than it is. The second is to provide
more informative reporting.

On one hand, there are users of financial information that have endorsed APMs
because they are more informative measures. Bradshaw et al. (2018) conclude that
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investors view non-GAAP earnings as a more informative summary metric of firm
performance. This supports the findings of Black et al. (2020) that firms use the
discretion afforded in non-GAAP reporting to modify their non-GAAP calculations
across time and relative to peer firms for informative reasons. Charitou et al. (2018)
further conclude that firms use non-GAAP disclosures to reduce information
asymmetry and better inform the market about their future earnings. Rainsbury et al.
(2015) add that earnings APMs are better predictors of future earnings and the value
relevance of adjusted IFRS earnings is greater than IFRS earnings. Brown and
Sivakumar (2003) find that earnings APMs have a higher association with stock
prices. Aubert and Grudnitski (2014) add that reconciliation of APMs is important
in reducing market mispricing.

On the other hand, Bhattacharya et al. (2003) supports the criticism that the usage
of APMs is often motivated by managers’ desires to meet or beat analysts’
expectations or to avoid earnings decreases. This confirm Guillamon-Saorin et al.
(2017) with the evidence that managers use impression management to mask the
recurring nature of some non-GAAP adjustments. Christensen et al. (2014) find that
sophisticated market participants view APM earnings disclosures negatively.
Findings of Barth et al. (2012) suggest that managers opportunistically exclude
stock compensation expenses to increase earnings, smooth earnings and meet
earnings benchmarks. This conclusion is confirmed by Isidro and Marques (2013).

Extant research supports both the informative and opportunistic motive for non-
IFRS disclosures. Attempts to generalise reporting behaviour or identify a single
dominant explanation for non-IFRS earnings are likely to flounder because
informative reporting and opportunistic disclosure do not represent mutually
exclusive explanations. Both motives co-exist with the drivers varying across firms
and time conditional on prevailing reporting incentives (Young, 2014).

The basic idea behind earnings APM is to separate permanent and transitory
components. This separation shall provide better insight into company’s
performance. However, earnings measurement and disclosure are constrained by
IFRS standards and subject to monitor. This fact lures managers toward the
voluntary disclosure of non-IFRS performance measures in annual reports to be able
to provide such non-IFRS performance measures to external users (Guillamon-
Saorin etal., 2017). The issue related to transitory components arises because of the
multiple purpose nature of the income statement. Specifically, the income statement
is intended to provide information useful in (a) evaluating what happened during
the period and (b) providing a basis for predicting future performance. These
objectives often conflict if an item is unusual or non-recurring. Such an item should
be included if the earnings number is intended to be a summary of “what happened”,
but should be excluded if the earnings number is intended to be a predictor of future
cash flows and earnings (Lambert, 2004).
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Curtis et al. (2014) examine how managers disclose transitory gains to disentangle
these two competing explanations for the disclosure of non-IFRS earnings. They
find that the most pervasive motivation for non-1FRS reporting is to inform. Nearly
half of the examined companies allow investors to assess operating performance
excluding the gains quickly and easily. The remaining companies issue opaque
disclosure and half of these companies that issue opaque disclosure appear to be
opportunistic. They found 5,3% of the sample to be egregious opportunistic. These
companies excluded transitory expenses but included transitory gains. These
findings were inferred from the sample of US companies and their 10-K filings
(equivalent of annual report) published in the years 2004—2009.

Companies operate in different settings given by country specifics and their
institutional and economics factors and these circumstances can influence the
manager’s decision for voluntary disclosure of non-IFRS earnings. Isidro and
Marques (2014) found that in countries with efficient legal systems, strong investor
protection, developed capital market, and good communication channels managers
are more likely to use non-IFRS earnings to meet important earnings benchmarks
that would be missed by reported earnings. Managers experience more pressure to
beat earnings target in institutionally strong and economically developed
jurisdiction, where rigorous implementation of regulation and high scrutiny over
financial reporting lessen the use of earnings management to meet the targets.

The practice of reporting non-GAAP measures is not new, as the U.S. Securities and
Exchange Commission (SEC) issued guidance on non-GAAP reporting decades
ago, for example Accounting Series Release No. 142 in 1973 (Bhattacharya et al.,
2004). These days APMs dominate external reporting. In May 2016, Hans
Hoogervorst, chairman of IASB, reported that than 88% of the S&P 500 disclose
non-GAAP metrics in their earnings release. Of those releases, 82% show increased
net income and are clearly designed to present results in a more favourable light.
One study showed that the popular metric called “core earnings” was on average
30% higher than GAAP earnings (Hoogervorst, 2016).

Before the issuance of IFRS 18 the term “non-IFRS” might have been used for two
different groups of performance measures. The first group contained subtotals such
as EBIT or EBITDA which were not defined by IFRS Standards but could be
provided in accordance with IAS 1. These subtotals are summary measures in
accordance with IFRS Standards, but their composition is not defined by IFRS
Standards. Thus, measures in this first group were permitted under IFRS Standards
but might not be comparable between entities despite having the same label. The
second group contained performance measures based on removing (adjusting or
excluding) all or part of line items included in the IFRS accounts from the IFRS-
defined totals (net income or earning per share) or the IFRS-undefined subtotals
(operating profit, EBIT, EBITDA). These performance measures are constructed by

25



Zahradnicek, T.:  Non-IFRS Earnings Measures in Annual Reports of European Companies.

adding back items of expense or removing revenue items that the company considers
to be unusual, infrequent, non-recurring or non-core business. This second group of
measures captures “underlying earnings”, which have been referred to as street
earnings, pro forma earnings, non-GAAP, non-IFRS or alternative performance
measures (Clinch et al., 2019).

An interesting finding related to the type of non-IFRS measure provides Bouwens
et al. (2019), suggesting that EBITDA, and its adjusted measures, are well-suited
financial metrics to window-dress performance and provide a rosier picture of the
company. Conversely, he finds weak evidence that earnings before interest, taxes,
and amortisation (EBITA) and EBIT are disclosed for opportunistic reasons and
adds evidence that EBITDA reporters are generally smaller, more leveraged, more
capital intensive and less profitable than other companies that did not report
EBITDA and interprets their results as being consistent with opportunistic
disclosure because more leveraged, more capital-intensive companies were more
likely to disclose EBITDA. This is because EBITDA will inherently improve the
perceived profitability of those companies by excluding interest, taxes, depreciation,
and amortisation. Another interesting finding provided Isidro and Marques (2008),
who explored the first non-GAAP financial measures disclosed by managers in their
annual earnings announcement press releases. The four main measures are: EBIT
(22.4%), EBITDA (21%), non-GAAP net income (16.2%) and non-GAAP income
from operations (10.6%). The prominence of EBIT and EBITDA may be caused by
European managers not being aware that these are non-GAAP financial measures.

Academics research has also examined which measure of performance is the most
informative for value assessment. Barton et al. (2010) found that optimal
performance measures useful in equity valuation vary across different economics
circumstances and accounting regimes as a function of the underlying attributes of
the performance measures. Therefore, stakeholders should not focus on what
performance measure is “the best”, but rather should focus on the underlying
attributes. However, they found that subtotals measures are more value relevant than
totals measures, specifically those ones which move toward the middle of income
statement. Brown and Sivakumar (2003) conclude that non-IFRS operating profit
that backs out non-recurring items is more value relevant than operating earnings
derived from firms’ financial statements. This indicates that operating earnings
reported by managers contain valuable information beyond that provided by
operating earnings obtained from firms’ financial statements.

It has been proven that earnings APMs provide complementary information about
company’s performance that increases and enhances informativeness of annual
reports. However, the variety of non-1FRS earning measures is immensely large and
their usage among companies is nor uniform neither standardised. It could seem that
this heterogeneity reduces comparability of financial statements. Black et al. (2020)
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found evidence indicating that non-IFRS earnings improve comparability across
firms, relative to IFRS earnings. Even if some firms report non-IFRS earnings
calculations that deviate from their industry normal calculation, they use their
discretion in deviating from the industry norm for informative reasons.

Our unique hand-collected data set allows us to explore the prevalence and use of
non-1FRS measure among European companies and we state our research questions:

RQ1: How prevalent are non-IFRS measures among European companies
currently?

RQ2: Which type of non-IFRS measures is more prevalent and how do they
differ from the closest IFRS measure?

3 Research Design

In terms of methodology, the article follows an approach that attracts a lower
attention of accounting research. While most studies examine the disclosures made
in earnings announcement press releases, only some papers analyse the text of
annual reports. Another source of data is from providers such as I/B/E/S, Compustat
or CRSP. This allows them to analyse a large amount of data. But APM’s earnings
from these databases can be biased. Easton (2003), Bhattacharya et al. (2003), and
Bentley et al. (2018) point out that I/B/E/S earnings (reflecting exclusions made by
I/B/E/S) cannot be used as a proxy for APM’s earnings because they significantly
differ from APM’s earnings reported by management (reflecting exclusions made
by managers). Given these findings, we conclude that annual reports, which are also
audited, are the highest quality data source for exploring how companies (managers)
use alternative performance measures.

This article builds on hand-collected data from 600 annual reports of European
companies for years 2021 and 2022 and identifies in each annual report what kind
of APMs are used in each company and then scrutinise the most reported earnings
APM. The area under examination was the annual report as a whole and its IFRS
disclosures, specifically income statement as a part of disclosures.

Regarding the measures that we observe it is important to note that a lot of
companies consider EBITDA and EBIT to be standard earnings measures and
therefore do not consider them as APMs. Even though in the academic community
was no consensus on whether EBITDA and EBIT are APMs, some research papers
about APMs exclude the observations for which are disclosed EBITDA and EBIT
from data sample. The explanation for it is that EBITDA and EBIT are not non-
IFRS earnings measures because they were commonly used long before non-IFRS
reporting began (Chen et al., 2021). We not only include EBITDA and EBIT in our
observations but also approach EBIT as an equivalent of operating income. And
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conversely to Isidro and Marques (2008) we consider operating earnings (EBIT) as
a standard APM because there is a widespread understanding that operating profit
is simply EBIT (CFA Society UK, 2015).

This article strictly adheres to interpretation of IAS 1. Neither EBITDA nor EBIT
were defined and specified in IAS 1 and therefore we regard these performance
measures as non-1IFRS measures. We divided earnings measures into three groups.
The earnings measures that are defined by IFRS belong to the first group called
IFRS measures. The second group is composed of non-IFRS earnings measures that
are generally accepted and are not considered by some researchers as APMs. These
measures are operating income (result, profit), EBIT, EBITA, EBITDA. We classify
into this group also industry specific measures. Financial and Real Estate industry
use peculiar measures that stem from their industry given specifics. Such an industry
specific measure is EPRA earnings that is used only in Real Estate industry. We
called this second group as non-IFRS measures. The third group is composed of the
adjusted earnings measures of the first or second group, e.g., adjusted, underlying,
recurring etc. We call this third group APMs. We narrowed down the definition of
an APM not to include simple non-IFRS measures but only adjusted non-IFRS
measures and adjusted IFRS measures. The basic goal of this research is exploring
the third group, i.e., adjusted measures and the differences between adjusted
measurers and their unadjusted variants.

Our data set comprises EUROSTOXX 600 companies. We did not exclude any
specific sector, even though the financial industry has different regulations from
other sectors. The reason for any exclusions is that we want to provide a complex
description of using APMs among all industries. The EUROSTOXX 600 is a stock
index of European stocks and is made up of 600 small, mid and large-cap European
companies from 17 countries. The companies are divided into 20 super sectors. The
classification is according to Industry Classification Benchmark (ICB). The dataset
derived from annual reports of these companies can be considered as ideal
representant of European market due its variety of composition. Furthermore, for
the analysis purposes we aggregate and classify all companies into 11 industries as
per industry according to ICB. Industry Classification Benchmark is an industry
classification system that allows investors and other market participants to segment
and evaluate the global economy in a systematic and holistic way. It provides
a standardised framework to research individual areas of the economy, conduct peer
group analysis and classify companies on both a top-down and bottom-up basis. An
industry classification system allows users to assign individual companies to
aggregate industry groupings (Industry Classification Benchmark, 2023).

This article is based on the hand collected data from annual reports. We searched
for APMs in unaudited parts of annual reports, in the parts called management
report, director’s reports etc., and in audited part, i.e., financial statements, we
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focused solely on the income statement. The disadvantage of hand collection is time
consumption which causes the amount of data to be less. The sample data for the
year 2022 are used for the initial analytical part of this article that provides
a snapshot of the APM prevalence for industry and countries. The subsequent
analytical part analyses the most used APM earnings measure, specifically describes
the differences between adjusted value and unadjusted value and consequently
provides descriptive statistics on the amounts of calculated differences for this
analysis, data for the year 2021 and 2022 are examined.

4 Results and Discussion

Tab. 1 and Tab. 2 provide descriptive data about the prevalence of IFRS earnings
measures, non-1FRS earnings measures and APM earnings measures (defined as
adjusted non-IFRS measures) in industry and sectors respectively in geographic
areas (countries). The following results enrich academics research as no prior papers
have provided such a comprehensive overview of prevalence of APM across
industries and countries.

Industries and supersectors are classified based on ICB. The dominance of APMs is
in each sector. There is no sector in which there would be more used IFRS measures
or non-IFRS measures than APMs. Only 3% of companies use IFRS measures,
earnings APMs use 75% companies in their annual reports and 25% companies
report earnings APMs in their income statements. Our results from European
settings can be compared to the findings of Curtis et al. (2014) from U.S. area who
provide the findings that 16% of earnings for performance evaluation are
unadjusted, whereas the remaining 84% are adjusted. We can infer that reporting of
adjusted measures is more common in the U.S. than in Europe. European companies
in Real Estate sector and Media sector are found to be the ones which most report
earnings APMs in their annual reports, the prevalence of APMs amongst companies
in these industries is 91%. Followed by Food, Beverage & Tobacco with 87% and
Telecommunication and Travel & Leisure with 86%. In contrast, Banks are found
to be the least reporting earnings APMs in their annual reports, the prevalence is
50%. There is a need to highlight that this article is focused on earnings measures.
If we were focused on all measures, banks would be ranked among the most
reporting APMs. The main measures in Bank sector are ratio based and the most of
these ratios would be classified as APMs. The same low prevalence of 50% is found
in Technology sector. These two sectors are followed by Financial Services with
a prevalence of 65%.
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Tab. 1 Industry and supersector prevalence

No of m(IeZslfjsres rr]r?enz;sllljzris APMsin  APMs in
Industry Supersector - . annual income
obs. inannual in annual
report statement
report report
. Basic Resources 18 0% 17% 83% 11%
ﬁ:ﬁ;ials Chemicals 22 0% 18% 82% 23%
Total for industry 40 0% 18% 83% 18%
ﬁ‘:rtt‘;m"b"es & 15 0% 33% 67% 27%
gog;‘\/”i‘cegspr‘)d”"ts 33 0% 27% 73% 48%
Consumer .
Discretionary Media 11 0% 9% 91% 18%
Retail 11 0% 27% 73% 36%
Travel & Leisure 14 0% 14% 86% 50%
Total for industry 84 0% 24% 76% 39%
%g‘;&foeverage & 30 0% 13% 87% 37%
Consumer
Staples ngfgf;rgasrforg ug 16 0% 19% 81% 19%
Total for industry 46 0% 15% 85% 30%
Energy Energy 22 0% 18% 82% 9%
Banks 44 25% 25% 50% 9%
Fi il Financial Services 31 6% 29% 65% 3%
inancials
Insurance 31 0% 32% 68% 13%
Total for industry 106 12% 28% 59% 8%
Health Care  Health Care 56 0% 18% 82% 21%
Lonstrustion & 25 0% 3206 68% 44%
Industrials 'Sr;?\‘jfé;'f' Goods & 103 1% 22% 77% 27%
Total for industry 128 1% 24% 75% 30%
Real Estate  Real Estate 34 0% 9% 91% 53%
Technology  Technology 34 3% 47% 50% 15%
Telecomm. Telecomm. 21 0% 14% 86% 5%
Utilities Utilities 29 0% 31% 69% 28%
Total for all industries 600 3% 23% 74% 25%

Source: Authorial computation.
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When examining the prevalence of earnings APMs in income statements, the
prevalence decreases substantially. Real Estate sector stays the sector with the
highest prevalence APMs in income statement with 53%, followed by Travel &
Leisure with 50% and Consumer Products & Services with 48%. In contrast,
Financial Services are the least reporting earnings APMs with the prevalence of 3%,
followed by Telecommunication with 5% and Banks with 8%. The interesting
finding is that Telecommunication sector is a sector with the highest prevalence of
earnings APMs in annual reports, but the lowest prevalence in income statements.

Further examination was made based on the geographic origin of the companies.
British companies use the most earnings APMs in their annual reports, the
prevalence is 92%, followed by Irish companies with 89%, and Finnish companies
with 88%. In contrast, the companies form Portugal use earnings APMs in their
annual report at least with the prevalence of 25%, followed by companies from
Poland with 28% and Spain with 44%.

When examining the prevalence of earnings APMs in income statements, the result
from the geographic point of view is almost the same. The most earnings APMs in
income statements use the companies from Ireland with the prevalence of 56%,
followed by companies from Great Britain with 49%, and France with 44% In
contrast, there are companies from three countries that have zero prevalence of
earnings APMs in their income statements. These countries are Portugal,
Luxemburg, and Austria. The interesting finding is that companies from Finland use
earnings APMs in annual reports with prevalence of 88%, but the prevalence in
income statements is only 6%. The above findings can be influenced by the fact that
even though IFRS allow companies to include non-IFRS measures on the face of
the income statement, some local regulators do not allow such disclosures.

Tab. 3 and Tab. 4 describe the differences in detail between adjusted operating profit
and operating profit. We chose adjusted operating profit because this measure is the
most used earnings APM among EUROSTOXX 600 companies. We identified that
274 companies (46%) report adjusted operating income or some term mutation of
adjusted operating income, such as operating profit, operating result, adjusted profit
from operation, organic operating profit etc. We recognised 57 variations of the term
adjusted operating income — the complete list can be found in Appendix A. The
findings that the most prevalent APM used by managers is adjusted operating profit
is congruent with prior research that has shown adjusted operating earnings as more
value relevant than operating earnings or net income derived from firm’s financial
statements (Brown and Sivakumar, 2003).

31



Zahradnicek, T.:  Non-IFRS Earnings Measures in Annual Reports of European Companies.

Tab. 2 Country prevalence

IFRS _ non-IFR$ APMs in APMS in
Country No of obs.  measures in measuresin o report income
annual report  annual report statement

Austria 7 0% 43% 57% 0%
Belgium 16 6% 13% 81% 38%
Denmark 26 0% 27% 73% 35%
Finland 17 0% 12% 88% 6%
France 78 1% 13% 86% 44%
Germany 71 1% 32% 66% 7%
Great Britain 140 0% 8% 92% 49%
Ireland 9 0% 11% 89% 56%
Italy 34 12% 29% 59% 6%
Luxembourg 2 0% 50% 50% 0%
Netherlands 29 10% 24% 66% 7%
Norway 18 0% 28% 72% 11%
Poland 7 29% 43% 29% 14%
Portugal 4 0% 75% 25% 0%
Spain 25 8% 48% 44% 12%
Sweden 65 0% 32% 68% 17%
Switzerland 52 2% 37% 62% 6%
Total 600 3% 23% 74% 25%

Source: Authorial computation.

Tab. 3 describes the differences in 2021. The adjusted operating income was higher
than operating income in 70% of all observations. We assume that for commenting
on the value of the difference is the best representant median. Regarding all
observations, the value of adjusted operating income is higher by 4.4% compared to
unadjusted operating income. Most companies in each industry (more than 50% of
companies) report higher adjusted operating income except in Utilities sector and
Real Estate sector. Real Estate sector is also the only sector with negative median
difference, specifically —42.7%. The industry where it is the most common that
companies report higher adjusted operating profit than unadjusted operating income
is Health Care industry with 84% companies, followed by Telecommunication with
80% (caveat to the findings for Telecommunication industry is very low subset of
observations), and Financials with 79%. The highest difference in value of adjusted
operating income and unadjusted operating income is in Telecommunication and it
is 28.6% (caveat to the finding for this industry is very low subset of observations),
followed by Health Care with 11.9% and Consumer Discretionary with 10.5%.
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Tab. 3 Comparison of adjusted operating income versus operating income in

2021
No of . No Change Change .

Industry obs. Higher Lower change Mean Median Min Max
BaSIC 0, 0, 0, 0, 0, 0, 0,
Motorials 21 57%  38% 5% —22%  16% -867%  53.1%
g‘i’srfr‘;g‘g;ary 48 T3%  23% 4%  351%  105% -32.6%  810.5%
g;r;slggner 39 7% 21% 3% 15.6%  54% -31.8%  355.1%
Energy 6  67%  33% 0%  93%  84% -21.7%  481%
Financials 14 79% 7%  14%  17.8%  35% -16%  114.3%
Health Care 32 84% 9% 6% 57.4%  11.9% -122%  840.2%
Industrials 68  75%  21% 4%  92%  48% -T44%  119.6%
Real Estate 14 36%  64% 0% -36.3% -427% -87.3%  18.1%
Technology 12 67%  25% 8%  764%  7.0% —61%  634.8%
Telecomm. 5 80%  20% 0% 247.0%  28.6% -341%  786.4%
Utilities 15 33%  47%  20% -15%  0.0% -67.0%  62.0%
Total 274 70%  24% 50 22.8% = 4.4% -87.3%  840.2%

Source: Authorial computation.

Tab. 4 describes the difference in 2022. The number of companies that report in
their annual reports higher adjusted operating income increased by 8% to 78% in
2022 compared to 2021. Similarly, the difference between adjusted operating
income and unadjusted operating income increased from 4.4% to 8.3% across all
companies. In 2022, every industry was already dominated by companies reporting
higher adjusted operating income. The industries with the highest portion of the
companies that report higher adjusted operating income stayed the same as in 2021,
Telecommunication (caveat to the finding for Telecommunication industry is very
low subset of observations), Financials and Health Care, the portion even increased.
Likewise, the findings of the highest difference in value of adjusted operating
income and unadjusted operating income is in 2022 the same as in 2021, the highest
differences are in Telecommunication, it is 125.5% (caveat to the finding for
Telecommunication industry is very low subset of observations), followed by
Health Care with 23.7% and Consumer Discretionary with 10.5%.
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Tab. 4 Comparison of adjusted operating income versus operating income in

2022
No of . No Change Change .

Industry obs. Higher Lower change Mean Median Min Max
BaSiC 0, 0, 0, 0, 0, 0, 0,
Motorials 21 T1%  24% 50  130%  7.2% —425%  116.9%
g?s’g‘;?i‘gr’]ary 48 81%  15% 4% 1035%  14.6% —44.4% 3,181.4%
g&gﬁg?er 39 2% 23% 50% 133%  6.0% ~10.1%  153.7%
Energy 6  67%  33% 0% 199%  9.6% 87%  817%
Financials 14 93% % 0% 407.7%  6.2%  —0.4% 5,000.0%
Health Care 32 91% 6% 3% 47.3%  237% -17.3%  255.3%
Industrials 68  76%  19% 4% 17.2%  6.3% 39.3%  256.4%
Real Estate 14 57%  43% 0% —46%  17% -849%  123.5%
Technology 12 83% 8% 8% 123%  47% 292%  72.0%
Telecomm. 5 100% 0% 0% 3023% 1255%  0.4%  957.9%
Utilities 15 67%  20%  13% 213%  2.7% 67.8%  221.2%
Total 274 78%  18% = 4% 580%  8.3% -84.9% 5,000.0%

Source: Authorial computation.

Tab. 5 and Tab. 6 provide descriptive statistics on the amounts of calculated
differences of the adjusted operating profit and operating profit for the years 2021
and 2022. Most subsamples (based on industry) are not normally distributed. This
can be inferred from the value of skewness and kurtosis and further from the results
of Shapiro-Wilk test of normality. These tables together with Tab. 3 and Tab. 4
provide a descriptive encapsulation of difference between non-IFRS adjusted
operating profit measure and IFRS operating profit measure among all industries in
European area. Paired samples t-test has the p-value of 0.0124, which is lower than
the significance level of 0.05. We can then reject null hypothesis and conclude that
the average difference between the adjusted operating profit and operating profit in
2021 is significantly different than the average difference between the adjusted
operating profit and operating profit in 2022.
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Tab. 5 Descriptive statistics of the difference (year 2021; in CZK mil.)

Shapiro-Wilk normality test

No of . Trimmed . .
Industry obs. Mean SD Median mean MAD Min Max Range Skew Kurtosis SE w Normal
p-value di
Istr.
Basic Mat. 21 168 5,395 428 624 3,598 -13,636 10,184 233820 ~0.75 0.68 1,177 09268  0.1187  Yes
Consumer 48 6,294 12,351 2,446 4,183 4379 6979 71658 78,637 3.32 13.94 1783 06434 00000 No
Discretionary
Consumer
Staples 39 7781 21,160 1,029 3,024 2,046 26,552 92,093 119,645 2.85 8.65 3,388 05696  0.0000  No
Energy 6 -18319 45391 1813  -18319 25133 87477 22255 106,832 -0.50 -186 18531  0.8204  0.0890  Yes
Financials 14 10815 20577 1,635 6,524 2,921 671 73794 74464 2.10 3.47 5499 06033  0.0000  No
Health Care 32 23192 51201 1,938 9,553 2,917 ~769 194382 195,151 2.48 5.10 9,051 05088  0.0000  No
Industrials 68 —402 10,543 1,181 980 1703 69,348 23943 93290 —4.27 25.22 1279 05099  0.000  No
Real Estate 14 2519 16,753  -2,722 -4,936 5194 24546 48506 73,052 1.74 3.47 4477 07386  0.0010  No
Technology 12 9710 25,246 507 2,877 1,949 1025 88771 89,796 2.52 5.03 7,288 04580  0.0000  No
Telecomm. 5 52932 90423 15325 52932 41,351 12566 208564 221,131 0.89 ~116 40439 07803 00554  Yes
Utilities 15 265 38,405 0 -3,110 744 71,931 116,341 188,272 1.33 3.46 9916 06930  0.0002  No
Total 274 6,260 28,576 849 2,406 2,388 84,577 208565 293,142 3.87 23.46 1726 05027  0.000  No

Source: Authorial computation.
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Tab. 6 Descriptive statistics of the difference (year 2022; in CZK mil.)

Shapiro-Wilk normality test

Industry I\(I)%sf Mean SD Median Trr:qn;;}:]ed MAD Min Max Range Skew Kurtosis SE Normal
w p-value di
istr.
Basic Mat. 21 6,113 16,071 2,475 3,180 3,765 9,510 72,894 82,404 3.35 11.25 3,507 05113  0.0000  No
Consumer 48 5894 12,476 2,478 3,870 3,602 9,628 79918 89,546 4.44 23.16 1,801 05220  0.0000  No
Discretionary
Consumer
Staples 39 5964 17,561 1,410 2,948 2,180 -25848 91165 117,040 3.16 12.30 2812 05542  0.0000 No
Energy 6 27,788 53557 5,793 27788 30,711 25851 115568 141,419 0.58 -154 21,864 08810 02736 No
Financials 14 14307 22,328 2,119 10,768 4093  -1421 72508 74,464 2.10 3.47 5499 07265  0.0007  No
Health Care 32 25834 55601 3,714 11,944 5457 24598 216,361 240,959 2.25 3.87 9,829 05660  0.0000  No
Industrials 68 1691 12,266 1,299 2,326 2,096 -80,087 37,353 117,440 -3.98 2741 1,487 05379  0.000  No
Real Estate 14 ~490 8,643 105 -943 4285 16310 20,768 37,078 0.36 0.88 2310 08737 00473  No
Technology 12 10494 23,069 1,355 4,897 4135  -4182 81149 85331 2.33 4.36 6,659 05570  0.0000  No
Telecomm. 5 66381 84422 44963 66,381 38,356 48 212309 212,261 0.90 ~112 37,755 07878 00642  Yes
Utilities 15 11,715 43,062 1,192 10,174 2433 69,495 112,961 182,456 0.91 091 11,118 07673 00014  No
Total 274 9414 30,034 2,003 3,773 3,493 80,087 216,361 296,447 3.96 20.90 1,814 04977  0.000  No

Source: Authorial computation.
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5 Conclusion

The voluntary reporting of earnings APMs is common and the debate about the
motive will probably never end. Although APMs are not defined in 1AS 1, the new
standard IFRS 18 that replaces IAS 1 brings some changes. IFRS 18 introduces
management-defined performance measures and defines new subtotal profit or loss
before financing and income tax (EBIT). EBITDA, however, remains not defined.
Management-defined performance measures need to be reconciled to the most
directly comparable IFRS defined subtotal.

This article explored a unique dataset that was hand-collected from 600 annual
reports of EUROSTOXX companies and found that 97% of companies use non-
IFRS earnings measures and 74% of companies use adjusted non-IFRS measures.
The highest prevalence of adjusted non-IFRS measures is in Real estate and Media
sector with 91% of companies that use this kind of APMs. In this article, we also
examined the country factor. We find that Great Britain is a country with the highest
prevalence of using adjusted non-IFRS measures.

The most common adjusted performance measure is adjusted operating income that
uses 46% of companies — this represents 276 companies in our data set. The term
variability of adjusted operating income is enormous, we recognised 57 variations.
Most companies, 78% in 2022, report higher adjusted operating income than
unadjusted operating income in annual reports. The median difference is 8.3%
across all companies in 2022. Compared to 2021, the number of companies reported
higher adjusted operating income increased from 70% to 78% and the median
difference almost doubled.

In this article, we provide a comprehensive framework on how non-IFRS earnings
measures are widespread among European countries and describe how European
regulators approach this company practice. But there is still a lot of space for further
scrutiny. Deeper analysis of the excluded items can be the subject of future research.
Future research may focus on what cost items are excluded from IFRS earning
measures and how excluded items varied among industries in European settings.
Another area for research can be how European companies follow principles of
reconciliation of non-IFRS measures or explore the prominence and authority given
to APMs in annual reports. It is clear that further research is necessary to understand
the practice of reporting APMs.
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Appendix A: Variation of the term adjusted operating income

Adjusted income from operation

Adjusted operating income

Adjusted operating profit

Adjusted operating profit (at CER)

Adjusted operating profit from continuing operation
Adjusted profit from operations

Clean CCS operating result

Comparable operating profit

Contributive operating income before non-recurring items
Core net income

Core operating income

Core operating profit

Current operating profit

Current operating profit from activities (COPA)
Current operating result

EPRA operating profit

Group adjusted operating profit

Group adjusted operating profit before tax attributable to shareholders’ profits
Headline operating profit

Income from current operations

Industrial operating profit

Net income from operations

Net operating income (recurring)

Net operating income in accordance with earnings capacity
Non-IFRS operating income

Normalized operating result

Operating income excluding special items

Operating income from ordinary activities

Operating income recurring

Operating income, excl. items affecting comparability
Operating margin

Operating profit (before non-trading items)

Operating profit (EBIT)

Operating profit (non-1FRS)

Operating profit (underlying)

Operating profit before exceptional items

Operating profit before items affecting comparability
Operating profit before other items. Excl. IAS 29
Operating profit before specials items

Operating profit excl. items affecting comparability
Operating profit excl. revaluation of process inventory
Operating profit in constant exchange rates

Operating profit on activity
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Operating profit on ordinary activities
Operating profit/loss excl. items affecting comparability
Operating result from activity (ORFA)
Ordinary operating profit

Organic operating profit

Profit from operations (adjusted)
Profit from recurring operations
Recurring operating income
Recurring operating profit

Result from current operations
Underlying operating income
Underlying operating profit
Underlying profit from operation
Underlying trading operating profit
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