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A. What is the role played by non-GAAP earnings adjustments?

For a number of years, international financial reporting standards (IFRS), along with US-GAAP in many cases, have formed the 
framework for financial reporting by stock-listed companies. But, IFRS does not govern every aspect of a financial report.

Many elements reported by capital market-oriented companies to their investors, creditors or financial analysts are referred to 
as ‘non-GAAP’ elements – the measurement and reporting of which are not covered by accounting standards.

Non-GAAP earnings adjustments are reported on a voluntary basis as modifications of regulated earnings figures. No generally 
accepted reporting standards are in place for these adjustments, often making comparability difficult - if not impossible - for 
investment professionals.

And, this situation is not new! Beginning in the 1970s, DVFA created ‘DVFA/SG’ earnings as a foundation for earning adjustments 
that renders non-GAAP elements comparable between different companies and sectors and represents a de facto standard for 
non-GAAP reporting - albeit under the then applicable HGB reporting standard, which makes the standard relevant to German 
companies only. With the legal requirement of reporting by listed companies in accordance with IFRS and the growing impor-
tance of the standard, DVFA/SG earnings were pushed into the background. 

Despite this situation, investors, creditors and financial analysts continue to face the challenge of comparing, understanding and 
validating non-GAAP earnings figures reported by companies, in order to make well-founded investment decisions. Thus, trans-
parency and comprehensibility of non-GAAP elements are just as relevant today!

B. Accounting can be used by corporates for ‘window dressing’: Results and conclusions from a survey of investment profes-
sionals on the perception of current non-GAAP earnings reporting. 

The content of this paper, condensed into the form of recommendations, derives from a research project undertaken by PwC 
Germany and DVFA – and headed by Prof. Dr. Alexander Bassen – in 2011. 

The aim of the project was fact finding with respect to the reporting practices of DAX, MDAX and STOXX Europe companies, and 
examining these practices from the perspective of investor information. On this basis, conclusions were drawn as to the need for 
improvement in non-GAAP reporting.

In the form of twelve recommendations, the most important improvement options will be explained below. The majority of the 
recommendations relate to treatment of non-recurring items, and have only secondary bearing on adjusted earnings per se. This 
reflects the practice of many buy and sell-side analysts, who are interested mainly in these one-off income and expense items in 
order to calculate their own earnings figures. As a means of orientation for companies, the authors have presented a set of best 
practice examples depicting exemplary and effective non-GAAP reporting in the second part of this paper. Naturally, these are to 
be seen strictly as examples of constructive implementation of the twelve most important non-GAAP recommendations from the 
perspective of the authors. 

In order to assess the opinions of experienced financial analysts and fund managers with respect to the importance of the recom-
mendations, DVFA conducted a survey of investment professionals in the summer of 2012. 

Generally speaking, the more than 80 total participants in the DVFA/PwC survey on non-GAAP earnings reporting by corporates 
were not satisfied, or less than fully satisfied with the current state of reporting.
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Initially, it will be helpful to look at some of the statements made by participants in order to give an impression of the general tone:

“What we urgently need are clear definitions of non-recurring items, explanations in the notes, subsumed under a clearly 
defined item (non-recurring items) in the income statement, so that every investor can comprehend what is being repor-
ted.”

“The important thing is to avoid development of an ancillary accounting regime under which corporates can do all the 
things they are prevented from doing under accounting standards. This would move us ever further away from compara-
bility. If non-GAAP items are included and published, it has to be in a transparent way.”

“We are seeing a clear inflation of earning adjustments. Companies should focus on a return to normal accounting. 
The definition of earnings adjustment should be treated very restrictively. For instance, a company might present costs 
from an M&A transaction as a legitimate adjustment. But, this disadvantages companies growing organically through 
purchases of machines and other capital goods. Many companies have long since entered into a parallel universe.”

“Any earnings adjustments made by companies should be standardised to the greatest possible extent in order to foster 
better and more transparent comparability between the figures of different companies.”

“Earnings adjustments should also be presented in a clear divisional breakdown.”

For 41.8% of all participants, current corporate practice with respect to earnings adjustments – e.g. on EBIT, EBITDA etc. – is 
somewhere between ‘less than satisfactory’ and ‘completely unsatisfactory’. At the same time, more than 95% of all survey par-
ticipants say that reporting of earnings figures is very important for them. 

In addition to inadequate comparability resulting from a lack of uniform adherence to binding accounting standards, another 
regular complaint among the experts is about the tactical use of adjustments for cosmetic purposes:

“Companies finesse the numbers in the way that appears most opportune. Often, these are figures that relate to remu-
neration components -  as an owner, this is unacceptable. We might as well introduce an item for EBE (earnings before 
everything)...”

“I can’t even fathom how companies get away with it!” The primary reason for this kind of “as if” reporting is management 
compensation, which is linked to the virtual numbers and not to actual earnings. Shareholders’ dividends -  on the other 
hand -  refer back to real earnings...”

An argument frequently put forward by standard setters and accounting experts, according to which non-GAAP earnings figures 
must be viewed as approximations anyway – as robust and relevant numbers for investment analysis should always be obtained 
from the income statement, balance sheet or cash flow statement – was rejected by 53.7% of participants. What makes non-
GAAP elements so important is explained by one participant:

“EBIT, EBITDA are elementary reference values. With many limitations, they fundamentally enable profitability compari-
sons between different sectors.”

The statements of the surveyed investment professionals underscore the importance of the recommendations put forth by DVFA.
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C. Twelve recommendations for an investor-oriented non-GAAP reporting

1. Non-recurring items
Investors and financial analysts expect companies to state non-recurring items in financial 
reporting for purposes of completeness and transparency. 

2. Reconciliation statement
The centrepiece of reporting on adjusted items should be a detailed, structured and transparent 
reconciliation statement. 

3. Internal guidelines on non-recurring items in external reporting
Investors and financial analysts expect companies to maintain and publish internal guidelines 
relating to the application, measurement and recognition of non-recurring items in external 
reporting. 

4. Definition, thresholds, periodicity
The guidelines should contain a definition of non-recurring items (in contrast to ‘recurring 
items’), as well as thresholds and a statement on periodicity, i.e. within which periods an item is 
deemed to be recurring.

5. Restructuring costs
To ensure a transparent and comprehensible presentation, companies should provide the most 
granular and detailed possible reporting on restructuring costs.

6. Income
Not only one-off costs: adjustments should also be applied for extraordinary income.

7. Equal recognition
For purposes of transparency and further utility of financial data, it is crucial that the basis for 
adjustment via non-recurring items be clearly disclosed, i.e. EBIT or EBITDA derivable directly 
from the income statement.

8. Continuity, consistency, comparability
The definition of earnings figures and categories of non-recurring items – as well as the relevant 
criteria – should be consistent from period to period.

9. Graphical presentation
The scope and effects of individual adjustments should always be presented graphically.

10. Multi-year presentation
Investors and financial analysts expect companies to report on adjustments over multiple years.

11. Explanation as to internal use of adjusted non-GAAP
Companies should disclose the manner and purpose of their internal use of adjusted non-GAAP 
items.

12. Derivability from accounting
Non-GAAP elements should always be derivable from the company’s accounting, e.g. the annual 
financial statements.

Agreement among 
survey participants 

100 %

95.5 % 

97 %

95.5 %

95.5 %

98.5 %

98.5 %

100 %

61.2 %

97 %

80.6 %

97 %
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D. Explanation of the twelve recommendations

1. Non-recurring items

To better assess the performance of a company, non-recurring items – i.e. effects from one-off transactions – should be included 
in financial reporting. In the interest of transparency and user-oriented corporate governance, it makes little sense for companies 
to leave room for interpretation via non-GAAP elements in their financial reporting. In the Anglo-Saxon sphere, a tactical use of 
non-GAAP elements is often referred to as the ‘earnings game’. Depending on performance in the relevant financial year, ear-
nings figures are modified by – sometimes dubious – one-off items, without a robust underlying system for categorisation of the 
results. Moreover, the adjustment items are seldom reported in such a way that gives investors a transparent view of their appli-
cation.

2. Reconciliation statement 

Financial analysts and investors are primarily interested in the adjustments – i.e. the non-recurring items. The earnings figures 
that are adjusted by the company via these items are more of secondary importance, especially given that market participants 
often use their own definitions of non-GAAP figures as well as their own calculations for valuation models. The ‘three column’ 
format is a particularly clear and effective way to present details on reconciliation between ‘as reported’ EBITDA (left column) 
and ‘adjusted’ EBITDA (right column). The middle column lists and quantifies adjustment items. Separate from the reconciliation 
statement, non-recurring items should be listed and quantified, as well as attributed to the relevant one-off effects. Attribution 
to the respective business segments and quarters also facilitates greater estimation accuracy for analysts (see best practice 
examples 1-3). Treatment of these items can be left up to the analysts’ discretion! 

Findings from within the DVFA network: 95.5% of all survey participants consider a well-structured, transparent reconciliation 
statement to be indispensable.

Investors and financial analysts expect companies to state non-recurring items in financial reporting for purposes of 
completeness and transparency. 

The centrepiece of reporting on adjusted items should be a detailed, structured and transparent reconciliation state-
ment. 
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3. Internal guidelines on non-recurring items in external reporting

Maintaining and publishing internal company guidelines for non-recurring items increases confidence and coverage among 
investors and analysts (see best practice example 4). The guidelines should be centrally accessible, e.g. in conjunction with 
explanations of the earnings situation in the (consolidated) annual management report.

Findings from within the DVFA network: Although, as a general rule, investment professionals have little interest in how a 
company internally organises compliance with company reporting standards, 97% of all survey participants said it makes sense 
for corporates to lay down (and publish) guidelines for the application, measurement and recognition of earnings adjustments.

4. Definition, thresholds, periodicity

a) Definition: The definition includes classification criteria as well as a clear differentiation from ‘recurring items’. It should be 
uniform throughout a company group and consistently applied; the procedure for measurement of adjusted earnings figures 
should remain constant over time in order to enable period comparisons. Naturally, a non-recurring item should not only be 
applied as an adjustment item in cases where it will result in a positive earnings adjustment. Unambiguous definitions of non-
GAAP and their derivations should be disclosed for key financial figures, e.g. net debt, ROCE or free cash flows.

b) Thresholds: Thresholds should be used as part of a consistent regime of adjustment for non-recurring items (e.g. in the form 
of fixed boundaries). Thresholds could include both a minimum and maximum boundary.

c) In its Regulation G (2002), the SEC provides clear rules concerning the periodicity of non-recurring items. The SEC identifies 
the items by which the regulated figures are adjusted as ‘non-recurring, infrequent or unusual’ income or expenses. These are 
determined by way of a time window; the income and expenses are classified as non-recurring, infrequent or unusual if the 
relevant event is not expected to recur within the following two years and/or has not occurred within the previous two years. 
The SEC rule classifies extraordinary or non-recurring expenses (e.g. restructuring) or income as relating to events that repeat 
no more frequently than every two years. Given the probability that expenses or income resulting from such events must be 
included in accounting in two different financial years, the attribution of non-recurring items to extraordinary events (e.g. M&A 
transactions, plant closures etc.) is recommended. This sends a clear signal that the triggering event - although a one-off 
occurrence – results in financial effects lasting beyond a single financial year. At the same time, it ensures compliance with the 
SEC regulation. Companies should disclose this attribution as part of their presentation of adjusted earnings figures.

Findings from within the DVFA network: As many as 95.5% of survey participants would expect this regulation to include infor-
mation on the classification of adjusted figures (’What is a non-recurring item?’ ‘What is a recurring item?’), as well as thresholds 
(‘At what point an effect is recognised?’) and a statement on periodicity (‘When is a non-recurring item reclassified as recur-
ring?’). 

85% expect companies to classify the income and expenses as non-recurring, infrequent or unusual only if the relevant event is 
not expected to recur within the following two years and/or has not occurred within the previous two years (in line with Regulation 
G from the SEC). 

On the other hand, 15% of survey participants give ‘less’ or ‘absolutely no’ support to such a regulation, and instead expect 
event-specific handling of adjustments, which does not necessarily permit any and all events facing the company as justifications 
for adjustment.

Non-GAAP Earnings Adjustments _

The guidelines should contain a definition of non-recurring items (in contrast to ‘recurring items’), as well as thresholds 
and a statement on periodicity, i.e. within which periods an item is deemed to be recurring.

Investors and financial analysts expect companies to maintain and publish internal guidelines relating to the application, 
measurement and recognition of non-recurring items in external reporting. 
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5. Restructuring costs

One finding of our survey was that restructuring costs are far and away the most common adjustment item. Interestingly, it is 
precisely those items offering management the greatest discretion that were found to be most frequently adjusted. For instance, 
it is up to the management how to characterise restructuring costs and what effects they cover. And, since there is a lack of 
explanation on the items in reporting, it is unclear in many cases exactly which restructuring costs were incurred in which con-
texts. To ensure a presentation that is transparent and comprehensible to all market participants, it is recommended that 
restructuring costs be classifies as non-recurring items (see recommendation 4.a)), as well as broken down and reported in 
greater detail. A possible breakdown might be: human resources, legal, production migration, contracts etc. (see best practice 
examples 5-6).

Findings from within the DVFA network: “Restructuring measures are operational in nature, and thus occur with a certain 
regularity. Accordingly, they should not be adjusted. They are part of regular operations.”

95.5% of participants who do not share this uncompromising standpoint on restructuring costs desire the most granular and 
detailed possible reporting to ensure a transparent and comprehensible presentation of a company’s restructuring costs.

6. Income

The findings of our joint study with the University of Hamburg are unequivocal: Over a period of five years, it was observed that 
the majority of adjusted EBIT figures were larger than the corresponding ‘as reported’ figures. These overwhelmingly positive 
adjustments demonstrate that companies adjust for costs to a far greater extent than they do for income when it comes to 
adjusted EBIT figures – with a corresponding improvement in reported earnings. Income from one-off events is seldom recog-
nised. And, it is even more seldom for these non-recurring income items to be highlighted in the way seen with one-off costs. 
Typical examples of non-recurring income would be the sale of treasury shares, disposal of non-essential properties or significant 
reversals of provisions.

Given that identification of non-recurring income is just as important for investment professionals as identification of non-
recurring expenses, companies should make double-sided adjustments to both expenses and income. Naturally, the relevant 
income should be presented at the same level of granularity in the reconciliation statement as the corresponding expenses.

Findings from within the DVFA network: As many as 98.5% of all survey participants find that earnings adjustments should not 
be made in one direction only – i.e. earnings adjusted for expenses (resulting in a higher figure) – but also in conjunction with 
non-recurring income (the inclusion of which reduces(!) earnings).

Not only one-off costs: adjustments should also be applied for extraordinary income.

To ensure a transparent and comprehensible presentation, companies should provide the most granular and detailed 
possible reporting on restructuring costs.



For purposes of transparency and further utility of financial data, it is crucial that the basis for adjustment via non-
recurring items be clearly disclosed, i.e. EBIT or EBITDA derivable directly from the income statement.

The definition of earnings figures and categories of non-recurring items – as well as the relevant criteria – should be 
consistent from period to period.
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7. Equal recognition

Accordingly, non-adjusted, non-GAAP earnings figures are to be reported not only in financial reports, but in all other publication 
formats as well (e.g. press releases, financial reports, analyst presentations and tables). Examples of equal pairs include: ‘adju-
sted’ vs. ‘as reported’, ‘recurring’ vs. ‘non-recurring’. The adjusted figure should be neither mentioned nor highlighted in isolati-
on. Similarly, the main message of press releases or financial reports should not relate exclusively back to the adjusted earnin-
gs figures (see best practice example 7).

8. Continuity, consistency, comparability

GAAP figures are subject to the principle of consistency. This is one reason why capital market participants are critical of annu-
al policy changes with respect to earnings adjustments or – especially – surprise redefinitions of key figures. Thus, the definition 
of earnings figures and categories of non-recurring items – as well as the relevant criteria – should be consistent from period to 
period. This not only promotes comparability, but also prevents damage to confidence in key financial reporting.

Findings from within the DVFA network: 100% agree that in the context of earnings figures companies should retain the defi-
nition of non-recurring items (and the related criteria) over the course of multiple periods instead of changing them from period 
to period.

9. Graphical presentation

In order to make the scope of effects from individual adjustments more visually comprehensible, graphics should be used to 
bridge the reconciliation gap – e.g. from as reported EBITDA (left) to adjusted EBITDA (right) – and as a compliment to a detailed, 
quantitative reconciliation statement. These graphics should ideally be included in the management report (under 'Earnings') 
and in analyst presentations. Particularly for the buy side, where analysts cover a vast universe of companies, a visual ‘snapshot’ 
is a time-saving tool (see best practice examples 8-9).

10. Multi-year presentation

The aim of publishing adjusted earnings figures is ‘smoothing’, through elimination of one-off effects. In order to render a context 
for this smoothing and to illustrate the scope of adjustments over time, as well as demonstrating consistency in earnings adju-
stment, a multi-year presentation of the relevant figures is recommended, e.g. as part of a multi-year table of figures typically 
published in the company’s financial reports.

Findings from within the DVFA network: 97% of survey participants expect companies to report information on adjustments to 
earnings figures over the course of multiple years.

“Actual figures are the central feature of reporting – not virtual figures.”

Non-GAAP Earnings Adjustments _

Investors and financial analysts expect companies to report on adjustments over multiple years.

The scope and effects of individual adjustments should always be presented graphically.
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11. Explanation as to internal use of adjusted non-GAAP

For investment professionals, it is also of great interest to know whether and to what extent the adjusted earnings figures are 
internally relevant for a company. Are they used as a management indicator in the context of an internal control system? Are they 
used as the basis for management remuneration and incentive plans? If so, these uses should be quantified in the management 
report under ‘Management’ (see DRS 15, item 37) (see best practice example 10).

Findings from within the DVFA network: 80.6% of survey participants expect companies to disclose the manner and purpose 
of internal non-GAAP usage (management indicators, remuneration etc.); 19.4% ranked this as ‘less important’.

12. Derivability from accounting

For reasons of credibility, market participants place a high value on the derivability of earnings figures and adjustment items 
from external accounting, and if possible, from audited financial statements. This starts with EBIT and EBITDA being derived 
directly from the income statement. EBIT in this context could be deemed equivalent to the item ‘operating profit’ in conventional 
German accounting. In the context of the nature of expense method, EBITDA calculation takes into account the item ‘deprecia-
tion’ in the income statement. Under the function of expense method, depreciation cannot be derived from the income state-
ment, but is instead included in the notes under the breakdown of segment costs. In both cases, transparency should be 
ensured with respect to the definition of EBITDA – particularly whether or not normal depreciation of fixed assets also includes 
one-time charges (impairments). Adjustment items should – also with respect to any issue prospectuses – at least be derivable 
from external accounting records. Even more reliable is derivability of non-recurring items from the company’s audited financial 
statements and/or notes. This is an aspect that could also be enforced by the regulator in the future. In its standard manage-
ment report draft (E-DRS 27) dated 14 December 2011, the DRSC deals with reconciliation of financial performance indicators 
(item 106) and proposes reconciliation to match the figures in the financial statements (see best practice example 11).

Findings from within the DVFA network: Unlike the DVFA/SG earnings figure developed in the 1990s by DVFA together with the 
Schmalenbach-Gesellschaft (which used a uniform calculation scheme that limited discretion in a manner that was less than 
palatable for most companies), the expectations of investment professionals appear to be heading in the direction of coherence 
and comprehensibility -  i.e. they expect all items included in calculation of earnings to be made available and openly reported. 
The ability to validate the calculations is key.

This also necessitates that corporates disclose the basis of adjustment via non-recurring items – i.e. EBIT and EBITDA derived 
directly from the income statement – as called for by 98.5% of survey participants, and that non-GAAP elements always be 
derivable from accounting -  e.g. the financial statements; in no cases is 'creative accounting' acceptable, according to 97% of 
those surveyed.

Companies should disclose the manner and purpose of their internal use of adjusted non-GAAP items.

Non-GAAP elements should always be derivable from the company’s accounting, e.g. the annual financial statements.
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E. Best practice examples

Best practice example 1 - "Reconciliation statement": Deutsche Post DHL - Analyst Presentation FY 2010, p. 12

Best practice example - "Reconciliation statement": Fraport - Annual Report 2009, p. 50
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Best practice example 3 - "Reconciliation statement": BHP Billiton - Annual Report 2011, p. 180

Best practice example 4 - "Principles for dealing with one-off effects": Bayer - Annual Report 2011, p. 83
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Best practice example 5 - "Restructuring costs": Philips Annual Report 2011, p. 38

Best practice example 6 - "Restructuring costs": Continental Annual Report 2010, p. 71
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Best practice example 7 - "Equal recognition": BASF - Annual Report 2011, p. 33

Best practice example 8 - "Graphical presentation": Deutsche Post DHL - Analyst Presentation FY 2010, p. 7
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Best practice example 10 - "Internal use": Demag Cranes - Annual Report 2009/10, p. 72

Best practice example 9 - "Graphical presentation": Fraport - Analyst Presentation FY 2010, p. 26
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Best practice example 11 - "Derivability from accounting": Fraport - Annual Report 2011, p. 88
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