
UvA-DARE is a service provided by the library of the University of Amsterdam (https://dare.uva.nl)

UvA-DARE (Digital Academic Repository)

‘Profit, performance, perception’: a research into the use of alternative
performance measures in the European Union

Brouwer, A.J.

Publication date
2013

Link to publication

Citation for published version (APA):
Brouwer, A. J. (2013). ‘Profit, performance, perception’: a research into the use of alternative
performance measures in the European Union. [Thesis, externally prepared, Universiteit van
Amsterdam].

General rights
It is not permitted to download or to forward/distribute the text or part of it without the consent of the author(s)
and/or copyright holder(s), other than for strictly personal, individual use, unless the work is under an open
content license (like Creative Commons).

Disclaimer/Complaints regulations
If you believe that digital publication of certain material infringes any of your rights or (privacy) interests, please
let the Library know, stating your reasons. In case of a legitimate complaint, the Library will make the material
inaccessible and/or remove it from the website. Please Ask the Library: https://uba.uva.nl/en/contact, or a letter
to: Library of the University of Amsterdam, Secretariat, Singel 425, 1012 WP Amsterdam, The Netherlands. You
will be contacted as soon as possible.

Download date:24 May 2023

https://dare.uva.nl/personal/pure/en/publications/profit-performance-perception-a-research-into-the-use-of-alternative-performance-measures-in-the-european-union(8814aea3-b3ad-4c67-8345-d152e31128bb).html


65

3 Reporting alternative performance measures
in the European Union: the impact of
historical local background and IFRS adoption

Abstract

Based on a comprehensive manual analysis of almost 17,000 EU financial statements, this chapter

provides evidence of significant differences in the use of alternative performance measures

between code law countries where accounting is primarily for creditors and tax purposes and

common law countries in which accounting is primarily for outside shareholders, specifically with

regard to the type of measures that are used. The results are not conclusive about whether the

implementation of IFRS had a significant impact on the reporting of alternative performance

measures. Altogether, the results indicate that the historical institutional origination and country

setting still significantly influence the reporting of alternative performance measures and is only to

a limited extent affected by the alignment of accounting policies resulting from the EU wide IFRS

adoption. Given the dispersion in the type of alternative measures used in the EU, I suggest that

future research into the use of alternative performance measures in the EU make a distinction in

the type of measures in relation to the country’s origin.

3.1 Introduction and literature review

One of the objectives of general purpose financial statements is to provide information about the

performance of the company. As stated by both the IASB and the FASB this information is

primarily provided in the income statement via the company’s income and its components.

The users of financial information do in practice use many measures other than net income to

assess the performance of a company. As part of its initial research into performance reporting, the



66

FASB (2002) for example interviewed 56 analysts and other users who stated that net income is

often used as a starting point for their analysis of a company’s performance but generally is not

among the top-three most important measures that they use. In their International Private Equity

And Venture Capital Valuation Guidelines (AFIC, BVCA and ECVA, 2006), an international

group of private/venture capital associations describe how EBIT and EBITDA based multiples are

commonly used to estimate the value of an company and how, for valuation purposes, GAAP

income is adjusted for exceptional or non-recurring items to arrive at a reasonable estimate of

sustainable income. Before determining credit ratings, Moody’s (2005) adjusts income for various

elements including reclassification of unusual or non-recurring items.

This shows how both investors and creditors use alternative performance measures, other than

bottom-line net income, before making their decisions based on accounting information. Either as

a response to this or for other reasons, companies currently also use a wide variety of performance

measures and the use thereof has been increasing over time. This is well documented in the US

literature. Bradshaw and Sloan (2002) find an increase in press releases that contain pro forma

earnings from 17% in 1986-1987 to 72% in 1998-1999 as well as an increase in the emphasis

placed on the pro forma earnings, Bhattacharya et al. (2003) find an increase in the number of pro

forma press releases from 181 in 1998 to 695 in 2000 and Adhikari and Duru (2006) find a large

increase in the reporting of free cash flow information, especially between 1999 and 2002. In

addition, Bradshaw and Sloan (2002) find a large increase in the number of cases where

Compustat (GAAP) earnings and I/B/E/S (pro forma) earnings differ as well an increase in the

magnitude and frequency of expenses that are excluded from the I/B/E/S earnings.

This increased use of alternative performance measures led to regulatory concerns. As from the

end of the previous century and the start of this century, the SEC commented on this subject in
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many comment letters that were sent to companies using such measures (see amongst others SEC,

2001). In May 2002, the IOSCO also cautioned issuers, investors and other users of financial

information to use care when presenting and interpreting non-GAAP result measures (IOSCO,

2002) and after a number of public statements and warnings, the SEC started a first case against a

company for misleading use of non-GAAP measures in 2002 (SEC, 2002). In 2003, the SEC

issued a final rule: “Conditions for Use of Non-GAAP Financial Measures” (SEC, 2003). The

IASB and FASB started their joint project on financial statements presentation ‘to address users’

concerns that existing requirements permit too many alternative types of presentation and that

information in financial statements is highly aggregated and inconsistently presented, making it

difficult to fully understand the relationship between the financial statements and the financial

results of an entity’ (IASB, 2008). Newberry also notes that the IASB initially started the project

because it regarded the increased use of alternative performance measures as increasingly

problematic, but also acknowledged that the bottom line (comprehensive) income was not

sufficiently useful for the users of the financial statements (Newberry, 2003).

These regulatory concerns and SEC regulation G3 following from it, led to a decrease in the

reporting of alternative performance measures in the US, as documented by Entwistle et al. (2006a

and 2006b), Marques (2006), and Campbell and Pitman (2009). In addition, Bowen et al. (2005),

Marques (2010) and Zhang and Zheng (2011) find a decrease in the emphasis on alternative

performance measures in press releases after the SEC cautionary warning in December 2001 and

implementation of regulation G early 2003 respectively. Research by Yi (2007), Kolev et al.

(2008), Heflin and Hsu (2008), Marques (2010) and Chen (2010) however provide mixed

3 SEC Regulation G contains provisions to be followed by companies when they disclose non-GAAP financial
measures, such as presentation of the most directly comparable financial measure that is calculated and presented
in accordance with GAAP, provisioning of a clearly understandable quantitative reconciliation and the requirement
that the presentation of the non-GAAP financial measure is not misleading.



68

evidence about the question whether this reduction in reporting of alternative performance

measures improved the overall quality and reliability of the information for analysts and investors.

The introduction of IFRS in 2005 further led to discussions in the EU regarding inconsistencies in

the presentation of various performance measures in consolidated financial statements based on

IFRS. Several parties have expressed their concerns that the introduction of IFRS will not result in

the high level of transparency and comparability of financial reporting from all publicly traded EU

companies which was the primary objective of this introduction and was considered a necessary

condition for building an integrated capital market which operates effectively, smoothly and

efficiently or argue that comparability could even decrease as a result of the lack of detailed

guidance regarding the presentation of the result of the company in both the income statement and

other parts of the financial statements (see for example CESR, 2005 and EFRAG, 2006). Schipper

(2005) notes that EU companies will likely seek for implementation guidance for IFRS and states

that if preparers turn to jurisdiction-specific GAAP or practices the result will be diminished

comparability and diminished convergence. Marseille and Vergoossen (2005) expect that the lack

of detailed formats under IFRS will cause an increase in the use of alternative performance

measures and Hoogendoorn (2006) states that comparability under IFRS is significantly impeded

by the lack of income statement formats and considers this a step backwards compared to the EU

Directives. He believes that income statements will be prepared in a variety of formats, using a

variety of pro forma revenue, cost and profit measures which cause great difficulty for analysts to

compare consolidated financial statements. According to Barker (2004), in practice, companies

report their own versions of income because of the absence of a universal agreement on how

income should be defined. Newberry (2003) notes that preparers have used the discretion available

to them to develop and promote their own sub-components within net income.
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Many of the expressed concerns are however primarily based on anecdotal evidence and research

that has been performed in the US environment. There is limited research of this phenomenon in

the EU and the research conducted so far is primarily limited to the individual country level.

Examples are Hooghiemstra and van der Tas (2003 and 2004), Marseille and Vergoossen (2005)

and Koning et al. (2010) for the Netherlands, Hirsch (2007) for Austria, Lin and Walker (2000),

Watson et al. (2002), Walker and Louvari (2003) and Choi et al. (2005 and 2007) for the UK and

Hillebrandt and Sellhorn (2002) and Hitz (2010) for Germany. Isidro and Marques (2008)

investigate the year-end earnings press releases for a cross country sample of 321 European

companies for the fiscal years ending 2003, 2004 and 2005. They find that the disclosure of EBIT

and EBITDA is much more common in Europe than in the US and that the disclosure of and

emphasis on alternative measures depends on several company characteristics such as country,

industry, size, performance, leverage and corporate governance practices. They also find that the

transparency about the nature and amount of adjustments is low. In a second study Isidro and

Marques (2010) investigate the impact of institutional and economic factors on the strategic

reporting of alternative performance measures. They conclude that such factors do influence both

the reporting of alternative performance measures and the strategic use of these measures.

Alternative performance measures are reported more frequently in countries where public

information is more important, i.e. countries with more sophisticated financial markets.

Furthermore, strong investor protection and developed markets mitigate the strategic use of

alternative performance measures.

This study contributes to the literature by making a comprehensive manual analysis of the use of

alternative performance measures in the EU whereby EBITDA and similar measures, which are

commonly used in the EU, are separately identified from normalized measures. The study covers

16,936 company-year observations during the period 1998-2007 from the 15 EU countries that
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had joined the EU on or before January 1, 19954 Current debates regarding the use of alternative

performance measures in Europe are very much based on US research and anecdotal evidence.

The findings in US research may however not necessarily be relevant for decision making in the

EU environment. This research contributes to the literature by providing evidence on the use of

alternative performance measures by a large sample of EU listed companies. .

Furthermore, the results provide separate insight into the two groups of performance measures that

are widely used and debated: (a) results excluding depreciation and/or amortisation (EBITDA and

similar measures) and (b) results excluding certain non-recurring items. Most studies do not

address alternative performance measures that exclude depreciation and amortization such as

EBITDA (exceptions are Francis et al., 2003, and Isidro and Marques, 2010) even though it is a

widely observed phenomenon. These performance measures are covered in this study as well

giving a more complete picture of the issue.

The results of this research provide useful insights that can assist standard setters and regulators in

their decision making process regarding voluntary disclosures. This is particularly relevant in light

of the IASB (and FASB) Financial Statement Presentation and Management Commentary

projects. The Discussion Paper for Financial Statement Presentation (IASB, 2008) and

Management Commentary Practice Statement (IASB, 2010) currently indicate that the Board does

not intend to provide detailed regulation with regard to the use of alternative performance

measures in the consolidated financial statements (including the narrative sections), but rather

apply a ‘looking through the eyes of management’ approach and intends to allow significant

flexibility with regard to the use of alternative measures.

4 i.e. the 2004 and 2007 joiners from, mainly, Eastern Europe are not included.
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Finally, the results show that, given the dispersion in the type of alternative measures used in the

various EU countries, future research into the use of alternative performance measures in the EU

should make a distinction in the type of measures in relation to the country’s origin before a

meaningful analysis is possible.

3.2 Hypotheses

In this chapter, I investigate the impact of the historical origin of a country’s capital market and

accounting systems on the type of alternative performance measures that are reported in those

countries.

A commonly used distinction to classify countries based on origin is the distinction between

common law countries and code law countries (based on La Porta et al., 1998). Common law

countries are generally considered to be more shareholder oriented than code law countries with

more widely dispersed ownership (La Porta et al., 1998). Code law countries are more bank

oriented with larger ownership concentration than in common law countries. Nobes (1998) makes

a distinction between strong equity outsider countries in which accounting is primarily for outside

shareholders and weak equity outsider countries where accounting is primarily for creditors and

tax purposes which distinction according to Nobes and Parker (2008, p. 38) is associated with the

Common law / Roman law distinction.

As a result of these differences, code law income is more influenced by the pay out preferences of

agents for labour, capital and government whereas common law income is driven by the demand

for public disclosures (Ball et al., 2000). Ball et al. (2000) conclude that enhanced disclosures

were implemented in common law countries to reduce the agency cost of monitoring managers

that comes with a lower concentration of ownership. In addition, La Porta et al. (1998) conclude

that common law countries have the strongest shareholders and creditors protection, who in
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common law countries are insufficiently able to protect themselves individually. Leuz et al. (2003)

conclude that earnings management is lower in outsider economies with large stock markets,

dispersed ownership, strong investor rights, and strong legal enforcement which generally

coincide with common law classification.

These differences between code law and common law countries also had an impact on the

development of their external reporting regulations and practices. According to Nobes and Parker

(2008, p.77), the general dichotomy between shareholder/fair view presentation and

creditor/tax/conservative presentation is an obstacle that cannot easily be overcome. Based on an

analysis of actual accounting practices, Nobes (2011) concludes that accounting practices flow

from long-lasting national influences and thirty years of attempts to harmonize accounting did not

change that.

Prior research has mainly addressed the impact of institutional factors and cross-country

differences on the information content, timeliness, conservatism and other aspects of reported

income (see for example Alford et al. 1993, Joos and Lang 1994, Ali and Hwang 2000 and Ball et

al. 2000). Ball et al. (2000) find that accounting income is more timely (and conservative) in

common law countries than in code law countries. As a result, common law income is expected to

be more volatile than code law income. Code law income is more aligned with tax accounting

rules which generally allow for more income smoothing mechanisms, for example via the use of

provisions. Since ownership is more widely dispersed, Ball et al. (2000) indicate that the agency

problem is resolved through enhanced public disclosures as opposed to direct monitoring of the

agent by the principal. Agents may want to signal good performance and resolve or reduce

information asymmetry by providing additional information to their principals. Reporting

alternative performance measures can be seen as a form of voluntary disclosure through which the

agent tries to signal good performance which is not immediately evident from the net income

number. According to Narayanan et al. (2000), voluntary disclosure may reduce information
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asymmetry between managers and investors when it is (1) credible and (2) economically

significant Although the literature has not yet been able to distinguish between the ‘motive to

inform’ and the ‘motive to mislead’ the market with the disclosure of alternative performance

measures, such disclosures would be expected to occur more frequently in common law countries.

Therefore the first hypothesis is:

H1: Relatively more companies from common law countries than companies from code law

countries report alternative performance measures

This hypothesis, however, may not necessarily hold when the reporting of alternative performance

measures is further disentangled between alternative performance measures that intend to

normalize the reporting income numbers and alternative performance measures that exclude

depreciation and amortization.

As indicated above, income is expected to be more timely and conservative in common law

countries than in code law countries resulting in more volatile income in common law countries.

Code law accounting regulation is more tax based and generally allows more income smoothing

mechanisms. As a result of higher ownership concentrations in code law countries, bad news is

communicated directly to stakeholders as opposed through the net income number whereas the

more widely dispersed ownership structures in common law countries require conservative

accounting standards which incorporate economic losses into income more timely. Therefore, the

second hypothesis is as follows:

H2: Relatively more companies from common law countries than companies from code law

countries report normalized alternative performance measures
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Alternative performance measures that exclude depreciation and amortization however initially

originated in situations where banks were the most important stakeholder for the company

involved. Moody’s (2000) explains how EBITDA has become popular in the mid 1980’s among

leveraged buy-out sponsors and bankers to evaluate cash flow and calculate multiples for

companies in a “near bankruptcy” state. The idea was that if large scale capital expenditure

programs would not be necessary in the foreseeable future, the non-cash depreciation and

amortization charges should be available to service debt. EBITDA and similar measures are still

often used in the context of companies’ debt and interest (re)payment capacity like EBITDA/debt

and EBITDA/interest ratios. Banks and institutional investors have been more important

stakeholders in code law countries than in common law countries, not only as creditors via debt

financing but also as shareholders, and reporting in code law countries has therefore been more

creditors oriented (Nobes, 1998; Nobes and Parker, 2008). In addition, in countries with primarily

tax driven accounting, depreciation and amortization rates are expected to be less reflective of the

pattern in which the asset’s economic benefits are consumed by the company and the development

of the actual value of the company’s assets. Therefore, the third hypothesis is as follows:

H3: Relatively more companies from code law countries than companies from common law

countries report alternative performance measures that exclude depreciation and amortization.

As discussed in paragraph 3.1, several parties have expressed their concerns that the introduction

of IFRS will cause an increase in the use of alternative performance measures and that

comparability will decrease as a result. However, both the 4th EU Directive and IFRS allow a

significant degree of flexibility for management to make decisions about whether to report

alternative performance measures or not. In addition, institutional factors may be more important
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for such decisions than the accounting standards that are applied as indicated by Tendeloo and

Vanstraelen (2005) and Nobes and Parker (2008). Therefore, the fourth hypothesis is as follows:

H4: The introduction of IFRS in 2005 did not affect the magnitude of reporting alternative

performance measures in the EU

3.3 Sample and data collection

This research has been performed based on a sample of consolidated financial statements of listed

companies from the EU countries that had joined the EU on or before January 1, 19955, being

Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the

Netherlands, Portugal, Spain, Sweden and the UK. The sample includes all consolidated financial

statements in the English language regarding the period 1998-2007 for all listed companies that

were available in the Company.info database in June 2008. The requirement for the consolidated

financial statements to be in the English language is for practical reasons (to be able to read the

financial statements) and may create a bias towards not finding significant results since companies

that report in English are expected to be the larger, more internationally oriented, companies

which may be more affected by international influences than companies that report in their local

language only. See table 1 for an overview of the number of financial statements per country and

year in the sample.

5 i.e. the 2004 and 2007 joiners from, mainly, Eastern Europe are not included.
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Table 1: Number of financial statements per country and year in the sample for the period 1998-
2007

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 Total
Austria 9 16 29 33 35 35 36 36 34 33 296
Belgium 15 39 60 66 67 70 70 73 60 63 583
Denmark 24 30 30 37 38 39 37 40 37 36 348
Finland 33 47 56 62 63 64 64 66 58 55 568
France 39 97 134 161 169 166 167 199 169 157 1,458
Germany 104 233 348 381 376 369 364 356 282 259 3,072
Greece 7 13 28 47 75 77 73 61 50 45 476
Ireland 19 34 42 51 49 49 48 44 40 37 413
Italy 21 39 55 67 67 72 69 68 56 51 565
Luxembourg 4 7 14 14 16 19 19 23 13 14 143
Netherlands (The) 77 110 124 128 133 137 138 153 134 128 1,262
Portugal 2 8 18 22 26 32 27 31 30 29 225
Spain 6 21 32 51 58 60 60 57 50 49 444
Sweden 56 94 121 140 153 157 162 158 141 133 1,315
United Kingdom 202 376 561 668 703 712 712 694 614 526 5,768
Total 618 1,164 1,652 1,928 2,028 2,058 2,046 2,059 1,768 1,615 16,936

Note: Table 1 shows the number of financial statements per country and year in the sample for the period 1998-2007.

These consolidated financial statements, including the director’s report and other information that

is included in the same document as the consolidated financial statements, have first been

searched, using word search functionalities available in the Company.info database, for the use of

various alternative performance measures. These measures are:

Performance measures excluding depreciation and amortization (or ‘EBITDA measures’):

EBITDA(E); PBITDA(E); EBITA(E); PBITA(E); EBTDA; PBTDA; EBTA; PBTA;

“earnings/profit/result before depreciation”; “earnings/profit/result before amortis(z)ation”;

“before interest, taxes (and) depreciation”; “before interest, taxes (and) amortis(z)ation”;

and “cash earnings/profit/loss/result/income”.

Normalized performance measures: “earnings/profit/loss/result/income before

exceptional(s)”; “_______ excluding exceptional(s)”; “recurring _______”; “underlying

_______”; “adjusted _______” “before/excluding non-recurring”; “before/excluding

incidental(s)”; “normalis(z)ed _______”; “_______ before one-time”; “current operating

_______”; “core _______”; “recurring EBIT(D)(A)”; EBIT(D)(A)E; PBIT(D)AE.
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The financial statements that were found through this search have subsequently been reviewed

manually on an individual basis in detail in order to verify that these measures have been used in

the context of the reporting about the performance of the company. This has resulted in an

overview of EU companies that have used these specific measures during the period 1998-2007

and companies that have not. The results are discussed in paragraph 3.4.

3.4 Descriptive information

Table 2 shows the percentage of companies that report one or more of the alternative performance

measures listed in the previous paragraph per country and per year (refer to appendix 1 to this

chapter for further details on the number of companies involved).

Table 2: Percentage of financial statements per country and year that include alternative
performance measures for the period 1998-2007

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 Weighted
Average

Austria 44% 44% 62% 70% 69% 71% 75% 75% 74% 82% 70%
Belgium 67% 54% 57% 64% 60% 61% 73% 79% 82% 78% 68%
Denmark 58% 57% 60% 54% 61% 62% 51% 65% 62% 69% 60%
Finland 36% 30% 36% 32% 38% 44% 52% 41% 43% 44% 40%
France 46% 51% 50% 58% 63% 61% 64% 70% 72% 78% 64%
Germany 23% 37% 53% 60% 66% 69% 67% 67% 67% 66% 61%
Greece 0% 38% 36% 40% 49% 56% 56% 57% 58% 69% 53%
Ireland 37% 47% 48% 49% 53% 49% 50% 55% 63% 59% 52%
Italy 24% 13% 22% 45% 52% 53% 55% 63% 68% 71% 50%
Luxembourg 0% 0% 14% 50% 25% 47% 42% 57% 38% 43% 38%
Netherlands 16% 23% 40% 47% 54% 53% 57% 57% 51% 57% 47%
Portugal 0% 38% 50% 55% 69% 72% 74% 65% 77% 83% 68%
Spain 17% 48% 69% 73% 74% 83% 65% 81% 88% 88% 75%
Sweden 25% 24% 35% 42% 37% 39% 42% 37% 40% 47% 38%
United Kingdom 48% 53% 58% 61% 64% 64% 69% 71% 71% 73% 65%
Weighted Average 35% 41% 50% 56% 60% 61% 63% 65% 66% 68% 59%

Note: Table 2 shows the percentage of financial statements per country and year that include either an alternative

performance measure that excludes depreciation or amortization or a normalised alternative performance measure for

the period 1998-2007.
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As table 2 shows there is great variability between the EU countries in the magnitude of reporting

of alternative performance measures. The results vary between a low 38% average in Sweden

(503/1,315) and a high average of 75% in Spain (335/444). The results show a sharp increase in

the use of alternative performance measures in the period 1998-2002 from 35% to 60% after

which the growth rate declines. Overall the use of alternative performance measures by EU

companies almost doubles from 35% in 1998 to 68% in 2007.

In order to gain further insights in the reporting of alternative performance measures by EU

companies, the results are also shown separately for performance measures excluding depreciation

and amortization and normalized alternative performance measures. Table 3 shows the results per

country and per year for the use of normalized alternative performance measures. Table 4 shows

the results per country and per year for the use of performance measures excluding depreciation

and amortization. Refer to appendix 1 to this chapter for further details on the number of

companies involved.

Table 3: Percentage of financial statements per country and year that include normalized
alternative performance measures for the period 1998-2007

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 Weighted
Average

Austria 22% 6% 0% 12% 6% 6% 8% 19% 21% 15% 11%
Belgium 20% 18% 7% 8% 10% 11% 16% 37% 38% 33% 20%
Denmark 29% 30% 17% 19% 24% 23% 16% 23% 22% 31% 23%
Finland 15% 19% 14% 13% 17% 19% 25% 24% 28% 25% 20%
France 44% 28% 26% 35% 36% 35% 38% 50% 57% 59% 42%
Germany 7% 7% 5% 7% 9% 7% 8% 13% 14% 15% 9%
Greece 0% 8% 0% 4% 3% 8% 4% 5% 6% 7% 5%
Ireland 37% 44% 43% 43% 47% 39% 44% 52% 58% 54% 46%
Italy 10% 5% 5% 9% 6% 6% 10% 16% 21% 25% 11%
Luxembourg 0% 0% 0% 14% 13% 21% 5% 17% 15% 21% 13%
Netherlands 9% 5% 5% 7% 12% 18% 17% 23% 20% 26% 15%
Portugal 0% 0% 11% 9% 12% 6% 4% 13% 10% 14% 9%
Spain 0% 14% 13% 18% 21% 15% 12% 32% 40% 37% 23%
Sweden 7% 10% 11% 19% 17% 16% 18% 16% 13% 19% 15%
United Kingdom 43% 46% 49% 51% 53% 54% 59% 63% 65% 67% 56%
Weighted Average 24% 24% 24% 27% 29% 29% 31% 37% 39% 40% 31%

Note: Table 3 shows the percentage of financial statements per country and year that include a normalised alternative

performance measure for the period 1998-2007.
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Table 4: Percentage of financial statements per country and year that include performance
measures excluding depreciation and amortization for the period 1998-2007

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 Weighted
Average

Austria 33% 38% 62% 67% 69% 71% 75% 67% 71% 79% 67%
Belgium 53% 49% 53% 61% 57% 60% 70% 62% 62% 62% 60%
Denmark 33% 47% 50% 41% 47% 49% 41% 53% 54% 56% 47%
Finland 24% 17% 29% 26% 25% 28% 36% 29% 28% 33% 28%
France 15% 33% 36% 39% 46% 46% 48% 47% 43% 54% 43%
Germany 19% 32% 52% 58% 64% 66% 65% 63% 64% 62% 58%
Greece 0% 38% 36% 40% 48% 49% 53% 56% 54% 64% 50%
Ireland 5% 15% 24% 29% 33% 31% 29% 32% 43% 38% 29%
Italy 14% 8% 18% 42% 49% 51% 54% 53% 52% 61% 44%
Luxembourg 0% 0% 14% 43% 19% 37% 37% 48% 38% 43% 33%
Netherlands 6% 18% 37% 45% 50% 50% 54% 50% 43% 48% 42%
Portugal 0% 38% 44% 45% 62% 66% 70% 58% 73% 79% 62%
Spain 17% 38% 56% 63% 62% 73% 60% 70% 70% 76% 65%
Sweden 21% 19% 28% 30% 30% 32% 32% 30% 36% 39% 31%
United Kingdom 12% 19% 26% 30% 33% 33% 35% 35% 36% 37% 32%
Weighted Average 16% 25% 36% 41% 44% 46% 47% 46% 46% 49% 42%

Note: Table 4 shows the percentage of financial statements per country and year that include an alternative

performance measure that excludes depreciation or amortization for the period 1998-2007.

Table 3 and 4 show slightly different results than table 2. The use of both types of performance

measures increased until 2002 and the increase is flattening after that. The increase in the use of

alternative performance measures that exclude depreciation and/or amortization is however much

larger (from 16% to 44%) in this period than the use of normalized performance measures (from

24% to 29%). After 2002, the use of measures that exclude depreciation and/or amortization is

relatively stable whereas the use of normalized measures increases steeply between 2004 and 2005

(from 31% to 37%). This is further illustrated in figure 1.
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Figure 1: Percentage of financial statements that include alternative performance measures

Note: Figure 1 shows the percentage of financial statements per country and year that include either an alternative

performance measure that excludes depreciation or amortization or a normalised alternative performance measure for

the period 1998-2007.

The increase in the use of normalized performance measures between 2004 and 2005 may be

explained by the removal of extraordinary items from IFRS (which still exist under some local EU

GAAPs) as well as the increased volatility of results under IFRS compared to most (specifically

code law) local GAAPs. AFIC, BVCA and ECVA (2006) and Moody’s (2005) however illustrate

how analysts and investors need information about a company’s persistent income for their

decision making. In order to continue to inform investors and analysts about their persistent

income, companies may have moved to other performance measures which exclude, what were

previously called, extraordinary items. Since goodwill is not amortized under IFRS, there may be

no specific incentive for EU companies to change their reporting behavior with regard to

performance measures that exclude amortization charges.
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When the results per country are analyzed, table 3 and 4 above show that there are significant

differences between countries for each type of measure and within countries between the type of

measure that is used. In the UK for example only 32% of the population reports a measure

excluding depreciation or amortization whereas 56% reports a normalized performance measure

and in Germany only 9% reports a normalized performance measure whereas as much as 58%

reports a measure excluding depreciation or amortization. These differences between the countries

are further explored in the following paragraphs.

The population includes 1,607 company-year observations for EU companies with a US listing.

EU companies with a US listing commit themselves to complying with US investor protection

rules which in certain cases are stricter than the rules that apply on their local market. These

companies do for example have to comply with the Sarbanes-Oxley regulation, including

regulation G.

The trend found for the EU companies is very similar to the trend reported in US based research

(e.g. Bhattacharya et al., 2004; Adhikari and Duru, 2006), being a significant increase in the

reporting of alternative performance measures between 1998 and 2002 (from 35% in 1998 to 60%

in 2002). Many researchers (e.g. Entwistle et al., 2006a and 2006b; Marques 2006; and Campbell

and Pitman, 2009) however find a significant decrease in the magnitude of reporting of alternative

performance measures in the US after the implementation of regulation G in January 2003

(affecting reporting regarding 2002). Such a decrease is not found for the EU listed companies;

overall the percentage of companies reporting alternative performance measures increased from

56% in 2001 to 60% in 2002 with eleven countries showing an increase and four countries a

decrease. The percentage for 2003 is slightly higher than in 2002 (61% versus 60%) with eleven

countries showing an increase and three countries a decrease (one country stable). In order to gain
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further insight into the impact of a US listing on EU companies’ reporting of alternative

performance measures, the results for the US listed and the non-US listed companies are compared

in table 5 and figure 2

Table 5: Percentage of financial statements that include alternative performance measures for EU
companies with and without a US listing for the period 1998-2007

% of companies reporting
alternative measures

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

US listed companies 52% 55% 59% 65% 68% 65% 60% 60% 60% 63%
Non-US listed companies 32% 39% 49% 55% 59% 61% 63% 65% 66% 69%
Difference +20% +16% +10% +10% +9% +4% -3% -5% -6% -6%

Pearson-Chi-Square 15.800 14.788 6.279 6.115 5.554 1.425 0.520 1.710 2.392 1.748
Asymp. Sig. (2-sided) 0.000* 0.000* 0.012** 0.013** 0.018** 0.233 0.471 0.191 0.122 0.186

Note: Table 5 shows the percentage of EU companies with a US listing that report an alternative performance measure

and the percentage of EU companies without a US listing that report an alternative performance measure for the

period 1998-2007. For years with Asymp. Sig. superscript * or ** equality is rejected at 1% or 5% significance

respectively.

Figure 2: Percentage of financial statements that include alternative performance measures for
EU companies with and without a US listing

Note: Figure 2 shows the percentage of EU companies with a US listing that report an alternative performance

measure and the percentage of EU companies without a US listing that report an alternative performance measure for

the period 1998-2007.
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The results show a statistically higher percentage of companies that report alternative performance

measures in the earlier years among US listed companies, increasing from 52% in 1998 to 68% in

2002 (compared to 59% for the non-US listed companies). A Chi-square test shows that until (and

including) 2002 the percentage of US listed companies that report alternative performance

measures is statistically significant higher than the percentage of non-US listed companies. The

results indicate that the trend of increased reporting of alternative performance measures appears

to have influenced the reporting behavior of US listed EU companies earlier than that of non-US

listed EU companies. Consistent with findings in US research (e.g. Entwistle et al. (2006a and

2006b), Marques (2006) and Campbell and Pitman (2009)) however, the percentage of US listed

companies reporting alternative performance measures decreases after 2002. In the period 2003-

2005, the percentage of companies reporting alternative measures consistently decreases from

68% in 2002 to 60% in 2005 after which the percentage remains stable. Although a McNemar test

indicates that year-on-year the decreases are not statistically significant, this contrasts the

statistically significant increases found for non-US listed companies for each of the years in this

period. As of 2004, this trend results in a lower percentage of companies that report alternative

performance measures for US listed companies compared to the percentage found for non-US

listed companies. However, in none of the years as of 2003, the difference between US listed

companies and non-US listed companies is statistically significant.

These findings are consistent with results in US research indicating that the implementation of

regulation G affected the reporting behavior in the US and reduced the extent of pro forma

reporting by US companies. The results for each of the two groups of alternative performance

measures, measures that exclude depreciation and/or amortization and normalized measures, are

qualitatively similar as the results discussed above. For both groups of performance measures, the

US listed companies in the sample show higher percentages which start decreasing as of 2003
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whereas the percentage continues to increase for non-US listed EU companies (results not

tabulated).

Overall, the results indicate that having a US listing is a relevant factor that affects reporting of

alternative performance measures in a predictable manner. In the tests in the remainder of this

paper, the US listed EU companies are excluded from the population to avoid this additional factor

influencing the empirical results.

3.5 The impact of legal origin and historical background on
the reporting of alternative performance measures

The results in table 2, 3 and 4 show that there is a great variability in the extent of reporting of

alternative performance measures between the individual EU countries. As discussed in the

previous paragraphs, it is not expected that these differences can be explained by differences in

accounting regulation between these countries but rather by differences in these countries legal

origin and historical background.

Although institutional factors can change over time, certain aspects of the institutional setting and

history of a country influence the development of a country’s accounting practices as well as their

capital markets and corporate governance structures fundamentally. These aspects are therefore

expected to have an impact on these practices for longer time periods. A split commonly used in

accounting research in this regard is the distinction between common law (English-origin) and
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code law (with a split between French-origin, German-origin and Scandinavian-origin6) countries

as used by La Porta et al. (1998). Table 6 presents the results for the percentage of financial

statements per year that include alternative performance measures split between code law and

common law countries.

Table 6: Percentage of financial statements per year in code law and common law countries that
include alternative performance measures for the period 1998-2007
Panel A

Code law countries 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 Total
Total observations 338 661 938 1,096 1,161 1,182 1,172 1,215 1,027 967 9,757
Alternative performance
measures

90 225 436 587 662 704 715 762 650 644 5,475

% Alternative
performance measure

27% 34% 46% 54% 57% 60% 61% 63% 63% 67% 56%

Common law countries
Total observations 174 348 537 648 679 690 692 678 605 521 5,572
Alternative performance
measures

72 170 292 375 418 430 462 474 429 378 3,500

% Alternative
performance measures

41% 49% 54% 58% 62% 62% 67% 70% 71% 73% 63%

Pearson-Chi-Square 11.557 20.994 8.514 3.061 3.645 1.388 6.195 9.942 9.862 5.582 65.611
Asymp. Sig. (2-sided) 0.001* 0.000* 0.004* 0.080*** 0.056*** 0.239 0.013** 0.002* 0.002* 0.018** 0.000*

Panel B
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 Total

Common law 41% 49% 54% 58% 62% 62% 67% 70% 71% 73% 63%
Code law - German 24% 36% 53% 60% 66% 70% 69% 69% 69% 69% 62%
Code law - French 21% 33% 44% 54% 58% 60% 63% 68% 69% 73% 59%
Code law - Scandinavian 37% 33% 39% 41% 40% 43% 45% 41% 44% 49% 42%

Note: Table 6 shows the percentage of EU code law and common companies that report an alternative performance

measure for the period 1998-2007. For years with Asymp. Sig. superscript *, ** or *** equality is rejected at 1%, 5%

or 10% significance respectively.

The results in table 6, panel A, show that in every year, the percentage of companies reporting

alternative performance measures in common law countries is higher than in code law countries.

Chi-square tests show that the differences with regard to the reporting of alternative performance

measures between common law and code law countries is statistically significant in the period

6 Common law countries in the sample are: Ireland and UK; French code law: Belgium, France, Greece, Italy,
Luxembourg, the Netherlands, Portugal and Spain; German code law: Austria and Germany; Scandinavian code law:
Denmark, Finland and Sweden.
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1998-2002 (of which 2001 and 2002 at the 10% level and the other years at the 1% level) and as

of 2004 (two years at the 1% level, two years at the 5% level). Overall, a statistically significant

difference at the 1% level is found in five years, at the 5% level in two years and at the 10% level

in two years. In one year (2003) the percentage of companies in common law countries reporting

an alternative performance measure is insignificantly higher than the percentage in code law

countries. Overall, the difference between code law countries and common law countries is

statistically significant at the 1% level. In both groups, the percentage of companies reporting

alternative performance measures increases year-by-year. The increases are larger in the code law

countries which initially reported a significantly lower percentage than the common law countries,

but in 2003 have almost fully ‘caught up’ with the common law countries. However, as of 2004

the difference between the two groups widens again. The overall results are largely consistent with

the first hypothesis. However, a further distinction between French, German and Scandinavian

code law countries shows that between 2001 and 2004, the German code law countries report

higher percentages of alternative performance measures than common law countries. The lower

average of code law countries in these years is heavily affected by the Scandinavian countries. The

results do therefore not provide evidence for a general conclusion that signalling through

voluntary disclosures is more relevant for companies in common law countries than in code law

countries.

Table 7 and 8 provide further insights in the nature of the alternative performance measures that

are reported by disentangling the overall results into results for companies reporting normalized

alternative performance measures and companies reporting performance measures that exclude

depreciation and amortization.
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Table 7: Percentage of financial statements per year in code law and common law countries that
include normalized alternative performance measures for the period 1998-2007
Panel A

Code law
countries

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 Total

Total observations 338 661 938 1,096 1,161 1,182 1,172 1,215 1,027 967 9,757
Normalized
measures

35 72 78 135 157 159 177 280 249 255 1,597

% normalized 10% 11% 8% 12% 14% 13% 15% 23% 24% 26% 16%

Common law
countries
Total observations 174 348 537 648 679 690 692 678 605 521 5,572
Normalized
measures

68 148 251 319 348 357 400 429 391 345 3,056

% normalized 39% 43% 47% 49% 51% 52% 58% 63% 65% 66% 55%

Pearson-Chi-
Square

58.981 133.826 290.958 288.134 306.266 319.870 371.196 300.634 260.463 223.424 2483.835

Asymp. Sig. (2-
sided)

0.000* 0.000* 0.000* 0.000* 0.000* 0.000* 0.000* 0.000* 0.000* 0.000* 0.000*

Panel B
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 Total

Common law 39% 43% 47% 49% 51% 52% 58% 63% 65% 66% 55%
Code law – French 11% 12% 10% 15% 16% 16% 18% 31% 33% 35% 21%
Code law - Scandinavian 14% 16% 12% 17% 17% 16% 19% 19% 18% 22% 17%
Code law – German 6% 6% 4% 6% 9% 7% 8% 14% 14% 15% 9%

Note: Table 7 shows the percentage of EU code law and common companies that report a normalized alternative

performance measure for the period 1998-2007. For years with Asymp. Sig. superscript * equality is rejected at 1%

significance.

Table 8: Percentage of financial statements per year in code law and common law countries that
include performance measures excluding depreciation and amortization for the period 1998-2007
Panel A

Code law countries 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 Total
Total observations 338 661 938 1,096 1,161 1,182 1,172 1,215 1,027 967 9,757
EBITDA measure
reported

63 185 394 518 594 634 644 647 544 550 4,773

% EBITDA 19% 28% 42% 47% 51% 54% 55% 53% 53% 57% 49%

Common law countries
Total observations 174 348 537 648 679 690 692 678 605 521 5,572
EBITDA measure
reported

15 58 127 178 210 215 228 233 227 195 1,686

% EBITDA 9% 17% 24% 27% 31% 31% 33% 34% 38% 37% 30%

Pearson-Chi-Square 8.928 15.982 50.357 66.529 71.303 88.823 84.592 62.389 36.458 51.229 506.511
Asymp. Sig. (2-sided) 0.003* 0.000* 0.000* 0.000* 0.000* 0.000* 0.000* 0.000* 0.000* 0.000* 0.000*

Panel B
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 Total

Code law – German 21% 32% 52% 59% 65% 68% 67% 65% 66% 65% 60%
Code law – French 11% 27% 38% 46% 50% 53% 56% 55% 53% 60% 49%
Code law – Scandinavian 26% 24% 32% 31% 31% 33% 34% 32% 36% 39% 32%
Common law 9% 17% 24% 27% 31% 31% 33% 34% 38% 37% 30%

Note: Table 8 shows the percentage of EU code law and common companies that report an alternative performance

measure excluding depreciation and amortization for the period 1998-2007. For years with Asymp. Sig. superscript *

equality is rejected at 1% significance.
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The panels A of table 7 and 8 show that there is a statistically significant difference at all levels

between the nature of alternative performance measures that are reported in common law countries

and the nature of alternative performance measures that are reported in code law countries. In line

with the second hypothesis, table 6 panel A shows that companies in common law countries

report statistically significantly (at the 1% level) more alternative performance measures that

intend to normalize the reported results. The difference between both groups is statistically

significant at the 1% level in each of the ten years presented. Table 7, panel B, shows that in each

of the three code law groups a lower percentage of the companies reports normalized alternative

performance measures, with German code law ranking last with an overall percentage of 9%,

compared to the 55% in the common law countries. As predicted, companies in common law

countries are more inclined to report normalized alternative performance measures which can be

explained by the more widely dispersed ownership which requires more conservative accounting

policies resulting in more volatile results as well as by the higher alignment between tax and

financial accounting in code law countries, allowing more smoothing mechanisms.

For alternative performance measures that exclude depreciation and amortization, as reported in

table 8, the picture is the opposite of the findings for normalized performance measures. A

statistically significantly (at the 1% level) lower percentage of common law companies report such

measures when compared to code law companies (overall 49% versus 30%). The German code

law companies that ranked last for normalized measures, rank first for the measures that exclude

depreciation and amortization and common law companies that ranked first for normalized

measures, rank last for the measures that exclude depreciation and amortization (although it is

noted that in recent years the Scandinavian countries show similar results as the common law

countries). These results are consistent with the third hypothesis, indicating that alternative

performance measures that exclude depreciation and amortization are considered more relevant in
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code law countries where the role of banks is more important and accounting (including

depreciation) is more tax driven.

Overall, the results do not provide conclusive evidence to support the first hypothesis that

companies from common law countries report alternative performance measures significantly

more frequently than companies from code law countries. The results do provide strong evidence

that companies from common law countries significantly more often report normalized alternative

performance measures and companies from code law countries significantly more often report

alternative performance measures that exclude depreciation and/or amortization. These results are

as predicted and can be explained by the different historical ownership structures in these

countries.

The results furthermore show that combining normalized alternative performance measures and

alternative performance measures that exclude depreciation and amortization in one analysis in an

EU setting does affect conclusions reached given the large differences between the preference for

the type of measure in common law countries versus the preference in code law countries. In

addition, excluding measures that exclude depreciation and amortization from research into the

use of alternative performance measures in the EU will undermine the meaningfulness of

conclusions reached given the prominence of the use of these measures in particularly code law

countries.

In additional analyses, the impact of the basis for country clustering, size effects and industry

effects have been investigated, including multivariate regressions that include size and industry as

control variables. Refer to appendix 2 to this chapter for detailed results from these additional

analyses. Based on these analyses, I conclude that these effects do not drive the results discussed.
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3.6 The impact of the adoption of IFRS on the reporting of
alternative performance measures

The EU wide implementation of IFRS in 2005 was an important event for many European

companies and investors, because of the impact on the accounting policies and reported results.

Approximately 75% of the companies in the sample reported under IFRS in 2005 for the first time.

At the same time, several parties have expressed their concerns that the introduction of IFRS will

cause an increase in the use of alternative performance measures and that comparability will

decrease as a result.

Overall, the percentage of (non-US listed) EU companies reporting an alternative performance

measure increased from 63% in 2004 to 65% in 2005 with ten countries showing an increase, three

countries remaining stable and two countries showing a decrease. The use of alternative

performance measures that exclude depreciation and amortization slightly decreased from 47% to

46% with five countries showing an increase, one country remaining stable and nine countries

showing a decrease whereas the use of normalized performance measures increased from 31% to

37% with thirteen countries showing an increase and two countries showing a decrease.

Further analysis of the 1,915 companies which are in the population in both 2004 and 2005 show

that 184 companies started reporting one or more alternative performance measures in 2005

whereas 157 companies stopped reporting such a measure. For the other 1,574 companies no

change was noted between 2004 and 2005. A McNemar test indicates that the change from 2004

to 2005 is statistically not significant. An insignificant decrease is found for measures that exclude

depreciation or amortization which is contrary to the expressed concern that the implementation of



91

IFRS would increase the use of alternative performance measures. For normalized performance

measures however, a significant increase is found from 2004 to 2005 with 241 companies starting

to report such a measure and 133 companies that stop reporting such a measure. The increase in

the percentage of companies that report a normalized performance measures from 31% to 37% in

2005 is much higher than the increase in any of the other individual years and almost as high as

the total increase in the period 1998-2004 when the percentage increased from 24% in 1998 to

31% in 2004. It is however noted that the 2% increase from 29% to 31% in 2004 is also

statistically significant. It can therefore not be concluded with certainty that it was the EU wide

implementation of IFRS in 2005 as such that lead to the significant increase compared to 2004.

As indicated above, not all companies adopted IFRS in 2005. Approximately 25% of the

companies adopted IFRS in other years. Therefore, the analysis is also performed focusing on the

actual year of change to IFRS. Table 9 shows the reporting choices made by companies in their

actual first year of the application of IFRS.

Table 9: Reporting decisions in first IFRS year

EBITDA Normalized All
Start reporting 10% 12% 11%
Stop reporting 8% 7% 8%
No change 82% 81% 81%
Total 100% 100% 100%

Note: Table 9 shows the percentage of EU companies that started reporting, stopped reporting and did not change

their reporting decision in their first IFRS financial statements.

In the first IFRS year, the percentage of companies reporting an alternative measure increased

from 62% to 65%. A McNemar test shows that this increase is statistically significant. The

percentage of companies reporting a normalized alternative measures increased statistically

significant from 33% to 37% in the year of IFRS adoption. The use of measures that exclude

depreciation or amortization also increases, but not statistically significant. Also here it is however

noted that for normalized measures and alternative performance measures overall a smaller but
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still significant increase is also found for the reporting of alternative performance measures in the

year before the adoption of IFRS (no significant increase in the second year after adoption of

IFRS).

Altogether, in relation to the fourth hypothesis, I conclude that the results give weak support that

the use of normalized performance measures increased as a result of the EU wide implementation

of IFRS and no support for an increase in the use of measures that exclude depreciation or

amortization. The fourth hypothesis is therefore accepted for alternative performance measures

that exclude depreciation and/or amortization and rejected for normalized alternative performance

measures.

3.7 Regression analysis of underlying institutional factors

These findings in paragraph 3.5 are in line with the second and third hypotheses which are based

on the basic assumption that common law countries are more shareholder oriented with more

widely dispersed ownership whereby reporting is primarily for outside shareholders whereas code

law countries are more bank oriented with larger ownership concentration and with accounting

primarily for creditors and tax purposes. In order to test this relationship between the reporting of

alternative performance measures and ownership concentration in a more direct way, the

following multivariate logistic regression is employed regressing the indicator variable for

reporting an alternative performance measure on the percentage of closely held shares (as reported

in Worldscope) with size (as reported in Worldscope), year and industry as control variables:

0 1 2 LOGASSETS
3 4
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The key results of this regression are reported in table 10.

Table 10: Logistic Regressions of reporting alternative performance measures on Percentage
closely held shares

Variable Alternative
performance
measures

Normalized
measures

EBITDA
measures

Closely held shares 0.076 -0.481 0.380
(0.406) (0.000)* (0.000)*

LOGASSETS 0.469 0.276 0.461
(0.000)* (0.000)* (0.000)*

YEARdummy 1998 -2.025 -1.243 -2.072
(0.000)* (0.000)* (0.000)*

YEARdummy 1999 -1.435 -1.216 -1.224
(0.000)* (0.000)* (0.000)*

YEARdummy 2000 -0.891 -1.170 -0.510
(0.000)* (0.000)* (0.000)*

YEARdummy 2001 -0.563 -0.881 -0.224
(0.000)* (0.000)* (0.031)**

YEARdummy 2002 -0.372 -0.825 0.002
(0.001)* (0.000)* (0.987)

YEARdummy 2003 -0.295 -0.833 0.039
(0.006)* (0.000)* (0.701)

YEARdummy 2004 -0.234 -0.732 0.125
(0.030)** (0.000)* (0.218)

YEARdummy 2005 -0.124 -0.258 0.019
(0.250) (0.010)* (0.849)

YEARdummy 2006 -0.141 -0.052 -0.154
(0.217) (0.619) (0.147)

Nagelkerke R2 0.180 0.107 0.192

Note: Table 10 shows the regression result from a regression that regresses the reporting of alternative performance

measures on the percentage of closely held shares and control variables for size, year and industry (results for the

individual industry dummies are not reported). Results indicated with superscript * and ** are significant at the 1%

level and 5% level respectively.

The results in table 10 show that the reporting of alternative performance measures in general is

not explained by the percentage of closely held shares. The percentage of closely held shares does
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have a significant (at the 1% level) negative impact on the reporting of normalized performance

measures and a significant (at the 1% level) positive impact on the reporting of EBITDA

measures. This is in line with the expectations underlying hypothesis two and three that a more

widely dispersed shareholders group requires more information about the underlying results of a

company and that a more concentrated ownership group of institutional and financial investors

will be more interested in EBITDA and similar measures.

Isidro and Marques (2010) conclude that companies report more alternative performance measures

in countries where public information is more important in solving information asymmetries, i.e.

common law countries. They find that alternative performance measures are reported more

frequently in countries with effective institutions, sophisticated financial markets, good

communication and competitive markets. As explained in the hypotheses section and shown in the

previous results in this chapter, I conclude however that the historical origin of a country’s capital

market and accounting systems does not only affect the level, but also the type of alternative

performance measures that are reported in those countries and that it is not possible to investigate

the reporting of the various types of alternative performance in one analysis without separating

normalized alternative performance measures and EBITDA measures. To test this assumption, I

perform the following regression using parameters from Isidro and Marques (2010) as well as the

control variables used in the previous regressions in this section:

0 1Regulatoryquality +
3 4 5 6Analystactivity +
7 8 9 10

Based on Isidro and Marques’ (2010) overall results it would be expected that positive and

significant coefficients are found for each of these parameters. However, the results in table 11

show that the Isidro and Marques (2010) parameters that are included in this regression do not
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consistently influence the reporting of normalized measures and EBITDA measures in the same

direction. Public enforcement, Marketcap to GDP and Analyst activity do significantly affect the

reporting of normalized measures and EBITDA measures but in opposite direction. Regulatory

quality significantly negatively affects the reporting of normalized measures, but does not

significantly affect the reporting of EBITDA measures while investor protection and product

market competition significantly positively affect the reporting of normalized measures, but does

not significantly affect the reporting of EBITDA measures.

Table 12: Logistic Regressions of reporting alternative performance measures on various
institutional factors based on Isidro and Marques (2010)

Variable Normalized
measures

EBITDA
measures

Regulatory quality -1.985 -0.224
(0.000)* (0.469)

Public enforcement 1.455 -1.495
(0.000)* (0.000)*

Investor protection 0.750 -0.010
(0.000)* (0.830)

Marketcap to GDP 0.005 -0.008
(0.003)* (0.000)*

Analyst activity -0.461 0.162
(0.000)* (0.000)*

Product market competition 2.332 0.181
(0.000)* (0.371)

Nagelkerke R2 0.328 0.281

Note: Table 12 shows the regression result for the key variables from a regression that regresses the reporting of

alternative performance measures on the following variables from Isidro and Marques (2010): Regulatory quality;

Public enforcement; Investor protection; Marketcap to GDP; Analyst activity and Product market competition. Results

indicated with superscript * are significant at the 1% level.
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Based on these results, I conclude that (1) the impact of institutional factors on the reporting of

alternative performance measures cannot be generalized for all types of alternative performance

measures and (2) the historical institutional origination and country setting are still significant

factors affecting the reporting of alternative performance measures.

3.8 Discussion

The results presented in this chapter show an increase in the use of alternative performance

measures over time in the period 1998-2007 in the EU. Significant differences in the use of

alternative performance measures between code law countries and countries are found,

specifically with regard to the type of alternative performance measures that are reported. These

differences are in line with expectations based on historical differences between code law

countries where reporting is more focused on creditors and tax purposes and common law

countries where accounting is primarily for outside shareholders. Although I conclude that the

evidence is not strong enough to support the first hypothesis that alternative performance measures

are in general more often reported in common law countries than in code law countries, I find

strong evidence supporting the second and third hypothesis. In line with expectations based on

historical institutional differences, normalized alternative performance measures are reported

statistically significant more often in common law countries and alternative performance measures

that exclude depreciation and amortization are reported statistically significant more often in code

law countries.

The results are not conclusive about whether the implementation of IFRS had a significant impact

on the reporting of alternative performance measures (hypothesis 4). For measures that exclude
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depreciation and amortization, no significant increase was found in the year of IFRS adoption. For

normalized measures, a statistically significant increase in the percentage of companies reporting

such a measure was found in the first year of IFRS, but a statistically significant (although

smaller) increase was also found in the preceding year and the increase may therefore not be fully

attributable to the implementation of IFRS.

3.9 Conclusion

This chapter documents the results from a comprehensive analysis of the reporting of alternative

performance measures by a large population of listed companies in the EU and the development

thereof in the period 1998-2007. The research complements the body of literature based on

research in a US environment and mainly anecdotal and small sample, country specific research in

Europe. The results indicate that historical institutional factors influence the reporting of

alternative performance measures rather than Generally Accepted Accounting Policies (GAAP).

Specifically the type of measures that are reported by companies vary significantly between code

law and common law countries which is explained by their historical background rather than

current institutional factors. The results imply that the implementation of additional guidance in

IFRS or other sets of accounting standards or harmonization of regulatory environments or other

institutional settings are not likely to result in harmonization in this area in the short term.

The findings documented in this chapter are relevant for policy makers for two reasons. This

chapter is the first to document the results from research into the reporting of alternative

performance measures by a large group of companies covering a wide range of EU countries in

their financial statements (including narratives). The results provide evidence about how

widespread and diverse the reporting of alternative performance measures is both in the period
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before and after the implementation of IFRS. Both groups of alternative performance measures

discussed in this chapter are currently not addressed in the Discussion Paper on Financial

Statement Presentation published by the IASB and FASB (IASB, 2008) whereas the pervasiveness

of these measures in current financial reporting would certainly justify implementing further

guidance in this area.

The results are based on the analysis of an extensive sample of financial statements which have

first been searched, using word search functionalities, for the use of various alternative

performance measures and have subsequently been reviewed manually on an individual basis in

detail in order to verify that these measures have been used in the context of the reporting about

the performance of the company. This approach allowed coverage of a large sample of financial

statements, but an inherent limitation is that it only identifies alternative performance measures

that are indicated in these financial statements using the wording that has been used in the word

searches. Research into the reporting of alternative performance measures in other investor

communications (press releases) and further analysis that does not (partially) rely on word

searches are further opportunities for research in this area.

The reporting of alternative performance measures is investigated in the context of historical

differences between countries and motives to report certain measures resulting from the historical

context of a country’s capital market. Whether EU companies report these measures in their

financial statements to mislead investors or to inform them, which is an important question in light

of the concerns raised in relation to these measures and the EU wide IFRS adoption is addressed in

the next chapters.
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Appendix 1 – Number of company details for table 2, 3 and 4

Appendix to table 2: number of financial statements per country and year that include alternative
performance measures for the period 1998-2007

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 Weighted
Average

Austria 4 7 18 23 24 25 27 27 25 27 207
Belgium 10 21 34 42 40 43 51 58 49 49 397
Denmark 14 17 18 20 23 24 19 26 23 25 209
Finland 12 14 20 20 24 28 33 27 25 24 227
France 18 49 67 93 106 102 107 140 122 123 927
Germany 24 86 185 228 247 253 245 239 190 171 1,868
Greece 0 5 10 19 37 43 41 35 29 31 250
Ireland 7 16 20 25 26 24 24 24 25 22 213
Italy 5 5 12 30 35 38 38 43 38 36 280
Luxembourg 0 0 2 7 4 9 8 13 5 6 54
Netherlands 12 25 50 60 72 73 78 87 68 73 598
Portugal 0 3 9 12 18 23 20 20 23 24 152
Spain 1 10 22 37 43 50 39 46 44 43 335
Sweden 14 23 42 59 57 61 68 59 57 63 503
United Kingdom 96 200 324 406 451 459 489 492 437 385 3,739
Weighted Average 217 481 833 1,081 1,207 1,255 1,287 1,336 1,160 1,102 9,959

Appendix to table 3: number of financial statements per country and year that include normalized
alternative performance measures for the period 1998-2007

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 Weighted
Average

Austria 2 1 0 4 2 2 3 7 7 5 33
Belgium 3 7 4 5 7 8 11 27 23 21 116
Denmark 7 9 5 7 9 9 6 9 8 11 80
Finland 5 9 8 8 11 12 16 16 16 14 115
France 17 27 35 57 60 58 63 100 96 93 606
Germany 7 17 17 25 33 27 28 46 40 39 279
Greece 0 1 0 2 2 6 3 3 3 3 23
Ireland 7 15 18 22 23 19 21 23 23 20 191
Italy 2 2 3 6 4 4 7 11 12 13 64
Luxembourg 0 0 0 2 2 4 1 4 2 3 18
Netherlands 7 5 6 9 16 24 23 35 27 33 185
Portugal 0 0 2 2 3 2 1 4 3 4 21
Spain 0 3 4 9 12 9 7 18 20 18 100
Sweden 4 9 13 27 26 25 29 26 19 25 203
United Kingdom 86 172 277 340 370 381 423 440 398 351 3,238
Weighted Average 147 277 392 525 580 590 642 769 697 653 5,272
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Appendix to table 4: number of financial statements per country and year that include
performance measures excluding depreciation and amortization for the period 1998-2007

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 Weighted
Average

Austria 3 6 18 22 24 25 27 24 24 26 199
Belgium 8 19 32 40 38 42 49 45 37 39 349
Denmark 8 14 15 15 18 19 15 21 20 20 165
Finland 8 8 16 16 16 18 23 19 16 18 158
France 6 32 48 62 78 76 80 93 73 85 633
Germany 20 75 181 221 239 244 238 226 181 161 1,786
Greece 0 5 10 19 36 38 39 34 27 29 237
Ireland 1 5 10 15 16 15 14 14 17 14 121
Italy 3 3 10 28 33 37 37 36 29 31 247
Luxembourg 0 0 2 6 3 7 7 11 5 6 47
Netherlands 5 20 46 58 67 68 75 77 57 61 534
Portugal 0 3 8 10 16 21 19 18 22 23 140
Spain 1 8 18 32 36 44 36 40 35 37 287
Sweden 12 18 34 42 46 50 52 47 51 52 404
United Kingdom 25 73 148 203 235 236 246 242 223 195 1,826
Weighted Average 100 289 596 789 901 940 957 947 817 797 7,133
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Appendix 2 – Details robustness checks paragraph 3.5

The results in paragraph 3.5 indicate a strong and predictable relationship between a country’s

institutional setting and the reporting of alternative performance measures. It is however possible

that the results are driven by other characteristics in the population that are correlated with the

code law – common law distinction or are driven by the country clustering chosen. This appendix

shows that the results are not driven by country clustering, industry clustering or size.

Country clustering

The distinction between common law countries and code law countries (based on La Porta et al.,

1998) is commonly used and well accepted. An alternative distinction however is the distinction

between the British-American accounting cluster and the Continental accounting cluster based on

Ali and Hwang (2000). This alternative classification changes the allocation of the Netherlands

which is a code law country, but considered part of the British-American cluster according to Ali

and Hwang (2000). As illustrated in table A2.1 however, the results remain similar based on this

alternative country clustering.
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Table A2.1: Percentage of financial statements that include alternative performance measures
Continental versus British-American for the period 1998-2007

% of companies reporting
alternative measures

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Alternative measures
Continental 31% 37% 47% 54% 57% 60% 61% 63% 64% 67%
British-American 33% 42% 52% 57% 61% 61% 66% 68% 68% 71%
Difference (2%) (5%) (5%) (3%) (4%) (1%) (5%) (5%) (4%) (4%)

Normalized measures
Continental 12% 12% 9% 13% 14% 13% 15% 23% 25% 26%
British-American 30% 34% 40% 43% 46% 47% 52% 57% 58% 59%
Difference (18%) (22%) (31%) (30%) (32%) (34%) (37%) (34%) (33%) (33%)

EBITDA measures
Continental 22% 30% 42% 47% 51% 54% 55% 53% 54% 57%
British-American 7% 16% 26% 30% 34% 34% 36% 38% 39% 40%
Difference 15% 14% 16% 17% 17% 20% 19% 15% 15% 17%

Note: Table A2.1 shows the percentages of companies reporting an alternative performance measures, a normalized

measure or an EBITDA measure in Continental countries respectively British American countries.

Industry

In previous research based on US populations (see for example Bhattacharya et al., 2004, Bowen

et al., 2005, and Entwistle et al., 2005), significant differences in the reporting of alternative

performance measures has been found between industries. It is therefore possible that the

differences between code law and common law countries are affected by differences in the

industry composition between these groups. Table A2.2 provides an overview of the company-

year observations per industry cluster per country in the sample. The industry clustering is based

on the industry clustering as used in Company.Info. Company.Info identifies 14 main sectors

which are further divided into 57 sub-sectors. In table A2.2, the results are shown for each sub-

sector for which more than 500 company-year observations are included in the population. Sub-

sectors with less than 500 observations are grouped together with other sub-sectors within the

same main sector resulting in 26 industry groups in table A2.2:
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Table A2.2: Percentage of company-year observations per industry cluster in the sample
Main sector No. of

observations
Code
law

Common
law

Code law
alternative

Common law
alternative

01 Resources (extractive industries) 677 2% 8% 55% 33%
02 Utilities 467 3% 2% 73% 86%
03 Basic industries - Construction 808 5% 5% 67% 59%
03 Basic industries - Other 934 6% 4% 67% 75%
03 Basic industries - Pharmaceuticals 731 4% 4% 41% 40%
04 General industrials - Aerospace and defence 124 1% 1% 38% 69%
04 General industrials - Electrical and electronic equipment
manufacturing 953 7% 3% 51% 68%
04 General industrials - Machinery and transportation tool
manufacturing 740 5% 3% 60% 80%
05 Agriculture and food 636 3% 4% 71% 88%
06 Consumer products - Domestic appliance manufacturing 584 4% 2% 59% 76%
06 Consumer products - Other 466 3% 2% 55% 59%
07 Trade - Retail 750 3% 6% 64% 79%
07 Trade - Wholesale 267 2% 2% 58% 70%
08 Services - Consulting 742 3% 7% 54% 69%
08 Services - Other 308 1% 2% 79% 65%
08 Services - Real estate 618 3% 4% 40% 58%
09 Transport 672 4% 4% 69% 74%
10 IT hardware and telecom - IT Services 746 5% 4% 55% 58%
10 IT hardware and telecom - Software and internet 1178 7% 7% 56% 56%
10 IT hardware and telecom - IT hardware 507 3% 3% 32% 42%
10 IT hardware and telecom - Telecommunication 704 5% 2% 69% 85%
11 Media, entertainment, travel and recreation - Entertainment 605 3% 4% 78% 70%
11 Media, entertainment, travel and recreation - Other 694 3% 5% 70% 85%
12 Financial institutions - Banks 1032 8% 3% 23% 60%
12 Financial institutions - Other 691 4% 5% 33% 37%
13 Institutions (education and healthcare) 302 2% 2% 69% 69%

Grand Total 16936 100% 100% 56% 64%

Note: Table A2.2 shows the percentage of company-year observations per industry cluster in the sample for code law

and common law countries

As can be seen in table A2.2, the company-year observations are relatively dispersed over the

different industries and only for a few industries a distinct difference is found between common

law and code law countries. Common law countries have a relatively high share of extractive

companies, consulting services companies and retail companies and a relatively low share of

banks, electrical and electronic manufacturing companies and telecom companies.

The industries that are relatively overrepresented in common law countries rank seventh,

fourteenth and twenty-fourth in this list whereas the industries that are relatively underrepresented

rank on number five, nineteen and twenty six as it regards the total percentage of observations
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with an alternative performance measure reported. Furthermore, it is noted that for 19 industries

the percentage of companies reporting alternative performance measures is higher in common law

countries than in code law countries whereas only for 7 industries relatively more code law

companies report such measures. Untabulated results show that for the alternative measures that

exclude depreciation or amortization 24 industries (out of 26 industries) show a higher percentage

for code law countries than for common law countries. In each of the 26 industries, the percentage

of companies reporting alternative normalized performance measures is higher in common law

countries than in code law countries.

For 11,600 (68%) of the observations, Worldscope industry codes are available based on which

the population is allocated to 25 industries based on 2-digit industry codes. Based on the

Worldscope classification, the allocation of companies over the individual industries is similar for

common law countries and for code law countries with no industry with more than one percent

difference between the percentage of observations in that industry between code law and common

law countries. In 23 industries the percentage of companies reporting alternative performance

measures is higher in common law countries than in code law countries which is the case in all

industries for normalized performance measures. The percentage of companies reporting measures

that exclude depreciation or amortization is higher in code law countries in 23 industries.

These results are consistent with the overall findings in this chapter and indicate that the results

reported in this chapter are not caused by industry effects but do reflect fundamental differences

between code law and common law countries irrespective the industry under review.

Size

Size is known as a factor influencing voluntary disclosure by companies with larger companies

generally providing more extensive disclosures than small companies. Based on this, one would
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expect that larger companies on average report alternative performance measures more often than

smaller companies. If the common law companies in the population are on average larger than the

code law companies, the reported results in this chapter could be caused by a size effect instead of

institutional differences. Therefore, I have investigated size for the subsample of companies for

which Worldscope data are available (83% of the population). Table A2.3 presents the averages

and quartiles for total assets of code law and common law companies.

Table A2.3: Total assets code law and common law companies (USD thousand)

Panel A
Code law Common law

Average 21,260,793 10,305,353
First quartile 116,107 74,814
Median 582,618 316,219
Third quartile 3,697,923 1,589,370

Panel B
Code law countries Common law countries

Alternative
measures

No alternative
measures

Alternative
measures

No alternative
measures

Average 18,052,546 25,602,126 9,684,039 11,474,965
First quartile 164,971 74,479 149,793 30,639
Median 791,071 363,765 584,005 101,028
Third quartile 3,979,570 3,150,788 2,433,844 463,970

Normalized
measures

No normalized
measures

Normalized
measures

No normalized
measures

Average 44,218,290 16,331,524 10,038,572 10,659,031
First quartile 607,176 93,655 161,057 35,328
Median 2,730,237 417,373 670,296 120,053
Third quartile 16,141,100 2,436,321 2,652,713 560,508

Measures excl.
D&A

No measures
excl. D&A

Measures excl.
D&A

No measures
excl. D&A

Average 8,870,060 33,694,155 5,926,834 12,365,189
First quartile 145,501 90,587 162,775 54,703
Median 673,330 486,613 637,456 232,989
Third quartile 3,098,943 4,644,401 2,458,306 1,191,277

Note: Table A2.3 shows average and quartiles for total assets of companies in code law and common law countries

that do report alternative performance measures respectively companies that do not report alternative performance

measures.
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As panel A indicates, the code law companies in the population are on average larger than the

common law countries in the population. Panel B shows that in both code law countries and

common law countries, the companies that report alternative performance measures are generally

larger than the companies that do not report such measures. Averages are in most cases

significantly affected by financial institutions with high values of total assets whereas the

percentage of companies reporting alternative performance measures in this industry is low. First

quartiles and medians are larger for companies that report alternative measures in all groups and

third quartiles in all groups except code law countries in relation to measures that exclude

depreciation and amortization. This indicates that size does affect the reporting of alternative

performance measures in a positive way which is in line with the expectation. The results indicate

that size is not a driving factor for the results reported in this chapter. First of all, on the overall

level, the percentage of companies that report alternative performance measures is higher in

common law countries than code law countries with a significant difference between common law

and code law countries found in nine of the ten years and for normalized measures significantly

higher in each of the years presented. If the size factor has affected these results, the impact would

be against finding a (significantly) higher percentage of common law companies reporting

alternative performance measures as opposed to the results that were found. The results do thus

not indicate that alternative performance measures are reported more frequently in common law

countries as a result of larger company size in common law countries. In addition, the results for

normalized performance measures mirror the results for measures that exclude depreciation or

amortization whereas, based on table A2.2, the size factor would be expected to affect both

measures in the same direction. It is hard to understand why a company’s size would positively

affect the reporting of measures that exclude depreciation and amortization and would at the same

time negatively affect the reporting of normalized performance measures. This difference can be

understood based on the institutional differences between common law countries and code law
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countries as described in this chapter. Taken together, these results do not indicate that the results

in this chapter are driven by the size of the companies in the common law group and the code law

group.

Multivariate regression

To further test the hypotheses and impact of alternative factors, the following multivariate logistic

regression is performed:

0 1 2 3YEARdummy +
4

In this regression, ALTERNATIVE MEASURE is 1 for company-year observations with an

alternative measure reported in the financial statements, Common law is 1 when a company is

located in a common law country and LOGASSETS, YEARdummy and Industry are control

variables for size, year and industry. The regression is performed for alternative measures in

general as well as separately for EBITDA measures and normalized measures. The results for the

relevant Common law variable are reported in table A2.4.

Table A2.4: Logistic Regressions of reporting alternative performance measures on common law
dummy variable

Variable Alternative
performance
measures

Normalized
measures

EBITDA
measures

Common law 0.068 2.316 -1.274
(0.267) (0.000)* (0.000)*

Nagelkerke R2 0.180 0.278 0.247

Note: Table A2.4 shows the regression result for the key variable from a regression that regresses the reporting of

alternative performance measures on a common law dummy variable and control variables for size, year and industry.

Results indicated with superscript * are significant at the 1% level.
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The results in table A2.4 show no evidence for an overall higher level of reporting of alternative

performance measures in common law countries compared to code law countries. Consistent with

findings from previous sections however, normalized measures are reported significantly (at the

1% level) more often in common law countries and EBITDA measures are reported significantly

(at the 1% level) more often in code law countries.


