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4 Strategic use of alternative performance
measures in the European Union and the
impact of institutions and IFRS adoption

Abstract

This chapter reports evidence about the strategic use of alternative performance measures by EU

companies in their financial statements7 (including narratives). The study is based on a

comprehensive manual analysis of the reporting of alternative performance measures by a large

sample of listed companies in the EU in the period 1995-2007. Overall, the results presented in

this chapter show that EU companies significantly more often report an alternative performance

measure when this helps meeting a strategic earnings benchmark which is missed based on the

company’s GAAP net income. I interpret this as strategic use of these alternative measures. The

evidence for strategic use of alternative performance measures are stronger for EBITDA reporting

than for normalized reporting. Strategic considerations are a significant factor explaining the

reporting of alternative performance measures in both code law and common law countries, but

for certain strategic benchmarks strategic use is more pervasive in common law countries where

companies are generally more shareholder oriented. Contrary to concerns expressed, the results of

this study do not provide evidence that the strategic use of alternative performance measures

increased as a result of the introduction of IFRS.

4.1 Introduction

This chapter examines the strategic use of alternative performance measures by EU companies in

their financial statements based on a comprehensive manual analysis of the reporting of alternative

7 Including management commentary and other narrative information that is reported in combination with the annual
accounts.
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performance measures by a large sample of listed companies in the EU in the period 1995-2007 as

well as the impact of IFRS on such strategic use and differences between code law and common

law countries on this aspect.

Over the last decade, the use of alternative performance measures has become widespread in both

the US, (see for example Bradshaw and Sloan, 2002, Bhattacharya et al., 2003, and Adhikari and

Duru, 2006) and the EU, see chapter 3. This initially led to significant debate about the

appropriateness of the use of such measures. The SEC debated this subject in many comment

letters (see amongst others SEC, 2001) and started a case against a company for misleading use of

non-GAAP measures in 2002 (SEC, 2002). The IOSCO (2002) cautioned issuers, investors and

other users of financial information to use care when presenting and interpreting non-GAAP

results measures. The continued use, and alleged abuse, of alternative performance measures led

to the implementation of SEC regulation G8 in 2003 (SEC, 2003) in the US. These regulatory

concerns and SEC regulation G following from it, led to a decrease in reporting of alternative

performance measures and a decrease in the emphasis on alternative performance measures in the

US, see for example Bowen et al. (2005), Entwistle et al. (2006a and 2006b), Marques (2006a),

Campbell and Pitman (2009) and Zhang and Zheng (2011).

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

guidance with regard to financial statements presentation, inconsistencies in the presentation of

various performance measures in consolidated financial statements based on IFRS and the

resulting difficulties for users to compare financial performance (see for example CESR, 2005b;

8 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.
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EFRAG, 2006; Hoogendoorn, 2006; and Marseille and Vergoossen, 2005). According to

Newberry (2003), preparers have used the discretion available to them to develop and promote

their own sub-components within net income. These concerns caused the Committee of European

Securities Regulators (CESR, 2005a) to issue recommendations to provide more detailed

disclosures and explanations about alternative performance measures used, including

reconciliations, explain their relevance and to not give them more prominence than GAAP

income. These developments did, however, not result in a decrease in the use of alternative

performance measures in the EU (see chapter 3) like Regulation G did in the US.

In 2004, the IASB and FASB combined their projects on financial statements presentation” to

address users’ concerns that existing requirements permit too many alternative types of

presentation” (IASB, 2008). Newberry (2003) notes that the IASB initially started it 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. Despite these intentions, the Financial Statement Presentation

Discussion Paper (IASB, 2008) and Staff Draft (IASB, 2010) do not propose to include additional

detailed guidance on the presentation of alternative performance measures. In fact, the Financial

Statement Presentation Discussion paper proposes a ‘management approach’ which will follow

management’s classification rationale based on how management views and manages the

company and its resources. Furthermore, the Management Commentary Practice Statement (IASB,

2010) does not give prescriptive guidance about the reporting of alternative performance measures

either and is built on the premise that management is best positioned to determine the content and

presentation of the management commentary.
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Since the IASB guidance gives management flexibility in reporting the information that, it

believes, best presents the company’s performance, in line with the way that management itself

assesses the performance of the company, the information has the potential to be most useful to

analysts and investors. However, flexibility also provides a risk that management uses this

flexibility to strategically report measures that present a more favourable picture of the company’s

performance which may not increase the decision usefulness of the information presented to the

users.

This chapter reports evidence about the strategic use of alternative performance measures by EU

companies in their financial statements (including management commentary). A significant

explanatory factor for companies reporting an alternative performance measure is the alternative

performance measure meeting a strategic earnings benchmark which is missed based on the

company’s GAAP net income which I interpret as strategic use of these alternative performance

measures. Strategic use is investigated separately for EBITDA measures and normalized measures

since chapter 3 shows significant diversity in the type of measures reported in the EU. The

empirical results indicate that strategic motives influence the reporting of both types of measures,

but the results are stronger for EBITDA measures. Furthermore, in this chapter the differences in

the reporting, and more specifically the strategic reporting, of alternative performance measures

between companies in code law and common law countries are investigated. Since a significant

portion of the companies that report under IFRS are domiciled in code law countries (64% of the

observations in this research concerns observations from code law countries), it is important to

understand whether previous findings in common law settings (US and UK) that companies use

alternative performance measures to meet or beat strategic earnings benchmarks equally apply to

code law settings. Strategic considerations are a significant factor explaining the reporting of

alternative performance measures in both code law and common law countries, but for certain

strategic benchmarks strategic motives are more pervasive in common law countries where
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companies are generally more shareholder oriented than in code law countries. Finally, it is

investigated whether the adoption of IFRS had any impact on the reporting of alternative

performance measures and, more relevant, the strategic reporting of these measures. The results

give insight into whether the concerns raised about the impact of increased flexibility in the

presentation of results under IFRS on the reporting of alternative performance measures, as

discussed earlier in this paragraph, are valid. Contrary to concerns expressed, the results do not

provide evidence that the strategic use of alternative performance measures increased as a result of

the introduction of IFRS.

This chapter contributes to the literature in three areas. Firstly, limited evidence about strategic

reporting of alternative performance measures by EU companies from both code law and common

law countries is available. Secondly, although many have expressed concerns about the impact of

the implementation of IFRS on the reporting of alternative performance measures, the impact of

the implementation of IFRS on strategic behavior in this area is unknown. Thirdly, as noted by

Healy and Palepu (2001) and Ball et al. (2000), the institutions surrounding the financial reporting

environment are crucial in ensuring that information and incentive problems are mitigated.

Evidence about the impact of institutional factors on the strategic reporting of alternative

performance measures is, however, limited and it is therefore unknown whether concerns raised

based on evidence from the US also holds for the EU, and in particular EU code law countries.

This chapter investigates whether within the EU, companies from code law countries exhibit

similar strategic behavior as companies from common law countries. Finally, although the use of

EBITDA measures is widespread in the EU and chapter 3 shows that EBITDA measures are

particularly used in EU code law countries, there is limited evidence about the strategic use of

EBITDA measures in the literature. This chapter investigates EBITDA measures and normalized
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measures separately to be able to differentiate in conclusions between these two types of

alternative performance measures.

4.2 Prior research

One might question why companies would be interested in reporting alternative performance

measures and using these measures strategically. Voluntary disclosure of additional alternative

performance measures often only concerns the provisioning of existing information in a different

format or with a different emphasis. A well known measure like EBITDA can generally easily be

deduced from information already present in a company’s financial statements and also other

measures can generally be constructed based on information in the income statement and the notes

to the financial statements. Based on the efficient market hypothesis, which is an underlying

assumption in many researches, one could argue that the presentation format of financial

information does not affect investors’ decision making when the information is already present in

another form. Not only can many alternative performance measures be calculated by the users of

the financial statements based on the information disclosed therein, also is the net profit number

still available to everyone. If the additional alternative performance measures do not provide

relevant information to the stakeholders of the company, they would thus still have the minimum

information required by GAAP to make their decisions.

Bloomfield (2002) however, introduces the Incomplete Revelation Hypothesis which explains that

information that is more costly to extract from public data is less completely revealed by market

prices since it is insufficiently favourable for all investors to put effort in extracting this

information. As a result, the level of emphasis that management gives to certain information can

affect investors’ decision making which could be an incentive for management to announce

alternative performance measures and strategically emphasize performance measures that give a
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better view of the company’s (management’s) performance than other measures and to classify

ongoing expenses as non-recurring while reporting unusual gains as part of Operating income.

Furthermore, Hirshleifer and Theo (2003) assume that investors have limited attention and

processing power. They argue that limited attention is not necessarily in conflict with the efficient

market hypothesis since if time and attention is costly it may be very reasonable for investors not

investing more time in the analysis and processing of information when the expected benefits do

no longer outweigh the expected costs. These costs could for example be the opportunity costs of

not being able to analyse and process other information for the same company or for other

companies in which the investor also wants to invest. As a result of their limited attention and

processing power, the prominence and form of disclosure can affect investor perceptions and, as a

result, investor decision making, even when the different forms are informationally equivalent. As

noted by Daniel et al. (2002) “psychological principles suggest that in providing information to

investors, it is important that relevant information be salient and easily processed. As every

academic author and teacher knows, the form as well as the content of communicated information

affects how well it is absorbed.”

Hirshleifer and Theo (2003) also explore the impact of their Limited Attention Theory to the

disclosure of alternative performance measures and include both legitimate reasons and

illegitimate reasons for management to disclose alternative performance measures in their limited

attention model. When a company excludes certain extra-ordinary items from GAAP income to

arrive at an alternative performance measure, this may result in more relevant information.

Hirshleifer and Theo (2003) argue that such adjustments can help investors with limited attention

to better predict future cash flows. However, management can also exploit investors’ limited

attention by excluding value relevant items from GAAP income or not excluding non-value

relevant items. The functional fixation of inattentive investors will make them treat the alternative
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performance measures as if they were adjusted to be maximally informative even when they are

not.

Bloomfield’s (2002) and Hirshleifer and Theo’s (2003) theories are confirmed by the results from

experimental research. Moriarity (1979) and Stock and Watson (1984) explore the impact of

graphical presentation of information and conclude that decision making based on

multidimensional faces is more accurate and faster than decision making based on financial

statements balances or ratios. Hirst and Hopkins (1998) and Maines and McDaniel (2000)

conclude that the format in which comprehensive income information is disclosed does affect the

users’ judgement of the company’s results. Frederickson and Miller (2004) and Elliott (2006)

examine whether the inclusion of alternative performance measure information or the emphasis

given to this information affects investors’ decision making. Their results indicate that

unsophisticated users’ judgement of the performance of the company is affected by the inclusion

of alternative performance measures, even when all the information necessary to calculate the

measure is already present in the financial information. Sophisticated users are affected to a much

lesser extent. Allee et al. (2007) and Bhattacharya et al. (2007) test the experimental results found

by Frederickson and Miller (2004) and Elliott (2006) using archival data in which they use trade-

size-based proxies to distinguish between less sophisticated users and sophisticated users. Their

results indicate that less sophisticated users trade significantly more based on alternative

performance measures and, in contrast, more sophisticated users trade less when an alternative

performance measure is present, indicating that they are suspicious of strategic reporting behavior

by management. Price reactions are found to be higher when alternative performance measures are

reported before GAAP earnings, which appears to be caused by the trading activity of less-

sophisticated investors. Although Allee et al. (2007) and Bhattacharya et al. (2007) measure

slightly different aspects of the investor reaction to alternative performance measures than

Frederickson and Miller (2004) and Elliott (2006), their findings largely confirm their
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experimental findings. Other experiments providing evidence that presentation format and

emphasis do affect investor decision making have been published by Dilla et al. (2006) and

Andersson and Hellman (2007).

These results suggest that the disclosure of alternative performance measures does affect

investors’ decision making. It is an empirical question whether management strategically discloses

such measures to meet or beat earnings benchmarks. Evidence for strategic behavior in the US

environment was found by Doyle and Soliman (2002), Bhattacharya et al (2004), Lougee and

Marquardt (2004), Bowen et al. (2005), Entwistle et al. (2005) and Black and Christensen (2009)

whose results indicate that managers use (the exclusions from) alternative performance measures

and the emphasis thereon to meet or beat strategic earnings benchmarks. McVay (2006)

furthermore finds that managers use classification shifting to overstate core earnings, in particular

in situations where this makes the difference between missing and meeting analyst forecasts.

Investors do appear to be affected by the inappropriate presentation of recurring expenses as

special which is evidenced by the negative returns in the subsequent year when these expenses,

which were expected to be incidental, recur.

Entwistle et al. (2006a and 2006b) focus on the impact of the implementation of the SOx

regulation on the disclosure of alternative performance measures. They find a decrease in

alternative performance measure reporting from 77% in 2001 (prior to SOx) to 54% (after

implementation of regulation G) in 2003. In addition, in 2003 alternative performance measures

are used in a less biased manner, meaning that the portion of companies reporting alternative

performance measures that are higher than GAAP income decreased as well as the magnitude of

the adjustments. In addition, alternative performance measures were presented less prominent in

2003 than in 2001 and the percentage of misleading alternative performance measure releases

(mostly through the use of misleading terminology) dropped from over 10% prior to the
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implementation of SOx to less than 1% after the implementation of regulation G. Research by Yi

(2007), Kolev at al. (2008), Heflin and Hsu (2008) and Chen (2010) confirm the finding that the

SOx regulation restricted the strategic use of alternative performance measures.

Marques (2006a) finds a decrease in the disclosure of alternative performance measures in 2003

(compared to 2002) resulting from regulation G and, in a related paper, Marques (2006b)

concludes that the decrease in disclosure of alternative performance measures as a result of

regulation G is lower in companies with stronger corporate governance mechanisms. According to

Marques (2006b) this implies that companies with stronger corporate governance mechanisms are

less likely to make misleading earnings adjustments. Marques (2010) however concludes that

managers do still emphasize alternative performance measures when this helps them meeting or

beating strategic earnings benchmarks suggesting that the relative decrease in emphasis on

alternative performance measures after the implementation of regulation G is primarily due to the

companies with less incentive to emphasize the alternative performance measure.

To date, little research has been conducted into the strategic use of alternative performance

measures in the EU. Walker and Louvari (2003) find that UK companies use additional earnings

per share measures to present a more favourable earnings profile, except when they are loss

making. Companies appear to be hesitant to report an additional earnings per share measure when

it is negative. Choi et al. (2007) investigate differences between adjustments made by management

of UK companies and Thomson Datastream to arrive at a recurring income number. They

conclude that disagreements generally reflect managers’ superior ability to correctly classify

income components. Some evidence of strategic disclosure behavior however also emerges in that

gains included by management and excluded by Thomson Datastream on average are value

irrelevant. Isidro and Marques (2010) investigate the impact of institutional and economic factors

on the strategic reporting of alternative performance measures by 343 companies from 20
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countries (516 company-year observations) in their press release. 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.

4.3 Hypotheses

In line with Doyle and Soliman (2002), Bhattacharya et al. (2004), Lougee and Marquardt (2004),

Bowen et al. (2005) and Entwistle et al. (2005) and Isidro and Marques (2010) I investigate

whether EU companies report alternative performance measures strategically, by testing whether

these alternative performance measures are used to meet or beat strategic earnings benchmarks.

The following hypothesis is tested:

H1: Companies report alternative performance measures more often when they meet an earnings

benchmark based on the alternative performance measure which they miss based on GAAP net

income

The tests are performed separately for alternative performance measures that exclude depreciation

and amortization (i.e. EBITDA and similar measures) and normalized alternative performance

measures since chapter 3 shows significant variety in the types of alternative performance

measures that are reported in the different EU countries.

As summarized in paragraph 4.1, many have criticized IFRS for its limited prescriptive guidance

with regard to the presentation of alternative performance measures, which provides more room
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for management to strategically report such measures. These concerns focus on the fact that

flexibility in the choice of whether certain performance measures are reported or not may be used

strategically to report measures that portray better performance. It could, however, also be argued

that the flexibility better allows management to report the performance measures that are most

decision useful to investors and analysts. I test whether the concern of increased strategic use of

alternative performance measures is valid by investigating whether the level of strategic reporting,

as tested in H1, increased after the implementation of IFRS. Given that no evidence currently

exists for increased strategic behavior in the reporting of alternative performance measures after

the implementation of IFRS and no robust theoretical basis is available that suggests that such

increase should be expected, the second hypothesis is:

H2: The level of strategic behavior in relation to the reporting of alternative performance measures

by management did not increase after the implementation of IFRS by EU companies in 2005

Institutional factors have the potential to influence the risk of management’s strategic use of

alternative performance measures. Healy and Palepu (2001) and Hail and Leuz (2006) explain that

institutions, securities regulation and enforcement mechanisms are important in ensuring that

relevant disclosures are provided consistently and Nobes and Parker (2008) believe that also after

the EU wide implementation of IFRS, the Roman/common law dichotomy could still affect

reporting practices. The research into the strategic use of alternative performance measures

referred to in the previous paragraphs and the criticism on the use of these measures is primarily

focused on the use thereof in the US and UK environment, i.e. common law countries. When

looking at the EU however, a significant portion of relevant companies is based in code law

countries and reports a different type of alternative performance measures than companies in

common law countries. Chapter 3 shows that there are significant differences in the use of
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alternative performance measures between code law countries and common law countries and

there is no evidence available yet to conclude whether concerns about strategic reporting raised

based on US and UK research are valid for code law environments as well. Common law countries

are generally considered to be more shareholder oriented with more widely dispersed ownership

than code law countries (La Porta et al., 1998). Code law countries are more bank oriented with

larger ownership concentration than in common law countries. As a result, companies in common

law countries may have more incentives to strategically use alternative performance measures to

influence shareholder decision making. On the other hand, La Porta et al. (1998) conclude that

common law countries have stronger shareholders and creditors protection which may mitigate the

opportunity for strategic reporting of alternative performance measures. In line with this, 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 coincides with the common law classification. However, lower opportunities for

earnings management in common law countries may also increase the strategic use of alternative

performance measures since in the common law environment this may be a less risky strategy for

management to influence the perception of the company’s performance than earnings management

focused on bottom-line net income. Isidro and Marques (2010) conclude that strong investor

protection and developed markets mitigate the strategic use of alternative performance measures.

The following hypothesis regarding the impact of these institutional factors on the reporting of

alternative performance measures is tested:

H3: The level of strategic behavior in relation to the reporting of alternative performance measures

by management is the same for companies from code law countries and for companies from

common law countries
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4.4 Sample and data description

The research has been performed based upon a manually collected sample of financial statements

of listed companies from the EU countries that had joined the EU on or before January 1, 19959.

The sample includes all financial statements in the English language regarding the period 1995-

2007 for all listed companies that were available in the Company.info database in June 2008. The

total sample consists of 17,372 observations. Depending on the tests performed, the availability of

information in Worldscope and/or IBES further reduced the sample as indicated in the individual

test results.

These financial statements, including director’s report and other information that is included in the

same document as the financial statements, have first been searched, using word search

functionalities available in the Company.info database, for the use of various alternative

performance measures. In line with Chapter 3, these measures are:

Performance measures excluding depreciation and amortization: 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

9 i.e. the 2004 and 2007 joiners from, mainly, Eastern Europe are not included in the sample.
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incidental(s)”; “normalis(z)ed _______”; “_______ before one-time”; “current operating

_______”; “core _______”; “recurring EBIT(D)(A)”; EBIT(D)(A)E; PBIT(D)AE.

The financial statements that were found through this search have subsequently each been

reviewed manually 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 to report an alternative performance measure

during the period 1995-2007 and companies that have not.

Financial information for these companies was obtained from the Worldscope database and

I/B/E/S. EBITDA information was derived from Worldscope and the EBITDA definition is

relatively straightforward, leaving little room for uncertainty about the number that management is

actually reporting. Information included in analyst tracking services such as I/B/E/S and/or other

database information that is generally used as a proxy for normalized income however does not

necessarily equal the actual information reported by management (see also Easton, 2003).

Furthermore, Cohen et al. (2007, discussed by Christensen, 2007), point to the fact that results

from studies that use I/B/E/S forecast information are affected by an “errors in variables” problem

caused by the mismatch between the basis for I/B/E/S forecasts and actual GAAP income.

The main tests have therefore all been performed based on Worldscope information and

investigate the reporting behavior of EU companies around the thresholds profits versus losses and

increases versus decreases whereby Operating income from Worldscope was used as a proxy for

normalized income. Worldscope Operating income only includes the company’s core income

(sales) and the company’s expenses that are related to its operations (i.e. excluding non-operating

and extra-ordinary items). Given that the Worldscope Operating income will in many cases not be

exactly equal to the reported normalized income figure, all tests have also been performed using

I/B/E/S earnings as a proxy for normalized income. Furthermore, since meeting or beating the
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analyst forecast consensus is also important for many companies, tests have also been performed

investigating the strategic use of alternative performance measures in relation to this threshold.

The total sample consists of 2,487 companies with on average seven financial statements in the

sample, resulting in 17,372 company-year observations. Overall, 80% of the companies (1,999

companies) in the sample reports at least in one year one or more alternative performance

measures. A measure that excludes depreciation or amortization is reported at least once by 64%

of the companies (1,591 companies) and a normalized measure is reported at least once by 53% of

the companies (1,328 companies). Table 1 reports the percentage of companies in each year that

makes a consistent reporting choice for alternative performance measures as in the year before as

well as the percentage of companies that start or stop reporting an alternative performance

measure.

For 14,630 observations information is available about whether the company started or stopped

reporting an alternative performance measure in a specific year. Table 1 shows that on average

88% and 87% of the companies in each year make a consistent choice about whether or not to

report an alternative performance measure that excludes depreciation or amortization respectively

a normalized alternative performance measure. In the earlier years in the sample, the companies

that are changing their behavior with regard to measures that exclude depreciation or amortisation

primarily comprise of companies that start reporting such a measure. On average, in the period

1996-2002 on an annual basis 10% of the companies in the sample start reporting a measure that

excludes depreciation or amortisation and 3% stops reporting that measure. As of 2003, the

percentage of companies that start and percentage of companies that stop reporting a measure that

excludes depreciation or amortisation is more balanced with on average 6% companies that start

reporting and 5% companies that stop reporting the measure during the period 2003-2007.
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For normalized measures, the balance between companies that start and stop reporting such a

measure is comparable in both periods with a difference of approximately 2%-point between the

percentage of companies that start and stop reporting normalized measures. A notable difference is

2005 where 13% of the companies start reporting such a measure and 7% stops resulting in a 6%-

point difference which can be explained by the transition to IFRS for most companies in that year

and the resulting increase in volatility of their income number combined with prohibition of the

separate presentation of extra-ordinary results under IFRS.

Table 1: Consistency in the reporting of alternative performance measures

Year
Measures excluding

depreciation or amortization
Normalized measures

No change Start Stop No change Start Stop
1996 95% 5% 0% 95% 0% 5%

1997 85% 9% 6% 88% 6% 6%

1998 92% 6% 3% 87% 9% 3%

1999 86% 12% 2% 88% 7% 5%

2000 84% 14% 2% 89% 7% 5%

2001 86% 10% 4% 88% 8% 4%

2002 88% 8% 4% 88% 7% 5%

2003 89% 6% 5% 88% 6% 6%

2004 89% 6% 5% 87% 8% 5%

2005 86% 6% 8% 80% 13% 7%

2006 88% 6% 5% 87% 7% 7%

2007 91% 6% 3% 89% 7% 5%

Weighted average 88% 8% 4% 87% 8% 5%

Number of observations 12,861 1,116 653 12,703 1,135 792

Note: Table 1 shows the percentages of companies that start or stop reporting an EBITDA measure or normalized

alternative performance measure or make a consistent reporting choice compared to the previous year for the period

1996-2007.
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4.5 Empirical analyses and results

4.5.1 Reporting alternative performance measures to avoid reporting losses or
decreases

If companies would use the reporting of alternative performance measures strategically to meet

strategic earnings benchmarks, it would be expected that relatively more companies report a

certain alternative performance measure when this measure provides a more favorable picture of

their performance than GAAP net income. In order to test this, I have determined the number and

percentage of companies that report an alternative performance for each combination of profit or

loss and increase or decrease based on the alternative measure and GAAP profit (increase) or

GAAP loss (decrease). The results for alternative measures excluding depreciation and/or

amortization10 are presented in table 2.

Table 2: Percentages of companies reporting EBITDA measures – profits versus losses
% of companies reporting EBITDA measures EBITDA profit EBITDA loss Difference

GAAP net income loss 49.08% [774/1,577] 28.87% [552/1,912] 20.21% (149.818)*

GAAP net income profit 43.08% [5,266/12,225] 25.00% [4/16] 18.08% (2.129)

Difference 6.00% (20.465)* 3.87% (0.116)

Note: Table 2 shows percentage of companies [numbers reported between square brackets] that report an EBITDA

measure whereby each observation is allocated to one of the four possible groups based on whether the company

reports an EBITDA profit or loss and a GAAP net income profit or loss. Pearson Chi-Square results are reported

between brackets. For results indicated with superscript * equality of the reported percentages is rejected at 1%

significance.

Given the low number of observations of companies that report an EBITDA loss and GAAP

profit, the results that involve this combination are not further discussed. For the other

combinations, the highest percentage of companies reporting an EBITDA measure is found among

companies that have a GAAP loss in combination with an EBITDA profit. The percentage of

10 In the remainder of this paper, measures that excluded depreciation and/or amortization are named EBITDA
measures
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companies that report an EBITDA measure is significantly higher among companies that are

EBITDA profitable than under companies that are EBITDA loss making. The percentage of

companies that report an EBITDA measure is 49.08% for companies that have an EBITDA profit

and a GAAP net income loss, whereas among companies that also have a GAAP net income loss,

but combined with an EBITDA loss, this percentage is only 28.87%. A Chi-Square test shows that

the difference of 20.21% between these two groups is statistically significant at the 1% level.

Furthermore, the percentage of companies that report an EBITDA measure is significantly higher

among companies that are GAAP loss making than under companies that are GAAP profitable.

The percentage of EBITDA profitable companies that report an EBITDA measure is 49.08% for

GAAP loss making companies and 43.08% for GAAP profitable companies. The difference of

6.00% is statistically significant at the 1% level.

Table 3 reports the percentage of companies that report an EBITDA measure for each

combination of EBITDA increase or decrease and GAAP increase or GAAP decrease. All

observations which concern the first IFRS year for a company have been removed from the

sample since the results in that year are not comparable to the immediately preceding year which

were determined under a different set of accounting policies.

Table 3: Percentages of companies reporting EBITDA measures – increases versus decreases
% of companies reporting EBITDA measures EBITDA increase EBITDA decrease Difference

Net income decrease 47.87% [494/1,032] 37.89% [1,753/4,626] 9.97% (35.057)*

Net income increase 43.42% [3,240/7,462] 36.11% [364/1,008] 7.31% (19.406)*

Difference 4.45% (7.282)* 1.78% (1.122)

Note: Table 3 shows percentage of companies [numbers reported between square brackets] that report an EBITDA

measure whereby each observation is allocated to one of the four possible groups based on whether the company

reports an EBITDA increase or decrease and a GAAP net income increase or decrease. Pearson Chi-Square results are

reported between brackets. For results indicated with superscript * equality of the reported percentages is rejected at

1% significance.
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Also for increases versus decreases the largest percentage is found for the group of companies that

have the largest incentive for reporting EBITDA, being the companies that have a GAAP net

income decrease and EBITDA increase. In this category, the percentage of companies reporting

an EBITDA measure is 47.87%. The results show that both companies that have a GAAP net

income decrease and companies that have a GAAP net income increase significantly more often

report EBITDA when their EBITDA is increasing than when their EBITDA is decreasing (47.87%

versus 37.89%, difference of 9.97%, and 43.32% versus 36.11%, difference of 7.31%, both

differences are statistically significant at the 1% level). Furthermore, when EBITDA is increasing,

it is reported significantly more often by companies with a decreasing GAAP income figure than

by companies with an increasing GAAP net income figure (47.87% versus 43.42%, difference of

4.45% is statistically significant at the 1% level). These results are in line with strategic reporting

of EBITDA measures in the sense that the empirical results show that companies are more

inclined to report an EBITDA measure when this provides a more favourable picture than GAAP

net income. Table 4 reports the percentage of companies that report a normalized performance

measure for each combination of operating income profit or loss (as a proxy for the normalized

alternative performance measure) and GAAP net profit or GAAP net loss

Table 4: Percentages of companies reporting a normalized alternative performance measure –
profits versus losses
% of companies reporting Normalized measures Operating income profit Operating income loss Difference

GAAP net income loss 50.30% [426/847] 19.59% [511/2,608] 30.70% (52.085)*

GAAP net income profit 34.45% [3,914/11,361] 20.33% [125/615] 14.13% (304.906)*

Difference 15.84% (86.361)* -0.73% (0.682)

Note: Table 4 shows percentage of companies [numbers reported between square brackets] that report a normalized

measure whereby each observation is allocated to one of the four possible groups based on whether the company

reports an operating income profit or loss and a GAAP net income profit or loss. Pearson Chi-Square results are

reported between brackets. For results indicated with superscript * equality of the reported percentages is rejected at

1% significance.
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Similar to the results for reporting of measures that exclude depreciation and/or amortization, the

results in table 4 show that the percentage of companies that report a normalized alternative

performance measure is highest for companies that have a profit based on operating income and a

loss based on GAAP net income. This is the group of companies with the largest incentive to

report a normalized performance measure since it converts a GAAP loss into a profit based on the

alternative performance measure. Both in case of GAAP profits and in case of GAAP losses, the

percentage of companies reporting a normalized alternative performance measure is statistically

significantly (at the 1% level) higher when operating income is profitable than when operating

income is a loss. The difference is higher for companies that are GAAP loss making (50.30%

versus 19.59%) than for companies that are GAAP profit making (34.45% versus 20.33%).

Furthermore, when operating income is positive, the percentage of companies reporting a

normalized performance measure is statistically significantly (at the 1% level) higher when GAAP

net income is a loss (50.33%) compared to when GAAP income is also a profit (34.45%). When

operating income is negative, there is no significant difference observed in reporting behavior

between those companies that report a GAAP net loss versus those that report a GAAP net profit.

In line with the other empirical results, table 5, reporting the results in relation to the increase-

decrease benchmark, also shows that the highest percentage of companies reporting a normalized

alternative performance measure is highest among companies that report a decrease in GAAP net

income and an increase in operating income with 41.12% of the companies in this category

reporting a normalized alternative performance measure. When GAAP net income is decreasing,

the percentage of companies that report a normalized performance measure is statistically

significantly (at the 1% level) higher for companies with an operating income increase (41.12%)

than for companies with an operating income decrease (28.84%). Furthermore, when operating

income is increasing, the percentage of companies reporting a normalized alternative performance
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measure is significantly (at the 1% level) higher when GAAP net income is decreasing (41.12%)

than when GAAP income is increasing (30.44%).

Table 5: Percentages of companies reporting a normalized performance measure – increases
versus decreases
% of companies reporting Normalized Operating income increase Operating income decrease Difference

GAAP net income decrease 41.12% [595/1,447] 28.84%[1,185/4,109] 12.28% (6.876)*

GAAP net income increase 30.44%[2,133/7,007] 34.10% [444/1,302] -3.66 (74.121)*

Difference 10.68% (52.574)* -5.26% (13.011)*

Note: Table 5 shows percentage of companies [numbers reported between square brackets] that report a normalized

measure whereby each observation is allocated to one of the four possible groups based on whether the company

reports an operating income increase or decrease and a net income increase or decrease. Pearson Chi-Square results

are reported between brackets. For results indicated with superscript * equality of the reported percentages is rejected

at 1% significance.

One result in table 5 however is counterintuitive. The second highest percentage (34.10%) of

companies that report a normalized alternative performance measure is found in the category

where GAAP net income is increasing and operating income is decreasing. An explanation for

relatively few companies with a GAAP net income decrease and an operating income decrease

reporting a normalized performance measure may be that companies that need to report missing a

benchmark based on their GAAP net income are reluctant to provide an alternative measure that

also makes them miss that benchmark since that would be perceived as a confirmation of poor

performance. The low percentage of companies with a GAAP net income increase and operating

income increase can however not be explained based on strategic motives. The results for the

reporting of normalized alternative performance measures in light of the increase/decrease

benchmark are thus somewhat more mixed than the other results reported in this section.
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To further test the first hypothesis that companies report alternative performance measures more

often when they meet an earnings benchmark based on the alternative performance measure which

they miss based on GAAP net income, I employ the following regression

(Regression 1)

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

EBITDA or Normalized alternative performance measure reported in the financial statements,

BENCHMARK is 1 when a company misses an earnings benchmark based on net income and

meets this benchmark based on the alternative performance measure, IFRS is 1 when the company

reports under IFRS. A dummy for code law (CODE) is included as control variable because

findings in chapter 3 show significant differences in the reporting of alternative performance

measures between common law and code law countries. LOGASSETS is included because larger

companies are generally found to provide more extensive information and also report alternative

performance measures more often than smaller companies (Lougee and Marquardt ,2004; Johnson

and Schwartz, 2005). Industry dummies are included because prior research has indicated that the

industry a company is in does have a significant impact on a company’s reporting decisions

(Bhattacharya et al., 2004; Lougee and Marquardt, 2004; Johnson and Schwartz, 2005). The

results from this regression are reported in table 6.
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Table 6: Logistic Regressions of reporting an alternative performance measure on strategic
motives

Alternative measure

Benchmark

EBITDA

Profit-loss

EBITDA

In/decrease

Normalized

Profit-loss

Normalized

In/decrease

Variable

Intercept 2.502 2.418 4.084 4.121

(0.000)* (0.000)* (0.000)* (0.000)*

BENCHMARK 0.362 0.208 0.636 0.061

(0.000)* (0.004)* (0.000)* (0.478)

IFRS 0.611 0.695 0.537 0.510

(0.000)* (0.000)* (0.000)* (0.000)*

CODE 0.690 0.673 -2.355 -2.373

(0.000)* (0.000)* (0.000)* (0.000)*

LOGASSETS 0.330 0.318 0.755 0.770

(0.000)* (0.000)* (0.000)* (0.000)*

Industry dummies included Yes Yes Yes Yes

Nagelkerke R2 0.170 0.169 0.352 0.341

Note: Table 7 shows the regression result for the regression that regresses the reporting of alternative performance

measures on BENCHMARK (dummy variable indicating that a benchmark is missed based on GAAP net income and

met based on the alternative performance measure), IFRS (dummy variable for the post-IFRS period), CODE (dummy

variable code law countries) and LOGASSETS. The individual Industry coefficients are not reported. Results

indicated with superscript * are significant at the 1% level.

In line with the results from the previous tests, the results in table 6 show that the EBITDA

measure helping a company meeting an earnings benchmark which is missed based on GAAP net

income is a statistically significant (at the 1% level) explanatory variable for the reporting of an

EBITDA measure. For the profit/loss benchmark, the coefficient is 0.362 and for the

increase/decrease benchmark the coefficient is 0.208. Both coefficients are significant at the 1%

level. In relation to normalized alternative performance measures strategic motives (normalized

measure helps meeting an earnings benchmark which is missed based on GAAP net income) are a

significant explanatory factor for the profits versus losses benchmark. A positive and significant

(at the 1% level) coefficient of 0.636 is found in this regression. No significant coefficient is found

for the increase versus decrease benchmark which is in line with the mixed results reported in
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table 5. The results furthermore show that an EBITDA measure is reported statistically

significantly more often in code law countries than in common law countries and that both types

of alternative performance measures are reported significantly more often by larger companies and

in the post-IFRS period. These findings are in line with expectations and the empirical results

reported in chapter 3.

To further analyze the significant results in relation to the BENCHMARK coefficient in three of

the four regressions, additional regression analysis has been performed, separating the impact of

meeting or missing the benchmark based on GAAP net income and meeting or missing the

benchmark based on the alternative performance measure. In relation to the profit versus loss

benchmark, both in relation to EBITDA measures and normalized alternative performance

measures (untabulated) results show that both the missing of the benchmark based on GAAP net

income and meeting the benchmark based on the alternative performance measure are

significantly (at the 1% level) positively related to the reporting of the alternative performance

measure which is in line with the results reported in table 2 and 4. In relation to the increase versus

decrease benchmark in the EBITDA regression, the reporting of EBITDA is positively

significantly (at the 5% level) related to meeting the benchmark based on EBITDA and

insignificantly negatively related to missing the benchmark based on GAAP net income.

Overall, the results presented suggest that strategic motives are a significant explanatory factor for

companies’ reporting of alternative performance measures which is consistent with US literature

(see for example Doyle and Soliman, 2002; Bhattacharya et al, 2004; Lougee and Marquardt,

2004, Bowen et al., 2005; Entwistle et al., 2005; McVay, 2006; Black and Christensen, 2009) and

EU literature by Isidro and Marques (2010). This strategic behavior is most visible when reporting

an alternative performance measure helps a company to report meeting an earnings benchmark
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(profit or increase) whereas it misses the benchmark based on GAAP net income. The results in

this section provide initial support for the first hypothesis that decision making about reporting

alternative performance measures is significantly affected by the alternative measure’s ability to

reverse GAAP net income missing strategic earnings benchmarks into meeting the benchmark

based on the alternative measure. Further analysis on this hypothesis as well as analysis on the

other hypotheses is documented in the following sections.

4.5.2 Strategic reporting pre-IFRS versus post-IFRS

As mentioned earlier in this chapter, IFRS has been criticized for its limited prescriptive guidance

with regard to the presentation of alternative performance measures which potentially increases

the use of such measures (see for example CESR, 2005b; EFRAG, 2006; Hoogendoorn, 2006 and

Marseille and Vergoossen, 2005). The increased use of such measures should however be no basis

for concern unless this leads to (increased) misleading of these users in their judgment of the

performance of the company. In order to investigate this, the tests reported in the previous section

have been performed separately for the pre-IFRS and post-IFRS periods. Table 7 reports the

results from the tests for EBITDA reporting separately for the pre-IFRS and post-IFRS periods.

Table 7a: Percentage of companies reporting alternative measures excluding depreciation and/or
amortization – profits versus losses
% of companies reporting EBITDA pre-IFRS EBITDA profit EBITDA loss Difference

GAAP net income loss 44.83% [499/1,113] 25.41% [356/1,401] 19.42% (104.264)*

GAAP net income profit 36.56% [2,799/7,655] 14.29% [1/7] 22.28% (1.497)

Difference 8.27% (28.318)* 11.12% (0.455)

% of companies reporting EBITDA post-IFRS EBITDA profit EBITDA loss Difference

GAAP net income loss 59.27% [275/464] 38.36% [196/511] 20.91% (42.584)*

GAAP net income profit 53.98% [2,467/4,570] 33.33% [3/9] 20.65% (1.524)

Difference 5.28% (4.744)** 5.02% (0.094)
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Note: Table 7a shows percentage of companies [numbers reported between square brackets] that report an EBITDA

measure whereby each observation is allocated to one of the four possible groups based on whether the company

reports an EBITDA profit or loss and a net income profit or loss. Pearson Chi-Square results are reported between

brackets. For results indicated with superscript * and ** equality of the reported percentages is rejected at 1% and 5%

significance respectively.

Table 7b: Percentage of companies reporting alternative measures excluding depreciation and/or
amortization – increases versus decreases
% of companies reporting EBITDA pre-IFRS EBITDA increase EBITDA decrease Difference

GAAP net income decrease 45.51% [345/758] 33.71% [1,212/3,595] 11.80% (37.946)*

GAAP net income increase 36.78% [1,873/5,092] 30.78% [225/731] 6.00% (9.996)*

Difference 8.73% (21.368)* 2.93% (2.357)

% of companies reporting EBITDA post-IFRS EBITDA increase EBITDA decrease Difference

GAAP net income decrease 54.38% [149/274] 52.47% [541/1,031] 1.91% (0.316)

GAAP net income increase 57.68% [1,367/2,370] 50.18% [139/277] 7.50% (5.687)**

Difference -3.30% (1.093) 2.29% (0.460)

Note: Table 7b shows percentage of companies [numbers reported between square brackets] that report an EBITDA

measure whereby each observation is allocated to one of the four possible groups based on whether the company

reports an EBITDA increase or decrease and a net income increase or decrease. Pearson Chi-Square results are

reported between brackets. For results indicated with superscript * and ** equality of the reported percentages is

rejected at 1% and 5% significance respectively.

The results show that overall the percentages of companies reporting EBITDA in the post-IFRS

periods is higher than in the pre-IFRS period which is in line with the previously expressed

concerns that the use of alternative performance measures would increase as a result of the EU

wide implementation of IFRS. Table 7 however shows that the differences in percentages of

reporting companies between companies reporting an EBITDA profit and an EBITDA loss are

very similar in the pre-IFRS and post-IFRS periods (19.42% versus 20.91%). The differences

between companies reporting a GAAP profit and a GAAP loss are somewhat larger (8.27% versus

5.28%) in the pre-IFRS period than in the post-IFRS period. The significance of the difference

was at the 1% level in the pre-IFRS period and significant at the 5% level in the post-IFRS period.

For increases versus decreases, the significant results indicative for strategic behavior in the pre-

IFRS period became insignificant in the post-IFRS period and are no longer indicative for
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strategic behavior (except for EBITDA increase versus EBITDA decreases with companies that

have a GAAP net income increase for which the results pre-IFRS and post-IFRS are similar).

Overall, these results do not suggest a significant increase in strategic behavior in the reporting of

EBITDA measures pre and post the adoption of IFRS in the EU. The statistical significance of the

difference in strategic reporting between the pre-IFRS and post-IFRS periods is further tested

applying the following logistic regression:

(Regression 2)

In this regression, EBITDAreport is 1 for company-year observations with an EBITDA measure

reported in the financial statements, BENCHMARK is 1 when a company misses an earnings

benchmark based on net income and meets this benchmark based on EBITDA, IFRS is 1 when the

company reports under IFRS and BENCHMARK*IFRS is an interaction term for those

observations that miss a benchmark based on GAAP net income and meet the benchmark based on

EBITDA in the post-IFRS period. The other variables are the same as in regression 1. The results

from this regression are reported in table 8.
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Table 8: Logistic Regressions of reporting an EBITDA measure on strategic motives – pre-IFRS
versus post-IFRS

Variable Profit-loss benchmark Increase-decrease

benchmark

Intercept 2.500 2.424

(0.000)* (0.000)*

BENCHMARK 0.414 0.342

(0.000)* (0.000)*

IFRS 0.627 0.732

(0.000)* (0.000)*

BENCHMARK*IFRS -0.174 -0.513

(0.181) (0.002)*

CODE 0.691 0.674

(0.000)* (0.000)*

LOGASSETS 0.329 0.317

(0.000)* (0.000)*

Industry dummies included Yes Yes

Nagelkerke R2 0.170 0.170

Note: Table 7 shows the regression result for the regression that regresses the reporting of EBITDA measures on

BENCHMARK (dummy variable indicating that a benchmark is missed based on GAAP net income and met based on

EBITDA), IFRS (dummy variable for the post-IFRS period), the interaction between BENCHMARK and IFRS,

CODE (dummy variable code law countries) and LOGASSETS. The individual Industry coefficients are not reported.

Results indicated with superscript * are significant at the 1% level.

The results in table 8 show that converting the missing of a benchmark based on GAAP net

income to meeting that benchmark based on EBITDA is a significant explanatory factor for

companies reporting an EBITDA measure. The coefficient on BENCHMARK is 0.414

respectively 0.342 for the profit versus loss benchmark and the increase versus decrease

benchmark and significant at the 1% level. Reporting of an EBITDA measure in the post-IFRS

period is significantly higher than in the pre-IFRS period which is in line with the results reported

in table 7. No evidence is found however for increased strategic behavior in the reporting of

alternative performance measures after the introduction of IFRS. The coefficient on

BENCHMARK*IFRS is negative for both the profit versus loss benchmark and the increase
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versus decrease benchmark. The negative coefficient is significant at the 1% level for the increase

versus decrease benchmark.

The results for normalized measures reported in table 9 are qualitatively similar to the results for

EBITDA measures in the sense that they do not indicate a significant increase in strategic the

reporting of normalized alternative performance measures after the implementation of IFRS in the

EU. The percentage differences reported in the pre-IFRS and post-IFRS period are similar and

significance levels for these differences generally did not change between both periods.

Table 9a: Percentage of companies reporting a normalized performance measure – profits versus
losses
% of companies reporting normalized pre-IFRS Operating income profit Operating income loss Difference

GAAP net income loss 50.91% [307/603] 20.37% [384/1,885] 30.54% (212.428)*

GAAP net income profit 32.15% [2,293/7,132] 19.58% [74/378] 12.57% (26.296)*

Difference 18.76% (87.700)* 0.79% (0.123)

% of companies reporting normalized post-IFRS Operating income profit Operating income loss Difference

GAAP net income loss 48.77% [119/244] 17.57% [127/723] 31.20% (93.654)*

GAAP net income profit 38.33% [1,621/4,229] 21.52% [51/237] 16.81% (27.081)*

Difference 10.44% (10.579)* -3.95% (1.847)

Note: Table 9a shows percentage of companies [numbers reported between square brackets] that report a normalized

measure whereby each observation is allocated to one of the four possible groups based on whether the company

reports an operating income profit or loss and a net income profit or loss. Pearson Chi-Square results are reported

between brackets. For results indicated with superscript * equality of the reported percentages is rejected at 1%

significance.

Table 9b: Percentage of companies reporting a normalized performance measure – increases
versus decreases
% of companies reporting normalized pre-IFRS Operating income increase Operating income decrease Difference

GAAP net income decrease 40.02% [415/1,037] 28.50% [924/3,242] 11.52% (48.483)*

GAAP net income increase 29.25% [1,401/4,789] 34.19% [318/930] -4.94% (9.036)*

Difference 10.76% (46.041)* -5.69% (11.201)*

% of companies reporting normalized post-IFRS Operating income increase Operating income decrease Difference

GAAP net income decrease 43.90% [180/410] 30.10% [261/867] 13.80% (22.443)*

GAAP net income increase 33.00% [732/2,218] 33.87% [126/372] -0.87% (0.108)

Difference 10.90% (18.142)* -3.77% (1.720)
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Note: Table 9b shows percentage of companies [numbers reported between square brackets] that report a normalized

measure whereby each observation is allocated to one of the four possible groups based on whether the company

reports an operating income increase or decrease and a net income increase or decrease. Pearson Chi-Square results

are reported between brackets. For results indicated with superscript * equality of the reported percentages is rejected

at 1% significance.

The statistical significance of the difference in strategic reporting between the pre-IFRS and post-

IFRS periods is further tested applying the following logistic regression:

(Regression 3)

In this regression, NORMALIZEDreport is 1 for company-year observations with a normalized

alternative performance measure reported in the financial statements, BENCHMARK is 1 when a

company misses an earnings benchmark based on net income and meets the benchmark based on

Operating income which is used as the proxy for the normalized alternative performance measure

and BENCHMARK*IFRS is an interaction term for those observations that miss a benchmark

based on GAAP net income and meet the benchmark based on Operating income in the post-IFRS

period.. The other variables are the same as in regression 1. The results from this regression are

reported in table 10.
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Table 10: Logistic Regressions of reporting a Normalized measure on strategic motives – pre-
IFRS versus post-IFRS
Variable Profit-loss

benchmark

Increase-decrease

benchmark

Intercept 4.086 4.106

(0.000)* (0.000)*

BENCHMARK 0.696 0.060

(0.000)* (0.549)

IFRS 0.549 0.513

(0.000)* (0.000)*

BENCHMARK*IFRS -0.206 0.000

(0.273) (0.998)

CODE -2.354 -2.370

(0.000)* (0.000)*

LOGASSETS 0.755 0.767

(0.000)* (0.000)*

Industry dummies included Yes Yes

Nagelkerke R2 0.352 0.342

Note: Table 10 shows the regression result for the regression that regresses the reporting of normalized measures on

BENCHMARK (dummy variable indicating that a benchmark is missed based on GAAP net income and met based on

normalized earnings), IFRS (dummy variable for the post-IFRS period) and the interaction between BENCHMARK

and IFRS. Results for the control variables CODE, LOGASSETS and Industry are not reported. Results indicated with

superscript * are significant at the 1% level.

The results in table 10 show that strategic motives (normalized measure helps meeting an earnings

benchmark which is missed based on GAAP net income) are a significant explanatory factor for

the profits versus losses benchmark, but not for the increase versus decrease benchmark which is

in line with the results reported in table 6. As expected and in line with table 9, reporting of a

normalized measure is higher in the post-IFRS period than in the pre-IFRS period. However, also

for normalized measures no evidence is found for an increase in the strategic use of these

measures. No change is found for the increase/decrease benchmark and an insignificant decrease

in strategic reporting after the implementation of IFRS is found for the profit/loss benchmark.
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The results in this section provide further support for the first hypothesis that decision making

about reporting alternative performance measures is significantly affected by the alternative

measure’s ability to reverse GAAP net income missing strategic earnings benchmarks into

meeting the benchmark based on the alternative measure except for the increase versus decrease

benchmark for normalized performance measures. Furthermore, the results show that strategic

reporting of alternative performance measures did not increase after the implementation of IFRS

and the second hypothesis is accepted for three of the four regressions. In the fourth regression

(increase versus decreases for EBITDA measures) even a statistically significant decrease is

found.

4.5.3 Strategic reporting common law versus code law

Evidence for strategic behavior was found in the US environment by amongst others Doyle and

Soliman (2002), Bhattacharya et al (2004), Lougee and Marquardt (2004), Bowen et al. (2005),

Entwistle et al. (2005), McVay (2006) and Black and Christensen (2009) and in the UK

environment by Walker and Louvari (2003). A significant portion of the EU countries that have

adopted IFRS however are based on code law and conclusions drawn based on research in

common law countries (UK and US) may not necessarily apply in code law settings. Isidro and

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

reporting of alternative performance measures for a broader group of EU companies. They

conclude that such factors do influence both the reporting of alternative performance measures and

the strategic use of these measures. Chapter 3 however indicates that not only current institutional

factors affect the reporting of alternative performance measures, but that also the historical origin

of a country’s capital market and accounting systems significantly affect the reporting of

alternative performance measures, specifically the type of measures that is reported. In order to
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investigate the impact of historical origin on the strategic use of alternative performance measures,

table 11 reports the results from the tests for EBITDA reporting separately for common law and

code law countries.

Table 11a: Percentage of companies reporting alternative measures excluding depreciation
and/or amortization – profits versus losses
% of companies reporting EBITDA code law EBITDA profit EBITDA loss Difference

GAAP net income loss 54.11% [546/1.009] 41.01% [399/973] 13.11% (34.105)*

GAAP net income profit 48.34% [3.836/7.935] 37.50% [3/8] 10.84% (0.376)

Difference 5.77% (11.927)* 3.51% (0.040)

% of companies reporting EBITDA common law EBITDA profit EBITDA loss Difference

GAAP net income loss 40.14% [228/568] 16.29% [153/939] 23.85% (106.544)*

GAAP net income profit 33.33% [1,430/4,290] 12.50% [1/8] 20.83% (1.561)

Difference 6.81% (10.340)* 3.79% (0.084)

Note: Table 11a shows percentage of companies [numbers reported between square brackets] that report an EBITDA

measure whereby each observation is allocated to one of the four possible groups based on whether the company

reports an EBITDA profit or loss and a net income profit or loss. Pearson Chi-Square results are reported between

brackets. For results indicated with superscript * equality of the reported percentages is rejected at 1% significance.

Table 11b: Percentage of companies reporting alternative measures excluding depreciation
and/or amortization – increases versus decreases
% of companies reporting EBITDA code law EBITDA increase EBITDA decrease Difference

GAAP net income decrease 49.85% [343/688] 44.61% [1,220/2,735] 5.25% (6.101)**

GAAP net income increase 50.36% [2,388/4,742] 39.63% [298/752] 10.73% (29.911)*

Difference -0.50% (0.061) 4.98% (5.949)**

% of companies reporting EBITDA common law EBITDA increase EBITDA decrease Difference

GAAP net income decrease 43.90% [151/344] 28.19% [533/1,891] 15.71% (33.820)*

GAAP net income increase 31.32% [852/2,720] 25.78% [66/256] 5.54% (3.369)***

Difference 12.57% (21.920)* 2.40% (0.648)

Note: Table 11b shows percentage of companies [numbers reported between square brackets] that report an EBITDA

measure whereby each observation is allocated to one of the four possible groups based on whether the company

reports an EBITDA profit or loss and a net income profit or loss. Pearson Chi-Square results are reported between

brackets. For results indicated with superscript *, ** and *** equality of the reported percentages is rejected at 1%,

5% and 10% significance respectively.

The results in table 11 show that although the differences in percentages in table 11a in relation to

profits versus losses are generally smaller for code law countries than for common law countries,
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the results are statistically significant at the 1% level and indicative for strategic behavior in both

groups. In both groups, the highest percentage of companies reporting an EBITDA measure is

found among companies that have a loss based on GAAP income and a profit based on EBITDA.

In both groups this percentage is statistically significantly (at the 1% level) higher than the

percentage found for EBITDA loss making companies or GAAP income profitable companies. It

is however notable that the difference in the percentage of EBITDA reporting companies between

the companies that are EBITDA profitable and those that are EBITDA loss making is 23.85% for

common law countries and much lower at 13.11% for code law countries, see table 11a.

Furthermore, in table 11b it is shown that for increases versus decreases in common law countries

the highest percentage of reporters (43.90%) again is found among companies that miss the

benchmark based on GAAP net income and meet it based on the alternative performance measure

and that this percentage is significantly (at the 1% level) than the percentage of reporters among

companies that meet the benchmark based on GAAP net income or miss the benchmark based on

EBITDA whereas in code law countries the highest percentage of reporters is not found in this

category. The statistical significance of the difference in strategic reporting between the code law

and common law countries is further tested applying the following logistic regression:

(Regression 4)

The variables in regression 4 are the same as in regression 1 except that BENCHMARK*CODE is

included as an interaction term for those observations that are considered strategic reporters in

Code law countries. The results from this regression are reported in table 12.
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Table 12: Logistic Regressions of reporting an EBITDA measure on strategic motives – Common
law versus Code law
Variable Profit-loss

benchmark

Increase-decrease

benchmark

Intercept 2.506 2.436

(0.000)* (0.000)*

BENCHMARK 0.469 0.460

(0.000)* (0.000)*

CODE 0.708 0.705

(0.000)* (0.000)*

BENCHMARK*CODE -0.171 -0.339

(0.167) (0.008)*

IFRS 0.612 0.696

(0.000)* (0.000)*

LOGASSETS 0.329 0.317

(0.000)* (0.000)*

Industry dummies included Yes Yes

Nagelkerke R2 0.170 0.169

Note: Table 12 shows the regression result for the regression that regresses the reporting of EBITDA measures on

BENCHMARK (dummy variable indicating that a benchmark is missed based on GAAP net income and met based on

EBITDA), CODE (dummy variable for code law countries), the interaction between BENCHMARK and CODE,

IFRS (dummy variable for the post-IFRS period) and LOGASSETS. The individual Industry coefficients are not

reported. Results indicated with superscript * are significant at the 1% level.

In line with the results from the previous tests, the results in table 12 show that the EBITDA

measure helping a company meeting an earnings benchmark which is missed based on GAAP net

income is a statistically significant (at the 1% level) explanatory variable for the reporting of an

EBITDA measure. For the profit/loss benchmark, the coefficient is 0.469 and for the

increase/decrease benchmark the coefficient is 0.460. Both coefficients are significant at the 1%

level. Reporting of an EBITDA measure is statistically significantly higher in code law countries

than in common law countries. This is in line with the empirical results reported in chapter 3.

Strategic reporting however is significantly lower (at the 1% level) in code law countries than in

common law countries for the increase versus decrease benchmark. For the profit/loss benchmark

a negative but insignificant coefficient is found.
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With regard to the use of normalized performance measures, as reported in table 13, the results

show that in both code law countries and common law countries the percentage of companies that

report such a measure is highest among companies that have a GAAP income loss and an

operating income profit. Table 13a however shows that the difference in percentages is much

lower in code law countries when looking at operating income profits versus losses and

statistically insignificant when operating income profitable companies are compared based on

their net income. Also for increases versus decreases, the key differences in relation to strategic

behavior are larger in common law countries than in code law countries, but statistically

significant in both groups.

Table 13a: Percentage of companies reporting normalized alternative measures – profits versus
losses
% of companies reporting Normalized code law Operating income profit Operating income loss Difference

GAAP net income loss 22.00% [88/400] 9.24% [143/1,548] 12.76% (49.533)*

GAAP net income profit 19.79% [1,426/7,204] 14.14% [67/474] 5.66% (9.094)*

Difference 2.21% (1.156) -4.90% (9.351)*

% of companies reporting Normalized common law Operating income profit Operating income loss Difference

GAAP net income loss 75.62% [338/447] 34.72% [368/1,060] 40.90% (211.202)*

GAAP net income profit 59.85% [2,488/4,157] 41.13% [58/141] 18.72% (19.784)*

Difference 15.76% (42.313)* -6.42% (2.239)

Note: Table 13a shows percentage of companies [numbers reported between square brackets] that report a normalized

measure whereby each observation is allocated to one of the four possible groups based on whether the company

reports an operating income profit or loss and a net income profit or loss. Pearson Chi-Square results are reported

between brackets. For results indicated with superscript * equality of the reported percentages is rejected at 1%

significance.



146

Table 13b: Percentage of companies reporting alternative measures excluding depreciation
and/or amortization – increases versus decreases
% of companies reporting Normalized code law Operating income increase Operating income decrease Difference

GAAP net income decrease 21.53% [183/850] 14.57% [360/2,471] 6.96% (22.403)*

GAAP net income increase 17.63% [793/4,499] 19.90% [166/834] -2.28% (2.475)

Difference 3.90% (7.302)* -5.34% (13.262)*

% of companies reporting Normalized common law Operating income increase Operating income decrease Difference

GAAP net income decrease 69.01% [412/597] 50.37% [825/1,638] 18.65% (61.547)*

GAAP net income increase 53.43% [1,340/2,508] 59.40% [278/468] -5.97% (5.671)**

Difference 15.58% (47.623)* -9.04% (11.913)*

Note: Table 13b shows percentage of companies [numbers reported between square brackets] that report a normalized

measure whereby each observation is allocated to one of the four possible groups based on whether the company

reports an operating income profit or loss and a net income profit or loss. Pearson Chi-Square results are reported

between brackets. For results indicated with superscript * and ** equality of the reported percentages is rejected at 1%

and 5% significance respectively.

The statistical significance of the difference in strategic reporting between the code law and

common law countries is further tested applying the following logistic regression:

(Regression 5)

The variables in regression 4 are the same as in regression 2 except that BENCHMARK *CODE

is included as an interaction term for those observations that are considered strategic reporters in

Code law countries. The results from this regression are reported in table 14
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Table 14: Logistic Regressions of reporting a normalized alternative performance measure on
strategic motives – Common law versus Code law

Variable Profit-loss

benchmark

Increase-decrease

benchmark

Intercept 4.102 4.113

(0.000)* (0.000)*

BENCHMARK 0.922 0.271

(0.000)* (0.033)**

CODE -2.316 -2.340

(0.000)* (0.000)*

BENCHMARK*CODE -0.635 -0.403

(0.000)* (0.023)*

IFRS 0.537 0.514

(0.000)* (0.000)*

LOGASSETS 0.755 0.765

(0.000)* (0.000)*

Industry dummies included Yes Yes

Nagelkerke R2 0.353 0.342

Note: Table 14 shows the regression result for the regression that regresses the reporting of normalized measures on

BENCHMARK (dummy variable indicating that a benchmark is missed based on GAAP net income and met based on

operating income), CODE (dummy variable for code law countries) and the interaction between BENCHMARK and

CODE. Results for the control variables IFRS, LOGASSETS and Industry are not reported. Results indicated with

superscript * and ** are significant at the 1% and 5% level respectively.

The results in table 14 again show that strategic reporting is a significant explanatory factor for the

reporting of alternative performance measures. Reporting of a normalized alternative performance

measure is significantly lower in code law countries than in common law countries with

coefficients of -2.316 and -2.340 respectively for the profit/loss and incresase/decrease benchmark

that are significant at the 1% level. Strategic reporting is found to be significantly lower in code

law countries for both benchmarks with coefficients of -0.635 (significant at 1% level) and -0.403

(significant at 5% level).
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The results in this section provide further support for the first hypothesis that decision making

about reporting alternative performance measures is statistically significantly affected by the

alternative measure’s ability to reverse GAAP net income missing strategic earnings benchmarks

into meeting the benchmark based on the alternative measure. Furthermore, the results show that

although strategic motives are a significant factor for reporting alternative performance measures

in both code law and common law countries, strategic reporting is significantly more pervasive in

common law countries except in the profit versus loss regression for EBITDA measures. The third

hypothesis that the level of strategic behavior is the same for companies from code law countries

as companies from common law countries is therefore rejected based on these results.

4.5.4 Meeting or missing the analyst forecast consensus

A third benchmark which is important for many companies is meeting or beating the analyst

forecast consensus. Table 15 reports the results from the following regression:

(Regression 6)

0 1 2 3CODELAW +
4 5 6 7

In this regression, BENCHMARK is 1 when a company misses the median period end analyst

forecast based on GAAP net income and meets the benchmark based on the alternative

performance measure. LOGASSETS is included because larger companies are generally found to

provide more extensive information and therefore may also report alternative performance

measures more often than smaller companies. CODELAW is a dummy variable for companies

from code law countries and IFRS a dummy variable for observations in the post-IFRS period.
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BENCHMARK*CODELAW is an interaction term that measures whether strategic reporting

behavior is higher in code law countries than in common law countries and BENCHMARK*IFRS

is an interaction term that measures whether strategic reporting behavior is higher in the post-IFRS

period than in the pre-IFRS period. INDUSTRY dummies are included because prior research has

indicated that the industry a company is in does have a significant impact on a company’s

reporting decisions. The industry dummies purely serve as control variables and the results on

these dummies are not reported. Table 15 reports the results of the regression.

Because the analyst earnings forecasts are best comparable to IBES actual results (see Bradshaw

and Sloan, 2002; Brown and Sivakumar 2003 and Bhattacharya et. al, 2007), the regression results

for normalized alternative performance measures are presented for both operating income and

IBES earnings as a proxy for the reported normalized performance measure.

Table 15: Logistic regressions of reporting alternative performance measures on meeting or
missing the median period end analyst forecast
Variable Forecast met/missed

Operating income

Forecast met/

missed IBES

Forecast met/

missed EBITDA

Intercept 0.217 0.239 0.816

(0.320) (0.274) (0.000)*

BENCHMARK 0.182 0.251 0.388

(0.018)** (0.003)* (0.000)*

LOGASSETS 0.168 0.172 0.093

(0.000)* (0.000)* (0.000)*

CODE LAW -1.744 -1.715 0.722

(0.000)* (0.000)* (0.000)*

IFRS 0.514 0.548 0.481

(0.000)* (0.000)* (0.000)*

BENCHMARK*CODE LAW -0.187 -0.147 -0.106

(0.312) (0.528) (0.481)

BENCHMARK*IFRS 0.282 0.244 0.084

(0.112) (0.207) (0.570)

Industry dummies included Yes Yes Yes

Adjusted R2 0.259 0.260 0.165
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Note: Table 15 shows the regression result for the regression that regresses the reporting of alternative performance

measures on BENCHMARK (dummy variable indicating that the median period end analyst forecast is missed based

on GAAP net income and met based on the alternative performance measure), LOGASSETS (the logarithm of the

company’s total assets), CODE LAW (dummy variable for code law countries), IFRS (dummy variable for the post-

IFRS period), the interaction between BENCHMARK and CODE LAW and the interaction between BENCHMARK

and IFRS. Results for the control variable Industry are not reported. Results indicated with superscript * and ** are

significant at the 1% and 5% level respectively.

The results reported in table 15 for meeting versus missing the median analyst forecast again

confirm the first hypothesis that a significant positive relation exists between the BENCHMARK

variable and the reporting of alternative performance measures. The coefficient is positive and

significant for EBITDA (0.388 significant at the 1% level) and both proxies for normalized

performance measures (Operating income 0.182, significant at the 5% level; IBES 0.251,

significant at the 1% level). Furthermore, in line with expectations a significant and positive

relation exists between size and the reporting of alternative performance measures, the coefficients

on LOGASSETS is positive and significant at the 1% level. In line with the findings in the

previous sections and with the findings in chapter 3, the coefficient on IFRS is positive and

significant at the 1% level in each regression and the coefficient on CODE LAW is positive and

significant at the 1% level in the EBITDA regression and negative and significant at the 1% level

in both regressions for normalized performance measures. All regressions show an insignificantly

lower level of strategic reporting in code law countries and none of the regressions provide

evidence for increased strategic reporting in the post-IFRS period supporting both the second and

third hypothesis.

4.5.5 Robustness checks

To assess the sensitivity of the above results for the design of the tests, a number of alternative

specifications have been used. Reference is made to the appendix to this chapter for further details.
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Regressions based on net income before extra-ordinary items instead of net income

The regressions in this chapter use net income as the GAAP income measure. All regressions have

been reperformed using net income before extra-ordinary items as the GAAP income measure

yielding similar results.

Regressions including year dummy variables

All regressions have been reperformed while including dummy variables for each year in the

regression. These year dummies have not been included in the regressions in the basis of this

chapter because they have a high level of correlation with the post-IFRS dummy variable which

could distort the results related to the impact of the introduction of IFRS on the (strategic) use of

alternative performance measures. However, given the development of the use of alternative

performance measures over time, controlling for this effect may be relevant for the results for the

other parameters. The results from the regressions that include the dummy variable are similar to

the results from the regressions that do not have this dummy variable. All regressions show that

strategic considerations are a significant explanatory variable for reporting alternative

performance measures, that strategic reporting is significantly lower in code law countries in

relation to the profit/loss and increase/decrease benchmarks and generally insignificantly different

in the post-IFRS period compared to the pre-IFRS period.

IBES instead of Operating income

All regressions for normalized performance measures that use operating income as a proxy for

normalized earnings have been reperformed using IBES as the proxy for normalized earnings. The

results from the regressions based on IBES are similar to the results based on operating income as

a proxy for normalized earnings and confirm the results based on operating income.
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Forecasts regression based on median announcement date analyst forecast

The regressions of reporting alternative performance measures on meeting or missing the analyst

forecast have been reperformed using the median announcement date forecast instead of median

period end forecast. The results from the regressions that use median announcement date forecasts

are similar to the results from the regressions that use median period end date forecasts with the

exception of the regression for EBITDA measures that finds lower strategic reporting in code law

countries which is statistically significant at the 10% level whereas the result was insignificant in

the regression using median period end date forecasts.

4.5.6 Discussion of the results

Overall, the results presented in this chapter support H1 that decision making by management

about reporting alternative performance measures in the EU is statistically significantly affected

by the alternative measure’s ability to reverse GAAP net income missing strategic earnings

benchmarks into meeting the benchmark based on the alternative measure. I interpret this as

strategic considerations being influential for management’s decision about whether and which

alternative performance measures are reported.

The increased use of alternative performance measures in the post-IFRS period has raised

concerns among various parties (see for example CESR, 2005b; EFRAG, 2006; Hoogendoorn,

2006 and Marseille and Vergoossen, 2005). The results however do not provide evidence that the

increased use of such measures is related to increased strategic, and potentially misleading, use of

these measures following the implementation of IFRS and do therefore support H2 that the level

of strategic behavior in relation to the reporting of alternative performance measures by

management did not increase after the implementation of IFRS by EU companies in 2005.
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Although strategic reporting is a significant factor for reporting behavior in both code law and

common law countries, strategic reporting is more pervasive in common law countries. The

significance of these results however depends on which earnings benchmark is considered. H3 that

the level of strategic behavior in relation to the reporting of alternative performance measures by

management is the same for companies from code law countries and for companies from common

law countries is rejected for normalized performance measures in relation to the profit/loss and

increase/decrease benchmarks and for EBITDA measures in relation to the increase/decrease

benchmark and accepted for EBITDA measures in relation to the profit/loss benchmark. No

significant difference between code law and common law countries is found in the forecast

met/missed regressions and H3 is therefore accepted in all forecast met/missed regressions.

Overall, the results provide mixed evidence about whether strategic reporting considerations are

equally or less pervasive in code law countries compared to common law countries.

4.6 Conclusion

This chapter reports evidence about the strategic use of alternative performance measures by EU

companies in their financial statements (including management commentary and other narrative

information accompanying the annual accounts). The study is based on a comprehensive manual

analysis of the reporting of alternative performance measures by a large population of listed

companies in the EU in the period 1995-2007. Overall, the results presented in this chapter show

that a significant explanatory factor for companies reporting an alternative performance measure is

the alternative measure meeting a strategic earnings benchmark which is missed based on the

company’s GAAP net income which I interpret as strategic use of these alternative measures.

Strategic considerations are a significant factor explaining the reporting of alternative performance

measures in both code law and common law countries, but for certain alternative performance



154

measures (specifically normalized measures in relation to the profit-loss and increase-decrease

benchmarks) more pervasive in common law countries where companies are generally more

shareholder oriented. Contrary to concerns expressed, the results do not provide evidence that the

strategic use of alternative performance measures increased as a result of the introduction of IFRS

in 2005.

These results are important for analysts in their interpretation of alternative performance measures

reported by management. In relation to Hirshleifer and Theo’s (2003) Limited Attention Theory,

the finding that a portion of the reporting of alternative performance measures is driven by

strategic motives suggest that analysts should increase their attention to scrutinize alternative

performance measures reported by management when strategic reporting motives may drive the

performance measures that are reported. Furthermore, the finding that strategic reporting of

alternative performance measures did not increase after the implementation of IFRS in 2005

should take away some of the concerns in relation to the current guidance in relation to financial

statements presentation in IFRS and may guide further discussions in the ongoing financial

statements presentation project. The results are not conclusive about whether strategic reporting

behavior is statistically significantly different in code law countries than in common law countries.

A significantly lower level of strategic behavior is found in code law countries in some of the tests

and insignificantly lower levels of strategic behavior is found in other tests. Overall, the results

suggest that strategic considerations also affect the reporting of alternative performance measures

in code law countries, but to a somewhat lesser extent.

A limitation of this research is that in order to cover a sample of the size used in this research,

proxies must be used for the alternative performance measures that are actually reported by

management. This has been solved by performing all tests on normalized performance measures
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using two proxies for normalized earnings. Future research could further focus on the actual

performance measures reported by management of EU companies. Furthermore, this research

investigates the reporting of alternative performance measures in the financial statements

(including narratives). Another important means for communicating the company’s performance

to analysts and shareholders are the company’s press releases. For many, but not all, companies

the alternative performance measures reported in the financial statements will coincide with the

alternative performance measures reported in their press releases. An avenue for future research is

the reporting of alternative performance measures by EU companies in their press releases based

on a sample of similar size as used in this research. Finally, the results indicate strategic motives

driving management decision making about the reporting of alternative performance measures.

This does however not necessarily mean that those alternative performance measures are not

relevant or less relevant than the measures that are reported by management of companies that do

not appear to have strategic motives to report these motives. Whether this is the case is an

empirical question that is tested in chapter 5.
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Appendix – details underlying robustness tests

Robustness check 1: Regressions based on net income before extra ordinary items instead of
net income

Table A.1.1: Logistic Regressions of reporting an EBITDA measure on strategic motives – pre-
IFRS versus post-IFRS

Variable Profit/loss Increase/decrease

Intercept 2.500 2.424

(0.000)* (0.000)*

BENCHMARK 0.422 0.346

(0.000)* (0.000)*

IFRS 0.627 0.732

(0.000)* (0.000)*

BENCHMARK*IFRS -0.173 -0.514

(0.184) (0.002)*

Nagelkerke R2 0.170 0.170

Table A.1.2: Logistic Regressions of reporting a Normalized measure on strategic motives – pre-
IFRS versus post-IFRS

Variable Profit/loss Increase/decrease

Intercept 4.085 4.107

(0.000)* (0.000)*

BENCHMARK 0.706 0.073

(0.000)* (0.473)

IFRS 0.550 0.514

(0.000)* (0.000)*

BENCHMARK*IFRS -0.217 -0.012

(0.250) (0.952)

Nagelkerke R2 0.352 0.342
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Table A.1.3: Logistic Regressions of reporting an EBITDA measure on strategic motives –
Common law versus Code law

Variable Profit/loss Increase/decrease

Intercept 2.507 2.435

(0.000)* (0.000)*

BENCHMARK 0.487 0.452

(0.000)* (0.000)*

CODE 0.709 0.704

(0.000)* (0.000)*

BENCHMARK*CODE -0.184 -0.380

(0.137) (0.011)*

Nagelkerke R2 0.170 0.169

Table A.1.4: Logistic Regressions of reporting a normalized alternative performance measure on
strategic motives – Common law versus Code law

Variable Profit/loss Increase/decrease

Intercept 4.101 4.114

(0.000)* (0.000)*

BENCHMARK 0.938 0.284

(0.000)* (0.026)*

CODE -2.317 -2.340

(0.000)* (0.000)*

BENCHMARK*CODE -0.648 -0.410

(0.000)* (0.021)*

Nagelkerke R2 0.353 0.342
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Table A.1.5: Logistic regressions of reporting alternative performance measures on meeting or
missing the median period end analyst forecast

0 1 2 3 4 5

6 7

Variable Forecast met/missed

Operating income

Forecast met/

missed IBES

Forecast met/

missed EBITDA

Intercept 0.184 0.197 0.753

(0.400) (0.366) (0.000)*

BENCHMARK 0.154 0.210 0.328

(0.048)* (0.015)* (0.000)*

LOGASSETS 0.165 0.167 0.086

(0.000)* (0.000)* (0.000)*

CODE LAW -1.738 -1.712 0.740

(0.000)* (0.000)* (0.000)*

IFRS 0.513 0.550 0.482

(0.000)* (0.000)* (0.000)*

BENCHMARK*CODE LAW -0.225 -0.245 -0.216

(0.227) (0.305) (0.153)

BENCHMARK*IFRS 0.309 0.273 0.138

(0.081)** (0.158) (0.346)

Adjusted R2 0.259 0.259 0.163

Robustness check 2: Regressions including year dummies

Table A.2.1: Logistic Regressions of reporting an EBITDA measure on strategic motives – pre-
IFRS versus post-IFRS

Variable Profit/loss Increase/decrease

Intercept 4.799 4.834

(0.000)* (0.000)*

BENCHMARK 0.272 0.439

(0.000)* (0.000)*

IFRS 0.761 0.890

(0.000)* (0.000)*

BENCHMARK*IFRS -0.112 -0.597

(0.399) (0.000)*

Nagelkerke R2 0.213 0.219
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Table A.2.2: Logistic Regressions of reporting a Normalized measure on strategic motives – pre-
IFRS versus post-IFRS

Variable Profit/loss Increase/decrease

Intercept 5.203 5.238

(0.000)* (0.000)*

BENCHMARK 0.638 0.113

(0.000)* (0.267)

IFRS 0.017 0.007

(0.826) (0.993)

BENCHMARK*IFRS -0.121 -0.029

(0.524) (0.883)

Nagelkerke R2 0.362 0.353

Table A.2.3: Logistic Regressions of reporting an EBITDA measure on strategic motives –
Common law versus Code law

Variable Profit/loss Increase/decrease

Intercept 4.813 4.863

(0.000)* (0.000)*

BENCHMARK 0.369 0.536

(0.000)* (0.000)*

CODE 0.719 0.715

(0.000)* (0.000)*

BENCHMARK*CODE -0.209 -0.410

(0.095)** (0.007)*

Nagelkerke R2 0.213 0.218
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Table A.2.4: Logistic Regressions of reporting a normalized alternative performance measure on
strategic motives – Common law versus Code law

Variable Profit/loss Increase/decrease

Intercept 5.236 5.264

(0.000)* (0.000)*

BENCHMARK 0.888 0.337

(0.000)* (0.009)*

CODE -2.268 -2.300

(0.000)* (0.000)*

BENCHMARK*CODE -0.631 -0.443

(0.001)* (0.013)*

Nagelkerke R2 0.363 0.354

Table A.2.5: Logistic regressions of reporting alternative performance measures on meeting or
missing the median period end analyst forecast

0 1 2 3 4 5

6 7 8

Variable Forecast met/missed

Operating income

Forecast met/

missed IBES

Forecast met/

missed EBITDA

Intercept -0.386 -0.380 0.662

(0.133) (0.140) (0.007)*

BENCHMARK 0.177 0.185 0.340

(0.022)* (0.033)* (0.000)*

LOGASSETS 0.169 0.172 0.087

(0.000)* (0.000)* (0.000)*

CODE LAW -1.728 -1.709 0.732

(0.000)* (0.000)* (0.000)*

IFRS 0.048 0.072 0.506

(0.712) (0.571) (0.000)*

BENCHMARK*CODE LAW -0.159 -0.084 -0.151

(0.312) (0.719) (0.321)

BENCHMARK*IFRS 0.259 0.282 0.154

(0.146) (0.147) (0.301)

Adjusted R2 0.269 0.268 0.201
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Robustness check 3: IBES instead of Operating income as proxy for normalized earnings

Table A.3.1: Logistic Regressions of reporting a Normalized measure on strategic motives – pre-
IFRS versus post-IFRS

Variable Profit/loss Increase/decrease

Intercept 3.982 3.847

(0.000)* (0.000)*

BENCHMARK 0.560 0.068

(0.000)* (0.570)

IFRS 0.524 0.490

(0.000)* (0.000)*

BENCHMARK*IFRS -0.147 -0.076

(0.536) (0.727)

Nagelkerke R2 0.350 0.344

Table A.3.2: Logistic Regressions of reporting a normalized alternative performance measure on
strategic motives – Common law versus Code law

Variable Profit/loss Increase/decrease

Intercept 4.015 3.857

(0.000)* (0.000)*

BENCHMARK 0.830 0.284

(0.000)* (0.080)**

CODE -2.282 -2.337

(0.000)* (0.000)*

BENCHMARK*CODE -0.803 -0.402

(0.000)* (0.056)**

Nagelkerke R2 0.351 0.344



162

Robustness check 4: Forecasts regression based on median announcement date analyst
forecast

Table A.4: Logistic regressions of reporting alternative performance measures on meeting or
missing the median announcement date analyst forecast

0 1 2 3 4IFRS +

5 6 7

Variable Forecast met/missed

Operating income

Forecast met/

missed IBES

Forecast met/

missed EBITDA

Intercept 0.507 0.539 0.621

(0.016)* (0.010)* (0.001)*

BENCHMARK 0.167 0.268 0.266

(0.025)* (0.001)* (0.000)*

LOGASSETS 0.197 0.201 0.089

(0.000)* (0.000)* (0.000)*

CODE LAW -1.751 -1.736 0.726

(0.000)* (0.000)* (0.000)*

IFRS 0.578 0.607 0.505

(0.000)* (0.000)* (0.000)*

BENCHMARK*CODE LAW -0.238 -0.081 -0.247

(0.172) (0.696) (0.080)**

BENCHMARK*IFRS 0.264 0.132 0.198

(0.116) (0.455) (0.155)

Adjusted R2 0.260 0.264 0.160


