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Newsletter – July 2016 
 
U.S. SEC Gets Tough on Non-GAAP Reporting: 
Key Takeaways for Latin American Issuers 
 
The U.S. Securities and Exchange Commission (“SEC”) is cracking down regarding the use of 
non-GAAP financial measures and impacting how American publicly-traded companies 
disclose financial information. According to the SEC, some non-GAAP financial measures, 
widely used by companies, may be misleading to the investment community.  
 
Back in 2003, Regulation G (“Reg G”) was issued to govern the manner in which public 
companies disclosed non-U.S. GAAP financial measures (“NGFMs”). The goal of Reg G was 
to aid investors and market professionals in better evaluating the NGFMs presented in 
financial statements. Specifically, Reg G required that if a NGFM was included, it would have 
to be reconciled to the corresponding GAAP1 financial measure. 
 
More recently, on May 17, 2016 the SEC released new and updated Compliance and 
Disclosure Interpretations (“C&DIs”) of the rules and regulations applicable to the use of 
NGFMs. According to the C&DIs, issuers are required to increase the level of disclosure and 
reconciliation details between U.S. GAAP and NGFMs in all financial communications in 
order to comply with Reg G by the 2Q16 reporting deadline!  This swift, decisive action is 
meant to force companies to comply.  
 
In the U.S., a recent FactSet report2 published in March of 2016 showed that about two-thirds 
of the 30 top companies that make up the Dow Jones Industrial Average (“DJIA”) composite 
index reported non-GAAP Earnings per Share (EPS) instead of actual GAAP EPS. The average 
difference between non-GAAP and GAAP EPS was 30.7% in 2015 and 11.8% in 2014.  

 
Company Ticker Non-GAAP EPS GAAP EPS Difference (%) 
Merck & Co., Inc. MRK 3.59 1.56 130.1% 
General Electric Company GE 0.35 0.17 105.9% 
Microsoft Corporation MSFT 2.63 1.48 77.7% 
Pfizer Inc. PFE 2.20 1.24 77.4% 
United Technologies Corporation UTX 6.30 4.53 39.1% 

 
Note: GAAP EPS and Non-GAAP EPS from Continuing Operations were used in calculations when provided 
Source: FactSet / Company reports 

                                                           
1 GAAP refers to the generally accepted accounting principles pursuant to which their primary financial statements are 
prepared. 
2 http://www.factset.com/websitefiles/PDFs/earningsinsight/earningsinsight_3.11.16  
 

http://www.factset.com/websitefiles/PDFs/earningsinsight/earningsinsight_3.11.16
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Proponents of the use of non-GAAP EPS figures cited that these metrics “provide a more 
accurate picture of earnings from day-to-day operations, as traditional GAAP EPS includes 
events that are one-time or non-operations, which are excluded in the non-GAAP numbers”. 
Nevertheless, opponents of non-GAAP EPS figures cite that lack of an industry standard for 
these metrics, can result in companies taking advantage of the lack of standards in order to 
manipulate data and “exclude items that have a negative impact on earnings in order to 
boost non-GAAP EPS”.  
 
Companies’ valuations are affected by a countless number of variables which are unique to 
their businesses and markets. To increase the attractiveness of a company and to better 
reflect their unique investment thesis, it is common for IR practitioners to present financial 
metrics using NGFMs. Although this practice has traditionally been allowed, it can also be 
construed as misleading and has raised scrutiny. 
 
It is important to highlight that foreign, i.e. Latin American issuers (non-U.S.) are 
not beholden to Reg G.  However, its goal of leveling the playing field for U.S. 
companies will, as we’ve seen in the past with Reg FD and Sarbanes-Oxley, 
certainly affect investors’ and regulators’ conversations around the globe.   
 
 
How does this update affect Latin America? 
 
For Latin American issuers there is no immediate reporting requirement change. The majority 
of companies in the region now report under International Financial Reporting Standards 
(IFRS) in order to make company accounts understandable and comparable across 
international boundaries. IFRS and U.S. GAAP are markedly different, but both seek the same 
objective; to provide standard financial measures in a world full of unique companies and 
accounting standards.  
 
However, it has been our experience that, in time, local reporting regulators seek to 
implement global reporting standards by adopting regulations, such as this one, in order to 
increase the competitiveness of their local markets. Additionally, forward-thinking companies 
that are on the cutting edge of good corporate governance may seek to review their 
practices in order to remain competitive with international peers. International portfolio 
managers and analysts also seek the highest level of transparency from their investments 
and this SEC update will be top of mind.  
 
i-advize believes that LatAm issuers would greatly benefit by taking a fresh look at their 
financial disclosure and clarifying any information that may be construed as misleading. 
Certain commonly used metrics, such as Adjusted EPS and EBITDA can be interpreted 
differently and even erroneously. Thus, any non-IFRS financial measure should be fully 
explained, and reconciled to the nearest IFRS measure.  
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As such, we recommend that LatAm issuers present a reconciliation of their non-IFRS figures 
with equivalent IFRS components for the following reasons: 

 
• Increases transparency of financial statements for the global investor community 
• Allows comparability with U.S. companies  
• Increases interest for coverage from foreign analysts 
• Builds trust with the investment community 
• Facilitates preparation of economic models by analysts and investors 
• Demonstrates commitment to implement best practices in the global capital markets 

 
 
Prevalent Non-IFRS Metrics:  
 
There are a number of non-IFRS metrics that are regularly used by LatAm issuers. Some of 
these widely utilized performance indicators include: 
 
 
 
 
 
 
 
 
 
 
 
 
Key Takeaways for Latin American Issuers 
 
Although this SEC update to Reg S is not required by Latin American issuers, consider 
implementing the Following Best Practice: 
 

• Include notes in all financial reporting explaining non-IFRS measures used: 
 Non-IFRS items should include their IFRS equivalents 
 Disclose supplemental historical and prospective non-IFRS financial information 

and explain their relevance 
 Explain limitations of the non-IFRS financial measures described 
 Include reconciliations for the non-IFRS to the IFRS metrics 

• Disclosure paragraph in the appendix or notes to the earnings release section.3  
• Give equal or greater prominence to the IFRS measure in the presentation of results; 

consider prevalence in headlines, font size and  bolding to ensure that IFRS figures are 
equally prevalent to their non-IFRS equivalents  

o In headlines, avoid non-IFRS measures or include both IFRS and non-IFRS metrics  
• Provide guidance using IFRS metrics 

                                                           
3 The following is an example language to be used: “The Company uses adjusted financial measure, including Adjusted 
EBITDA and non-IFRS financial operating gains and losses. These non-IFRS measures are directly derived from the 
Company’s financial statements… The Company uses these measures for the purposes of evaluating its historical and 
prospective financial performance, as well as its performance relative to competitors… See the accompanying 
reconciliation...” 

• EBITDA / EBIT 
• Forward-looking statements (e.g., earnings guidance, backlog) 
• Free operating cash flows, underlying earnings 
• Operating expenses, profit or losses calculated on a non-IFRS basis 
• Pro-forma information 
• Ratios (e.g., ROCE, receivables turnover) 
• Non-financial information (e.g., sustainability reporting, information about industry regulation) 
• Information labeled as unusual or infrequently occurring 
• Immaterial information 
• FFO (note: FFO and FFO on a per-share basis are non-IFRS measures widely used by REITS and have been 

accepted by the SEC.) 
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• Meet with accountants and auditors to identify non-IFRS metrics and their IFRS 
equivalents 

• Seek legal counsel to assess current compliance observed vis-à-vis SEC changes, if 
applicable 


