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(ntroduction

THE EXTERNAL REPORTING BOARD

The External Reporting Board (XRB) is responsible for financial reporting strategy
and for accounting and auditing & assurance standard setting in New Zealand.

Our aim is to assist in giving New Zealanders trust and confldence in the flnancial reporting of our
organisations, across the for-profit, public and not-for proflt sectors. Alternative Performance Measures
(APlvls) are company performance measures other than those reported under Generally Accepted

Accounting Practice (GAAP). They are used by companies all around the world to help them explain their
ifieEie-UR-derlying proflts', 'normalised profits', and EBIT (earnings before

interest and tax).

We undertook this survey to better understand how APMs are viewed and whether they are effective in

meetlng the needs of users of flnancial reports in New Zealand.

METHODOLOGY

The survey was conducted via an online questionnaire between
November 201 6 and January 2017. A total of 87 users, mainly
individual equity investors, responded to the survey.

There was an even split between those who classifled
themselves as non-expert and expert in terms of their use

of flnancial inforrnation.

The responses from the majority of both non-expert users and

expert users were generaily consistent. There were varietions
in the percentage response rates to individual questions but
there were no statistical signiflcant differences between the two
groups for the use of APMs, their information needs andlor the
undersianding of APMs and related information.
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useGAAP as the
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use APMS as the

found APMs not useful

.MASSAGE THE FIGURES,,

"ROSY GLOSS ON
PERFORMANCE"

APMS SHOULD BE RECONCILED OR
EXPLAINED AGAINST GAAP MEASURES

wt
rould l1e reconcllhdon or explanatlon belween 6n /

APM and a GAAP measure useful, with manycommenting tha/f

this information is essential, vitalorshould be mandalory,

recalled company disclosing aeconciliations
and explanatlons

Of those, lhe vast maiorlty unde.stood the
ieconciliaiion and explanalion
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56.3o/o
use both GAAP measures and APMs together

One of tha maln reasons ror uslng APMS was the growlng
complexity of GAAe and the difficully users have determlning

a companfs core operating boslness performance trom
GAAP financlal 6tatements,

The usefulness ofAPMS depended on the adjustr.nents
made, the frequency of'Unusual'or bneoff items, and ihe

reasons for the company's APIIs

The results in sunn.nary

found APMs useful or
sometimes useful

"MOST HELPFUI]

ABSOLUTELY NECESSARY"

AFMs ARE usEo AND FouND TO AE USEFUT FOR ASSESSING A COMPANY'S PERFORMANCE

88.5o/o 11 .5o/o

Respondents use APMS to ctaify, understand and assess a company's busin€ss, underlying performance and future ptospects. APMS are wldely

used, but are also subiect io a few caveats, with respondenls wanting to understand why they are being used and how they have been calculaled,
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,IMPROVED 

USER CONFIDENCE, MANAGEMENT IS

VOLUNTARILY PROVIDING ADDITONAL INSIGHTS'

APMS ARE MOST USEFUL WHEN VIEWED
ALONGSIDE GAAP MEASURES
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The results in sunn rnery

APMS ARE RELATIVELY WELL UNDERSTOOD

71.9

71.4

were clear whether a company
was referrlng to a GAAP
measure or an APl\,4

understood the reason the
company was using the APM,
and 76.2% agreed that the APN,4

met the intended purpose

understood how the APM v/as
calculated or derived

were comfortable thal API\,4s

with accepted calculation
methods (eg EBIT) were
calculated in the usualway

APMs NEED TO BE CLEAR - WHY THEY ARE BEING
USED AND HOW THEY HAVE BEEN DERIVED

How can companies improve
the quality and usefulness of APMs?

WHAT ARE THE MOST USEFUL APMS?

Vlost respondents found APMS usefuLas they provide an

insight into what management considers to be imponant

measuies. However, at the same tirne respondents were

cautious asthev believe companies tend to choose measures

that show a better plcture than GAAP meas!res.

GAAP IS TRUSTED BUT HAS LIMITATIOI'IS

Should performance measures be
limited to GAAP measures?

68.7%
No

16.9y"
Yes

14.4Vo
Don't know

Respondents are looking formeasures that provide an

indication ofthe company's 'core' operaling activities. APMS,

used in conjunction with, orto supplement, GAAP measores
often provide thls addltional detail.
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"Do notbelittle and make insigniflcant legitimaie expenses" "L€l manageE tell lh€ir slory"

UNDERLYING
PROFIT
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ResponCerts lndicate a lack of c aiity and

understanding cver \!i.e. APi\1s have beef
assured. The respcndents pfes,Jined AP[4s
!\,1eTe assLrred beca!se they lvere de.lv-.d frorn

aud ted flnencia siaternents and./or because
the alditor ;s aequ red ic .evie\,! the lvlrole
annual repcri for ccnsisiency

\Jhile the lralority oi respondeits fe i tnal
h3vinet APMs assufed by an independeni

a,.rd tcr wouid pro',,lde greater conficlence lf
the measure, many fe t this !',/ouid be dlff cLili

to achieve rn practice, as there s often no

standard sed d?fnition for the APi\,,1,1he aird i
may be of little value.
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Principle-based definition of op€rating profit

More subtotals in the income statement

Standardised calculation of selected APMs

More disaggregated information in th€
income statement

Definitions for non-reculring, one-off, and
infrequent items

standardised definitions for selected APMS,
such as EBIT and EBITDA
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The results in sunnr-nary
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ASSURANCE NEEDS TO BE CLARIFIED
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HOW CAN WE IMPROVE GAAP MEASURES OF A COMPANY'S PERFORMANCE?
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lVe wiiLactively enelage with companies,We rvi I nra ntaln our sirategy of influencrng

We wrll cont nue to actrvely particlpate and
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the \r'/ork of the lnternational standard setting directors and reeJUiators on the
boarcls to ensure accounting and assurance communlcatlon of APMS and related
standards are approprlate for, and continL.re information (including any related assurance
boards to ensure accounting and assurance

to be trusted in, New Zealandi and information) ln annuai reports and,/or other
media; and

contribute to the lnternational Accountingcontribute to the lnternational Accounting We wiil facilitate and encourage contlnued
Standards Board (IASB:) Disclosure initiative discussion to improve corporate reportlng
project to ensure rmproved cornmunlcation in
f nancial reportinq and improved disclosure ,l;.
of performance measures in f nanclal :la
statements.
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INTERNATIONAL INFLUENCE AND
PARTICIPATION
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