Erasmus University Rotterdam
Erasmus School of Economics
Department of Accounting, Auditing and Control
Financial disclosures and non-GAAP earnings measures:
An investigation on the disclosure of alternative earnings numbers in press releases by Dutch listed firms.
Master thesis

Author: B.C. Alebregtse

Student number: 312951

Supervisor: Dr. C.D. Knoops

Abstract
This study investigates whether Dutch listed firms are opportunistic in reporting non-GAAP earnings in press releases and if those earnings numbers are in any way relevant to investors. The results show that Dutch listed firms in general are not opportunistic in reporting non-GAAP earnings. In addition, it not proven that the most emphasized alternative earnings number disclosed within the press release is more relevant to investors than net income computed under IFRS.
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1 Introduction

In recent years, there has been an ever-growing demand for information that is forward looking and non-financial. This has not always been the case. Traditional accounting methods primarily look at historical and financial information. Today, because of the complexity and the constantly changing market, more information that is accurate is asked (AICPA, 1994). To serve the market in this information demand, disclosure of information is needed.

The most common and traditional way to communicate the performance of the firm to investors is through annual reports. The firms’ performance is then measured by applying accounting rules set under for example US GAAP or IFRS. However, also other forms of providing information are growing. Every year, almost all listed firms disclose their own computed earnings figures in a press release. These press releases contain, besides regular GAAP financial performance measures, also the so-called non-GAAP financial performance measures. Non-GAAP financial performance measures do not fall under the scope of general accepted accounting principles (GAAP) or IFRS. This means that non- GAAP financial performance measures disclosed in press releases are not audited by an independent party. Therefore, in a certain way, firms are free in their choice of what non-GAAP financial performance measure to use. This could lead to a situation where a company uses a press release to emphasize the positive events that happened last year and obscure the events that had a bad influence on the company’s performance. 
This study will focus primarily on the disclosure of earnings performance measures in press releases. It is important to state that there is a difference between earnings performance measures and performance measures in general. Performance measures can be classified as either financial or non-financial and qualitative or quantitative. A performance measure is financial when it relates to money. In addition, a performance measure is quantitative when the performance is expressed in a numerical value like revenue. Qualitative performance measures are performance measures that cannot be expressed in a numerical value. An example of a qualitative performance measure is customer satisfaction. Earnings performance measures are therefore a subset of quantitative financial performance measures. To start with, I will discuss non-GAAP financial performance measures in more depth, so not non-GAAP earnings measures in particularly but the whole subset.
Financial performance measures used in press releases and management reports that differ from regular GAAP financial performance measures are the so-called non-GAAP financial performance measures. Other names given to these sorts of performance measures are pro forma earnings and alternative performance measures (Committee on European Securities Regulators (CESR), 2005. The Security Exchange Committee (Regulation G) provides the following definition of a non-GAAP financial performance measure: 

‘’A non-GAAP financial measure is defined as a numerical measure of a company’s historical or future financial performance, financial position, or cash flows that:

- Excludes amounts, or is subject to adjustments that have the effect of excluding amounts, that are included in the most directly comparable measure calculated and presented in accordance with GAAP in the statement of income, balance sheet, or statement of cash flows (or equivalent statements) of the issuer; or

- Includes amounts, or is subject to adjustments that have the effect of including amounts, that are excluded from the most directly comparable measure so calculated and presented(SEC rule Section 401(b) of the Sarbanes-Oxley Act).
- The definition of a non-GAAP financial measure is intended to capture all measures that have the effect of depicting either (Regulation G, SEC):

- A measure of performance that is different from that presented in the financial statements, such as income or loss before income taxes or net income or loss, as calculated in accordance with GAAP; or  

A measure of liquidity that is different from cash flow or cash flow from operations computed in accordance with GAAP’.

This definition gives a clear view on what a non-GAAP financial performance measure really is. The most important thing to notice is that a non-GAAP financial performance measure is different from a financial performance measure used in an annual report. Non-GAAP financial performance measures are a way for management to compose their own performance measures so that they can mislead or inform investors. It is therefore important that shareholders know how to interpret a non-GAAP financial performance number and how companies compute them. In this way, shareholders know where the pitfalls are when reading earnings numbers in press releases. 

The objective of this study to determine whether management is opportunistic in reporting the performance of the company through press releases and if alternative earnings numbers disclosed in press releases, so not all alternative performance measures, are more value relevant to investors than GAAP or IFRS earnings. A performance measure is value relevant if it has contributory value in the decision-making process of investors. This can be measured by examining the relationship of earnings measures with stock price reactions on the capital market.
In order to determine whether management is opportunistic and if alternative earnings numbers disclosed in press releases are value relevant to investors, I have composed the following research question:

Are Dutch listed firms opportunistic in reporting non-GAAP earnings numbers in press releases and are those earnings numbers in any way relevant to investors?

In recent years, there have been many studies on this matter. However, most of these studies were conducted in the USA. Because of the limited research that is conducted in the Netherlands, I will therefore focus on Dutch listed firms. The main reason why I want to investigate Dutch listed firms is because of a prior study on this subject, conducted by Van Raak (2005). The findings from that study where aberrant from studies conducted in the USA. In my study, I would like to examine if this is still the case.
This study will contribute to accounting literature by assessing the relevance of GAAP earnings and alternative earnings numbers. In addition, it will examine if managers are opportunistic while disclosing earning numbers in press releases. To conclude, this study can be used to compare findings with prior studies conducted on this subject.

In the next chapter, I will elaborate more on what non-GAAP earnings are. In the chapter after that, I will provide a literature review. This will be followed by my research design, hypothesis development and sample selection in chapter 4. After that, my results and analysis will be presented. The last chapter will include my summary and conclusions.
2 Background: Non-GAAP earnings vs. GAAP earnings
2.1 Non-GAAP earnings vs. GAAP earnings.

In the previous chapter, I explained the definition of non-GAAP financial earnings measures by looking at the definition used by the SEC (Regulation G). In this chapter, I will elaborate more on this topic and I will discuss the regulations concerning the disclosure of non-GAAP performance measures. As previously mentioned, often other names are given to non-GAAP earnings. On the one side, you have earnings numbers computed by management like pro forma or alternative earnings. On the other side, you have earnings numbers computed by analysts, the so-called street earnings and I/B/E/S earnings. This research will primarily focus on the disclosure of earnings numbers as computed by management. Until today, there is no definition that is used worldwide. Pro forma, alternative and non-GAAP earnings are used as synonyms and can be characterized as earnings numbers that adjust the bottom line in the income statement. In addition, they are mostly disclosed voluntarily and are not audited by an independent auditor. The main reason why firms disclose alternative earnings numbers is that they tell more about the firms’ long-term performance. In addition, it hands management the opportunity to mislead investors by emphasizing the most advantageous earnings numbers.

Because there is no uniformity on the definition for these sorts of earnings numbers, there always seems to be some confusion on what represents the alternative, pro forma or non-GAAP earnings number. The SEC defines pro forma earnings as non-GAAP earnings or adjusted earnings. In addition, earnings measures as EBITDA, EBIT and EBITA
 are also often characterized as pro forma earnings, but sometimes you can find those earnings numbers in the mandatory, audited income statement (Allee et al., 2007, p.206-.). Under IFRS, this inclusion of subtotals is possible. (IAS 1 83-84) states inclusion of subtotals is possible when ‘’reporting is in line with the firms’ assessment of materiality and relevance requirements’’. 
This inclusion is allowed because the risk that investors will be misled by those numbers is limited, because you can expect that investors are sophisticated enough to understand these numbers and what they represent. In addition, often there is reconciliation required to GAAP or IFRS. 
However, in a recent study Hitz and Jenniges (2008) find some variation in the definition used in computing the EBIT and EBITDA number. This resulted in the fact that investors were not able to compare different EBITDA’s and EBIT’s among firms. In addition, they found in several cases that the reported EBITDA could not be reconstructed based on the financial statements. Based on the uncertainty whether an earnings number like EBITDA can be classified as a regular GAAP earnings number, I will include EBITDA into my analysis when dealing with alternative earnings numbers.
Now we have discussed the so- called pro forma earnings, we will look at the adjusted earnings numbers as meant by the SEC. These are the earnings numbers where no easy reconciliation is possible. These earnings numbers are not adjusted for standard items like tax or interest, but for special items. These special items are excluded based on management’s view. Examples of such items are restructuring expenses, impairment charges, or gains from the sale of a business unit (Albring, 2010). Pro forma, alternative or non-GAAP earnings that really differ from GAAP earnings are adjusted, normalized and recurring earnings (Allee et al., 2007; Entwistle et al., 2006b).
 A recent study by Marques (2008) investigated what the most common used non-GAAP earnings measures in press releases are. Out of a sample of 321 European firms, the author found the following most commonly used non-GAAP earnings measures.
· Non-GAAP EPS = adjusted earnings per share

· Non-GAAP net income = adjusted net income;

· EBITDA = net income plus interests, taxes and depreciation and amortization;

· Non-GAAP EBITDA = EBITDA with adjustments;

· Non-GAAP EBIT = EBIT with adjustments;

· Non-GAAP income from operations = adjusted income from operations;

· Free cash flow = cash flow from operations less capital expenditures;

· Other cash measures = cash figures other than free cash flow;

· Non-GAAP income from continuing operations = adjusted income from continuing operations;

· Non-GAAP EPS from continuing operations = adjusted earnings from continuing operations per share

What we conclude from this list is that most of these non-GAAP earnings measures are derived from common GAAP earnings measures. However, a non-GAAP earnings measure modifies and adjusts earnings figures in certain situations. For example, sometimes, in a certain year, a company has ‘unusual’ expenses like an impairment charge. Under GAAP, this would end up influencing the numbers and the confidence of investors. Investors might think the company is in trouble because of the influence that an impairment charge has on net income, but in fact, those expenses are a onetime loss. A non-GAAP earnings measure adjusts for such unusual expenses. This is because those expenses are a onetime item and they do not represent how the company is generally doing. Therefore, by adjusting for such situations, investors are not unnecessary misled. In order to make sure that investors can rely on non-GAAP earnings numbers disclosed in press releases, the SEC and CESR have come up with regulations and guidelines for firms on how to cope with the disclosure of non-GAAP financial performance measures. I will discuss those regulations and guidelines in the next paragraph of this chapter.
2.2.1 SEC regulations 

When the amount of disclosures regarding pro forma earnings started to increase, certain groups got worried. As described in the previous section, management has primarily two reasons to disclose pro forma earnings. One reason is that managers want to reduce information asymmetry by informing the investors what components of GAAP earnings are transitory and therefore are not useful in determining the long-term performance of the firm. Secondly, the literature indicates that managers want to mislead investors by excluding certain items from income that are not likely to return. By doing so, management can show a more advantageous picture of the firm’s performance. Because of the worry that investors were in fact misled, the SEC came with a new regulation regarding the disclosure of non-GAAP financial performance measures in 2003. 


Marques (2006) indicate that by doing so, the SEC tried to provide more transparency and consistency, in order to make investors better understand the use of non-GAAP financial performance measures. Regulation G under SEC dictates the following rules on how to deal with the disclosure of non-GAAP financial performance measures:

 ‘Regulation G dictates that a person acting on its behalf, shall not make public a non-GAAP financial measure that, taken together with the information accompanying that measure, contains an untrue statement of a material fact or omits to state a material fact necessary in order to make the presentation of the non-GAAP financial measure, in light of the circumstances under which it is presented, not misleading. Whenever a company that is subject to Regulation G, or a person acting on its behalf, publicly discloses any material information that includes a non-GAAP financial measure, Regulation G requires the registrant to provide the following information as part of the disclosure or release of the non-GAAP financial measure:
a presentation of the most directly comparable financial measure calculated and presented in accordance with GAAP and;

a reconciliation (by schedule or other clearly understandable method), which shall be quantitative for historic measures and quantitative, to the extent available without unreasonable efforts, for prospective measures, of the differences between the non-GAAP financial measure presented and the most directly comparable financial measure or measures calculated and presented in accordance with GAAP’.

It is important to state that this regulation is subject to any kind of document that contains non-GAAP financial performance measures and that is publicly disclosed by the companies. However, the annual report will not be subject to this regulation because an accountant must approve the performance measures within the annual report. 
2.2.2 CESR Recommendation

In the last section, I have discussed regulation concerning non-GAAP performance measures in the USA. In this paragraph, I will discuss the regulation available in Europe and particular the Netherlands. After the SEC introduced Regulation G in 2003, it did not take long before Europe started thinking about ways to improve the reporting of alternative performance measures. In November 2005, the Committee of European Securities Regulators did a recommendation regarding the use of alternative performance measures, also called the CESR recommendation (CESR/05-178bt). The reason for this recommendation was that the CESR spotted that the alternative performance measures disclosed by listed companies were not directly linked to the performance measures disclosed in the financial statements. The main objective of the CESR is that the qualitative characteristics used in annual reports will also be applied to alternative performance measures. The qualitative characteristics of financial reporting are understandability, relevance reliability, comparability. The CESR recommendation wants guidelines for listed companies about how to define, present, consistently apply and explain alternative performance measures. The CESR has also provided some guidelines on how to use alternative performance measures. The most important guidelines are (CESR/05-178b):
- The alternative performance measures need to be defined and explained (terminology and calculation basis);

- The alternative performance measures need to have a name that will explain on which bases they are calculated so that manipulation of investors is prevented;

-  The differences in performance measures used in the annual report and press releases need to be explained and;

- The performance measures from the financial statement should be presented with more or equal prominence than alternative performance measures.

The recommendation applies to all financial communication of European listed companies. However, the most important field they are aiming at is the disclosure of alternative performance measures in press releases. 
Summary
In this section, I explained non-GAAP earnings measures into further detail. Non-GAAP earnings can be computed in two ways, by management or by analysts. The main characteristic of a non-GAAP earnings number is that in the process of computation, all sorts of non-recurring items are excluded.  However, because these non-recurring items are not the same for every firm, it is very hard to compare these earnings numbers. 
In addition, it is therefore hard to talk about a uniform definition of non-GAAP earnings measures. In order to increase the comparability of these earnings numbers, the SEC and the CESR issued regulations and guidelines on how to cope with these earnings measures. Besides improving comparability among firms, the main purpose of these guidelines and regulations are to protect the investor from being misled by management. However, because the CESR guidelines are not mandatory for European firms, firms are not obligated to change the reporting behavior. On the other hand, the regulation issued by the SEC is mandatory for US listed firms.
In the next chapter, I provide an overview of prior research conducted on the disclosure of non-GAAP earnings measures. Some of those studies have examined the effect that Regulation G (SEC) and the CESR recommendation had on the disclosure of non-GAAP earnings measures.
3 Empirical research on the disclosure of non-GAAP earnings measures.
3.1 Introduction

 In the previous chapter, I provided a theoretical background on non-GAAP earnings measures and I discussed the regulations and guidelines that firms have to take in mind when disclosing non-GAAP earnings measures. This chapter I will provide an overview of the prior research on the disclosure of non-GAAP earnings numbers. There are basically two ways to examine the disclosure of non-GAAP earnings measures. 
1. Opportunistic behavior of management.

This kind of research focuses on the fact that management might be tempted to change the alternative earnings numbers over the years in order to make the firms’ performance look more advantageous.  
2. Decision usefulness of alternative earnings measures to capital market participants. 

This sort of research focuses on the assumption that firms might disclose alternative earnings numbers to the market because these earnings numbers communicate, by excluding transitory items, the long-term performance of the firms in a proper way. There are two perspectives on decision usefulness, namely the information perspective and measurement perspective.
Information perspective: the level of information content is measured by looking at the influence new information has on share prices. In this situation, new information could be an earnings announcement.
Measurement perspective: the level of association between of a performance measure and a capital market instrument is measured. In this case, this could be the association between net income and the return on stock. 
First, let us look behind the reasons why management discloses alterative earnings numbers. There are two incentives for management to disclose an alternative earnings number.

The first reason is opportunistic behavior of managers. Bowen et al., (2005) and Brown and Caylor (2005) find that managers are trying to influence the estimation of the performance of the firm made by the analysts by excluding expenses and charges. Thereby trying to hide the true performance of the firm, which allows managers to meet or beat the forecasts made by analysts.

The second reason why management discloses non-GAAP earnings is that they are more informative than GAAP earnings. Non-GAAP earnings exclude the so-called transitory or non-recurring items, thereby giving a better view of the firms’ long-term performance. In the following sections, I will discuss relevant studies from different perspectives on the disclosure of alternative earnings numbers.
3.2 Opportunistic behavior of management

In the introduction, we saw that opportunistic behavior is one of the reasons for management to disclose alternative earnings numbers. In a prior study, Bowen et al. (2005) find that managers are trying to influence the estimation of the performance of the firm made by the analysts by excluding expenses and charges. Thereby trying to hide the true performance of the firm, which allows managers to meet or beat the forecasts made by analysts. 
In addition, they find that the emphasis firms lay on alternative earnings numbers is significantly influenced by the amount of media-coverage the firm gets. In other words, managers of firms that get a lot of media-coverage are more likely to emphasize earnings measures that represent an advantageous firm performance. 
Bowen et al. (2005) measure the level of emphasis management lays on earnings measures in two ways. First by looking at where pro forma en GAAP earnings are mentioned in the press release. Based on the place in the press release, each alternative earnings measure gets an emphasis score. By doing so, the researchers are able to determine the absolute importance of each alternative earnings number. Secondly, by looking at the emphasis score for both GAAP earnings and pro forma earnings the authors can measure the relative emphasis score. This is later used as a proxy for the difference on how important management finds the two earnings metrics. The level of emphasis is measured according to the following model.
Location in Press Release from Top to Bottom         Emphasis Score   Ordinal Measure  
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Reported in the first /second paragraph
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Reported in paragraph three or later 
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↑↓
Only in the financial statements at the end of the press release
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The total sample size of this research contains 1199 firm quarters for the period April 2001 to October 2002. 
In a study conducted by Schrand and Walter (2000), a prior period was investigated. In the period 1987-1994, the authors investigate whether managers strategically choose the amount of prior-period earnings to use as a benchmark to compare it with current-period earnings in quarterly earnings press releases. By, for example, separately reporting the components of the sale and loss of PPE of a prior period, management can choose which prior period benchmark is the most advantageous for current period earnings. The authors state the managers believe that investors are irrational, even if the information is already publicly available. This results in the fact that management has incentives to choose a strategic benchmark in order to mislead investors. 
In a study conducted by Entwistle et al., 2006), there was also examined if investors are misled by management in disclosing earnings numbers through press releases. In their study, the authors try to answer three main questions. 
1. Are firms disclosing pro forma earnings in a misleading for the period 2001-2004? 
2. How are firms potentially misleading investors?
3. Has the introduction of new regulation (Regulation G, SEC) improved the reporting of behavior of S&P 500 firms concerning pro forma earnings?
The authors find that in more than ¼ of the times, firms are potentially misleading their investors. This is done by first disclosing the pro forma earnings number in the headline of the press release. However, in the remaining of the press release there is no reconciliation made to the closest GAAP number. 
The authors define two types of misleading disclosures made by management. The first method firm’s use is the so-called GAAP terminology. Firms in these situation use GAAP terms for earnings in the headline of the press release but further on in the press release is stated that those earnings are actually pro forma earnings. The second method is when management makes all sorts of claims in the press release on the performance of the firm. However, those claims are not based on the audited GAAP numbers but on pro forma earnings. This could result in investors anticipating on claims made by management in the press release while these claims are based on pro forma earnings. Related to the introduction (Reg. G, SEC), the authors find a decrease of almost 30% in the reporting of pro forma earnings in 2 year period. In addition, they also found a decrease in the emphasis laid by management on pro forma earnings. 
These findings differ from what Bradshaw and Sloan (2002) find in their study. This study examines if managers discuss street earnings more in the press release compared with regular GAAP earnings. Street earnings are practically the same as pro forma earnings as they can be defined as GAAP earnings minus certain gains of expenses that are not likely to occur again in the near future, like an impairment loss or a sale of a building. 
However, analysts compute street earnings where managers compute pro forma earnings. The difference therefore occurs in the computing phase. For the study of Bradshaw and Sloan (2002), two sample periods of earnings announcements, 1986-1987 and 1998-1999, are obtained. The authors find that in the first sample period, management only discusses GAAP earnings. 
However, in the most recent sample period, there is a shift noticeable from GAAP earnings to Street earnings. In addition, the authors notice that the difference in amount between GAAP earnings and street earnings increases over time. This suggests that management is extending the list of non-recurring items. The overall pattern that Bradshaw and Sloan (2002) find is that management emphasizes street earnings earlier in press releases than GAAP earnings, especially in recent periods. 
These findings are confirmed in a study conducted by Brown, Christensen, Elliott, and Mergenthaler (2008). This study investigates whether investor’s sentiment has an influence on management’s voluntary disclosure behavior concerning pro forma earnings during the period 1998-2005. 
Investor’s sentiment is defined as optimism or pessimism about stocks in general or when investor’ beliefs about future cash flows and investment risk deviate from fundamental information (DeLong et al. 1990; Morck et al. 1990; Baker and Wurgler 2006, 2007). 
The results, based on a 36,675 large sample of quarterly earnings announcements, suggest that management is likely to disclose more pro forma metrics when investor optimism is high. In addition, there is evidence found that the amount of pro forma metrics is high when investor sentiment is very low, because in that case, management wants to raise investors’ sentiment.  Furthermore, it provides strong evidence that the amount of exclusions made to pro forma earnings by management strongly depends on investor sentiment. 
To conclude, the study proves that the emphasis management lay on pro forma earnings measures increases with the level of investor sentiment. In other words, the higher investor optimism, the more pro forma earnings measures disclosed within the earnings press release. This suggests that in good times, when investor’s confidence is high, management chooses rather to behave opportunistic than to reflect a true and fair view of the company’s performance. 
Marseille and Vergoossen(2005) find that over the period 2001-2003, Dutch listed firms often use alternative performance measures and that they sometimes use them in a misleading way. In addition, they find that alternative earnings measures are often more prominently stated in the firms’ press releases than other performance measures.

Furthermore, Dutch listed firms almost never define the alternative earnings measure. 
To conclude, Marseille and Vergoossen (2005) find that in more than 50% of the times, firms are not consistent in their reporting of alternative earnings measures. This suggests that management chooses alternative earnings measures that represent the best firm performance.
Van Raak (2005) finds almost the same results. For a period of 4 years, 1999-2002, he finds that in less than 50% of the times, Dutch listed firms emphasize the same earnings number for more than two consecutive years. In addition, in more than 50% of the times the alternative earnings number is emphasized that represents the highest earnings number. This is in line with the assumption by Brown, Christensen, Elliott, and Mergenthaler (2008) that management rather chooses to reflect an opportunistic earnings number than to reflect a true and fair view of the firm’s performance. 

3.3 Decision usefulness of alternative earnings measures to capital market participants.
The other incentive that drives managers to disclose non-GAAP earnings numbers is that alternative earnings numbers better communicate the long-term performance of the firm. As said before, by excluding non-recurring items from the non-GAAP earnings number, the company is able to report the permanent earnings, which gives a better view of the firms’ long-term performance. Through the years, several studies have been conducted on this subject. In order to keep things clear, I will separate these studies into two groups.
First, I will discuss the studies that were conducted from an information perspective. This perspective focuses on what the influence of new information is on stock prices. This new information could for example be an earnings announcement. 
After that, I will look at the studies that were conducted from a measurement perspective. The measurement perspective focuses on the association between a performance number and a capital market measure, like a return on stock. Both kinds of studies are able to tell something about the decision usefulness of non-GAAP earnings numbers. 
However, the methodology used in these studies is different so therefore the studies will be discussed separately.
3.3.1 Information perspective

Several studies have investigated the usefulness of earnings announcements to investors and the information content of this source of information.

One of the first studies ever to be conducted on this subject was the study of Beaver (1968). The objective of this study is to examine how much informational value earnings have to investors by looking at the reaction of investors to earnings announcements. The reaction of the investors is measured by the change in volume and price of common stocks in the weeks close to the earnings announcement date. Beaver (1968) find significant price and volume changes around the earnings announcement date. This supports the assumption that the earnings announcement contains information content. 
Landsman and Maydew (2002) conducted a similar study in 2002. Using the methodology of Beaver (1968), they examine for the period 1972-1998 whether the information content of earnings announcements has decreased over the years. From a sample of 90.000 firm quarters’ announcements, the authors find no decrease in the information content of the earnings announcements measured by looking at the change in abnormal trading volume and change in stock return around the earnings announcement date. On the contrary, the results suggest the information content of quarterly earnings announcements has increased. 
Francis et al. (2002) examine three possible reasons for that increase in information content of earnings announcements using 426 sample firms for a sample period of 20 years, 1980-1999. 
One of the reasons for an increase of information content is that there is no evidence found that unexpected earnings contribute to the increase in price reaction on earnings announcements. 
Secondly, an over-time change in investors’ reaction to some sort of unexpected earnings is also found not be of significant influence to the increasing price reaction concerning earnings announcements. This means that unexpected earnings are not responsible for the increase in the price reaction of earnings announcements.






Thirdly, non-GAAP earnings numbers are no longer disclosed separately. Over time, it has become a part of a press release containing bottom line earnings and other concurrent disclosures like a detailed income statement. In other words, the reaction that the press release has on investors cannot be completely attributed to the disclosure of non-GAAP earnings numbers, because other information disclosed in the press release can influence that reaction as well.
Collins et al. (2009) argue that the inclusion of the detailed income statement in the earnings announcement is not the main explanation for investor’ increased reaction to earnings announcements. By looking at a sample period of 15 years, 1985-2000, containing 155,559 firm-quarter observations, they investigate whether the increased usage of non-GAAP street earnings by the market over time provides an explanation for the increase in information content of earnings announcements. The increase of information content is measured by looking at the abnormal returns, abnormal trading volumes, and abnormal return volatilities. Although they find evidence that, for example the disclosure of an income statement in the earnings announcement also has a positive effect on the information content of the earnings announcement, the most important factor that increases the information content of earnings announcements over time is the disclosure of street earnings.
3.3.2 Measurement perspective
For investors it is very important that earnings numbers that are disclosed by firms tell them something useful about the company’s performance. As noticed before, firms have many possibilities of showing their performance by using all sorts of earnings numbers. However, not all those earnings are relevant to investors.  
Dhaliwal et al. (1999 examine which earnings measure, comprehensive income or net income is a better measure for firm performance. In an association study is examined which earnings measure has the biggest relative ability to summarize the firm’s performance. The relative ability is examined by looking at the association with stock prices. The sample consists of 11.425 firm year’s over a two year period, 1994-1995. There is no evidence found that comprehensive income is more associated with stock returns than net income. In addition, it is therefore hard to say that comprehensive income is a better measure for firm performance than for example, net income. 
Bradshaw and Sloan (2002) examine which earnings measure investors tend to price higher, GAAP earnings or street earnings. Street earnings are earnings that are disclosed by firms in their press releases and adjusted by analysts such as the I/B/E/S. 
For a period of 12 years, 1985-1997, 98,647 firm-quarter observations are observed. By examining the association between GAAP earnings per share and Street earnings per share with the return on stock, the authors are able to identify which earnings measure is the most value relevant. 
First, the authors provide evidence that investors find non-GAAP earnings more informative than GAAP earnings, especially when the informativeness of GAAP earnings is low. Low informativeness in this context means that investors do not find GAAP earnings relevant in their decision-making process because it does not provide information about the firm’s long-term performance. In addition, the R2  for street earnings increases significant over the years. This suggests that the value relevance of street earnings has increased of the years. 
Brown and Sivakumar (2003) conducted a similar research. For a period of 8 years, 1989-1997, they obtained quarterly data concerning operating income measures from both earnings announcements and annual reports. By using a book value and earnings regression, they compare the two earnings measures and deduct the adjusted R-square. The R-square can then explain which earnings measure is the most value relevant. The authors find that operating income reported in earnings announcements is more value relevant than operating income disclosed in annual reports. Possible explanations are that operating income disclosed in earnings announcements contains lesser transitory items. In addition, the fact that management tries to provide value information to investors might be an explanation.
Bhattacharya et al. (2003) investigate whether investors find pro forma earnings more value relevant than GAAP operating income by analyzing a sample of 1149 pro forma earnings releases. This is done by assessing the relative informativeness and persistence of pro forma earnings, GAAP operating earnings and earnings computed by I/B/E/S. 
After looking at the short-window abnormal returns around the earnings announcement the results suggest that pro forma earnings are significantly more value relevant to investors than GAAP earnings. In addition, there is evidence found that I/B/E/S earnings are also more value relevant than GAAP earnings,  Furthermore, the authors noticed that analysts find pro forma earnings to be a better measure for the firm’s long-term performance. This also holds for earnings computed by I/B/E/S compared with GAAP earnings. This results in the conclusion that capital market participant’s find pro forma earnings a better measure for the long-term firm performance.
A few years later, Entwistle et al. (2010) replicated the study Bhattacharya et al. (2002) for a more recent sample period. The authors investigate for the period 2000 until 2004 whether pro forma earnings, GAAP earnings, and I/B/E/S earnings are value relevant and which earnings measure in comparison with the other ones, has the highest value relevance. By using contemporaneous price and return models for 1486 firm year observations, the authors find that all three earnings measures are value relevant. 
The results indicate that regarding the value relevance among the three earnings measures, pro forma earnings are the most value relevant. In addition, they are more value relevant than I/B/E/S earnings and I/B/E/S earnings are more value relevant than GAAP earnings. Those results are in line with the belief that managers disclose non-GAAP earnings in order to inform the market, rather than to mislead them. It also indicates that the market sees management as the best source to inform them about the company’s performance. 

These finding are supported by a study conducted by Albring et al. (2010). This study also investigates whether non-GAAP performance measures are value relevant. This is done by estimating market valuation and returns models for 518 US firms included in the Standard & Poor’s 500 Index over the period 2002-2007. By determining which valuation equation has the highest explanatory power, the non-GAAP earnings number or operating earnings computed according to US GAAP, conclusions can be drawn about the usefulness of those earnings measures. The authors find that non-GAAP earnings measures are significantly associated with the prices and returns of firms stocks. In addition, the results suggest that non-GAAP earnings are more strongly associated with returns on stock than US GAAP earnings, and therefore are more value relevant. 
Johnson and Schwartz (2001) examine the disclosure of pro forma earnings releases from June until August in 2000. The study uses a market multiple model to determine if investors assign a higher value to firms that disclose pro forma earnings than to firms that do not. The authors find that investors do assign a higher value to firms that disclose pro forma earnings than to other firms. However, the results do not prove that this higher value is related to the disclosure of pro forma earnings. In addition, there is also no evidence found of a stock return premium for firms that disclose pro forma earnings at the earnings announcement date. 
Marquardt and Lougee (2004) focus on firm-specific characteristics to explain the use of pro forma earnings in press releases. They investigate whether the usefulness of pro forma earnings to investors varies among firms with different characteristics. For a 2-year period, 1997-1999 containing 249 press releases, the authors regress abnormal stock returns around the earnings release on the earnings measure. They find that firms that have GAAP earnings that are low in informativeness, are more likely to disclose pro forma earnings. Low informativeness in this context means that there is little volatility in stock returns in association with the disclosure of GAAP earnings. These findings are in line with the study conducted by Bradshaw and Sloan (2002). In addition, the firms that are most likely to disclose pro forma earnings are high-tech firms.
However, it is hard to say how well GAAP earnings and non-GAAP earnings can explain variability in stock returns. 
Francis et al. (2003) examine for a period of 10 years, 1990-2000, if GAAP and non-GAAP earnings have that ability to explain variability in stock returns. This is done by assessing the relative ability of a given performance measure. By using the data of all firms available in the 16 industries of firms listed on the S&P 500, a comparison of the explanatory power of the models used can assess the relative ability to explain volatility in stock returns.

In addition, they investigate the incremental explanatory power of the components that are left out of the non-GAAP earnings number computation. The computation is as followed:
· GAAP earnings= Non-GAAP earnings+ non-recurring items
If the part that is excluded from the non-GAAP earnings computation, the so called the non-recurring items, have incremental explanatory power, than this means that the GAAP earnings number is relevant to investors. 
The results suggest that there is no reason to believe that all non-GAAP earnings measures per definition explain more of the return on stock than GAAP earnings and therefore are more relevant to investors. In addition, the authors find that several GAAP earnings have explanatory power. This means that exclusions made to non-GAAP earnings are not always in the best interest of investors. The authors therefore state that it is best for investors to use a combination of earnings measures in the decision making process.
In a study conducted by Van Raak (2005), the author confirmed the findings of Francis et al. (2003). Van Raak (2005) found that net income according to Dutch GAAP is relatively more useful to users of financial information than the alternative earnings number (non-GAAP). This is also an interesting conclusion regarding the opposite findings of Entwistle et al. (2010).  

They found that non-GAAP earnings are more relevant to investors than GAAP earnings. Although, I have to take into account that this research was conducted in a different period within a different institutional setting. On the other side, for my own research, it will be interesting to compare my results with the studies reviewed above and see with which study my findings will match.
After reviewing all those different studies, we can conclude that there is not really consensus on the fact if investors are misled by the use of non-GAAP financial performance measures. In addition, there cannot be concluded with absolute certainty that management discloses non-GAAP earnings only to inform investors. This is because of the fact that there are studies that indicate management uses non-GAAP earnings to influence or even mislead investors and analysts.

3.3.3 Changes in disclosing strategies of firms after the introduction of Regulation G and the CESR Recommendation.
After the introduction of Regulation G (SEC) and the guidelines stated in the CESR Recommendation, several studies were conducted that examined the influence that these regulations and guidelines had on the disclosure of non-GAAP earnings measures. Heflin et al. (2008) found some interesting changes in disclosure behavior after the introduction of Regulation G (SEC).

First, the authors found a small decline in non-GAAP earnings disclosures over the period 2000-2005. Secondly, for the 2138 firms included in the sample, there was a decline in difference between the size of GAAP and non-GAAP earnings noticeable. In other words, the exclusions made by management decreased. Thirdly, there was a small decrease noticed in the probability that firms disclose earnings in order to meet or beat forecasts. Another trend the authors spotted was a decline in the relationship between returns and earnings forecast errors. They also found a decline in the frequency of exclusions made by management. 

Doyle et al. (2003) and Doyle and Soliman (2005) define exclusions made by management as either ‘special’ or as ‘other item’ exclusions. The difference between the two is that special items are rather easy to identify like a restructuring charge. ‘Other item’ exclusions are often harder to identify, for example the exclusion of legal settlement costs. These costs are highly subjective and there is no guarantee that they will actually occur. ‘Other items’ exclusions are therefore seen as more opportunistic than ‘special item’ exclusions. Because of the transparency, the SEC wants to provide to investors, the aim is to reduce the opportunistic exclusions made by management. After the introduction of Regulation G, investors will be able to notice opportunistic exclusions (other-item exclusions), because management is required to add a reconciliation to the GAAP financial performance measure. This could result in management not being that eager to exclude ‘’other items’’ from earnings. Reasons why managers are not motivated to exclude ‘’special items’’ is because the regulations dictate that firms cannot classify income components as non-recurring when they have occurred or will occur in the previous or coming 2 years (Heflin et al., 2008). 

The results found in this study suggest that the decrease in frequency of non-GAAP earnings disclosure and the size of exclusions made that management is focusing more on GAAP-earnings. The author found that the decrease in frequency of non-GAAP earnings disclosures was enhanced by the costs that occur when disclosing non-GAAP financial performance measures. By letting management make reconciliations to GAAP financial performance measures and explain the non-GAAP financial performance measures to investors, the SEC is trying to discourage the use of opportunistic non-GAAP financial performance measures. 
Marques (2006) came to a similar conclusion in a prior study. She found that after the introduction of Regulation G in 2003, there was a decrease noticeable in the frequency of disclosed non-GAAP financial performance measures. By measuring the correlation of earnings surprises with abnormal stock returns, she also found that after Regulation G was introduced, investors responded positively to non-GAAP performance measures. Unlike the situation prior to Regulation G, where there was no reaction. This suggests that Regulation G provides some kind of reliability to investors in a way that they are now able to trust the pro forma numbers disclosed by managers.

Entwistle et al. (2006) also find significant changes in reporting behavior of pro forma earnings. In a period from 2001 until 2003, the period where Regulation G was introduced, the tendency to report pro forma earnings declined. This suggests that before Regulation G was introduced, managers were in fact reporting pro forma earnings to mislead or influence investors. 
After the introduction of Regulation G however, investors could see that the numbers provided by management were misleading so many managers stopped disclosing non-GAAP financial performance measures. 
The researchers however noticed, that more than 50% of their sample firms continued to report pro forma earnings. This suggests that pro forma earnings are in fact informative to investors because if they were not, managers would stop disclosing them. 
They also found that after the introduction of Regulation G, the amount of non-GAAP earnings exceeding the GAAP earnings declined. In addition, this result strengthens the assumption that before the introduction of Regulation G, some managers were trying to mislead users by reporting pro forma earnings, because investors would not notice that the alternative performance measure was overstated, but after Regulation G was introduced, they did notice.  

Thirdly, the way of presenting pro forma earnings in press releases changed over the period 2001-2003. In a situation where pro forma earnings were presented very prominently at first, after the introduction of Regulation G they were presented significantly less prominent.

Entwistle et al. (2006) therefore conclude that SEC regulation was both necessary and successful in providing proper communication to investors. Two things were important in establishing this, according to the researchers. It made managers think about how to communicate non-GAAP earnings measures and the way they disclosed pro forma earnings to investors, which was possibly misleading and it stopped some managers from intentionally disclosing misleading pro forma earnings.

The studies reviewed above provide a good overview of the implications that the introduction Regulation G has had on the disclosure of non-GAAP financial performance measures. We can conclude that introduction of Regulation G finally solved many of the problems investors experienced with the disclosure of pro forma earnings. The question however is whether firms will continue to consequently apply the rules described by the SEC. 
Concerning the introduction of the guidelines issued by the CESR, the AFM conducted a study in 2006 to determine how much firms, listed on the AEX and AMX, actually followed the recommendations made by the CESR. A few interesting things were discovered. From the 41 firms included in the sample, 36 firms used alternative performance measures in their press releases. If we look at the recommendations made by the CESR, only 50’% of the firms have presented their alternative performance measures in combination with IFRS performance measures. In addition, 78% of the firms did not apply the alternative performance measures in a consistent way. Moreover, to conclude, 81% of the firms presented the financial statements performance measures less prominent than the from the financial statements reducible alternative performance measures. 
These results state that Dutch companies do not successfully follow up the CESR recommendation. Dutch listed firms should make an effort in order to make the implementation of de CESR recommendation successful. The problem however is that the CESR recommendation is not mandatory for firms. The only way of making firms apply the guidelines stated in the CESR recommendation is by making them mandatory. After the draft in 2005, it has been quiet on this subject. As of today, there is no sign that there will be a European standard on the disclosure of alternative performance measures anytime soon.
Summary
In this chapter, I discussed the main literature concerning the disclosure of non-GAAP financial performance measures. From the literature discussed above can be concluded that there are several reasons to disclose alternative earnings numbers through press releases. The literature provides mainly two reasons, opportunistic behavior of management or the relevance that these earnings numbers have for investors. 




Furthermore, I discussed several studies that have examined the effect that regulations and guidelines concerning the disclosure of alternative earnings numbers had on the disclosure strategy of firms. After the introduction of Regulation G by the SEC, there was a decrease in disclosure of alternative earnings numbers noticeable. 



However, a study from the AFM showed that Dutch listed firms do not follow up the guidelines issued by the CESR on how to cope with the disclosure of non-GAAP earnings measures. In order to make sure that firms apply the guidelines issued by the CESR, they have to become mandatory. However, there are no signs that this will not happen any time soon. In the next chapter, I will discuss my research design that will be followed by the results and analysis.
4 Research Design

4.1 Introduction

In this chapter, I will discuss my research design. My research design will be derived from a prior research conducted by Van Raak (2005). This research focused on the use of alternative earnings numbers and the relevance of those earnings numbers to the users of financial information in the Netherlands for the period 1999-2002. The objective of my research will be to examine if the results found by Van Raak (2005) are still valid for a more recent sample period (2007-2010). Therefore, the hypotheses and methodology used by Van Raak (2005) will be used in this research. In the first subsection, I will discuss the development of the hypotheses. After that, the sample, methodology, and possible limitations of this research will be described. 

4.2 Hypotheses Development

As described earlier in the paper, firms have primarily two reasons to disclose non-GAAP financial performance measures. The first reason to disclose non-GAAP financial performance measures is to present a higher financial result by excluding negative items from the net income calculation. In this way, firms can present a higher alternative earnings number. The other reason why firms exclude non-recurring items from net income is that they can report a more persistent earnings number in this way. This would eventually lead to a more relevant earnings measure. By developing several hypotheses, we will be able to examine which reason is most likely for the disclosure of non-GAAP financial performance measures. 










Firstly, I will examine if the firms’ most emphasized alternative earnings number (non-GAAP earnings) presents a higher or lower result than net income computed according to IFRS. When firms are trying to provide the most relevant earnings number, this does not as a consequence have to mean that the alternative earnings number shows a higher result than net income (IFRS). When the alternative earnings number disclosed in the earnings announcement on average shows a higher result than net income, this could indicate that firms opportunistically try to increase earnings. I expect to find that the most emphasized alternative earnings shows a higher financial result than IFRS net income. This expectation is in line with what Van Raak (2005) found for the period 1999-2002.

H1: Alternative earnings numbers provide a higher financial result than net income according to IFRS.

Secondly, I will investigate what the average amount of disclosed alternative earnings measures in press releases is. In addition, I will examine if the amount of alternative earnings numbers disclosed in press releases changes during the period 2007-2010. I expect the amount of alternative performance measures disclosed in press releases to be increased over the period 2007-2010.  During that period, the credit crunch hit. This might have led to an increase of information demand by the users of financial information. Therefore, I expect that firms have disclosed a wider variety of alternative earnings measures in press releases to serve the need for information by users of financial information.

H2: Firms have disclosed more alternative earnings measures in press releases during the period 2007-2010.

Thirdly, I will investigate how much emphasis firms lay on net income and the alternative earnings number. Emphasis in this context means how important firms find certain earnings measures like for example, net income. The alternative earnings number is defined as net income whereby certain items are excluded from the calculation, so in other words, according to non-GAAP. Bloomfield (2002) states that earnings numbers that are presented more prominently in a press release have a bigger effect on the share price than earnings numbers that are less prominently presented in the press release. This results in the fact that managers can influence the share prices by emphasizing favorable earnings numbers. I therefore expect, in line with other studies (Entwistle et al., 2006), that managers lay more emphasis on the alternative earnings number than on net income.

H3: Managers lay more emphasis on the alternative earnings number than on net income.

Fourthly, I will investigate, when firms provide more than one alternative earnings number in their press release, if the most favorable alternative earnings number was laid the most emphasis on. In addition, I will examine how consistent firms are in reporting certain alternative earnings numbers. I expect that firms are not consistent in reporting their alternative earnings number. This expectation is in line with a study conducted by the AFM in 2006 that concluded that Dutch listed firms do not consistently report alternative earnings numbers.

H4: Firms are not consistent in reporting their alternative earnings numbers over the period 2007-2010.

Fifthly, I will investigate which of the profit measures, net income or the alternative earnings number, is the most relevant to the users of financial information. This will be done by examining the relative informativeness of both profit measures. In addition, the difference between the two earnings measures, net income and the alternative earnings number will be examined. The difference between net income and the alternative earnings number, is equal to the components that are left out of the computation of the alternative earnings number, also known as transitory items or non-recurring items. In the equation below is described how the alternative earnings number is computed.

Alternative earnings number= Net income (IFRS) - transitory items.

By looking at the difference, I might be able to detect if this difference has in fact incremental informativeness above the informativeness of the alternative earnings number. I expect that my findings will be line in with Van Raak (2005). 

 H5: Net income is more relevant to the users of financial information than the alternative earnings number.

4.3 Sample

For this research, I want to investigate the reporting behavior of Dutch listed firms concerning the disclosure of alternative earnings numbers in press releases and the relevance of those earnings numbers to the users of financial information in the Netherlands. As described earlier, I will follow a research conducted by Van Raak (2005). In order to compare my findings with his study, I will derive my research design from his research. 
In this research, I will use press releases concerning yearly earnings announcements of all the firms listed on the AEX, AMX and AScX. The firms listed on these stock exchanges operate in different sectors.  However, because of the limited number of sample firms, there will not be made a distinction in possible differences among industry sectors.

The period I investigated is 2007-2010. The reason that I have chosen for a four-year period is because certain reporting patterns can be noticed within this time. If I would chose for example 2 years, it would be difficult to notice possible changes in the use alternative earnings measures because the observation period is very limited. Four years will be sufficient time to draw conclusions. In addition, a four years observation period will improve the comparability between other studies conducted on this subject.
The press releases I have obtained are the yearly earnings announcements. The reason that yearly earnings announcements are chosen is because they provide an overview of the earnings made through the year. For this research, I choose to compare the yearly alternative earnings number and the net income number (IFRS). I will therefore not use quarterly earnings announcements like many other studies do but I will only look at the yearly earnings announcements. From those earnings announcements, I will derive the alternative earnings number and the net income number.

This is a big difference with what we saw in prior studies, where almost all the studies used quarterly earnings announcements. However, the methodology used in those studies was different. The press releases for this research are obtained through the Euronext website, AFM website and company’s websites. If the press release was not available through either one of those sources, the respective company was directly approached. 
As starting point for sample selection, I have chosen to include all the companies that were listed on the AEX, AMX and AScX on 31/12 2010. All these indexes consist of 25 firms, which will lead to a total of 75 sample firms. However there had to be some exclusions made. Financial institutions are eliminated because their financial reporting rules differ from regular firms and it would therefore be very hard to make a comparison with other sample firms. In addition, a few firms that did not disclose a yearly earnings press release were excluded. For these firms it was impossible to obtain the pro forma yearly earnings. It would therefore be impossible to test the relationship between the disclosure of the alternative earnings number in the press release and the reaction this has on the stock prices.

Furthermore, a few firms were reporting only half-year numbers. Although it would be impossible to include those firms in my original sample, these firms are included in a separate sample. After all those exclusions, the final sample consists of the following firms.
	Original Sample
	75

	Exclusions
	8

	Reasons
	ING= financial institution

Binck Bank= financial institution

Kas Bank= financial institution

Delta Lloyd= no press releases available
Air France-KLM= no press releases available
Eurocomm Prop= investment fund
Unibail Rodamco= merger during sample period

Aperam= listed since 2010

	Final Sample
	67


For these 67 sample firms, the yearly earning press releases for the period 2007-2010 are obtained. This eventually resulted in a total of 268 yearly earnings announcements (or 268 business years). There were no difficulties in obtaining these press releases.
The share prices needed for the regression are obtained by using Thomson Datastream and Amadeus database. The earnings per share (EPS) are obtained through the annual report. The alternative earnings per share (AltEPS) are obtained from the press release, or when not available, computed by dividing the alternative earnings number through the average outstanding shares. The average outstanding shares per year and net income according to IFRS are obtained by looking at the annual report or by using Amadeus database.
4.4 Methodology

In order to perform this research, several research models will be needed. In this section, I will further explain those models. The first model I use is a model that looks at the positioning of alternative earnings numbers in the press release. By positioning favorable earnings numbers in the headline of the press release, managers can emphasize these numbers more, because the headline is the first thing that investors look at. Therefore, it will also have the biggest impact on investors’ decision-making. For testing the emphasis that firms lay on earnings numbers, the model of Bowen et al. (2004) will be used. 



   Van Raak (2005) also uses this model and I will therefore derive this model from his research. Below I will explain this model into further detail.
Location in Press Release from Top to Bottom         Emphasis Score   Ordinal Measure  

Reported in the headline 





4
Most emphasis

Reported in the first /second paragraph



3

↑↓
Reported in paragraph three or later 




2

↑↓
Only in the financial statements at the end of the press release
1
Least Emphasis
As can be seen above, this model adds weight scores to performance numbers mentioned in press releases. The performance numbers mentioned in the headline get the highest score. When the alternative earnings number is mentioned later in the press release, it is awarded with a lower weight score. The lowest score is awarded when an earnings number is not mentioned in the press release itself, but for example in an overview of the financial statements at the end of the press release. The performance numbers mentioned in press releases do not necessarily have to be alternative performance numbers; it can also be IFRS earnings number. The scores awarded to the different kind of earnings numbers will be used to measure the importance of an earnings number, also known as the absolute importance.
Secondly, the relative importance of performance numbers will be examined. This is examined by looking at the differences between the weighted scores awarded to the different performance numbers. The model of Bowen et al. (2004) will be used to test hypothesis H1 and H3. The alternative performance number is defined as the one that gets the highest weighted score, as computed by the ranking model of Bowen et al. (2004). Most of the time, this will be the alternative performance number that is presented first in the press release. When I know on which alternative performance measures is placed the most emphasis, I will be able to test hypothesis H1 and H3.







To test H5, three sorts of tests will be performed.  The first test to examine which performance measure, net income or the alternative earnings number, has the most value relevance will be regression analysis composed by Jennings et al. (2001). For this regression analysis, the earnings per share (EPS) and the alternative earnings per share (Alt EPS) are needed. In case these numbers are mentioned in the press release or in the annual report, those numbers will be used. If not, than the amount of the alternative earnings number will be divided through the average amount of outstanding shares during the year. The following regression equations are used:
(1)Pi=a0 +a1EPSi +e1i
(2)Pi=b0 +b1AltEPSi+e2i
Pi is the closing price in euros for the company on the last trading day of the third month after the end of the book year. 
The reason why a period of 3 months after the end of the book year is chosen is because in that time period, almost all firms have disclosed their results. Firms that have not disclosed their results at that time will be excluded from the sample. EPS stands for the earnings per share of the company during the book year. The AltEPS is the alternative earnings per share during the book year for the alternative earnings number where was placed the most emphasis on in the press release. The objective of this regression is to compare the variance in share prices between those two earnings measures.

When components that are left out of the computation of the alternative earnings number and those components are in fact relevant to the users of financial information, than the EPS should explain more of the variance in share prices. Therefore, R2 of regression 1 one should be higher than R2 of regression 2.

If those components are not relevant to users of financial information, than R2of regression 2 should be higher than R2 regression 1. R2 stands in this case for the percentage of the variance of the dependent variable that can be explained by the model. Another test that I will use to examine which of the earnings numbers is most relevant to users of financial information is the so-called incremental utility test (Van Raak, 2005). This test examines the incremental utility of the difference between the two earnings measures. The difference is equal to the components that are left out of the computation of the alternative earnings number. This leads to the following regression equation:
[image: image1.wmf]

 EMBED Equation.3 [image: image2.wmf]
(3) Pi= c0+c1AltEPSi+c2Differencei+e3i
The variable ‘Difference’ stands in this equation for AltEPS minus EPS. If the components excluded from the alternative earnings number are relevant, then the slope of the variable ‘’Difference’’ should be negative and significant. In addition, if those components are not relevant, the slope will consequently be not significant.






To conclude, I will perform a test that will investigate the difference in relevance between EPS and AltEPS by looking at the future EPS. The methodology for this test will be derived from Van Raak (2005). 
This test will look at how EPS and AltEPS can predict next year’s EPS. When the alternative earnings number is more relevant to users of financial information than net income (IFRS), than the alternative earnings number should explain more of the variance in future net income than the current net income (IFRS).

This can be done by performing an explanatory power test of EPS and AltEPS. This test examines which of the earnings numbers, EPS or AltEPS, predicts the most variance in next year’s earnings per share (Dhaliwal e.a., 1999). 
The following two equations are used:
(4) EPSit= d0 +d1EPSit-1 + e4i

(5) EPSit= f0 +f1AltEPSit-1 + e5i
, where EPSit is net income per share over the current book year. EPSit-1 is the net income per share over the prior book year and AltEPSit -1 is the alternative earnings number per share over the prior book year. A positive slope of the explanatory variable that grows during the current year should result in a higher EPS next year. A negative slope should result in an opposite reaction.











In order to test the remaining hypotheses, H2 and H4, there are no specific models needed.  Those hypotheses can be tested by closely examining and documenting the trends in reporting behavior in press releases.
Summary

This chapter I discussed my research design. In order to test whether management is opportunistic in reporting alternative earnings number, a ranking model will be used. To test whether alternative earnings numbers are relevant to investors, I will perform three tests that I have derived from a prior research conducted by Van Raak (2005). In the next chapter I will present my results and the analysis of these results.
5 Results and Analysis
As discussed before, in order to determine the emphasis managers lay on earnings numbers, the model of Bowen et al. (2004) will be used. In table 1, the descriptive statistics of EPS and Alt EPs are shown.  This table shows that the Alt EPS mean is higher than the EPS mean for all the sample years. 
In addition, the mean of EPS shows a decrease from 2007-2008. This drop in mean can be explained by the credit crunch that occurred during that period. This drop is also noticeable in the mean of the AltEPS in 2009. However, this decrease is much smaller than the change in EPS mean. The EPS mean changes -72% from 2007 to 2008 but the mean of the AltEPS only changes -22% from 2008 to 2009. This suggests that managers do not adjust the alternative earnings number in a way that it represents the economic situation. Furthermore, the AltEPS mean of 2008, the period when the credit crunch occurred, is almost unaffected compared to the prior year.
	Table 1  Descriptive statistics EPS and Alt EPS
	
	

	EPS
	
	
	
	
	

	Year
	N
	Minimum
	Maximum
	Mean
	Std. Dev.

	2007
	43
	-0,3166
	8
	1,7951
	1,5495804

	2008
	46
	-7,13
	4,62
	0,5053
	2,3129592

	2009
	48
	-11,07
	3,92
	0,5943
	2,122941

	2010
	47
	-0,14
	3,47
	1,1736
	0,96216

	
	
	
	
	
	

	Descriptive statistics EPS and Alt EPS
	
	

	Alt EPS
	
	
	
	
	

	Year
	N
	Minimum
	Maximum
	Mean
	Std. Dev.

	2007
	43
	-0,05
	10,2352
	2,0731
	1,6848048

	2008
	46
	-0,4154
	11,9067
	2,0339
	2,0504528

	2009
	48
	-0,85
	7,2313
	1,5945
	1,712176

	2010
	47
	0,01
	7,16
	2
	1,7990996

	
	
	
	
	
	


In 84.97% of the examined press releases the alternative earnings measures is higher than the net income number. In addition, a more detailed analysis shows that over a period of 4 years, the alternative earnings number is on average 27.12% higher than the net income number. However, if we compute these percentages for all years separately, some interesting patterns are noticeable. In 2007, the alternative earnings number is on average 14.32% higher than the net income number. However, in 2008 and 2009 this percentage increases to 71.57% and 72.61%. In 2010, the percentage decreases again to 29.22%. A possible reason for this sudden increase is the economic downshift. Because of that downshift, net income of most firms decreased rapidly. However, most firms did not adjust their alternative earnings measures and kept reporting high numbers. Therefore, the gap between reported net income and the alternative earnings number increased. The average amount of reported alternative earnings measures by my sample firms increases a little bit over time. In 2007, firmscreport on average 1.74 alternative earnings measures per press releases. In 2008, this increases to 1.93 per press release. In the years after that, it decreases from 1.89 in 2008 to 1.83 in 2010. 
A possible reason for this increase in 2008 is the theory that firms who are performing badly are trying to distract investors by disclosing more alternative earnings measures. The year 2008 was a bad year for many firms because of the credit crunch. By disclosing more alternative earnings numbers, they were trying to obscure the bad performance of the firm.  However, the increase in disclosed alternative earnings numbers is not so big that there has to be an underlying reason for this increase. 
An analysis of the placement within the press release shows that, most of the time, net income computed according to IFRS and the alternative earnings number are evenly distributed throughout the press release. In 32.39% of the times, net income according to IFRS is disclosed in the headline, against 42.27% of the alternative earnings number. In 61.36% of the press releases, net income is disclosed in the first or second paragraph. The amount of press releases where the alternative earnings number is disclosed in the first or second paragraph is somewhat lower. A bit more than 50% of the alternative earnings measures are disclosed in the first and second paragraph. Looking further down in the press release, we see that the amount of disclosed net income and the alternative earnings numbers are practically the same. In nearly 5% of the press releases the two earnings measures are disclosed in the third paragraph or. 









To conclude, in less than 1% of the press releases both earnings measures are disclosed in the financial statements at the end of the press release. I did not find a press release where net income according to IFRS was not disclosed within the press release. 
However, from my final sample of 67 firms, 16 firms did not disclose any alternative earnings number in their press release. This is almost 25% of my final sample. In addition, 11 firms did not disclose an alternative earnings number every sample year. When I look at the consistency in reporting alternative earnings numbers by firms, I found that 16 firms are not consistent in their reporting behavior of alternative earnings measures. This means that during my sample period, 16 firms are changing their choice for an alternative earnings measure. On the other side, 41 firms are indeed consistent in their choice for an alternative earnings measure. This results in a percentage of 76.12%. This means that more than three-quarters of my sample firms are consistent in reporting the same alternative earnings numbers over the period 2007-2010.
	Table 2   Placement of earnings numbers in the 
	press release

	
	Net income
	Alternative earnings number

	Headline
	32,39%
	42,27%

	First and second paragraph
	61,36%
	52,61%

	Third paragraph and further
	4,55%
	4,55%

	Financial statements at the end of press release
	1,70%
	0,57%


Examining  the emphasis that management lays on both earnings numbers in yearly earnings press releases, I find that, for all sample years, firms lay more emphasis on the alternative earnings number than on net income number according to IFRS. The table below shows that the emphasis firms lay on the net income number has increased during the years from 17.07% in 2007 to 28.89% in 2010. This percentage tells us that net income is the most emphasized earnings number in 17.07% of 2007 yearly earnings press releases. 
When I examine the amount of emphasis that management lays on the alternative earnings number, the table below shows, taking all sample years in account, that in 35-40% of the press releases, the alternative earnings number is the most emphasized earnings number. These results suggest that the net income number became more relevant to disclose for management during my sample period. This conclusion is strengthened by the fact that the change in emphasis on net income is not a result from a decrease in the emphasis management lies on the alternative earnings number.
	Table 3  Emphasis on earnings numbers in 
	press releases
	

	Year
	Net income
	Alternative earnings number

	2007
	17,07%
	36,59%

	2008
	29,55%
	40,91%

	2009
	26,09%
	36,96%

	2010
	28,89%
	33,33%


The average amount of weight placed on the net income number, as computed by the ranking model of Bowen et al. (2004), increases over the years from 2,97 in 2007 to 3,42 in 2010. This is in line with the prior table, which states that the emphasis placed on net income increases during the sample period. In addition, the weighted scores of the alternative earnings number show a steady level. This is also in line with the emphasis management lies on the alternative earnings number, as is shown in the prior table. 
These results differ from the findings of Van Raak (2005). He found that management increases the amount of emphasis they lay on the alternative earnings number and decrease the emphasis they lay on the net income number. He explains the increase in emphasis laid on the alternative earnings number by the decrease in the emphasis management lays on the net income number. Because of that decrease, the emphasis on the alternative earnings number increases. This argument however does not hold for my findings because the emphasis laid on the alternative earning number does not change in my research. This suggests that management does not choose to change the emphasis laid on the alternative earnings number, but that it changes the emphasis laid on the net income number.
	Table 4  Weight scores
	
	

	Year
	Net income
	Alternative earnings number

	2007
	2,97
	3,59

	2008
	3,45
	3,74

	2009
	3,38
	3,60

	2010
	3,42
	3,55


Relative utility of both earnings measures

In order to determine which earnings number is in fact the most relevant to investors, several tests will be performed. The first test that I performed to examine which earnings number is the most useful in investors’ decision-making process is a regression analysis. This regression analysis examines which of the earnings numbers explains most of the variance in stock prices. As mentioned before, when the components left out of the computation of the alternative earnings number are relevant to investors, than the EPS should explain more of the variance in stock prices and therefore the R2 of that regression should be higher. The results are summarized in the tables below. We see that the results for regression 1 for the years 2007, 2008 and 2010 are significant at a confidence level of 95%. If we look at regression 2, we see that the results for all years are significant at a 99% confidence level.
	Table 5  Regression 1  
	

	Earnings per share:
	Pi=a0 +a1EPSi +e1i
	
	
	

	Year
	a0
	(t)a0
	a1
	(t)a1
	R2
	Sig.

	2007
	13,049
	4,495
	3,195
	2,567
	0,138
	0,014

	2008
	9,142
	8,847
	0,723
	1,638
	0,057
	0,109

	2009
	15,362
	9,401
	2,658
	3,551
	0,215
	0,001

	2010
	3,462
	2,516
	13,482
	14,834
	0,830
	0,000


	Regression 2
	

	Alternative earnings per share:
	Pi=b0 +b1AltEPSi+e2i
	
	

	Year
	b0
	(t)b0
	B1
	(t)b1
	R2
	Sig.

	2007
	7,801
	3,26
	5,266
	5,852
	0,455
	0,000

	2008
	5,528
	4,592
	1,956
	4,668
	0,331
	0,000

	2009
	8,841
	5,188
	5,08
	6,936
	0,511
	0,000

	2010
	6,289
	3,446
	6,499
	9,533
	0,669
	0,000

	
	
	
	
	
	
	


Comparing the R2 for regression1 and regression 2, I find that for the years 2007- 2009, the R2 for regression two is higher. This indicates that for the years 2007- 2009, the components left out of the computation are not relevant to investors. However, in 2010 the R2 of regression 1 is higher than the R2 regression 2. This indicates that the components left out of the computation of alternative earnings number in 2010 are indeed relevant to investors.
	Table 6  Differences in R2 of regressions between EPS and Alt EPS with stock prices.

	Year
	N
	R2 EPS
	R2Alt EPS
	Difference in R2
	

	2007
	43
	0,138
	0,455
	-0,317
	

	2008
	46
	0,057
	0,331
	-0,274
	

	2009
	48
	0,215
	0,511
	-0,296
	

	2010
	47
	0,830
	0,669
	 0,161
	


Incremental utility

The second test I performed is a regression on the incremental utility of the difference between the alternative earnings number and the net income number.  The difference in this case is equal to the components that are left out of the computation of the alternative earnings number.  The variable ‘’Difference’’ is computed as the Alt EPs number minus the EPS number.  As mentioned before, of those components are in fact relevant to investors, the slope of the variable ‘’Difference’’ should be negative and significant. The results of this regression are summarized in the table below. The table shows that for every sample year, the slope of the variable ‘’Difference’’ is negative. The results for 2007 and 2008 are not significant at a 90% confidence interval. However, the results for 2009 and 2010 are significant at a 95% and 99% confidence level. This indicates that for the years 2009 and 2010, the components that are left out of the computation of the alternative earnings number in fact contain incremental information value for investors.
	Table 7 Regressions incremental information value of the left out components of the Alt EPS computation.
	

	Pi= c0+c1AltEPSi+c2Differencei+e3i
	
	
	
	
	

	Year
	C0
	t(c0)
	c1
	(t)c1
	c2
	(t)c2
	R2
	Sig.

	2007
	7,689
	2,972
	5,341
	4,892
	-0,145
	-0,0124
	0,455
	0,902

	2008
	5,528
	4,488
	1,957
	4,1
	-0,001
	-0,002
	0,311
	0,998

	2009
	9,004
	5,502
	5,829
	7,485
	-1,355
	-2,23
	0,560
	0,031

	2010
	3,248
	2,383
	12,706
	12,323
	-11,346
	-6,807
	0,839
	0,000


Predictive value of EPS and AltEPS
The last test that I have performed is somewhat different from the prior two tests. Instead of looking at the association with stock prices, this test examined which earnings number, Alt EPS or EPS, has the highest association with the future EPS. This means that I will use the Alt EPS and EPS of 2006 to predict the EPS of 2007 and so on. If the alternative earnings number (Alt EPS) is a better performance measure than net income (EPS), than it should explain more of variance in future EPS than current net income. A positive slope of the explanatory variable should result in a higher EPS number next year. A negative slope should result in an opposite reaction.
In the table below, the results from this regression are summarized.  The slope of the explanatory variable EPSit-1 is positive for the years 2007, 2009 and 2010. However, only the results for the years 2007 and 2010 are significant at a 99% confidence level. In addition, the slope for explanatory variable EPSit-1 for the year 2008 is negative. Though, the results for that year are not significant.
The slope for the explanatory variable AltEPSit-1 is positive for all sample years. In addition, both the results of 2008 and 2009 are significant at a 95% confidence level where the results for both 2007 and 2010 are significant at a 99% confidence level.

	Table 8  Regression 1,  predictive value of EPS and Alt EPS
	
	
	

	Earnings per share: EPSit= d0 +d1EPSit-1 + e4i
	
	
	

	Year
	d0
	(t)d0
	d1
	(t)d1
	R2
	Sig.

	2007
	0,709
	2,102
	0,751
	4,022
	0,283
	0,000

	2008
	0,874
	1,56
	-0,186
	-0,785
	0,015
	0,437

	2009
	0,465
	1,442
	0,107
	0,779
	0,014
	0,440

	2010
	1,052
	8,26
	0,216
	3,701
	0,229
	0,001


	Regression 2, predictive value of EPS and Alt EPS
	
	
	

	Alternative earnings per share: EPSit= f0 +f1AltEPSit-1 + e5i
	
	
	

	Year=
	f0
	(t)f0
	f1
	(t)f1
	R2
	Sig.

	2007
	1,054
	3,75
	0,426
	3,849
	0,265
	0,000

	2008
	-0,512
	-0,937
	0,507
	2,47
	0,130
	0,018

	2009
	-0,121
	-0,284
	0,315
	2,115
	0,092
	0,040

	2010
	0,591
	4,109
	0,370
	5,989
	0,438
	0,000


Examining the R2 of both regressions, I find that in 2007, regression 1 explains more of the variance in future EPS than regression 2.  As can be seen in the table above, these results are significant at a 99% confidence level. However, in the years after that, this changes. For the years 2008-2010, the R2 of regression 2 is higher than the R2 of regression 1. This could indicate that the Alt EPS is a better performance measure for investors than net income.
However, the results for 2008 and 2009 are not significant at a 90% confidence level. Though, for 2010, the results are in fact significant at a confidence level of 99%. This suggests that in 2010, the AltEPS explains more of the variance in the future EPS number than the current EPS number.
	Table 9  Differences in R2 regressions predictive values EPS and Alt EPS

	Year
	N
	R2 EPS
	R2 Alt EPS
	Difference R2

	2007
	43
	0,283
	0,265
	0,018

	2008
	46
	0,015
	0,130
	-0,115

	2009
	48
	0,014
	0,092
	-0,078

	2010
	47
	0,229
	0,438
	-0,209

	
	
	
	
	


The above results are not consistent with the results that Van Raak (2005) finds for the sample period 1999-2002. His research indicates the net income according to Dutch GAAP is more useful to investors than the most emphasized alternative earnings measure. The tests performed above do not support that conclusion. Both earnings measures seem to explain the variance in stock prices and future net income. However, based on the tests performed above, it is hard to say which earnings measure is superior in explaining most of the variance in stock prices and future net income. This is because the results are not the same for every sample year. In addition, the performed tests do not provide the same outcome. Therefore, it is impossible to determine which earnings measure is the most relevant to investors.
In the analysis of the incremental information value of the left out components in the computation of the alternative earnings number, both studies find similar results. Van Raak (2005) finds that for three of his four examined sample years, the left out components in fact carry incremental information value. 
In my research, I find that for all years, the left out components carry incremental information value. However, the results are only significant for two of my sample years. Therefore, it is not possible to generalize these findings for my whole sample period. However, it indicates that disclosing the net income number can be relevant to investors, even if the alternative earnings number is already disclosed in the press release. However, it does not indicate which earnings measure is superior in explaining the firms’ performance.  
6 Summary and Conclusion 
This study investigates whether Dutch listed firms are opportunistic in reporting non-GAAP earnings in press releases and if those alternative earnings numbers are in any way relevant to investors. To conduct this research I have obtained the yearly earnings press releases for Dutch listed firms to examine which alternative earnings measures Dutch listed firms report.
The results show that the amount of disclosed alternative earnings measures within the yearly earnings press release is stable over the sample period (2007-2010). During this period, firms report on average almost two alternative earnings measures per press release.
In 84.97% of the examined press releases, the alternative earnings number is higher than the net income number. In addition, over a 4-year period, the most emphasized alternative earnings numbers is on average 27.12% higher than the net income number. Looking at the years separately, there are big differences noticeable. For example in 2007, the most emphasized alternative earnings number is only 14% higher than the net income number where in 2008 this is over 70%. This suggests that firms did not adjust their alternative earnings measures for the impact that the credit crunch had.

This study also finds that, during the sample period, the net income number is getting more emphasized by management. The emphasis that management lays on the alternative earnings number stays stable over time. However, for all sample years, the alternative earnings number is more emphasized than the net income number.

From my final sample of 67 firms, 16 firms did not disclose an alternative earnings measure at all. In addition, there were also firms that did not disclose their alternative earnings measures in a consistent way. In the end, 39 (76%) of my sample firms reported the same alternative earnings measures during the whole sample period. This indicates that management is not trying to mislead investors by changing the alternative earnings measure every year.
When I compare my results with Van Raak (2005), I do not find similar results when it comes to which earnings number is the most relevant to investors. He finds strong evidence that net income according to Dutch GAAP is more useful to investors than the most emphasized alternative earnings measure. My results however do not confirm these findings. This research indicates that both earnings measures are useful in explaining the variance of stock prices and future net income. However, it is hard to say which earnings measure is more relevant to investors, net income number (IFRS) of the most emphasized alternative earnings measure. The performed tests do not correspond in their findings. In addition, for different years the performed tests find different results. It is therefore impossible to say which earnings measure is overall superior in assessing the firms’ performance.
Because of the fact that it is not clear which earnings measure is the most relevant to investors, it might be a good trend that management, for some years now, is emphasizing the net income number more in the yearly earnings press release. 
This is an opposite trend compared with what Van Raak (2005) finds. He finds that firms increase the emphasis they lay on the alternative earnings number and that they decrease the emphasis they lay on the net income number for the period (1999-2002)
This difference in trend can be partial explained by the fact that for the last few years, investors have become more suspicious of what management does. After the credit crunch, the role of the auditor became even more important. Consequently, investors attach more value to audited numbers. Because of that demand from investors, management emphasizes the net income number more in the yearly earnings press release.
Based on the findings in this research, it is not possible to determine which earnings measure, net income or the most emphasized alternative earnings number is the most relevant to investors. However, this research does cannot rule out  that investors have absolutely no preference for an alternative earnings measure. This study only investigates the difference in relevance between the most emphasized alternative earnings measure and net income according to IFRS. It is therefore impossible to generalize these results for all alternative earnings measures.
7 Limitations of research
Like every research that has ever been conducted, this research also has some limitations. By examining only Dutch listed firms, the outcome of this research cannot be generalized for other European firms. Therefore, there will still be a demand to conduct research on other European firms, in order to compare the results with studies conducted in the USA.

Another limitation might be that the credit crunch occurred during my sample period. Many firms were affected by this event, which led to bad firm performances. Some firms might have tried to obscure this bad performance with disclosing more alternative earnings numbers and emphasize the net income number less. This could end up having a serious impact on my results.
 In addition, when comparing the results of this study with prior studies, I have to take in mind that those studies were conducted under US GAAP and before the introduction of IFRS.
8 Future Research

For future research, it might be interesting to examine the differences between industries. It might be the case that within industries, companies often use the same alternative earnings measures. In addition, there could a big difference in the choice for alternative earnings measures among industries. However, in order to examine this, a big sample will be needed.  My sample for instance, containing 67 firms, will not be sufficient and representative enough to tell something about industry specific alternative earnings measures. Therefore, my sample is too biased. 
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Summary of Discussed Studies
	Empirical studies on voluntary disclosures of non-GAAP performance measures: opportunistic behavior by management

	Authors

	Object of study
	Sample
	Methodology
	Outcome 

	Bowen et al. (2005)
	A study to examine if managers lay more emphasis on non-GAAP earnings numbers than on GAAP earnings numbers.
	The sample consists of 6 calendar quarter press releases for each of 200 firms in the sample, containing 1199 firm quarter press releases.

Period: 2001-2002

Country: USA
	Code the information in press releases to determine the emphasis placed on pro forma earnings.

Rank regressions. Lang and Lundholm(1996)
	Managers emphasize the metric that shows the best firm performance.

In addition, firms with a lot of media attention tend to emphasize pro forma earnings and firms with low value relevance of earnings tend to emphasize pro forma earnings instead of GAAP earnings.

	Schrand and Walther (2000)
	A study that investigates if managers strategically choose earnings benchmarks in order to make current period earnings look better.
	Originally, 6319 observations, after exclusions 130 press release observations from 123 firms left.

Period: 1987-1994

Country: USA
	Statistical analysis by examining the industry averages, the gain observations and loss observations.
	Manager’s strategically lower prior period benchmarks earnings in presenting those earnings separately. This way they can determine what component is the best benchmark for current earnings, thereby creating a more favorable view.


	Authors

	Object of study
	Sample
	Methodology
	Outcome 

	Entwistle et al. (2006)
	This study examines

whether firms are presenting their pro forma earnings in a way that is misleading to investors.
	The sample consists of 1477 firms, including 494 firms for 2001, 496 firms for 2002, and 487 firms for 2003.

Period:2001-2003
	Read and coding schemes
	There is strong evidence that prior to the SEC regulation; more than 10% of the S&P 500 firms were potentially misleading in reporting their pro forma earnings.

	Bradshaw en Sloan (2002)
	A study to explain the increasing differences in amounts between pro forma earnings and GAAP earnings.
	98,647 firm-quarterly press releases.

Period: 1985-1997

Country: USA
	Cross sectional analysis.

Regression models.
	The authors found an increase in the exclusion of earnings estimated by I/B/E/S, and a similar increase in firms identifying large portions of their expenses as nonrecurring. They also found that managers are more likely to emphasize non-GAAP earnings than GAAP earnings.


	Authors
	Object of study
	Sample
	Methodology
	Outcome 

	Brown et al.(2008)
	A study that investigates examines how managers use their discretion in

reporting pro forma earnings metrics as a in relation to the level of investor’s sentiment
	Sample of 29,518 non-pro-forma and 7,157 pro forma reporting quarters for 1,954

firms over the 1998 to 2005 Period: 1998-2005

Country: USA
	Time-series plot of the Baker-Wurgler sentiment index.

Regression analysis. 
	Management is likely to disclose more pro forma earnings metrics when investor sentiment is high. In addition, the study suggests that the amount of exclusions increases when investor sentiment increases. 

To conclude, management emphasizes the pro forma metric more within the earnings press release.

	Marseille and Vergoossen (2005)
	The object of this study is to examine if firms use alternative earnings measures and they are misleading to investors.
	The earnings announcements of 146 firms are obtained.

Period: 2002

Dutch listed firms
	Data coding forms that code the press releases
	The results show that firms often use non-GAAP earnings measures, that they often have a prominent place within the press release and that firms sometimes use them to mislead investors.


	Authors

	Object of study
	Sample
	Methodology
	Outcome 

	Van Raak (2005)
	This study focuses on the fact if management uses alternative earnings measures in press releases to overstate earnings and if alternative earnings measures used in press releases are relevant to investors
	127 firm year observations.

Dutch listed firms listed on AEX or AMX.

Sample period: 1999-2002
	Ranking system of Bowen et al.(2005)

Regression analysis (relative ability of GAAP earnings and non-GAAP earnings)

Incremental utility test.
	The results show that net income according to Dutch GAAP is relatively more relevant to investors than the alternative earnings number.


	Empirical studies on voluntary disclosure of non-GAAP performance measures: information perspective. 

	Authors
	Object of study
	Sample
	Methodology
	Outcome 

	Beaver(1968)
	The object of this study is to examine whether market participants find earnings useful in decision-making.
	Annual earnings announcements of 143 firms

Total earnings announcements: 506

Sample period: 1961-1965

Country: USA
	Volume and price analysis of the returns on stock around the earnings announcement date.
	The changes in volume and prices of stock returns indicated that earnings announcement do have an information content.

	Landsman and Maydew (2002)
	To examine if the information content of quarterly earnings announcements has decreased
	92,613 firm-quarter observations        (after exclusions)

Period 1972-1998

Country: USA
	Abnormal trading volume and abnormal return volatility metrics.

Methodology Beaver (1968)
	There is no evidence found that the informativeness of quarterly earnings announcements as declined.  
On the contrary, it might have increased.




	Authors
	Object of study
	Sample
	Methodology
	Outcome 

	Francis et.al (2002)
	A study to obtain evidence if the usefulness of earnings announcements has increased over time and what the explanations are for that increase in usefulness.
	The sample consists of 426 firms with 34,080 quarterly earnings announcements.

Period: 1980-1999

Country: USA
	Several descriptive tests like calculating market-adjusted and size-adjusted abnormal returns, sensitivity tests and regression analyses are performed. 
	The usefulness of earnings announcements has increased over time. 

However not the amount of unexpected earnings in earnings announcements is responsible for the increase in usefulness. Also the investors’ reaction to unexpected earnings in earnings announcements has not changed.

This suggests that pro forma earnings are responsible for that increase in usefulness of earnings announcements.

	Collins et al. (2009)
	The object of this study is to provide additional reasons for the increase of the information content in earnings announcements over the years.
	Original sample: 155,559 firm-quarter observations in earnings announcements.

Final sample: 114,986 firm quarter

observations

Sample period- 1985-2000

	This study uses three measurement techniques:  abnormal returns, abnormal trading volume, and abnormal return volatility.
	The results state the reaction of investors to the disclosure of street earnings is associated with the increase in information content of earnings announcements over the years.


	Empirical studies on the voluntary disclosures of non-GAAP performance measures: measurement perspective

	Authors
	Object of study
	Sample
	Methodology
	Outcome 

	Dhaliwal et al. (1999)
	The object of this study is to evaluate the relative ability of comprehensive income and net income to predict the firms’ performance by looking at the return on stock.


	11,425 firm-years

Period: 1994-1995

Country: USA
	Test of association of alternative earnings numbers with returns on stock

Test of the components included in the comprehensive income computation
	No significant evidence that comprehensive income is stronger related to returns on stock than other earnings measures. 
Therefore, it is not proven to be a more relevant earnings measure.

	Bradshaw en Sloan (2002)
	A study to explain the increase in difference between pro forma earnings and GAAP earnings.
	98,647 firm-quarterly press releases.

Period: 1985-1997

Country: USA
	Cross sectional analysis.

Regression models.
	The authors found an increase in the exclusion of earnings estimated by I/B/E/S, and a similar increase in firms identifying large portions of their expenses as nonrecurring. 
They also found that managers are more likely to emphasize non-GAAP earnings than GAAP earnings.


	Authors
	Object of study
	Sample
	Methodology
	Outcome 

	Brown and Sivakumar(2003)
	The objective of this study is to examine if operating income computed by management or analysts is more value relevant to investors than operating income obtained from the annual report.
	? firm-quarter observations

Sample period: 1989-1997
	Predictive, valuation and information content analysis.
	Under all three analysis’ techniques, operating income computed by management and analysts is more value relevant than operating income derived from the annual report.

	Bhattacharya, N.et al.(2003)
	Investigating whether market participants perceive pro forma earnings to be more informative and more persistent than GAAP operating income
	The sample consists of 1,149 actual quarterly pro forma press releases.

Period: 1998-2000

USA listed  Stock Exchange firms
	Classifying each pro forma adjustment disclosed in a press release categories. After that, determine the level of relevance related to both earnings measures by using regression models.
	Pro forma earnings are significantly more informative than GAAP operating earnings.

	Entwistle et al. (2010)
	Exploring whether pro forma earnings, GAAP earnings, and I/B/E/S earnings are value relevant, and thereby examining which of the three is the most value relevant.
	1,608 firm year pro forma earnings observations reported in firms’ annual earnings press releases.

Period 2000-2004

Country: USA
	Valuation models:  Permanent earnings model  Miller and Modigliani (1966),

Accounting-based valuation model Ohlson’s (1995)
	All of the earnings measures are value relevant. Pro forma earnings are more value relevant than I/B/E/S earnings and those are more value relevant than GAAP earnings.


	Authors
	Object of study
	Sample
	Methodology
	Outcome 

	Albring et al.(2010)
	The objective of this study is to determine if a non-GAAP earnings number is more value relevant to investors than the US GAAP operating earnings number.
	518 sample firms

Period:2002-2007

S&P 500 index listed firms.
	Market valuation and returns models
	The results show that the non-GAAP performance numbers as defined by the authors, is more value relevant than the GAAP earnings measure. 

	Johnson and Schwartz(2001)
	A study to determine if investors find firms that disclose pro forma earnings more informative than firms that do not disclose pro forma earnings.
	Earnings releases of all the 238 firms identified by First Call Corporation.

After exclusions 38, 2% of the earning releases were used. 

Period: 2nd quarter of 2000.

Country: USA
	A market multiples approach.
	Investors do not find non-GAAP earnings more informative than GAAP earnings.

The study also indicates that managers do not mislead investors.

	Marquardt and Lougee(2004)
	The question whether pro forma earnings information in press releases is useful to investors, and if this reaction is appropriate.
	249 pro forma earnings press releases for 135 firms.

Period 1997-1999

Country: USA
	Regression models.

Regressions conducted in this study are regression abnormal returns on pro forma earnings and GAAP earnings and on year-ahead GAAP and pro forma earnings on current year GAAP and pro forma earnings.
	Pro forma earnings are most useful to investors when GAAP earnings informativeness is low or when strategic considerations are absent.


	Authors
	Object of study
	Sample
	Methodology
	Outcome 

	Francis et al. (2003)
	The objective of this study is to examine if GAAP and non-GAAP earnings measure have the ability to explain volatility in annual stock returns.
	All available data for 16 selected industries.

The exact sample size is unknown

Period: 1990-2000

Country: USA
	Relative explanatory power test.

Incremental explanatory power test.
	The results do not indicate that non-GAAP earnings are superior to GAAP earnings in explaining stock returns.

	Van Raak (2005)
	This study focuses on the fact if management uses alternative earnings measures in press releases to overstate earnings. 

In addition there is examined if alternative earnings measures used in press releases are relevant to investors.
	127 firm year observations.

Dutch listed firms listed on AEX or AMX.

Sample period: 1999-2002
	Ranking system of Bowen et al.(2004)

Regression analysis (relative ability of GAAP earnings and non-GAAP earnings)

Incremental utility test.
	The results show that net income according to Dutch GAAP is relatively more relevant to investors than the alternative earnings number.


	Empirical studies on the voluntary disclosures of non-GAAP performance measures: the influence of SEC regulations on the disclosure of non-GAAP performance measures

	Authors

	Object of study
	Sample
	Methodology
	Outcome 

	Heflin et al. (2008)
	A study that examines the impact of the SEC’s regulation of non-GAAP disclosures
	The sample consists of 42,760 firm-quarter press releases of 2138 firms.

Period: 2000-2005

Country: USA


	A model that contains all firm-quarter observations with non-missing data for all variables.
	The study shows a small decrease in the disclosure of pro forma earnings and a small decrease in the difference between pro forma earnings and GAAP earnings. 
In addition, the probability that firms report earnings that beat forecasts has declined.

	Marques(2006)
	A study that discusses that Regulation G under SEC has on the disclosure of non-GAAP financial measures.
	The sample consists of 4,234 quarterly press releases from 361 firms.
Period: 2001-2003

S&P index

Country: USA


	Logit model

A model that examines the correlation of earnings surprises with abnormal stock returns.
	After the introduction of Regulation G, there was a market reaction to the disclosure of non-GAAP performance measures. 
In addition, the authors conclude that the disclosure of non-GAAP earnings decreased.


	Authors

	Object of study
	Sample
	Methodology
	Outcome 

	Entwistle et al. (2006)
	A study that discusses that Regulation G under SEC has on the disclosure of non-GAAP financial measures.
	448 firms

Period: 2001-2003

S&P firms

Country: USA
	Data coding forms that code the press releases.
	The authors concluded there was a decline in non-GAAP performance disclosure. 

In addition, the difference between non-GAAP earnings and GAAP earnings declined.


 Appendix 
List of sample firms
	AEX Firms
	AMX Firms
	AMS Small Cap

	Aegon
	
	Aalberts
	
	Accell
	

	Ahold
	
	AMG
	
	Acomo
	

	Akzo Nobel
	Arcadis
	
	Antonov
	

	Arcelor Mittel
	Asm int
	
	Arseus
	

	ASM Litho
	
	Bam Group
	
	Ballast Nedam

	Boskalis
	
	Brunel
	
	BE Semiconductor

	Corio
	
	CSM
	
	Beter Bed
	

	DSM
	
	Heijmans
	
	Dockwise
	

	Fugro
	
	Imtech
	
	Exact Holding

	Heineken
	
	Logica
	
	Fornix
	

	KPN
	
	Mediq
	
	Grontmij
	

	Philips
	
	Nutreco 
	
	Kardan
	

	Randstad
	
	Ordina
	
	Kendrion
	

	Reed Elsevier
	Pharming Group
	LBI
	

	SBM Offshore
	SNS Reaal
	
	Macintosh
	

	Shell
	
	Ten Cate
	
	Nieuwe Steen Investments

	TNT
	
	Unit 4 Agresso
	Prologis
	

	Tomtom
	
	USG People
	Punch Graphix

	Unilever
	
	Vastned Retail
	Qurius
	

	Wereldhave
	Vopak
	
	Sligro
	

	Wolters Kluwer
	Wavin 
	
	Spyker
	

	
	
	Wessanen
	
	TKH
	

	
	
	
	
	TMG
	

	
	
	
	
	Vastned Off


SPPS Output
Regressions on relative utility of both earnings measures.
WPA= (EPS) 2007

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	Closing day stock prices 2008
	18,7195
	13,15231
	43

	WPA 2007
	1,795126
	1,5495804
	43


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,372a
	,138
	,117
	12,35559
	,138
	6,591
	1
	41
	,014

	a. Predictors: (Constant), WPA 2007

	b. Dependent Variable: Closing day stock prices 2008


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound

	1
	(Constant)
	13,049
	2,903
	
	4,495
	,000
	7,186
	18,912

	
	WPA 2007
	3,159
	1,230
	,372
	2,567
	,014
	,674
	5,643

	a. Dependent Variable: Closing day stock prices 2008


WPA= (EPS) 2008

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	Closing day stock prices 2009
	9,5072
	6,97035
	46

	WPA 2008
	,5053347908
	2,31295919011
	46


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,240a
	,057
	,036
	6,84348
	,057
	2,684
	1
	44
	,109

	a. Predictors: (Constant), WPA 2008

	b. Dependent Variable: Closing day stock prices 2009


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound

	1
	(Constant)
	9,142
	1,033
	
	8,847
	,000
	7,059
	11,225

	
	WPA 2008
	,723
	,441
	,240
	1,638
	,109
	-,166
	1,611

	a. Dependent Variable: Closing day stock prices 2009


WPA= (EPS) 2009

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	Closing day stock prices 2010
	16,9419
	12,16540
	48

	WPA 2009
	,5943533576
	2,12294101440
	48


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics
	Durbin-Watson

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change
	

	dimension0
	1
	,464a
	,215
	,198
	10,89384
	,215
	12,612
	1
	46
	,001
	2,283

	a. Predictors: (Constant), WPA 2009

	b. Dependent Variable: Closing day stock prices 2010


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B
	Correlations
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound
	Zero-order
	Partial
	Part
	Tolerance
	VIF

	1
	(Constant)
	15,362
	1,634
	
	9,401
	,000
	12,073
	18,651
	
	
	
	
	

	
	WPA 2009
	2,658
	,749
	,464
	3,551
	,001
	1,152
	4,165
	,464
	,464
	,464
	1,000
	1,000

	a. Dependent Variable: Closing day stock prices 2010


WPA= (EPS) 2010
	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	Closing day stock prices 2011
	19,2845
	14,29630
	47

	WPA 2010
	1,17364031736
	,966216442718
	47


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,911a
	,830
	,826
	5,95570
	,830
	220,058
	1
	45
	,000

	a. Predictors: (Constant), WPA 2010

	b. Dependent Variable: Closing day stock prices 2011


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B
	Correlations
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound
	Zero-order
	Partial
	Part
	Tolerance
	VIF

	1
	(Constant)
	3,462
	1,376
	
	2,516
	,015
	,691
	6,232
	
	
	
	
	

	
	WPA 2010
	13,482
	,909
	,911
	14,834
	,000
	11,651
	15,312
	,911
	,911
	,911
	1,000
	1,000

	a. Dependent Variable: Closing day stock prices 2011


AltWPA= (AltEPS) 2007

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	Closing day stock prices 2008
	18,7195
	13,15231
	43

	AltWPA 2007
	2,07316150281
	1,684804772512
	43


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,675a
	,455
	,442
	9,82619
	,455
	34,246
	1
	41
	,000

	a. Predictors: (Constant), AltWPA 2007

	b. Dependent Variable: Closing day stock prices 2008



	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B
	Correlations
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound
	Zero-order
	Partial
	Part
	Tolerance
	VIF

	1
	(Constant)
	7,801
	2,393
	
	3,260
	,002
	2,969
	12,634
	
	
	
	
	

	
	AltWPA 2007
	5,266
	,900
	,675
	5,852
	,000
	3,449
	7,084
	,675
	,675
	,675
	1,000
	1,000

	a. Dependent Variable: Closing day stock prices 2008


AltWPA= (AltEPS) 2008

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	Closing day stock prices 2009
	9,5072
	6,97035
	46

	AltWPA 2008
	2,03399884617
	2,050452805554
	46

	
	
	
	


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,576a
	,331
	,316
	5,76470
	,331
	21,791
	1
	44
	,000

	a. Predictors: (Constant), AltWPA 2008

	b. Dependent Variable: Closing day stock prices 2009


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B
	Correlations
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound
	Zero-order
	Partial
	Part
	Tolerance
	VIF

	1
	(Constant)
	5,528
	1,204
	
	4,592
	,000
	3,102
	7,954
	
	
	
	
	

	
	AltWPA 2008
	1,956
	,419
	,576
	4,668
	,000
	1,112
	2,801
	,576
	,576
	,576
	1,000
	1,000

	a. Dependent Variable: Closing day stock prices 2009


AltWPA= (AltEPS) 2009

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	Closing day stock prices 2010
	16,9419
	12,16540
	48

	AltWPA 2009
	1,5945306531
	1,71217600021
	48


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,715a
	,511
	,501
	8,59731
	,511
	48,108
	1
	46
	,000

	a. Predictors: (Constant), AltWPA 2009

	b. Dependent Variable: Closing day stock prices 2010



	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B
	Correlations
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound
	Zero-order
	Partial
	Part
	Tolerance
	VIF

	1
	(Constant)
	8,841
	1,704
	
	5,188
	,000
	5,411
	12,272
	
	
	
	
	

	
	AltWPA 2009
	5,080
	,732
	,715
	6,936
	,000
	3,606
	6,554
	,715
	,715
	,715
	1,000
	1,000

	a. Dependent Variable: Closing day stock prices 2010


AltWPA= (AltEPS) 2010

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	Closing day stock prices 2011
	19,2845
	14,29630
	47

	AltWPA 2010
	1,99973197023
	1,799099635022
	47


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,818a
	,669
	,661
	8,31817
	,669
	90,878
	1
	45
	,000

	a. Predictors: (Constant), AltWPA 2010

	b. Dependent Variable: Closing day stock prices 2011


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	Correlations
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Zero-order
	Partial
	Part
	Tolerance
	VIF

	1
	(Constant)
	6,289
	1,825
	
	3,446
	,001
	
	
	
	
	

	
	AltWPA 2010
	6,499
	,682
	,818
	9,533
	,000
	,818
	,818
	,818
	1,000
	1,000

	a. Dependent Variable: Closing day stock prices 2011


Regressions on incremental utility of the left out components
2007

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	Closing day stock prices 2008
	18,7195
	13,15231
	43

	AltWPA 2007
	2,07316150281
	1,684804772512
	43

	Difference
	,28943100219
	1,570837365068
	43


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,675a
	,455
	,428
	9,94635
	,455
	16,719
	2
	40
	,000

	a. Predictors: (Constant), Difference, AltWPA 2007

	b. Dependent Variable: Closing day stock prices 2008


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B
	Correlations
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound
	Zero-order
	Partial
	Part
	Tolerance
	VIF

	1
	(Constant)
	7,689
	2,587
	
	2,972
	,005
	2,460
	12,918
	
	
	
	
	

	
	AltWPA 2007
	5,341
	1,092
	,684
	4,892
	,000
	3,134
	7,548
	,675
	,612
	,571
	,696
	1,437

	
	Difference
	-,145
	1,171
	-,017
	-,124
	,902
	-2,512
	2,222
	,360
	-,020
	-,014
	,696
	1,437

	a. Dependent Variable: Closing day stock prices 2008


2008

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	Closing day stock prices 2009
	9,5072
	6,97035
	46

	AltWPA 2008
	2,03399884617
	2,050452805554
	46

	Difference
	1,52866402386
	2,367826285600
	46


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,576a
	,331
	,300
	5,83134
	,331
	10,648
	2
	43
	,000

	a. Predictors: (Constant), Difference, AltWPA 2008

	b. Dependent Variable: Closing day stock prices 2009


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B
	Correlations
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound
	Zero-order
	Partial
	Part
	Tolerance
	VIF

	1
	(Constant)
	5,528
	1,232
	
	4,488
	,000
	3,044
	8,012
	
	
	
	
	

	
	AltWPA 2008
	1,957
	,477
	,576
	4,100
	,000
	,994
	2,919
	,576
	,530
	,511
	,789
	1,268

	
	Difference
	-,001
	,413
	,000
	-,002
	,998
	-,834
	,833
	,264
	,000
	,000
	,789
	1,268

	a. Dependent Variable: Closing day stock prices 2009


2009

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	Closing day stock prices 2010
	16,9419
	12,16540
	48

	AltWPA 2009
	1,5945306531
	1,71217600021
	48

	Difference
	1,0001772775
	2,19392253616
	48


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,748a
	,560
	,540
	8,24838
	,560
	28,619
	2
	45
	,000

	a. Predictors: (Constant), Difference, AltWPA 2009

	b. Dependent Variable: Closing day stock prices 2010


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B
	Correlations
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound
	Zero-order
	Partial
	Part
	Tolerance
	VIF

	1
	(Constant)
	9,004
	1,637
	
	5,502
	,000
	5,707
	12,300
	
	
	
	
	

	
	AltWPA 2009
	5,829
	,779
	,820
	7,485
	,000
	4,260
	7,397
	,715
	,745
	,740
	,814
	1,228

	
	Difference
	-1,355
	,608
	-,244
	-2,230
	,031
	-2,580
	-,131
	,109
	-,315
	-,221
	,814
	1,228

	a. Dependent Variable: Closing day stock prices 2010


2010

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	Closing day stock prices 2011
	19,2845
	14,29630
	47

	AltWPA2010
	1,99973197023
	1,799099635022
	47

	Difference
	,826091645666
	1,1129073274858
	47


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,916a
	,839
	,831
	5,87094
	,839
	114,383
	2
	44
	,000

	a. Predictors: (Constant), Difference, AltWPA2010

	b. Dependent Variable: Closing day stock prices 2011


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B
	Correlations
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound
	Zero-order
	Partial
	Part
	Tolerance
	VIF

	1
	(Constant)
	3,248
	1,363
	
	2,383
	,022
	,501
	5,996
	
	
	
	
	

	
	AltWPA2010
	12,706
	1,031
	1,599
	12,323
	,000
	10,628
	14,784
	,818
	,881
	,746
	,218
	4,592

	
	Difference
	-11,346
	1,667
	-,883
	-6,807
	,000
	-14,705
	-7,987
	,531
	-,716
	-,412
	,218
	4,592

	a. Dependent Variable: Closing day stock prices 2011


Regressions Predictive value of EPS and Alt EPS on future EPS
2007 Predictive value WPA= (EPS)
	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	WPA 2007
	1,795126
	1,5495804
	43

	WPA 2006
	1,445613
	1,0973634
	43


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,532a
	,283
	,265
	1,3281269
	,283
	16,174
	1
	41
	,000

	a. Predictors: (Constant), WPA 2006

	b. Dependent Variable: WPA 2007


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B
	Correlations
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound
	Zero-order
	Partial
	Part
	Tolerance
	VIF

	1
	(Constant)
	,709
	,337
	
	2,102
	,042
	,028
	1,391
	
	
	
	
	

	
	WPA 2006
	,751
	,187
	,532
	4,022
	,000
	,374
	1,128
	,532
	,532
	,532
	1,000
	1,000

	a. Dependent Variable: WPA 2007


2007 Predictive value Alt WPA= (Alt EPS)

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	WPA 2007
	1,795126
	1,5495804
	43

	AltWPA 2006
	1,7389378321
	1,87401094773
	43


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,515a
	,265
	,247
	1,3442257
	,265
	14,813
	1
	41
	,000

	a. Predictors: (Constant), AltWPA 2006

	b. Dependent Variable: WPA 2007


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B
	Correlations
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound
	Zero-order
	Partial
	Part
	Tolerance
	VIF

	1
	(Constant)
	1,054
	,281
	
	3,750
	,001
	,486
	1,622
	
	
	
	
	

	
	AltWPA 2006
	,426
	,111
	,515
	3,849
	,000
	,202
	,650
	,515
	,515
	,515
	1,000
	1,000

	a. Dependent Variable: WPA 2007


2008 Predictive value WPA= (EPS)

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	WPA 2008
	,539438
	2,3731503
	43

	WPA 2007
	1,795126
	1,5495804
	43


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,122a
	,015
	-,009
	2,3840542
	,015
	,617
	1
	41
	,437

	a. Predictors: (Constant), WPA 2007

	b. Dependent Variable: WPA 2008


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B
	Correlations
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound
	Zero-order
	Partial
	Part
	Tolerance
	VIF

	1
	(Constant)
	,874
	,560
	
	1,560
	,126
	-,257
	2,005
	
	
	
	
	

	
	WPA 2007
	-,186
	,237
	-,122
	-,785
	,437
	-,666
	,293
	-,122
	-,122
	-,122
	1,000
	1,000

	a. Dependent Variable: WPA 2008


2008 Predictive value Alt WPA= (Alt EPS)

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	WPA 2008
	,539438
	2,3731503
	43

	AltWPA 2007
	2,07316150281
	1,684804772512
	43


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,360a
	,130
	,108
	2,2409690
	,130
	6,101
	1
	41
	,018

	a. Predictors: (Constant), AltWPA 2007

	b. Dependent Variable: WPA 2008


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B
	Correlations
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound
	Zero-order
	Partial
	Part
	Tolerance
	VIF

	1
	(Constant)
	-,512
	,546
	
	-,937
	,354
	-1,614
	,591
	
	
	
	
	

	
	AltWPA 2007
	,507
	,205
	,360
	2,470
	,018
	,092
	,921
	,360
	,360
	,360
	1,000
	1,000

	a. Dependent Variable: WPA 2008


2009 Predictive value WPA= (EPS)

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	WPA 2009
	,518673
	2,1237748
	46

	WPA 2008
	,505335
	2,3129592
	46


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,117a
	,014
	-,009
	2,1330972
	,014
	,608
	1
	44
	,440

	a. Predictors: (Constant), WPA 2008

	b. Dependent Variable: WPA 2009


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B
	Correlations
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound
	Zero-order
	Partial
	Part
	Tolerance
	VIF

	1
	(Constant)
	,465
	,322
	
	1,442
	,156
	-,185
	1,114
	
	
	
	
	

	
	WPA 2008
	,107
	,137
	,117
	,779
	,440
	-,170
	,384
	,117
	,117
	,117
	1,000
	1,000

	a. Dependent Variable: WPA 2009


2009 Predictive value Alt WPA= (Alt EPS)

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	WPA 2009
	,518673
	2,1237748
	46

	AltWPA 2008
	2,03399884617
	2,050452805554
	46


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,304a
	,092
	,072
	2,0463181
	,092
	4,471
	1
	44
	,040

	a. Predictors: (Constant), AltWPA 2008

	b. Dependent Variable: WPA 2009


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B
	Correlations
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound
	Zero-order
	Partial
	Part
	Tolerance
	VIF

	1
	(Constant)
	-,121
	,427
	
	-,284
	,778
	-,982
	,740
	
	
	
	
	

	
	AltWPA 2008
	,315
	,149
	,304
	2,115
	,040
	,015
	,614
	,304
	,304
	,304
	1,000
	1,000

	a. Dependent Variable: WPA 2009


2010 Predictive value WPA= (EPS)

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	WPA 2010
	1,180648
	,9571144
	48

	WPA 2009
	,594353
	2,1229410
	48


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,479a
	,229
	,213
	,8492476
	,229
	13,698
	1
	46
	,001

	a. Predictors: (Constant), WPA 2009

	b. Dependent Variable: WPA 2010


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B
	Correlations
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound
	Zero-order
	Partial
	Part
	Tolerance
	VIF

	1
	(Constant)
	1,052
	,127
	
	8,260
	,000
	,796
	1,309
	
	
	
	
	

	
	WPA 2009
	,216
	,058
	,479
	3,701
	,001
	,099
	,333
	,479
	,479
	,479
	1,000
	1,000

	a. Dependent Variable: WPA 2010


2010 Predictive value Alt WPA= (Alt EPS)

	Descriptive Statistics

	
	Mean
	Std. Deviation
	N

	WPA 2010
	1,180648
	,9571144
	48

	AltWPA 2009
	1,5945306531
	1,71217600021
	48


	Model Summaryb

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate
	Change Statistics

	
	
	
	
	
	R Square Change
	F Change
	df1
	df2
	Sig. F Change

	dimension0
	1
	,662a
	,438
	,426
	,7251929
	,438
	35,869
	1
	46
	,000

	a. Predictors: (Constant), AltWPA 2009

	b. Dependent Variable: WPA 2010


	Coefficientsa

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.
	95,0% Confidence Interval for B
	Correlations
	Collinearity Statistics

	
	B
	Std. Error
	Beta
	
	
	Lower Bound
	Upper Bound
	Zero-order
	Partial
	Part
	Tolerance
	VIF

	1
	(Constant)
	,591
	,144
	
	4,109
	,000
	,301
	,880
	
	
	
	
	

	
	AltWPA 2009
	,370
	,062
	,662
	5,989
	,000
	,246
	,494
	,662
	,662
	,662
	1,000
	1,000

	a. Dependent Variable: WPA 2010


� See next page.
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