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On the Radar
Non-GAAP Financial Measures and Metrics

Non-GAAP financial measures and metrics are used commonly by both existing registrants and companies
seeking to gain access to the U.S. capital markets through an initial public offering. Many registrants assert
that non-GAAP measures are meaningful and provide valuable insight into the information that management
considers important in running the business.

In response to an increase in the use of such measures as well as in KPIs, the FASB and IASB issued the following
in 2024:

s FASB — In November 2024, the FASB published an invitation to comment (ITC) to solicit feedback from
stakeholders on financial KPIs. The Board observed that comparability is reduced because standardized
definitions of financial KPIs do not exist. The ITC notes that some of the most common financial KPIs
are EBITDA (or adjusted EBITDA), adjusted EPS, adjusted net income, adjusted operating income, and
free cash flow (or adjusted free cash flow). Further, the ITC states that in research performed by the
FASB staff on a sample of public companies that report EBITDA (the most common measure), the staff
determined that such companies define earnings, interest, depreciation, and amortization in different
ways, resulting in a lack of comparability. The Board asked respondents to provide input on the following
guestions:

o “Should Financial KPIs be standardized and, if so, which ones?”

o “Should Financial KPIs be required or permitted to be disclosed in an entity's [GAAP] financial
statements and, if so, when and for what types of entities?”


https://www.fasb.org/page/Document?pdf=ITC%E2%80%94Financial%20Key%20Performance%20Indicators%20for%20Business%20Entities.pdf&title=Invitation%20to%20Comment%E2%80%94Financial%20Key%20Performance%20Indicators%20for%20Business%20Entities

Feedback on the ITC was due by April 30, 2025. The FASB is evaluating the responses it received and
will determine whether to add a standard-setting project on financial KPIs to its agenda. See Deloitte’s
November 25, 2024, Heads Up, for more information about the ITC.

* JASB — In April 2024, the IASB issued IFRS 18. Under the new standard, foreign private issuers (FPIs) that
report under IFRS Accounting Standards will be required to disclose management-defined performance
measures in a single location within the notes to the financial statements. IFRS 18 describes a
management-defined performance measure as “a subtotal of income and expenses that . . . an entity
uses in public communications outside financial statements.” Such measures complement totals or
subtotals included in IFRS financial statements and “communicate . . . management's view of an aspect
of the financial performance of the entity as a whole.” Management-defined performance measures
may include measures that are non-GAAP measures. IFRS 18 also contains requirements for a disclosed
management-defined performance measure that are similar to the SEC's disclosure requirements for
non-GAAP measures (e.g., a reconciliation to the most comparable IFRS measure). For more information,
see Deloitte's iGAAP in Focus on IFRS 18.

The SEC continues to monitor non-GAAP measures and metrics vigilantly. Non-GAAP reporting, particularly
related to misleading measures and prominence, is consistently among the top areas of SEC comment, and
this trend is expected to continue. Registrants should therefore remain mindful of key topics of focus, including
whether:
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Given the ongoing uncertainty associated with macroeconomic events (e.g., the Russia-Ukraine war, geopolitical
unrest in the Middle East, supply-chain disruptions, global tariffs, and changes in tax law) and related economic
conditions, companies may be faced with a number of financial reporting and disclosure challenges that result
in the recognition of infrequent or unusual gains, charges, or losses and may consider non-GAAP adjustments
for these items. To help companies comply with their reporting requirements related to such challenges, the
SEC issued a sample letter regarding disclosures about the financial impact of the Russia-Ukraine war and
related supply-chain disruptions. The letter included examples of SEC comments that issuers can consider when
evaluating potential non-GAAP adjustments. While the SEC interpretive guidance and sample comments address
specific macroeconomic events, registrants should remain mindful that the underlying principles may apply to
other circumstances.

Prominence

A registrant that presents a non-GAAP measure is required to present the most directly comparable GAAP
measure with “equal or greater prominence.” For example:

» If GAAP and non-GAAP measures are presented in a particular section of a document, the GAAP
measures should be presented before the non-GAAP measures.

* When a registrant reconciles a non-GAAP measure to the most comparable GAAP measure, it should
start with the GAAP measure.

* When a registrant presents a ratio that includes a non-GAAP measure in the numerator, denominator,
or both, the ratio calculated by using the most directly comparable GAAP measure(s) should be
presented before the ratio that includes the non-GAAP measure(s).


https://dart.deloitte.com/USDART/home/publications/deloitte/heads-up/2024/fasb-invites-stakeholders-to-comment-itc-on-key-performance-indicators-kpis
https://www.ifrs.org/content/dam/ifrs/publications/pdf-standards/english/2025/issued/part-a/ifrs-18-presentation-and-disclosure-in-financial-statements.pdf?bypass=on
https://www.iasplus.com/en/publications/global/igaap-in-focus/2024/ifrs-18
https://www.sec.gov/corpfin/sample-letter-companies-pertaining-to-ukraine

* Avregistrant should not present a non-GAAP measure in more detail, or emphasize it more, than the
comparable GAAP measure.

» Thedisclosures related to the purpose and use of non-GAAP measures should not state or imply that
such measures are superior to, provide better information about, or more accurately represent the
results of operations than GAAP measures.

» Certain presentations that give undue prominence to non-GAAP information, such as a non-GAAP
income statement, are prohibited.

* Avregistrant should not include charts or graphics presenting trends in a non-GAAP measure without
presenting the same charts or graphics for the comparable GAAP measure first.

Purpose and Use

A registrant should provide transparent disclosure that clearly demonstrates (1) the usefulness of the non-GAAP
measure to investors and (2) the additional purposes, if any, for which management uses such measure (e.g.,
for incentive and compensation arrangements, to manage its business, to allocate resources, or as a debt
covenant).

The disclosures should be specific to the measure used, to the registrant and the nature of its business
and industry, and to the manner in which management assesses the non-GAAP measure, rather than
boilerplate disclosures.

The registrant should also ensure that its disclosure of the usefulness and purpose of the measure is consistent
with the categorization of the measure as a liquidity or a performance measure.

Clear Labeling

Non-GAAP measures and related adjustments should be clearly and transparently labeled as such. The
appropriate conventional accounting terminology should be used, the context of the presentation of such
measures should be clear, and the label should reflect the nature of the measure or adjustment. For example,
when labeling a non-GAAP financial measure, a registrant must not use titles or descriptions that are the same
as, or are confusingly similar to, titles or descriptions used for GAAP financial measures or amounts presented
under Regulation S-X, which could be misleading. Further, a registrant should not present a reconciling item
labeled “other” that includes numerous significant items without clearly disclosing the nature of the items being
presented, along with the related amounts for each adjustment.

Misleading Adjustments

An overriding theme of the SEC's guidance on the use of or references to non-GAAP measures in public
statements or disclosures is that they should not be misleading. The staff has indicated that non-GAAP
measures that could mislead investors include those that:

» Exclude normal, recurring cash operating expenses necessary for business operations.

* Are presented inconsistently between periods, such as by adjusting an item in the current reporting
period, but not a similar item in the prior period, without appropriate disclosure about the change and
an explanation of the reasons for it.

» Exclude certain nonrecurring charges but do not exclude nonrecurring gains (e.g., “cherry picking”
non-GAAP adjustments to achieve the most positive measure).

* Are based on individually tailored accounting principles, including certain adjusted revenue measures.



In comments on misleading adjustments, the SEC staff often focuses on individually tailored accounting
principles and the exclusion of normal, recurring cash operating expenses. The staff has indicated that
adjustments that change the accounting policy or the method of recognition of an accounting measure may be
misleading and therefore may not be permitted. In particular, the staff continues to challenge any adjustments
to GAAP revenue, emphasizing that revenue is “special.” For example, the staff has issued interpretive guidance
on a prohibited non-GAAP performance measure that reflects revenue recognized ratably over time under
GAAP on an accelerated basis as if the registrant earned revenue when it billed its customers. The measure is
prohibited because it is an individually tailored accounting principle and does not reflect the registrant’s required
GAAP measurement method. Similarly, the SEC would object to the presentation of gross or adjusted revenue
that adds back sales discounts, return allowances, or other concessions to revenue as an adjusted gross sales
measure because this presentation would be a substitute for a GAAP accounting recognition and measurement
method.

While the SEC often comments on individually tailored revenue recognition principles in non-GAAP
measures, the interpretive guidance indicates that individual tailoring may also be prohibited when applied
to expenses or other financial statement line items to create a non-GAAP measure.

A registrant should also consider whether its non-GAAP performance measure removes Costs necessary

to generate revenues or normal, recurring cash charges. The SEC staff has, for example, commented when
non-GAAP measures have excluded expenses that a registrant has incurred over several successive quarters
or years that appear to be necessary for operating its business, such as rent, preopening costs, or up-front and
milestone payments in a collaboration arrangement.

In interactions with the SEC staff regarding non-GAAP measures viewed as misleading, some registrants have
proposed supporting continued presentation of such measures by adding transparent disclosures related to the
calculation of the measures or about the measures’ purpose and use. However, even detailed disclosures about
a misleading measure may not prevent it from being misleading.

The SEC staff has also indicated that once a non-GAAP measure or adjustment is concluded to be misleading or
otherwise inconsistent with non-GAAP rules, the staff expects the registrant to correct the presentation in the
next filing or publicly available SEC document by removing the measure or adjustment. If comparable periods
are presented, the non-GAAP measure or adjustment should be removed from all periods presented.

Metrics

Many registrants also disclose the metrics and key performance indicators (KPIs) used to manage their business.
While such customized metrics are generally not considered non-GAAP measures (although they may be derived
from such measures), a registrant should provide certain disclosures about them, many of which are similar to
those the registrant would provide for non-GAAP measures.

The SEC has issued an interpretive release that highlights disclosure considerations related to metrics and KPIs
and addresses the application of the existing MD&A rules to them. Accordingly, a registrant should (1) clearly
define the metrics used and how they are calculated, (2) describe the reasons why each metric provides useful
information to investors, and (3) describe how management uses each metric in managing or monitoring the
performance of its business. A registrant should also disclose any key estimates, assumptions, and limitations
specific to a metric (e.g., whether the metric is a “hard” amount or an estimate).


https://www.sec.gov/corpfin/non-gaap-financial-measures
https://www.sec.gov/rules/interp/2020/33-10751.pdf

Disclosure Controls and Procedures

The SEC has spoken publicly about the implementation of appropriate disclosure controls and procedures
(DCPs) related to the disclosure of non-GAAP measures and metrics. DCPs pertain to controls over all
information that a public company must disclose. Companies and audit committees should consider designing
DCPs to ensure that procedures are in place regarding (1) compliance, (2) consistency of preparation, (3) data
quality, (4) accuracy of calculation, (5) transparency of disclosure, (6) review, and (7) monitoring. A critical aspect
of such DCPs is the involvement of the appropriate levels of management and those charged with governance.
Depending on the registrant, this may include reviewing the selection and determination of non-GAAP measures
with a disclosure committee, the audit committee, or both. When identifying its DCPs, management may find

it helpful to establish a written policy that (1) clearly describes the nature of allowable adjustments to GAAP
measures, (2) defines the non-GAAP measure(s) to be used under the policy, and (3) explains how potential
changes in the inputs, calculation, or adjustments will be evaluated and approved.

Staff members in the SEC's Division of Enforcement have recently highlighted actions taken against registrants
in connection with their non-GAAP measures and other disclosures. They have emphasized the importance
of having appropriate DCPs in place to ensure that any adjustments and non-GAAP measures, as a whole, are
appropriately prepared and reviewed in accordance with the non-GAAP rules.

Deloitte's Roadmap Non-GAAP Financial Measures and Metrics combines the SEC's guidance on non-GAAP
measures with Deloitte’s interpretations and examples in a comprehensive, reader-friendly format.
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Dbriefs for Financial Executives

We invite you to participate in Dbriefs, Deloitte’s live webcasts that give you valuable insights into important
developments affecting your business. Topics covered in the Dbriefs for Financial Executives series include
financial reporting, tax accounting, business strategy, governance, and risk. Dbriefs also provide a convenient
and flexible way to earn CPE credit — right at your desk.

Subscriptions

To subscribe to Dbriefs, or to receive accounting publications issued by Deloitte's Accounting and Reporting
Services Department, please visit My.Deloitte.com.

The Deloitte Accounting Research Tool

The Deloitte Accounting Research Tool (DART) is a comprehensive online library of accounting and financial
disclosure literature. It contains material from the FASB, EITF, AICPA, PCAOB, and SEC, in addition to Deloitte’s
own accounting manuals and other interpretive guidance and publications.

Updated every business day, DART has an intuitive design and powerful search features that enable users to
quickly locate information anytime, from any device and any browser. Users can also work seamlessly between
their desktop and mobile device by downloading the DART by Deloitte mobile app from the App Store or
Google Play. While much of the content on DART is available at no cost, subscribers have access to premium
content, such as Deloitte’s FASB Accounting Standards Codification Manual. DART subscribers and others can also
subscribe to Weekly Accounting Roundup, which provides links to recent news articles, publications, and other
additions to DART. For more information, or to sign up for a free 30-day trial of premium DART content, visit
dart.deloitte.com.
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