Why the SEC so vehement in their stance that non-GAAP metrics should NOT be used
Most companies have for decade used metrics that are not in compliance with the Generally Accepted Accounting Principles (GAAP) and international financial reporting standards (IFRS), such metrics are used as supplements to the companies’ official financial statements. Such metrics in compliance with the GAAP are referred to as the Non-GAAP metrics and they include free cash flows, operational funds, adjusted revenues, adjusted earnings, adjusted EPS, adjusted EBITDA (earnings before interest, taxes, depreciation, and amortization) and net debt[footnoteRef:1]. [1:  Black, E. L. (2016). The ethical reporting of NON-GAAP performance measures. . Revista Contabilidade & Finanças, 27(70), 7-11.] 

SEC reasons that every company devise its own method of calculating the non-GAAP contents hence not easy to compare the metrics with other companies operating under the same industry[footnoteRef:2]. It is also not easy to compare the metrics from one year to another with the company. SEC outlined that they have recently experienced a troubling trend when examining the financial statements and communications of public companies in at least a dozen countries.  [2:  Sherman, H. D. (2018). The Pitfalls of Non-GAAP Metrics. . MIT Sloan Management Review, 59(2), 57-63.
] 

Non-GAAP metrics are capable of posing a problem to investors as well as harm a company by obscuring its financial health, overstating a company growth status beyond the support of GAAP measurements, and giving generous pay to executives beyond the Board members justification. SEC expresses that any company’s Board members, top executives, compliance officers, and corporate strategists must ensure that any alternative used by the company should improve transparency and reduce partial disclosure in the financial statements. 
Non-GAAP financial metrics have increased among the large companies. Third party reports, like analysts’ reports, normally use non-GAAP measures without referring to GAAP measures. Recently, some companies do point on non-GAA profits but fail to point out GAAP losses[footnoteRef:3]. Many settings show that Non-GAAP measures have taken on a life of their own. Non-GAAP measures usually suggest an alternative way of counting things that have already been measured by the official figure. This makes the company uses non-GAAP measures to present earnings without deducting one or many expenses as required by GAAP[footnoteRef:4]. As much as financials prepared under non-GAAP may show the ability of a company to deliver earnings that are sustainable, they do not clarify whether the use of non-GAAP to expand the understanding of the users of the financial statements or to improve the way the business is perceived. For example, in the report of Pepsi Company, Inc., there was an inclusive of 3-page reconciliation of GAAP and non-GAAP information.  [3:  SEC-Filling. (2017, October). goingconcern.com/. Retrieved from http://goingconcern.com/sec-fines-company-failing-mention-they-paid-ceos-lavish-perks-and-some-non-gaap-stuff-too/]  [4:  on-gaap-reporting. (2017, September 19). CPAjournal. Retrieved from https://www.cpajournal.com/2017/09/19/non-gaap-reporting-sampler/] 

Whether the use of non-GAAP financial metrics is an attempt to mislead investors
The use of non-GAAP financial metrics misleads investors. The use of non-GAAP financial in corporations is increasing at a higher rate. Most companies in S&P 500 do report some alternative version of earnings apart along with the financials calculated in conformity with the GAAP. It is observed that the difference between GAAP and non-GAAP earnings is increasing. A research carried out in 2015 by the financial reporting experts Jack Ciesielski and Mark O’Sullivan showed that non-GAAP income reported by companies was higher than GAAP net income by 93.6 billion dollars[footnoteRef:5]. The difference between non-GAAP net income and GAAP net income in 2015 increased to 241 billion dollars. This translate to attempt by companies to downplay the GAAP numbers therefore misleading investors and other users who depend on the financial reports to make investment decisions.  [5:  Sloanreview. (2018, October 9). Sloanreview. Retrieved from https://sloanreview.mit.edu/article/the-pitfalls-of-non-gaap-metrics/
] 

Many public companies use non-GAAP earnings to determine executive compensation and CEO’S bonus to the target earnings. Investors may be deceived that the target is reached by use of non-GAAP earnings which is not determined by deducting all the expenses from the calculation of the earnings. Inflated executive compensation and CEO bonus are not healthy for a company because the more companies’ CEOs are paid, the worse the stock performance. The research done by the Audit Analytics for the period 2011 to 2015 showed that formal GAAP earnings restatements were almost twice the aggressive non-GAAP earnings (6.5% versus 3.5%). Audit analytics showed that 11% of companies reporting under non-GAAP have material internal control system weaknesses[footnoteRef:6]. The bottom line of the inappropriate pattern in non-GAAP is that (1) when non-GAAP earnings are incorporated in executive rewards, there will be much money paid to the company CEOs than it would have been when GAAP is used; this leads to inferior stock performance thereby lowering shareholders’ wealth. The aim of investors in a company is that their wealth and company profits are maximized. (2) use of non-GAAP reporting aggressively does not prove a true and fair view of company financial performance and position.  [6:  Forbes.com. (2018, October 9). Forbes. Retrieved from https://www.forbes.com/sites/investor/2016/11/28/is-non-gaap-reporting-hurting-your-portfolio/#775fc47916c7
] 

Performance of the company tends to suffer as investors are downplayed by the non-GAAP earnings. Therefore, it means that investors are making decisions based on inappropriate profitability. Investors depend on the company profitability performance to determine the amount of return on their investments, return on the company resources and the margin by which profit has been earned. 
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