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In brief
Developments in banks’ reporting have largely been focused on filling gaps in 
their reporting obligations. It is now time to ask a bigger question – how can 
banks’ financial reports be transformed from tables of data into documents 
that better support an analysis of shareholder value?

The reporting challenge
Many banks’ annual reports are groaning under the weight of 
new compliance requirements. Whilst financial statements 
have generally become more transparent and consistent, it 
is becoming more difficult to discern the overall message. 
Investors are typically left with an abundance of financial 
data but struggle to identify relevant information.

step back to consider whether 
banks’ reports could do more 
to communicate their business 
story to investors

We believe it is now time to take a step back to consider 
whether banks’ reports could do more to communicate 
their business story to investors and to re–examine the 
boundary between annual reports and other information 
provided to stakeholders (Pillar 3 disclosures, analysts’ 
presentations, website disclosures etc.). Aligning reporting 
with shareholder value is a challenge in every sector but 
the volume and technical nature of bank reporting make 
it particularly difficult to connect most bank reports to 
shareholder value. 

This is particularly important at a time when many in 
the sector have had to refocus their business models to 
restore public and shareholder trust. Whilst these steps 
have generally reduced complexity in the business, the 
complexity of their investor messages has increased – partly 
in response to the uncertainty over the regulatory agenda. 
Better business reporting is needed to demonstrate how 
the changes banks are making to their business models 
are helping to protect and develop shareholder value, and 
ultimately to enable financial capital to find those businesses 
that are most able to create value.

Bringing focus to reports
Annual reports are being asked to both be more consistent 
across the market whilst also becoming more tailored to 
an individual bank’s circumstances. In our view, the value 
of adding more and more detailed financial analysis to 
achieve this is diminishing. We believe that more attention 
should be given to rationalising overlapping disclosures 
and building on the recent (largely positive) disclosure 
enhancements more explicitly. The de–cluttering actions 
being taken by many banks can help here by drawing out 
the most relevant financial information. Conversely, over 
time, if the banking sector is able to restore trust in the 
relevance of the information it reports, there may be an 
opportunity to break out of the circle of ever–tightening 
disclosure obligations.

The focus of reporting development is now starting to shift 
beyond just the financials. In the UK, for example, impetus 
is likely to come from the Financial Reporting Council’s 
guidance on preparing a strategic report and from going 
concern recommendations. Initiatives like this may be 
seen in isolation as a fresh set of disclosure obligations, or 
they can be viewed as the start of a wider evolution in the 
relevance of business reporting, based on a re–examination 
of reporting culture.
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This offers an opportunity for a different perspective, more 
closely aligned with the organisation’s own business model, 
and more relevant to an understanding of how the bank’s 
prospects have been developed and protected over the 
short, medium, and long term. On this basis, we offer 
three suggestions to help move banks’ financial reports 
from data tables to documents that better support analysis 
of shareholder value. Our suggestions build on recent 
reporting developments in the sector, and the emerging 
area of Integrated Reporting. They also draw on the wider 
reporting experience of other sectors:

1 The link between earnings and the financial 
risk choices taken needs to be made clearly

More than any other industry, the risk choices taken by a 
bank have an immediate impact on financial performance. 
They are essential context for an understanding of current 
earnings. Recent reporting initiatives by financial services 
regulators, securities regulators and industry working 
parties (e.g. the Enhanced Disclosure Task Force) have 
significantly improved the information on the risks being 
taken by banks. However, we believe investors need help 
to connect this information with its implications for current 
and medium term business performance. 

A significant step would be to bring an earnings focus to 
the extensive balance sheet risk information now being 
provided. Linking risk reporting with earnings performance 
could help investors compare underlying profitability across 
banks following different risk strategies.

2 Focus on operational performance to  
explain business prospects

Analysis of earnings and balance sheet risk provides part of 
the story of how enterprise value has been developed and 
protected but a broader perspective should address the key 
assets on which business prospects depend. For a retail 
bank, development of the customer base, and operating 
platform will be central to business prospects. For an 
investment bank, a key part of value may lie in its market 
position, staff base and product range. The back–to–basics 
approach of many banks’ strategies has recognised these 
operational assets as key drivers of value. 

We believe that bank reporting needs to catch–up. Showing 
how key business assets such as the customer base 
have been developed and protected could support a more 
complete assessment of business prospects. This is an 
area that is beginning to evolve both in internal and external 
reporting. As it does so, we suggest that banks look to the 
most relevant measures of performance, whether they be 
indicators of operational risk (such as key staff retention), 
indicators of progress in managing risks and opportunities 
(such as the status of retail branch refresh programmes), 
or operational outcomes (such as customer churn rates). 
In some cases, the value of this information may lie in its 
comparability across the sector, in other cases, the bank’s 
track record over time may be most relevant.

3 ‘Business as usual’ cannot be taken for 
granted – reports should reflect this

Like any highly regulated business, banks’ relationships 
with customers, counter–parties, society and government 
should be central to their long term future. Financial 
reporting requirements will continue to evolve in the 
wake of the financial crisis. But, one of the principal 
investor concerns will remain: ‘what are the bank’s long 
term business vulnerabilities and how does it manage 
them?’ Reporting needs to provide investors with credible, 
objective information if it is to support their assessment of 
the actions taken to preserve the long term prospects of 
the business in this area. 
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Many banks are investing heavily in ‘citizenship–type’ 
reporting. However, these reports tend to focus on ‘why we 
are good for society’ rather than ‘how we have protected 
shareholder value’. The result is that they can look simply 
like a list of good deeds and are failing to connect with 
shareholder needs. Investors need objective information 
on banks’ citizenship agenda to distinguish between 
organisations that are investing to protect and enhance long 
term shareholder value and those that are prioritising short 
term financial performance. Crucial to this, is understanding 
the fundamental implications of the regulatory uncertainties 
that banks are having to manage as they look to reshape 
their business models to meet society’s changing demands 
on the sector. We see a role for information on banks’ 
stress–testing to be a source of better understanding of 
such complex and inter–related risks.

Communicating the message
Investor presentations have developed as a means of 
providing the answers to some of these questions. They 
can be more timely as they are not tied to the annual 
reporting cycle but they still have a tendency to respond 
to short term earnings over long term value. Investors 
will also be looking for greater confidence that they are 
being provided with the complete picture. Good narrative 
reporting that is aligned with the organisation’s business 
model should support the reliability and completeness 
of the picture presented in other, more timely, 
communications by embedding it in the organisation’s 
formal reporting processes.

Each of these issues is at a different stage of evolution in 
reporting terms. We suggest reporters address the specific 
questions raised by all three recommendations rather than 
looking for a magic bullet measure of value creation based 
on a single financial ratio or other metric.

We suggest reporters address 
the specific questions raised 
by all three recommendations 
rather than looking for a magic 
bullet measure of value creation 
based on a single financial ratio 
or other metric.

Matt Chapman
Better Business Reporting
KPMG in the UK
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The case for change
Financial statements provide the start of the value creation story, not the end. 
A broader perspective is required to address the key drivers of shareholder value.

Bank reporting has developed significantly since 2008. 
Regulators and other bodies have stepped in to fill gaps 
that existed in pre–crisis bank annual reports. This has 
brought immediate benefits in increasing transparency  
but it can only go so far:

 £ Regulators’ mindset has been focused on more  
data rather than on linking disclosures to  
shareholder value.

 £ Public policy and special interest disclosures (such  
as the Iranian Threat Act, Eurozone exposures) can 
skew the balance of reporting away from the business 
specific issues that are currently the  
most material to individual banks’ shareholders.

 £ Inconsistent disclosure requirements from different 
regulators are creating multiple information sets  
on the same issue.

All of the above creates reporting clutter and shifts 
the focus of reporters towards meeting compliance 
requirements and away from meeting shareholder needs – 
the compliance checklist of reporting disclosures now runs 
to some 2,000 items for a typical bank. 

The sheer volume of compliance requirements means that 
boards’ focus on reporting matters driving shareholder value 
is often obscured by their regulatory disclosure obligations. 
Compliance requirements are restricting business specific 
communication, rather than providing the starting point 
for a business–specific view of shareholder value creation. 
Boards need to wrestle back the control of their reporting 
agenda to communicate the unique value creation story of 
their business. To do so they will need to take the initiative 
and bring their reporting focus back to shareholder needs 
by looking beyond current year financial performance to 
address a broader range of factors that drive success.

The sheer volume of 
compliance requirements 
means that boards’ focus 
on reporting matters driving 
shareholder value is being 
obscured by their regulatory 
disclosure obligations.

Fig 1 : Reporting evolution in the banking sector

Several factors have combined to increase banks’ compliance reporting obligations but we question whether the increase 
in available data is providing investors with a clearer understanding of shareholder value creation.

Financial crisis

Regulatory pressure

Business complexity

Stakeholder pressures

Compliance 
reporting 

requirements

Vast increase 
in data ?
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A basis for better reporting: Recognising the 
different components of shareholder value

Whilst financial statements evolved to provide an historical 
record of performance, they are widely used as a starting 
point for assessments of business value. This has led to calls 
for the publication of forecast financial information. Instead, 
we believe that a broader view of historical performance 
could address many areas of investor concern by providing a 
stronger base from which they can form their own views of 
business prospects and value.

Financial reporting provides an essential backdrop for an 
assessment of business value by providing well–defined 
historical earnings information. Together with narrative and 
other financial disclosures this can go some way towards 
providing a basis for assessing the current ability of the 
business to generate earnings assuming business as 
usual – its current run rate.

Of course there is more to business value than this. 
A typical cash flow valuation will depend not only on 
the current run rate of the business but also detailed 
assumptions about its medium term prospects and, at a 
high level, assumptions about the shape of the business 
and relevance to its customers in the long term that 
drive an assessment of its terminal value. The level of 
information to support this assessment is often limited. 
In the absence of bank specific information there is a 
danger that investors may fall back on industry–level 
generalisations of risk to make their assessment. 

An example in the current reporting cycle is the 
implementation of Basel III capital requirements  
(i.e. Capital Requirements Directive IV). Banks’ reporting 
recognises the risk of uncertainty over regulatory capital 
requirements but leave a big question mark over the 
potential impact on future returns. To understand this, 
readers need an indication of the strategies the bank 
might adopt if capital rules are more or less punitive  
than expected, and they need a basis from which they  
can assess the potential impact. Compliance–focused 
reports are unlikely to provide this.

Narrative reporting, supported by investor presentations, 
has developed to address some of these questions but 
the depth and consistency of information provided is often 
limited and rarely proportionate to the significance they 
play in the overall value of the business. We emphasise 
that this type of information does not need to take the 
form of forecasts – rather it should enable readers to form 
their own views on the medium and long–term prospects 
of the business.

In the absence of company 
specific information there is 
a danger that investors may 
fall back on industry–level 
generalisations of risk

Fig 2 : The gap between reporting content and business value
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Reporting content

Strategic issues

Forecasts / plans

Past performance

Business value

Game changers 
(terminal value)

Management plans 
(3–5 year horizon)

Business as usual 
(current run rate)

Risk premium

Cash flow models of business value 
typically have three components of value 
– ‘business as usual’, the value added 
from management’s plans and expected 
changes in the business environment, 
and assumptions about the ability of the 
business to generate returns over the very 
long term.

The focus of traditional corporate reporting 
on past performance creates a gap 
between the information reported and the 
information needed to assess business 
value. The danger is that this reporting gap 
creates uncertainty which must be priced as 
a risk premium into the organisation’s cost 
of capital.



Reporting needs to address all components of business 
value if it is to support higher levels of investor confidence in 
business prospects. At the moment, current reporting focus 
is largely directed at explaining the historic financial analysis. 
Unless addressed, limited visibility over the broader aspects 
of business value is likely to continue to drive higher risk 
premiums in shareholder valuations in a sector that is still 
working to overcome heavy negative sentiment.

We have identified three areas of reporting focus that 
could help banks to align their reports more closely with 
shareholder value: 

1  Link risk choices to earnings – an understanding of 
the bank’s baseline performance requires the 
context of the risk choices taken. 

2  Focus on operational performance – reporting needs 
to align more closely with the operational activities of 
the bank if the impact of management’s strategy and 
changes to the operating environment are to  
be understood. 

3  Address the long term future of the business – lack 
of information on how the long term value of the 
business is being protected limits investors’ ability 
to distinguish between banks that are investing to 
protect long term value and those that are not.

We recognise there has been significant progress in each 
of these three areas – though the extent of reporting 
evolution differs, as illustrated below.

Reporting needs to address  
all components of business 
value if it is to support higher 
levels of investor confidence  
in business prospects
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Fig 3 : Post–crisis reporting developments provide a basis on which to build

Recent reporting developments provide a basis on which to build – but they are not yet providing the clear link to 
shareholder value that investors need.
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Recommendation I:  
Linking financial risk choices to earnings

Banks’ financial performance needs to be understood in 
the context of the financial risk choices they have taken. 
Many of these choices involve trade-offs between current 
earnings and drivers of future earnings – for example 
carrying higher liquidity buffers reduces revenue but  
also reduces the risk to the organisation.

Much, though not all, of the risk related information needed 
to provide context for current year earnings performance 
is already being provided (for example changes in risk 
weighted asset density) but this information is tucked 
away in detailed notes to the financial statements or other 
regulatory disclosures and can require detailed analysis 
to identify. The experience of the financial crisis is that 
information may be missed by the markets if not provided 
in an accessible form – the heavy reliance of certain 
banks on wholesale funding was visible in their financial 
statements but the risk of a seizure in these funding 
sources was not acknowledged.

Risk reporting has developed significantly but the link 
between the risk choices taken, and their impact on current 
and prospective earnings needs to be much stronger. 
Measures of overall risk adjusted revenue may be complex 
and opaque, but a different approach, linking risk choices to 
earnings performance could provide shareholders with an 
overview of the risk context for earnings performance.

Explaining the link
Banks’ strategies will be tailored to respond to a range of 
financial and non–financial risks. The information required to 
explain these choices will be different for each category of 
risk but, in general, we believe it should answer three  
broad questions:

 £ What risk choices were taken in relation to each aspect 
of the business model, and were they adhered to 
throughout the period?

 £ How have the choices taken affected earnings and 
were these consequences consistent with what might 
have been expected?

 £ How will these choices change for the near future;  
are the consequences expected to be the same;  
and how do governance processes provide confidence 
that these choices will be followed through at an 
operational level?

the link between the risk 
choices taken, and their  
impact on current and 
prospective earnings needs  
to be much stronger



Much of the information required to make these 
assessments is already being provided as a result of 
enhanced disclosure requirements. However, the balance 
sheet nature of many disclosures means that detailed 
analysis of technical disclosures is required in order to 
understand the earnings implications. These disclosures 
could be developed and made more accessible to support an 
earnings perspective. We believe these risk choices should 
be given greater prominence in the discussion of current year 
earnings – for example by including risk measures alongside 
earnings. During a period when many banks are adopting 
more conservative risk strategies it is particularly important 
that the earnings impact of these decisions can be clearly 
understood by investors. Illustration I (overleaf) provides an 
example of how this might be achieved for credit risk.

Market movements and the actions taken by management 
(‘the value add’) are key drivers of net interest margin. 
Within reason, management can generate any possible  
net interest margin result on a given external market 
interest rate by adjusting its risk appetite (particularly credit 
and liquidity risk), however, bank financial statements tend 
to focus on standard financial KPIs, such as net interest 
margin, rather than the risk decisions that have led to them. 

As noted previously, there is good disclosure of risk indicators 
but they do not tend to be clearly linked to performance. We 
therefore recommend more prominent reporting and linking 
of key risk indicators with performance with explanation of 
how the organisations risk appetite has changed in the period 
and how that impacted the bank’s results. Sensitivity  
analysis may help to indicate the strength of relationship  
with the variables.

The directness of this relationship will vary from bank to 
bank and, particularly, in the case of credit risk there may  
be significant time lags between changes in risk appetite 
and actual impacts in performance. However, we believe 
that prominent disclosure in management’s analysis of 
financial performance would improve the quality of the 
discussion and debate with shareholders by explaining the 
link between risk choices and performance results using a 
few well understood KPIs (connecting the comprehensive 
analysis of balance sheet risk to the income statement).

Whilst more difficult to quantify it may also be appropriate 
to consider disclosure explaining the impact of non–financial 
risk choices on earnings. For example, non–participation in 
certain higher conduct–risk product types. 

Fig 4 : Making the link between risk and performance indicators 

A bank’s earnings performance needs to be understood in the context of the risk choices it has taken. Measures 
of risk appetite are available that could help to provide this context – but the link to earnings is not being made.
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Key risk faced  
by organisation

Risk indicator Performance indicator

Credit risk

Risk weight asset density on loans 
and advances

Remaining expected loss on loans 
and advances

Net interest margin

Loss ratio – loan loss reserves as a 
proportion of net interest margin

Liquidity risk
Net stable funding ratio

Size of liquid asset buffers
Net interest margin

Solvency risk
Leverage ratio

Capital ratios
Return on (and cost of)  
equity to credit rating

Market risk
Value at Risk

Earnings at Risk
Trading income

Operational risk Operational loss tolerances Cost: Income ratio



Illustration I : Explaining performance in the content of risk

Changes in RWA density and asset portfolio mix provide 
an indicator of credit risk. This is important context for an 
explanation of net interest margin performance.

Pillar 3 disclosures provide information about risk choices:

Pillar 3 Disclosures
Gross Assets RWA Density

31 Dec 13 31 Dec 12 31 Dec 11 31 Dec 13 31 Dec 12 31 Dec 11
$ bn $ bn $ bn % % %

Retail

Secured  365  309  309 40% 36% 37%
SMEs  25  12  12 55% 60% 62%
Other  55  67  67 35% 42% 42%
Total Retail  445  388  388 40% 38% 39%

Corporates  410  402  402 55% 61% 59%
Institutions  160  165  165 22% 25% 27%
Governments  525  617  617 10% 11% 12%
Other  42  63  63 48% 53% 53%
Total  1,582  1,635  1,635 32% 33% 33%

Discussion of risk strategy sets out chosen levels of risk from portfolio 
mix and loan policy:

Long Term 
Target

Mix at 31 
Dec 13

Mix at 31 
Dec 12

0% 10% 20% 30% 40% 50% 60% 90%70% 100%80%

Retail

Corporates

Institutions

Governments

Other

Target asset portfolio
A number of strategic initiatives are expected to change 
the asset portfolio:

•   Withdrawal from SME sector in non–core countries.

•   Expansion of UK retail lending, supported by branch 
network investment.

On the basis of current returns for each asset class, a 
rebalancing to the target portfolio might be expected to 
result in a 0.2% increase in net interest margin.

44%
42%

40%
38%
36%

34%
32%

30%
2011 2012 2013

Risk Policy Limit

Retail RWA density
Risk appetite – Retail
During the year, the risk committee has approved an 
increase in the maximum LTV ratio for retail mortgage 
products to 85%. For the current year this has led to an 
increase in RWA density for this asset category from 
36% to 40%. Over time we expect a further increase as 
a result of this policy, up to the revised policy limit of 
42% set by the risk committee...

Changes in risk indicators and portfolio mix provide context for 
net interest income:

Performance Disclosures – Net interest margin    

Risk indicators

Gross Assets Net interest margin
Change in 

RWA density
Change in

Portfolio Mix
31 Dec 13 31 Dec 12 Y/E 31 Dec 13 Y/E 31 Dec 12 Y/E 31 Dec 13 Y/E 31 Dec 13

$ bn $ bn $ bn % $ bn $ bn % pts % pts
Retail

Secured 365 309  12.4 3.4%  9.0 2.9% 4.0% 2.4%

SMEs 25 12  1.5 6.1%  0.8 6.5% –5.0% 2.5%

Other 55 67  4.0 7.3%  5.5 8.2% –7.0% –4.9%

Total Retail 445 388  18.0 4.0%  15.3 3.9% 2.4% 4.4%
Corporates 410 402  14.8 3.6%  15.3 3.8% –6.0% 1.3%

Institutions 160 165  2.6 1.6%  2.4 1.5% –3.0% 0.0%

Governments 525 617  5.3 1.0%  6.2 1.0% –1.0% –4.6%

Other 42 63  0.9 2.2%  1.5 2.4% –5.0% –1.2%

Total 1,582 1,635  41.4 2.6%  40.7 2.5% –0.3% 0.0%
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Discussion of current year performance in the 
context of risk choices:

Retail business – Performance & risk summary
% Secured   

Loans
Net Interest 

Margin
Loan book 

Impairments
RWA Density

Target 32% – – 40% 
Y/E 31 Dec 13 28% 4.03% 0.40% 40%
Y/E 31 Dec 12 24% 3.94% 0.39% 38%
Y/E 31 Dec 11 24% 3.50% 0.75% 39%

4.5%
4.0%

3.5%
3.0%
2.5%

2.0%
1.5%

1.0%

0.5%
0.0%

Governments Institution Other Corporates Retail

31 Dec 12
31 Dec 13

Net interest margin
Net interest margin
Retail: Net interest margin increased by 18%, 
reflecting a 15% increase in gross assets in this 
sector, and a planned relaxation of mortgage 
criteria, which resulted in a 2.4% increase in retail 
RWA density and, therefore, increased credit–risk. 
Additionally, we have benefited from...

4.5%
4.0%

3.5%
3.0%
2.5%

2.0%
1.5%

1.0%

0.5%
0.0%

Governments Institutions Other Corporates Retail

31 Dec 12
31 Dec 13

Loan impairments – percentage of loan book

Loan impairments
Retail: Overall impairment losses have remained 
stable as a percentage of book value as the profile 
of the loan book has now...
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Recommendation II:  
Focus on operational performance
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What really drives value in a bank? It is not enough to 
assume that ‘business as usual’ will provide a constant 
stream of earnings, so reporting needs to show how the 
ability to generate future earnings in both the medium and 
long term, is being protected and enhanced.

Banks’ strategy presentations talk to this and their day–to–
day operations focus on it but most annual reports do not. 
We believe that reporting now needs to take the discussion 
of business value creation beyond broad descriptions of 
proposed actions or industry awards won to something that 
enables the shareholder value impacts to be understood. 
This requires greater alignment with the operational priorities 
of the business. 

To achieve this, it is helpful to focus on the key resources 
that drive business performance. Progress in developing 
these can provide leading indicators of earnings performance 
and hence shareholder value creation.

Key areas to address:

 £ Does the business have the right resources  
or attributes (e.g. network strength) to support  
the strategy?

 £ What progress has been made in implementing  
the strategy? 

 £ How is the strategy changing the shape of  
the business?

The relative importance of each resource will depend on 
the specific circumstances of each business – not all will 
be relevant for every business. We urge report preparers 
to focus on the most significant drivers of shareholder 
value rather than attempting to cover every aspect of the 
business in broad terms. 

Fig 5 : Attributes and resources driving business success

Product  
Base

Customer  
Base

Trust /  
Reputation

Operating  
License

Financial  
Strength

Key  
Staff

Network  
Strength

Operational 
Platform

How much reporting space is 
devoted to explaining how key 
business resources have been 
developed and protected  
in a typical annual report?

Investment in these resources 
typically appears as a drag on short 
term earnings performance, yet it 
may be fundamental to preserving 
shareholder value. A broader 
reporting perspective is required if 
this is to be explained.



reporting now needs to  
take the discussion of  
business value creation  
beyond broad descriptions  
of proposed actions 

In addition to financial strength – which is already well 
covered – and operating license (which we address in our 
third recommendation), key areas that should be considered 
include:

1) Customer base
Although customer base is a central focus for retail bank 
operations, it receives little reporting coverage. The result 
is that the upfront cost of investment to win and retain 
customers is emphasised in reports over the longer term 
benefits from new relationships which are only visible over 
a period of years in the financial statements. 

The information needed to communicate this could, for 
example, include:

 £ Profile of the customer base (for example is it weighted 
towards a particular demographic that has particular 
growth drivers?).

 £ Summary information on customer retention levels 
and average customer revenues (to enable readers 
to understand the value created by investment in 
expanding the customer base).

 £ Track record of customer additions and churn (to enable 
readers to assess progress in winning and retaining 
customers over time).

 £ Progress in developing particular sections of the customer 
base that are considered strategically important.

2) Operating platform
Investments in the quality, reliability, and cap ability of a 
bank’s operating platform can be fundamental to the ongoing 
success of the business. However, back–office capabilities 
generally get little reporting profile. Objective information in 
this area could help readers better understand how transaction 
processing risks are being managed and also provide a 
perspective on the extent of competitive advantage provided 
by the existing infrastructure.

3) Network strength
Banks perform an essential role in intermediating between 
different markets, so a significant element of competitive 
advantage may lie in the quality of a bank’s network (branch 
network, geographical footprint, market connections etc).Its 
fit with evolving business strategies is particularly important. 
Reporting could help to demonstrate the extent to which the 
network is the right shape to meet future business needs, 
and the extent to which it is being enhanced.

Report preparers may want to look to other sectors – 
particularly retail – for examples of how their reporting 
might be developed here.

4) Key staff
Information on how the key staff base is being maintained 
and developed to meet business needs is likely to be 
particularly relevant for advisory businesses and others 
who depend on direct personal relationships. Existing 
reporting practices tend to address the staff base across 
the entire business, rather than key groups of staff that 
the prospects of the business is most dependent on. 
More specific reporting of staff retention, experience, and 
satisfaction, could make it easier for readers to interpret 
the implications of the measures provided.

5) Product base
Some banks are able to draw distinct competitive 
advantage by offering unique product offerings that cannot 
be readily replicated by their competitors. Their ability 
to maintain this advantage may be a key driver of future 
prospects but the factors that contribute to this are often 
not visible in reports that tend to focus on generic high 
level categories of service offering. Where this is the case, 
drawing out these unique factors could provide a platform 
for explaining how the advantage is being developed 
and protected.
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6) Reputation
Reputation and brand recognition scores are increasingly 
being reported but generally on a business–wide basis 
that cannot be related to drivers of customer preferences 
across different parts of the business. We believe the 
next step should be to link reporting in this area with the 
strategic objectives of the business. For example, a bank 
may be focused on attracting depositors in one market and 
borrowers in another. The reputational factors that drive 
success in each will be very different.

For each of these areas, the information needed to 
understand shareholder value creation will vary depending 
on the specific circumstances of the organisation 
(remembering that only the most significant value drivers 
will need to be covered).

We suggest that four broad categories of disclosure are 
considered in order to support shareholder understanding 
of each matter:

 £ Context disclosures that provide detail on the business 
model in order that readers can assess what part of 
the business is potentially affected by a particular  
issue – such as the identification of recurring and  
non–recurring customer contracts.

 £ Risk indicators that enable readers to understand 
the extent to which significant but potentially remote 
issues are being managed – such as the retention  
of key staff.

 £ Progress indicators that demonstrate the extent  
to which the business strategy and plans have  
been implemented – such as progress in expanding  
the business presence or customer base into  
new markets.

 £ Reward indicators (covering both financial and 
operational outcomes) that demonstrate the impact 
that an issue or action is having on business outcomes 
that drive future shareholder returns – such as 
customer acquisition or growth in target markets. 

Although customer base 
is a central focus for retail 
bank operations, it receives 
little reporting coverage
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Illustration II : Explaining progress managing the retail customer base

Operating performance measures can provide a more immediate indicator of progress in managing the customer base than 
the financial statements can.

Progress in developing the customer base 
Customer profile provides a basis for understanding the overall development of the customer base

Customer Profile
Y/E 31 Dec 13 Y/E 31 Dec 12

Number Average
Balance

Average 
Fee income

Number Average
Balance

Average 
Fee income

 '000 $ 000 $  '000 $ 000 $
Net Borrowers  2,073  151  475  2,018  147  432 
Net Depositors
– High value accounts (>$1m)  37  5,490  7,901  33  4,985  5,960 
– Other  5,269  11  110  5,123  10  102 

Customer acquisition and retention 
Changes in customer numbers provide a basis for 
understanding the outcome of the bank’s management of the 
customer base. They can also provide leading indicators of 
financial performance.

Customer acquisition & retention
Net Borrowers
Number (‘000)

Net Depositors
Number (‘000)

Active customers at 31 Dec 12  2,018  5,123 
New customers acquired  125  302 
Lost / Inactive customers 70 119 

Active customers at 31 Dec 13  2,073  5,306 

Turnover rate 3.5% 2.3%
Acquisition rate 6.2% 5.9%

Investment in customer acquisition 
Operating investment in key business assets such as the 
customer base provides an indication of whether business 
enhancement is being prioritised over short term earnings.

Customer investment
Y/E 31 Dec 13 Y/E 31 Dec 12

$ mn $ mn

Operating investment     
Direct marketing  122 97
Advertising 58  49 

 180  146 
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Recommendation III: Addressing  
the long term future of the business

For most businesses, a key part of shareholder value  
will be locked up in the long term prospects for the 
business – in valuation terminology, its terminal value. 
This is an area that has typically had little reporting focus 
with the consequence that investors have lacked objective 
information to distinguish between businesses that are 
investing to protect long term aspects of shareholder value 
and those that are prioritising short term performance.

The issue is particularly important for the banking sector 
where the reputational aftershocks of the financial crisis are 
still being felt in political, regulatory and media sentiment 
towards banks. It is clear that the future profitability of 
the industry will depend on its ability to operate within an 
environment where there is increased appetite for regulation. 
In this context, the ability of banks to manage these changes 
is a key determinant of long term shareholder value and 
deserves more prominence in shareholder reporting. At 
its most basic level, a bank that can align itself with wider 
societal trends, should have a lower risk of obsolescence 
(either over time or being regulated out of business). 

Most banks’ annual reports now contain a description of 
the business model, linked to the short term financial risks 
generated by this model. Whilst this has been a positive 
development over recent years, there is a need to bring a 
longer term lens to this business model analysis – where 
is the true value (beyond the natural intermediation and risk 
transformation elements of a bank) and where is the bank 
susceptible to value erosion or destruction?

Some of the recommendations in sections I (linking risk to 
earnings) and II (focussing on operational performance) call 
for new insights into the current business model, and the 
strategy for developing it. However, the potentially game 
changing issues that could reshape the long term business 
model operate at a broader level. Whilst the issues covered 
should be business specific, we would expect that four 
broad areas would merit particular reporting attention:

 £ Potential impact of regulatory activity

 £ Maintaining the licence to operate

 £ Maintaining customer and counterparty trust

 £ Continued relevance to customer and society’s needs

The exact information required will depend on the specific 
challenges faced by the business and its approach to 
addressing them. Generally, the most relevant information 
will align with the governance policies of the business.

Given the company specific nature of these matters, 
we expect that some of the measures reported may 
not be directly comparable across different businesses. 
Nevertheless, the context of a track record can provide a 
basis for understanding what a good level of performance 
looks like.
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Additionally, in an increasingly complex world with 
interlinked risks, bank management and regulators now 
rely more heavily on stress–testing information to show 
the robustness of the business model, recognising the 
limitations of traditional historic financial analysis. We may 
have reached the time where a broader stakeholder base, 
particularly shareholders and investors, need access to this 
information too. 

1) Potential impact of changing regulation
There is currently significant uncertainty over what the 
future regulatory capital and liquidity requirements will 
be for banks. The subject often dominates investor calls 
but the focus of available information tends to be on the 
‘Equity’ component in Return on Equity calculations, rather 
than the impact on long–term earnings. 

Where regulatory charges are creating a specific major 
uncertainty around future prospects, there is a danger that 
lack of clarity amongst investors over its potential impact 
could further add to this uncertainty. Additional disclosure 
of information aligned with stress tests could help investors 
to form their own views on what parts of the business 
might become unprofitable if regulatory capital or liquidity 
requirements were raised significantly. These disclosures 
could also provide a basis for management to explain their 
strategy for managing the potential impact of the  
final outcome.

2) Maintaining the licence to operate
Risk to licence to operate may be relevant to all or part of 
a bank’s operations. Reports can address both how this is 
protected – by demonstrating good citizenship – and also 
how potential threats to the licence are being managed.

The provision of Corporate Social Responsibility (CSR) 
information is already well established in the banking 
sector but much of this information is directed at specific 
stakeholder groups rather than shareholders. Often the 
right issues are covered but without the detail needed by 
shareholders to support their assessment of the progress 
made in managing the issue, or its implications for future 
business prospects. Communicating these matters to 
shareholders requires a focus on their information needs 
that calls for an evolution in CSR reporting practice. 

Fig 6 : Adapting CSR reporting to address shareholder value

Existing CSR reporting practice needs to evolve in order to connect with investors’ assessments of value and risk.

From To

Stakeholder focused reporting Focus on the development and protection of business value

Immediate stakeholder outcomes Management of game–changing risks and opportunities

Broad range of issues covered in general terms Analysis of the most important matters affecting strategic 
business objectives

Ad hoc examples of good citizenship Progress track records linking to business outcomes
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The result is that shareholders are presented with an 
array of measures that can help to demonstrate good 
citizenship through traditional CSR reporting but it can be 
difficult to judge how much protection individual acts of 
good citizenship would provide in the event of a challenge 
to business behaviour. Whilst demonstrating charitable 
activities is unlikely to provide an effective defence for a 
major act of unethical behaviour, taken as part of a broader 
demonstration of best–in–class corporate behaviour it may 
help to mitigate public pressures arising from the issue. To 
reflect this, shareholder reporting needs to step back from 
the detail in stakeholder reports to focus on big–picture 
measures of citizenship – comparative assessments of 
Responsible Investment index membership being one 
possible example.

It is also notable that many banks have taken steps to 
withdraw from activities that risk creating public perceptions 
of improper behaviour. For some, this will represent a 
significant investment in terms of foregone revenue that 
needs to be explained to shareholders as it will otherwise 
appear as a short term dip in performance that may put the 
organisation at a competitive disadvantage. 

In addition to investments in risk management, targeted 
governance disclosures (that go beyond broad descriptions 
of board process) can play a role in demonstrating the 
extent to which the board is actively involved in anticipating 
and setting policies for areas of activity that might be 
subject to external challenge. 

3) Customer and counterparty trust
Progress in maintaining customer trust can be communicated 
in a number of ways. At its most immediate, measures 
such as reputational and net promoter scores provide a 
snapshot of the current state of the business that can be 
compared against its track record (though, as noted earlier, 
these measures are most relevant to shareholders when 
they are provided at a level that is consistent with strategic 
focus of the business rather than as a single business–
wide score).

Investment in building customer trust can take a number 
of years to make a positive impact on business reputation. 
In order to provide shareholders with a view of how this 
is being managed, reporting can focus on the factors 
that will ultimately drive customer trust – in particular the 
robustness of the business’s operating platform (covered 
earlier in this article), the culture in the business, and 

the management of risks inherent in complex financial 
products. In reporting on culture, businesses should be able 
to draw on the outcomes of their own internal processes to 
provide information that demonstrates how risks associated 
with customer trust are being managed over time. High 
level summaries of internal audit activity, whistleblowing 
reports, and certain aspects of staff surveys can also be 
relevant. This may also give banks the opportunity to more 
pro–actively explain their approach to staff remuneration, 
particularly in light of the focus on bank business. 

More broadly, it should be natural to tie these areas into 
descriptions of corporate governance activities by linking 
relevant governance disclosures more closely to risk and 
long term shareholder value drivers. Information on the 
technical expertise of the board, the focus of its activities, 
and the types of information and resources it uses to 
control and monitor risks can help to take governance 
disclosures beyond generic description of process.

4) Continued relevance of the business model  
to customer and society’s needs
Banks also face game–changing challenges and 
opportunities from developments in customer needs. 
Shareholders need to know how well equipped the 
business is to deal with these changes if they are to 
understand the durability of its business model. It is natural 
for business to respond by focusing on what makes their 
products attractive to customers. This is important in the 
short to medium term but to address the longer term a 
broader, outward looking perspective is required that is 
based on meeting customer needs rather than delivering 
products, essentially ‘why does society need banks?’

Looked at through this lens, products (including some 
based on trading between industry participants) that offer 
high value returns in the immediate future term may have 
less value in the longer term. Conversely, other products, 
services, and capabilities may provide lower but more 
durable income streams. 

In order to give shareholders greater confidence over the 
durability of their income streams we believe preparers 
first need to provide more granularity over the different 
elements of their business models, and then use this as 
a basis for explaining progress in maintaining their ability 
to meet evolving customer needs. For example, for some 
banks we would expect that this would entail greater focus 
on investments made in new technologies (for example, 
mobile payment processing for retail banks) to defend 
their market position from new entrants to the sector who 
may bring a different approach to fulfilling an established 
customer need.
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Illustration III : Explaining progress in managing customer trust in a retail bank:

Operating performance measures can provide an indication of progress in implementing strategies to manage long term 
risk; progress in managing the drivers of risk; and the operating impact on the business. Readers are likely to be most 
interested in the development of these measures over time, rather than the absolute value at a point in time.
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Progress in implementing strategy

Customer facing staff 
The quality of interaction with our branch staff is a 
key driver of customer satisfaction. Our target is to 
ensure that at least 80% of front–line staff are trained 
to level 2 or above. The training to achieve this level 
of accreditation includes product knowledge, sales 
ethics....
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Developing a better 
business report

© 2014 KPMG LLP, a UK limited liability partnership, is a subsidiary of KPMG Europe LLP and a member firm of the KPMG network of independent member firms affiliated with KPMG 
International Cooperative, a Swiss entity. All rights reserved.

22

We encourage report preparers to see these ideas as a 
starting point for identifying ways to improve their dialogue 
with investors rather than the end point. We believe that 
narrative reporting should reflect the unique features of 
each business.  
 
For those looking to explore this further, we suggest three 
challenges to start your improvement journey 

 £ Tell your value creation story on your terms by building 
your reporting around your business model rather than 
starting from a disclosure checklist.

 £ Consider what constitutes a ‘good year’ for your 
business. If it is more than just meeting your earnings 
targets, are you giving shareholders the information  
to look beyond short term financial performance to  
see this?

 £ Ask yourself whether the information provided enables 
shareholders to form a view over the long term 
prospects and value in the business.
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Aligning Bank Reporting with Shareholder Value

KPMG International’s Better Business Reporting site: 
www.kpmg.com/betterbusinessreporting

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual 
or entity. Although we endeavour to provide accurate and timely information, there can be no guarantee that such information 
is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on such information 
without appropriate professional advice after a thorough examination of the particular situation.
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