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Introduction

 What is a Company’s Greatest asset and
yet, it’s biggest risk?

e Something which we treasure only when
we have lost it

 What do people
when they hear your Company’s name?




Understanding Reputation

What We Know so Far




Why Is It a Hot Topic?

 The impact of 9/11
e Corporate Scandals
e The focus on

and interest In
“what lies behind the label”

Corporate governance and regulatory
requirements impact

.. Never trust a company

“4%,<” with an ugly logo
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Corporate Scandals have led to an Erosion of confidence and trust in the integrity of corporate management & investment advice

- Accountability, ethical, community and environmental issues of primary importance

Integrity, accountability, transparency and inclusiveness are the new watchwords



Reputation Risk Is the Highest -
Order Risk

Perceived importance of risks

Reputation risk

Operations and markets

Strategic risk

r Economic and political environmeant

Financial

Froject and IT ris

Human Resources

Management Information
Mon-compliance with ermdronmental ¢ health and safaty
Mon-compliance with |aws and regulations

Accounting

Termonst § criminal

Factor scores (max 100 = all saying very high importance)
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The Economist Corporate Risk Barometer 2005

Reputational risk
Regulatory risk
IT Network risk
Credit risk
Market risk
Foreign Exchange risk
Terrorism risk
Financing risk
Political risk
Other 




Why would the world’s richest
man say...

* “lt takes 20 years to build a reputation
and 5 minutes to ruin it and if you
understand this you will do things
differently”

-+ “If you lose dollars for the firm by making
bad decisions, | will be very
understanding. If you lose reputation for

the firm, | will be ruthless.”- Warren Buffett




=
Increasing scrutiny and activism

by stakeholders
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Different stakeholder groups are becoming more sophisticated in how they drive corporate reputations. Critics on the Internet can now transmit their opinions and complaints around the world with ease. Most importantly, consumers have high expectations that companies will not only produce quality products and services, but also will act ethically in their creation and distribution.“
Source: Ellen Hexter, Director, Enterprise Risk Management at The Conference Board



The New Ethical Environment

¥ Conflict Honesty
| of and

Interest | Integrity

Ethical
\ Challenges

~ Whistle-
 Blowing




=
An Era of Communication

Change

* Profound Changes in the
way we

An increasingly
borderless world with
24/7 Media

A World with more active,

stakeholders with tools to
communicate, share and
do damage


Presenter
Presentation Notes
Disclosure Issues
Post Enron Suspicion
The Financial Wires:                      
Bloomberg                             
Dow Jones
Reuters
Communication options:
Press release/Company statement
Conference Call
Briefing Third Parties
24 hour world
Wire services & the internet
Time zone deadlines               
Local language
Local angles
Think globally/Act locally

http://www.amazon.com/exec/obidos/tg/detail/-/B00009YAJ0/ref=pd_sxp_f/104-2165011-2568705?v=glance&s=wireless�

THE REPUTATION ICE BERG

Media

Community

Threat of

Threat of llegitimacy
L Exposure
Activists P Regulators
Threat of

Threat of Legal Action
Boycott Safety Net
Threat of

Threat to Misunderstanding
Value

Threat of

. Threat of
Rogue Behavior,

Defection

Investors Customers

Employees Partners
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Tiger Woods — No longer No.1




The many factors that can affect
reputation
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Understanding Rep Risk

What We Know so Far

dribbleglass.

Twenty-dollar hooker. Year-old condom.







What Is Reputation?

 All that is generally believed about your
character, respectability, credit, integrity
or notoriety. (Latin: reputatio reckoning)

] « What is generally said or believed about
a person or thing or school



Presenter
Presentation Notes




What is Corporate Reputation?

The reflection of an organisation/person
over time as seen through the eyes of its
stakeholders and through
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“Reputation is the context in which stakeholders judge your actions.”


What we know about Reputation
In Business

e Reputation is an Asset* and always at

. RISk

- e Reputation is an asset — invested In for
| years

 Based on perceptions, experiences
and expectations

.« Trust —the key concept

* The sum of all the intangibles




Reputation Concepts

 Rarely properly understood or
managed

o  Difficult to quantify or value
Stakeholder derived

Very volatile - Long time and investment
to build — EASILY DESTROYED

Don’t know which way it will implode
Impacted and affected by many factors
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Receiving a great deal of attention the past 24 months
Not conducive to quantitative analysis – i.e. difficult to project potential impact to earnings and capital
Challenges: Difficult to quantify inter-relationships between risk categories and requires application of judgment in assessment in firm-wide risk
Need to find the right balance between quantitative risk measurement and qualitative risk assessment



What is Rep Risk?

e Reputation risk means the risk that an
Institution’s reputation
, as
reflected from negative publicity about its
business practices, conduct or financial
condition.

e Such negative publicity, whether true or not, may impair public
confidence in the company, result in costly litigation, or lead to a

decline in its customer base, business or revenue.




Definition : Reframed

 Is the risk that an activity, action or
stance performed or taken by a
company or its officials will impair its
Image in the community and/or the long-
term trust placed in the organisation by
Its stakeholders, resulting in the loss of
business and/or legal action.

» (This definition illustrates the importance of policies, procedures,
communication and training in an organisation).




Definition 1: (Stakeholder
Perspective)

oN
S‘?‘\KE

 Reputational Risk emerges when the
reasonable expectations of
stakeholders about an organisation’s
performance and behaviour are not
met.

(Mitigating this risk means developing and maintaining strong
stakeholder relationships, ongoing monitoring, communication
and management)




Definition 2: (Asset Perspective)

e Reputational Risk is defined as the loss
of earnings that occur in a situation of
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In the fall of 2004, Vioxx, a painkiller that produced $2.5 billion in revenues a year, was withdrawn from the market due to safety concerns and health risks that the drug raises the risk of heart attacks and strokes (over 2,400 lawsuits have been filed by users of Vioxx who claim the drug caused heart attacks and other cardiovascular problems) 
Merck shares had been trading in the $45 range until the withdrawal announcement and then plunged into the mid $30s and has been hovering around there since
Approximate Market Capital Loss = $40 Billion
Effect: US Justice Department launched a criminal investigation into Merck’s handling of the Vioxx case 
The SEC said it was conducting an informal inquiry focusing on what Merck told investors about the risks facing users of the drug. At the very least, credibility issues have arisen threatening the good brand name of Merck



Definition 3: (Incident Perspective)

 Reputational Risk is the
from unexpected incidents, or
from unanticipated response to the
Institution's initiatives, actions or day-to-
day activities.




Definition 4: (Compliance
Perspective)

* Reputational Risk can also be defined
and viewed as the loss or negative
publicity that can arise from failure to
meet regulatory or legal obligations.




Financial Industry Fallout & Impact

 Huge amount in fines

e Share price decreases

e Credit rating downgrades

e Impact on competitive position

« Potential for litigation and increased
scrutiny

o Ultimate damage -
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Fitch:

“Financial services firms are selling a brand name,” says Barry. “If this is tarnished, then it puts pressure on these companies' top line. Brand name is a basis for their success.” 


The negatives of Reputation Risk

Reputational loss has negative
conseguences:

e |t generates exira costs

 |tis a source of competitive disadvantage
e [t destroys market value

-+ Reduced or delayed access to finance




The negatives of Reputation Risk

« Less flexibility with the regulators
 Less societal licence to operate
« Delays and other managerial costs

« Higher worker costs and retention
| Issues, etc

¢ |t ralses questions about the company’s
standards of compliance and attitudes




Reputation Risk Mitigation

The Survival Guide




Realize that it can be complex

 Why? Rep Risk manifests itself through:
 Direct experience

* The Media — These days rumours fly in what is
really a small community - 24/7 Communication

!t * RR normally has perceptual and actual reality
parts — this implies action prior to a crisis and
communication strategies

-« Too much RR activity focuses on post-event
crisis management

Worst case — PR’s problem
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Let’s look at risk management in general
For historical reasons, much risk management concentrates on the traditional, pure, insurable risks: property damage, liability, etc, 
RR often falls into the too hard category or is considered  to be covered by addressing the individual pure risks
Such dedicated RR activity that exists often focuses on crisis management
Leading consultants advocate a more systematic approach with action before and after the event




HOW RUMOURS
START IN
THE OFFICE




=
The Aim: Managing Risk, Minimize
Exposure (Pre-Event Management)
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We have to stop the Banana Skins from
tripping us up
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Four Blocks

AR
\
\
Use these four to build a framework:

« ldentification — Vulnerability Analysis*

 Prevention & Compliance -Starts with
oublished policies, guidelines and
orocedures

.+ Implement an early-warning system
(Communication Loops)

} + Implement a Crisis Management and
Crisis Communication Action Plan
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Comply with the laws, rules, regulations and policies that govern behavior of the organisation
Each of us is responsible for making sure that our own conduct and the conduct of those we supervise fully complies with all applicable laws and regulations
We must recognize that even the appearances of misconduct or impropriety can be damaging to the reputation of the organisation, and act to avoid them



Reputation Building Tools

with Stakeholders —
personal and online

your Reputation and
] Corporate Communication practices

5/18/2011
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Quote

“A reputation is an incredible asset,
one you can’t appreciate until you lose lit.
And when you do, every aspect of
business
gets harder and more costly.”

Steve Miller, former CEO, Waste Management.
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Quote

Our people must understand that, even in
the most remote corner of the world

. So If you think you are
unimportant when it comes to Unilever’s
reputation — you are not. Everyone is
Important.

Antony Burgmans, Unilever



Make It a Mantra

Always ask one gquestion |f we do this,
: will it hurt our reputation?

' Reputations reflect behavior you exhibit day in
and day out through a hundred small things. The
way you manage your reputation is by always
thinking and trying to do the right thing every
day,"” - Ralph Larsen CEO Johnson & Johnson.




Contact Detalls

For more information, contact:
Deon Binneman
011 4753515/0834254318

deonbin@icon.co.za

http://www.deonbinneman.wordpress.com
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What have you learned today?

What has been consolidated for you?

Is there anything which was included today that you did not fully  understood?

Any other comments?

mailto:deonbin@icon.co.za�
http://www.deonbinneman.wordpress.com/�

	Thinking Differently about Reputation
	Introduction
	Understanding Reputation
	Why is it a Hot Topic?
	Reputation Risk is the Highest -  Order Risk
	Why would the world’s richest man say…
	Increasing scrutiny and activism by stakeholders�
	Slide Number 8
	An Era of Communication Change
	THE REPUTATION ICE BERG
	Tiger Woods – No longer No.1
	The many factors that can affect reputation
	Understanding Rep Risk
	Reputation Risk
	What is Reputation?
	What is Corporate Reputation?
	What we know about Reputation in Business
	Reputation Concepts
	What is Rep Risk?
	Definition : Reframed
	Definition 1: (Stakeholder Perspective)
	�Definition 2: (Asset Perspective)�
	�Definition 3: (Incident Perspective)�
	�Definition 4: (Compliance Perspective)�
	Financial Industry Fallout & Impact
	The negatives of Reputation Risk
	The negatives of Reputation Risk
	Reputation Risk Mitigation
	Realize that it can be complex
	Slide Number 30
	The Aim: Managing Risk, Minimize Exposure (Pre-Event Management)
	Four Blocks
	Reputation Building Tools
	Quote
	Quote
	Make it a Mantra
	Contact Details 

