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Reputation Risk

Integrating Reputation Risk
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1. what exactly is Reputation Risk?

2. Can it be measured? Metrics
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re p u tatl O n Reputation Risk

What do |

What do | think expect of_this
of this organisation? How much do |

organisation? trust this
organisation?

Reputation is a perception of character and the basis for trust.
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reputation is.....

~elational and relative — relationships with someone for something

—Xception attributed — notoriety, specific events will be generalised
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reputation risk is....




expectation alignment é il

Current
Performance Nature of risk Action needed

Exploit

Improve
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reputation risk is also....




trust erosion é Chiron

Level Stakeholderreaction Trust damage Characteristics
5 Outrage Trust completely lost — Fraud, embezzlement, illegal
not recoverable or criminal aCtiVity
4 Disgust Trust severely damaged — Incompetence, poor
never fully recoverable management decision making
3 Concern Trust diminished — Accident or safety issue

recoverable at considerable cost eg product recall

2 Surprise Trust dented — Poor judgement/lack of control
recoverable with time & good PR | eg supply chain problems

1 Disappointment Trust questioned — Inconsistent behaviour eg gap
but recoverable speedily between policy and reality
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reputation risk is also....




trust recovery

key factors

. Existing goodwill
Prior state of trust

aspects

- Quantity & Quality
- Dependent conditions
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gualification

Goodwill in the bank —
‘forgiveness factor’

2. Nature of threat
Impact event or crisis itself

- Cause & Culpability
- Contain-ability

Whose fault? Blame and
culpability for the event

3. Response to threat
Reaction & crisis handling

- Efficient, Sensitive
- Contrition or apology

Immediate response
eg product recall
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the CRO challenge

 How much trust would be lost & with whom specifically?

« How would this damage to trust impact our business?
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summary

Reputation is a business continuity risk
» |tis a strategic not operational risk

* |tis a behavioural risk

stakeholder _
expectation ‘ reputation

 Itis an intangible risk risk

 ltis a significant risk TNl

Behaviour or

Performance
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reputation metrics

» Absolute: as an intangible asset - estimated monetary value

 Relative: as a cultural asset - intellectual capital — (Skandia Navigator)

Monetary valuation CEO & FD attention Superficial & contentious
(Market Cap or ROA model) with too many assumptions
Relative valuation Detail & internal analysis | Complexity, data intense,
(Direct IC or score card) volume of information
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Intellectual capital

Intellectual Capital

Human Organisational Relational
People skills, technology, processes, external networks,
creativity, intellect knowledge, innovation customers, suppliers,

leadership organisation reputation
& teams & culture & brand
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measurement metrics

 How do you measure a relationship value? — quality

How do you measure an expectation gap? — distance
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stakeholder sentiment

Investor :
Government confidence Competitor

interest interest

Reputation
Risk

Supplier
trust

Customer
goodwill

Public
interest

Media
interest

Employee
loyalty

S
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stakeholder expectations

Shareholder .
Regulatory value Comparative

Compliance ranking

Corporate
Behaviour

Prompt
settlement

Customer
satisfaction

Community
engagement

Social equity

Employee
& fairness

engagement
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Stakeholder relationship owners

Government |nVESt|0rs S
D A i
Regulators onors, Alumni P

Other boarding schools
ISI, Ofsted, CC

Winchester
College

Suppliers

Food, materials

Customers
Parents, pupils

Local
community

Media

National & local

Employees
Teachers & support
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managing reputation risk

» This is a shared responsibility




belt and braces Chiron

First level from business
operations performing day to
day risk management activity.

RISK
Other functions - Finance, Health
& Safety or IT, provide oversight
and set direction and policy.
RISK

Offers independent challenge to
assurance provided by business
operation & oversight functions.

3rd _ Internal and Monitor compliance and
provide independent
challenge and assurance

External Audit:

Source: KPMG



Reputation Risk — Solvency I

Pillar 1

Quantitative
capital
requirements

Strategic
assets

3 Chiron
Reputation Risk

Pillar 2 Pillar 3

Qualitative
supervisory Market
review discipline

Management

ommunications
systems
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Reputation risk: as viewed by KPMG for Solvency Il

Employee trust Investor trust

Reputation

Supplier trust Customer trust
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Nov 2008 - Companies Act, Enhanced Business Review

‘...a description of principal risks’
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reporting reputation risk

* Reporting risk is compliance driven — governance code

« The aim is to reassure stakeholders of management capability




iInternal perspectives

Management

Focus

Specifics

Motivation

Chiron

Reputation Risk

CEO/ Chairman

The City

performance v peers
share price

Financial Director

Business Review

principal risk
asset value description

Chief Legal Officer

D&O liability

duty to protect
liability for damage

Compliance

Risk Director

Governance

control — procedures
inclusion within register

Human Resources

Reporting structure

control — people
ownership attribution

Control

Company Secretary

Regulator codes

business community
reporting standards

CSR Director

SRI fund managers

stakeholder activism
sustainability agenda

Community

Investor Relations

Investor confidence

analysts briefings
shareholdings profile

Communications

External opinion

public relations
media interest

Choice
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What must we reveal? X 3| How can we be clearer?

Key issue: To whom are we accountable?
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reputation elements — risk register weptaton

Investors Customers

The 7 key drivers of reputation Suppliers Employees

Financial Performance

Delivery of Products & Services

Vision & Leadership

0

O

Corporate Responsibility

0

Workplace Environment

Knowledge & Skills

Emotional Appeal @

Q] 010
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register analysis by
stakeholder

Registered risks S’holder | S’holder | S’holder | S’holder | S’holder
B C D E

Risk A
Risk B
Risk C
Risk D
Risk E
Risk F
Risk G

* | X | KX | %

4




dashboard tool — investor example

INVESTORS

Stakeholder
Research

Internal
measures
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Reputation category Sub category | stakeholder Key risk Company
rating indicators rating
Financial Performance | Profitability Actuals
Cash flow
Products & Services Portfolio Actuals
Services
Vision & Leadership Strategy Actuals
Management
Corporate Governance Actuals
Responsibility Ethics
Workplace Culture Actuals
Environment
Knowledge & Skills Expertise Actuals
R&D
Emotional Appeal Inspiration Actuals
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Reputation Risk

Investors :
Competitors
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S u m m a ry Reputation Risk

« ERM framework should include reputation risk

« |t cannot be classified on a ‘probability-severity’ matrix
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Reputation risk — a short guide
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Outward facing values

Reputation Risk

Goodwill
Brand
Reputation P ~~ Accountants — estimated value
/ SOFT outer shell™ Intangible asset
l HARD \
\ centre ’
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Inward facing values



