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Managing Risks to Create Value:
The case of Reputational Risk
Management

Riccardo Bigio

ERM as a Competitive Advantage

Compliance vs Value Creation
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Managing Reputational Risk
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ESTABLISH
COMPETITIVE
ADVANTAGE

IMPROVE
BUSINESS
PERFORMANCE

OPTIMIZE RISK
MANAGEMENT
COST

* Integrate risk management and strategy setting

* Improve management of risks across enterprise
* Improve capital deployment and resource allocation
» Configure risk taking with core competencies

» Protect reputation, brand and image
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» A culture of risk awareness has yet to emerge

* The importance of Governance is underestimated

* Quantifiable risks are still the focus of too much attention

Source: Economist Intelli Unit and Pri useCoopers; “C i A gap at the heart of risk management”; june 2003.
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Source: Economist Intelligence Unit; “Reputation: Risk of Risks”; december 2005.
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“Stakeholders form much of their expectations regarding

future behaviour and characteristics of a company
according to the past ones”

It's achieved over time

M

M

Can be quickly lost

M

Information asymmetries

M

It's a competitive advantage

attract and retain better

73%
people

promote transactions
and partnerships

more loyal customers
and increased sales

enhance stock prices
and lower cost of capital

help to withstand the
impact of a crisis

allow to charge
premiums

other

Source: Hill & Knowlton, Inc. and Korn/Ferry International; “2003 Corporate Reputation Watch Survey”.




The Geneva Association

CEO

board of directors
CRO

head of business unit
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marketing

head of country operation
brand manager

media agency

other

Source: Economist Intelligence Unit; “Reputation: Risk of Risks”; december 2005.

Assess reputation

Evaluate reality

Close gaps

Monitoring changing beliefs and expectations

Assign responsibilities

Source: R. G. Eccles; “Reputation and its Risks”; Harvard Business Review; February 2007.
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» Consider reputational risk as “add-on”

* Input in the strategic decision making process
» Monitor risk on a daily basis
» Create a KPI dashboard

» Get early-wins to support future developments

A “second order” risk:

E(rx)
Hy-\
RF(rx)

RE(rx)

Source: R. Bigio; “A Ri ional Risk Fi ork”, Etudes et Dossiers n°326, Geneva Association, April 2007".
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* F(rx)=the frequency or likelihood of occurrence of rx;

» E(rx)=the exposure to rx;

* RF(rx) = the likelihood that rx can lead to a reputation
damage;

* RE(rx) = the exposure of the organization to
reputation damage from rx;

» gx = a factor representative of perceptions gaps

For each “originator risk” rx:

II'X = (FI'X x FQFI'X % EI’X)gXXRErX

Then for n risk factors:

| F(Lod gl )= F(Fix RE X E ) (F, x RF, x E, )" |

ovr —

Source: R. Bigio; “A Ri ional Risk Fi ork”, Etudes et Dossiers n°326, Geneva Association, April 2007".
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=

Source: R. Bigio; “A R ional Risk ork”, Etudes et Dossiers n°326, Geneva Association, April 2007".

* Reputational risks is one of the more relevant

 Is a competitive advantage

* Modest resource entailment

* Many elements are already in place
* Integration of different risks

 Input in the strategic decision making process




