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Reputation resilience

Best practice intangible asset management brings tangible benefits when
a company finds its reputation is on the line

By Peter J Gerken, Robert P Liscouski
and Nir Kossovsky
“Companies make money by taking risks,
but lose money by failing to manage them
effectively,” advises the Council on
Competitiveness, a non-partisan, nongovernmental organisation in Washington
DC. “Globalisation is creating a whole new
dimension of risk exposure that most
organisations are not prepared to handle,”
it warns.
In this article, we argue that globally
disarticulated value and supply chains,
disposal of physical assets, technologyenabled innovations in business processes
and inadequacies in current accounting
approaches have collectively transformed
intangible assets into the primary sources of
corporate risk and value. We show that this
value is discounted by risk and manifests as
reputation. Finally, we argue that reputation
resilience is one of today’s greatest
corporate managerial challenges and
suggest that strategies that increase, protect
and recover intangible asset value are
worthy pursuits.

The objectives of the Intangible Asset
Finance Society (www.iafinance.org) are to
increase the visibility, transparency and
positive impact of intangible asset finance
through education, advocacy, and the
promulgation of standards. IAM magazine,
a Globe White Page Ltd publication, is the
media partner of the Society. IAM
magazine publishes in each issue a
contribution from the Society on a
noteworthy intangible asset finance matter.

www.iam-magazine.com

Lack of visibility, awareness and control
creates financial risk
These are challenging times for senior
management. Scandals and crises are not
only prevalent – they present material
financial risks. The 835 companies that
announced a supply chain disruption
between 1989 and 2000 experienced 33%
to 40% lower stock returns than their
industry peers. Of companies that
experienced an IT outage of two to six days,
25% went bankrupt immediately. Of

companies that lost their data centre for 10
days or more, 93% filed for bankruptcy within
a year. Jet Blue, Bear Stearns, Andersen,
Mattel, Siemens and Con-Agra are but a few
of the well-known businesses that have
suffered precipitous loss of value following
an operational glitch.
In short, argues the Council on
Competitiveness, operational risks are
growing rapidly and outpacing many
companies’ abilities to manage them.
“A preponderance of board members report
that boards are under-informed about
operational risk,” it says. Furthermore,
claims the council, “lack of collaboration
between risk specialties (amongst internal
company specialists charged with risk
management), and lack of consistent and
leading metrics to anticipate emerging or
interacting risks, are important gaps in the
risk management.”
The rewards and risks of new business
practices
Flat, lean organisations that outsource noncore functions have been viewed as the newage ideal model. They are unencumbered by
physical assets, are rich in knowledge
capital and demonstrate fabulous returns on
assets. In a global market for both goods
and services, they have created globally
value and supply chains enabled by highspeed broadband communications
technologies.
Danny Hillis (a pioneer of parallel
processing), speaking at the 2008 Aspen
Ideas Festival, described three levels of
innovation: building blocks (lasers,
microprocessors); products that bundle them
together (iPods, etc); and adaptation to
innovations of the second kind. And thus we
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Figure 1. BP case study
IA financial performance index
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have numerous innovations in business
processes that have both created and
control the operational lifelines and
infrastructure – global transportation
networks and supply chains, IT and energy –
that enable trade and business.
To both the customer and investor, these
business process innovations take on
additional attributes. They are the means by
which a company transforms its innovations
into solutions; and the means by which a
company delivers products and services that
are safe and secure, of high quality, sourced
ethically and with consideration to
environmental sustainability. They are the
business processes that ensure managerial
integrity. In short, they are the business
processes that create and support a
company’s reputation.

60

BP plc, a holding company, has three
operating subsidiary business segments:
exploration and production, refining and
marketing, and gas, power and renewables.
The company has annual revenues
approaching US$300 billion and employs
nearly 100,000 people. Currently, 69.1% of
its market capitalisation is intangible.
Business process safety is a key corporate
intangible (reputational) asset. Its intangible
asset financial performance index ranking
has averaged in the 70th percentile but has
been trending downward (arrow). In 2005, a
blast at its Texas City refinery killed 15
people and injured more than 170. The US
Chemical Safety and Hazard Investigation
Board found that BP fostered bad
management at the plant, and that costcutting moves by BP were factors in the
explosion. With BP’s reputation impaired,
its financial performance has lagged
substantially behind that of its oil, gas and
consumable fuel peers during this boom
time for energy.

Oil & gas
consumable
sector

BP

Reputation value is the sum of the
intangible assets. The value of intangible
assets is the difference between a
company’s book value and market
capitalisation; that value averages 70% of
a company’s market capitalisation.
One measure of the value of intangible
assets is the loss in value associated with
a reputational impairment.
Accounting mathematics fails
intangible assets
While reputation is the sum of the
intangibles, the addition is non-linear.
Collectively, the intangibles support
reputational value – the support, however,
is much like a Roman arch. The individual
values of the intangible assets are highly
interdependent and the loss of any one can

62 Intellectual Asset Management August/September 2008

www.iam-magazine.com

Reputation

Figure 2. RC2 Corporation case study
IA financial performance index

RC2 Corporation is a designer, producer and
marketer of toys, collectibles and infant and
toddler products based in the United States.
Most of its manufacturing takes place in
China. Currently, 88.1% of its market cap is
intangible. Product safety is a key corporate
intangible (reputational) asset. Its intangible
asset financial performance index ranking
has averaged in the 80th percentile but has
been trending downward (arrow). In June
2007, the company recalled 1.5 million
Thomas & Friends Wooden Railway toys
because surface paints on the products
contain lead. Consumers who returned the
tainted toys were then sent free boxcars,
some of which were recalled three months
later for the same reason. The direct costs
included recall, US$28 million; 2007 lost
sales, US$30 million;’08Q1 reduced sales
(17%), US$20 million. Legal costs are
unknown. The enterprise value loss is about
US$300 million.
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cause the entire structure to collapse.
Accounting maths cannot describe the
interdependence of these assets.
Consequently, accounting cannot account
for the intangibles.
“Companies built primarily on intangible
assets are unfairly represented in an
accounting system that cannot properly
value them,” opined New York Times
business writer Denise Caruso last year.
“More often than not, the most valuable
assets of an innovative company – its
intellectual property, investments in
computer software, staff and managerial
expertise, non-scientific and scientific
research and development, advertising and
market research, and business processes –
have literally no place on the balance
sheet.”

www.iam-magazine.com

Measuring and reputation resilience
management
While loss provides an unambiguous
measure of value, it is hardly a preferred
method. More to the point, one of the
highest goals of management is to
increase, protect and restore intangible
asset value in the event of a glitch.
Financial survival through a glitch is
resilience. Resilience is a consequence of
superior intangible asset stewardship.
The Johnson & Johnson Tylenol case
study, often touted as an exemplary model
of crisis management, is actually illustrative
of the benefits of an integrated business
process approach to protecting a central
driver of corporate reputation. There were
two attacks (the generic term glitch is
inadequate to describe this malicious
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Figure 3. Johnson & Johnson, 1982 v 1986 case study
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The financial rewards of successful
resilience management. In October 1982, in
response to reports of Tylenol poisoning, the
capital markets experienced a surge in JNJ
selling and the company lost 30% of its
equity value. The company then implemented
a host of new business processes designed
to manage the safety of Tylenol,
communicate those efforts to its
stakeholders and mitigate risks to the value
created. In February 1986, in response to
new reports of Tylenol poisoning after the
company had engaged in a comprehensive
reputation resilience management
programme, sellers were matched by buyers
and the company suffered no measurable
reputational impairment.
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series) against J&J. The first in 1982
resulted in deaths in Chicago. The second
in 1986 resulted in deaths in Yonkers. In
the intervening period, J&J’s leadership
inspired cultural transformation and linked
operational risk to reputation and revenue.
They identified critical vulnerabilities across
all their business assets and implemented
product and process changes, contingency
plans and communication strategies all
comprising intangible asset financial
management best practices. The financial
results speak for themselves (see Figure 3,
this page).
Steel City Re has amassed a significant
amount of empirical data showing that,
more generally, superior managers of
corporate intangible assets (reputation)
reward shareholders with above-average
equity returns. Our analysis of measures of
superior stewardship – which include higher
pricing and revenues; lower employee costs
and higher net income; higher earnings

J A S O N D 88 F M A M

multiples and stock price stability – show a
close relationship between management
quality and return on equity.
The Intangible Asset (Reputation)
Financial Performance Index is an objective
decision-market metric Steel City Re uses to
project the expected financial gain or loss
arising from reputational enhancement or
impairment. The data, viewed
retrospectively, show that companies whose
index rankings place them in the top 25% of
the 2,483 companies studied during the 28month period from Dec 2005 to Feb 2008
rewarded their shareholders with an average
(portfolio) return of 18%, which is about
three times the market return of 6%.
Moreover, companies whose IA
management was very good and that
continued to improve delivered outstanding
returns. Among the companies whose
average index ranking was in the top 25%,
those whose index rankings did not decline
during the 28-month period, numbering 290,
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Figure 4. The benefits of best practice IA management
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On average, superior intangible asset
managers rewarded their shareholders with
returns three times greater than the broad
market. ROE Dec 2005-Feb 2008.

Those managers who continued to improve
their IA management outperformed the group
average by a factor of three with an average
ROE of 50%, but those that began to slip
lost 6% for their shareholders. ROE Dec
2005-Feb 2008.

ROE = return on equity %

Disclaimer: The opinions expressed in this article are
solely those current opinions of the authors and should
not be construed to reflect the opinions, policies or
positions of any entity other than the authors. The
opinions do not represent a recommendation of any
particular security strategy or investment product. The
authors' opinions are subject to change without notice.
Information contained herein has been obtained from
sources believed to be reliable, but not guaranteed.
Statements concerning financial market trends are based
on current market conditions, which will fluctuate.
References to specific securities and issuers are for
illustrative purposes only and are not intended to be, and
should not be interpreted as, recommendations to
purchase or sell such securities. This article has been
produced for educational purposes and should not be
considered as investment advice or an offer of any
security for sale.

www.iam-magazine.com

rewarded their shareholders with an average
(portfolio) return of 50%, which is about
three times the group average. Companies
whose index rankings declined, numbering
331, rewarded shareholders with average
(portfolio) returns of -6%.
In an ongoing series of studies, our data
consistently shows that superior stewards
of intangible assets reward their
shareholders with returns that are on the
order of three times greater than their
peers. We believe these differences in
returns reflect differences in management’s
perception of the role of intangible asset
stewardship. Briefly, those views can be
summarised as:
• Intangible asset management as the
price of doing business (the as little
expense as possible approach).
• Intangible asset management as a
strategy (standardise across the
operation to strengthen IAM but
rationalise the cost).
• Intangible asset management as a
strategic opportunity (seize
opportunities to gain multiple benefits
from IAM investments).
Time to act
Globally disarticulated value and supply
chains and technology-enabled innovations
in business processes, exacerbated by
inadequate accounting instruments, leave

management in a difficult position. They are
charged with creating and protecting the
value of their enterprises, yet they often lack
visibility and control. Intangible asset
management glitches may lead to reputation
impairment – these can be costly and
potentially catastrophic.
However, the markets appear to reward
companies that view intangible asset
management as a strategic opportunity.
Companies must consider adopting a
reputation resilience management
programme comprising strategies to
increase, protect and recover intangible
asset value.

The authors are all senior executives with
Steel City Re, an intangible asset value
assurance company
pgerken@steelcityre.com
rliscouski@steelcityre.com
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Dr Kossovsky also serves as the executive
secretary of the Intangible Asset Finance
Society, www.iafinance.org
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