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A company‘s market value can hardly be derived
from tangible assets...

100%
S&P 500 (1980-2002)
0/ —
80% 859
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60% | {0 Book Value
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(3/2000) (8/2002)
Source: John Ballow/Roland Burgman/Géran Roos/Michael Molnar: “A New Paradigm for Managing Shareholder Value, July 2004, p. 7

Lev, Baruch: Intangibles: Management, Measurement, and Reporting,” Brookings Institution Press, 2001
Lev, Baruch: Remarks on the Measurement, Valuation, and Reporting of Intangible Assets. Economic Policy Review, Sept. 2003
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... the central intangible asset is a company‘s
corporate reputation

Reputation: general evaluation of a company by its various stakeholders.
Incorporates both, cognitive and emotional components.

An assessment of reputation is based on factual experiences as well
as on perceptions relying on communicated messages.

Products & Services

Strategy & Innovation

Manager & Employees

Reputation

Performance & Market pos.

CSR & Fairness

Corporate

Communications
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Companies build competitive advantages and increase their
market value by fostering reputation

Customers Employees Investors Politicians Suppliers
= Trust in products = Win war for talents = Better access to = Advantages in = Lower
and advertising = Better retention capital markets negotiations procurement
= Retention = Higher productivity = Lower credit = Favorableness costs
= Higher purchase costs and support = Higher
rates = Increased = Reduced risk of commitment
= Price premium willingness to buy litigation
and hold shares
and stocks

FCRS
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Our reputation model is based on a multinational study and
has been taken over by many blue chip companies

——tn =t

Schwaiger, M. (2004):

Components and Parameters of
Corporate Reputation —an Empirical
Study, in: Schmalenbach Business
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Never stop thinking
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Reputation is not a goal in itself. It has to be linked to
Important outcomes and enable their management!

Check implementation.
Media response 0.k.?
Effectiveness and efficiency 9

as expected? Controlling (1]

Measuring

Outcome
(e.g. Loyalty,
Engagement,
Willingness to invest
etc.)

Feed drivers! Improve Exp|aining
TQM, Performance, set up

CSR strategy.
Create facts and drive
perception (Corp. Comm.)

Measure reputation and
outcomes within your
strategic group. Locate your
position compared to
benchmarks

Calculate impact of quality,
performance, CSR,
attractiveness etc. via
Reputation on outcome
(driver analysis)
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First Step: Measuring reputation

General public: CATI
Opinion leader: CAPI
Recruiting Market: Online

Data collection:
TNS Infratest

About 2.000 / 300 / 2000
interviews, 50-60 companies

Companies selected for
evaluation have to be known
at least by name

Likeability

Reputation

Competence Top competitor in

its market

Recognized
world-wide

Performs at a
premium level
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Measurement results: Reputation Portfolio and
Target Group Monitor
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Reputation Monitor:
Perception of Likeability and Competence of one  Academics
selected stakeholder group
(currently: 55 companies)

Politicians

CEOs etc. ' Analysts

11 Recognition or Rejection Prof. Dr. Manfred Schwaiger



Second Step: Analyzing reputation drivers
4 dimensions cover the main stakeholder groups

Corporate Performance
(capital market perspective)

Recognized
world-wide

Competence TOP competitor

Performance at

Quiality of Products & Services
(customer perspective) dentity ‘

more with

2 premium level ‘ Corporate Social Responsibility
(opinion leader perspective)

Likeable
company

Likeability Miss more than
other companies

Attractiveness
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Second Step: Explaining reputation
For every dimension drivers are deposited

High quality of products/services
Good value for money

Good services

Customer concerns are held in
high regard

Reliable partner

Rather innovator than imitator

Quality of Products & Services

(customer perspective)

Highly qualified employees
Could see myself working for this
company

Likeable physical appearance

Corporate Performance

(capital market perspective)

Recognized
world-wide

Competence

TOP competitor

Performance at
a premium level

Well managed

Economically stable
Manageable risks

Growth potential

Clear vision about the future

Identify
more with

Corporate Social Responsibility
(opinion leader perspective)

Likeable
company

Likeability Miss more than

other companies

Attractiveness

Forthright information

Fair attitude towards
competitors

Social responsibility
Environmental engagement
Is not only concerned about
the profit

Corporate Citizenship
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By means of structural equation models we calculate

Impacts via PLS analysis

vt | [ wmer | [ wmer | [ s || amen | | ez | == | wzan | wmoa | wrea || wmaa |
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Position
(Impact on comp. to Driver
loyalty) benchmark

(20.12%) ++ Rather innovator than imitator
(16.74%) - Well managed
(12.70%) (o] Customer centricity

(6.68%) + Physical appearance

(6.22%) -- Sincere information

Factor

Quality
Performance
Quality
Attractiveness

CSR

EcCQos
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Third Step: Derive recommended actions from driver
rankings and competitive positions...

For example:
indicator 7: ,well managed*

Indicator has high influence on
customer loyalty (via reputation)
and is less developed than for the
other benchmarks. This driver has
to be worked on.

~influence on customer loyalty

Dimension 1 = impact on outcome
Dimension 2 = position in the strategic benchmark group

2006 Strategist of the year

]
15 Recognition or Rejection Prof. Dr. Manfred Schwaiger EGHS ﬁ



... analyze risks, develop strategic communication guidelines
and implement them creatively

bad performance

legal issues

. B

board member deviance
B E—
identify risks
product flops

. B

environmental scandal
B E—

communication disaster
B E—
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Fourth Step: Controlling Measures
pretest — media resonance analysis - posttest

P —

Reputation Tool - Demonstration

Inestibut fur Marktonentists Untsmahmensfabrung der LU bonchen

Machfolgend kénnen Sie den erwarteten Repurationseinfluss einzelner
Mafnahmen beurteilen und mie dem Reputation Scors bewsrten, der sich
zwischen 0 und 10 bewegt.

Lind 50 geben Sie vor. Bewerten Sie auf der Skala von 0 bis 10, wie stark die
Einzeinen Aussagen aut die berachiete Maktnahme Tutreffen. Mach HE‘EI’MMI.II'IH
aller Fragen berechnien gie rol Kiick auf “Angaben suseartien” din
Reputabonzscore.

ACHTUMG: Die hier gerarmten indikatoren snd lediglich beispahaf dargestell
Ebenzo ist in diszam Eeszpied noch keine sinmvolle Gewachiung der
Reputabonstreiber hirteregt

Dhe Gewachbe wenden spater aus der Tresberanabyse armithal

Die Mallnahme...

61t 3 4 4 6 T B 3o
transportiert Zuburdtsfahighoit und cOooOCO0O0000
Inrrvsbsrsanspruch; (Datads)
&&mﬁ&-llllﬂ

B o1 & ¥ & & B T OB 3 W

- prigl die Reputabonsidenttil duch COoOOO0OOO0oO0O0
deutiche Wettbewerbsabgrenzung:

(Detaifs)

Bedeutuny = =®e2

Reputationsverlauf 0,/ Konkurrenzunternehmen
Reputationsindex {anuar - Dezember 2004) Resonanz

200401 2004.02 60403 200404 00405 200406 FO0A07 J0GM0R 200408 200400 200411 200412

| -7 [esonans — i — Vindah 1 T-raohile Keputahon — [ Fus Reputation

Oy - Univarsitit Ziirich

17 Recognition or Rejection

Prof. Dr. Manfred Schwaiger EGHS“



18

Ludwig-Maximilians-Universitat Miinchen — European Centre for Reputation Studies (ECRS)

3. Reputation and

Capital Market Performance

Recognition or Rejection

LMU

LUDWIG-
MAXIMILIANS-
UNIVERSITAT
MUNCHEN

EcCQos
Prof. Dr. Manfred Schwaiger e C’ RJ



Understanding Stock Market Performance -
Reputation Counts

—Top25% Reputation
- D AX Performance-Index

Medium50% Reputation —Bottom25% Reputation

— Top25% Outperformer of previous wave

Last

Max.

Min.

Avg.

190 ~ .
Portfolio vs. DAX 30 price delta delta delta Beta
Top25% Reputation 139.6 39.8 0.0 175 0.78
Middle50% Reputation 1115 3.7 -11.4 -2.5 0.98
Bottom25% Reputation 102.0 3.8 -19.3 -4.8 0.83
170 ~
Top25% prev. Outperformer !
DAX 118.7
Better than average
o] Worse than average
]
% 150 h
[
> \
£ )
S \ .
= "
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$ 130 - \ M / ’
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o ’f’. A R0
) J7 |
V
90
Dec-05 Jun-06 Dec-06 Jun-07 Dec-07 Jun-08
Portfolio definition: Stocks are equally weighted, portfolio is updated after each wave ) DAX: 27 companies are included as surveyed in each of the waves
Sunveyed ndvuale Genera puble 0% 1% 200T 08, 200782 Time (Days) Timeframe: 301 December 1 30th June 2008
= 1_"& " iy
ECRS
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Comparing Reputation between Stakeholder Groups:
Wisdom of the Crowd

Top25%

Rebutat Last price Max. delta vs. Min. delta  Avg. delta vs. BETA
Portfolio i N e e Shatn  Eene
General Public 157.1 60.3 -0.2 24.1 0.90
Opinion leaders 147.2 37.6 -1.0 12.2 0.81
Analysts 138.6 32.0 -0.5 10.2 0.77
Economic leaders 147.2 37.6 -1.0 12.2 0.81
Economists 108.0 0.8 -13.4 -5.5 0.89
Journalists 147.2 37.6 -1.0 12.2 0.81
NGO, NPO 148.6 39.8 -2.9 14.2 0.86
Politicians 146.3 37.6 -3.2 13.0 0.84
Average 142.5 35.4 -2.9 11.6 0.84
DAX 118.7

Better than average
Worse than average

Portfolio definition: Stocks are equally weighted, portfolio is updated after each wave DAX: 27 companies are included
Reputation measurement (waves): 2007-12 Stock price data source: DATASTREAM
Surveyed individuals: Different stakeholder groups Timeframe: 30th December to 30th June 2008

- [~
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Comparing Likeability between Stakeholder Groups:
Wisdom of the Crowd

Top25%

Likeabilit Last price Max. delta vs. Min. delta  Avg. delta vs. BETA
PIO retl?olli(l) ’ [Basf: (1)66] 3126-%?&05] [O/E)[f)\ir?fs] V[§/c; plc:)?rl:\s]X [%I?Dﬁ\ni(te] [calc\./ci.a?aipl;fasis]
General Public 156.6 50.0 -0.4 21.7 0.89
Opinion leaders 137.0 30.9 -2.9 8.5 0.77
Analysts 149.2 51.7 -0.1 19.7 0.89
Economic leaders 146.3 38.9 -2.3 13.3 0.80
Economists 137.0 30.9 -2.9 8.5 0.77
Journalists 147.7 53.7 0.0 19.7 0.90
NGO, NPO 136.9 32.3 -3.3 8.9 0.79
Politicians 109.5 1.8 -9.2 -3.5 0.94
Average 140.0 36.3 -2.6 12.1 0.84
DAX 118.7

Better than average
Worse than average

Portfolio definition: Stocks are equally weighted, portfolio is updated after each wave DAX: 27 companies are included
Likeability measurement (waves): 2007-12 Stock price data source: DATASTREAM
Surveyed individuals: Different stakeholder groups Timeframe: 30th December to 30th June 2008

- [~
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Comparing Competence between Stakeholder Groups:
Wisdom of the Crowd

Top25%

Last price Max. delta vs. Min. delta  Avg. delta vs. BETA

ST EIENEE 30-Jun-08 DAX vs. DAX DAX vs. DAX
Portfolio [Base: 100 on 30-Dec-05] [% points] [% points] [% Punkte] [calc. on a daily basis]
General Public 154.1 44.0 -2.4 15.7 0.82
Opinion leaders 103.2 2.1 -15.5 -4.3 0.92

Analysts 106.2 1.7 -13.7 -4.5 0.93

Economic leaders 103.2 2.1 -15.5 -4.3 0.92

Economists 101.8 0.8 -18.7 -0.7 0.91

Journalists 97.8 2.2 -20.9 -5.9 0.98

NGO, NPO 106.2 0.5 -15.9 -9.6 0.93

Politicians 120.1 14.8 -2.8 5.3 0.99
Average 111.6 8.5 -13.2 -2.1 0.93
DAX 118.7

Better than average
Worse than average

Portfolio definition: Stocks are equally weighted, portfolio is updated after each wave DAX: 27 companies are included
Competence measurement (waves): 2007-12 Stock price data source: DATASTREAM
Surveyed individuals: Different stakeholder groups Timeframe: 30th December to 30th June 2008

- [~
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Value of 100 € invested

Removing Halo-Effect of Past Financial Performance:
ldiosyncratic Competence and Likeability Still Count

—Top50% Competence — Bottom50% Competence = Top50% Likeability — Bottom50% Likeability === DAX Performance-Index

170
160 +
150 +
140 +
130 +
120 +

110 +

100 -

90 T T T T T
Dec-05 Jun-06 Dec-06 Jun-07 Dec-07 Jun-08&

Portfolio definition: Stocks are equally weighted, portfolio is updated after each wave DAX: 27 companies are included as surveyed in each of the waves
Competence and likeability measurement (waves): 2005-12, 2006-06, 2006-12, 2007-06, 2007-12 T| me (d ays) Stock price data source: DATASTREAM
Surveyed individuals: General public Timeframe: 30th December to 30th June 2008
Financial halo removed via regression with past financial performance (predictors: ROA, market-to-book ratio, market value, market value growth, and beta)

ErtDC
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Managing reputation is favorable

= Corresponding to Porter's five forces, companies increase loyalty, build
barriers and strengthen their strategic position in their competitive environment
by fostering their reputation.

= Building up reputation leads to an increased shareholder value.

24 Recognition or Rejection Prof. Dr. Manfred Schwaiger
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Win the war for talents

“Those who build great companies
understand that the ultimate throttle on
growth for any great company is not
markets, or technology, or competition, or
products. It is one thing above all others:
the ability to get and keep enough of the
right people.”

Jim Collins

26
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Win the war for talents
Not only monetary aspects determine the attention to apply

Many studies show:

Salary is not the most important driver of the intention to apply

Pleasant working atmosphere

Extract of a survey among high potentials (Grobe 2003):

Some demands made on potential employers:

Drivers/
outcomes of Corporate culture matches my values
corporate P y
reputation
High identification with the company
r
High reputation as an employer
Reputation Fast salary progression
here more
important : : :
P High social benefits
than monetary
aspects .
P High entry level salary
\ 2 3 4 5 6
1= not important at all < 6= very important
27 Recognition or Rejection Prof. Dr. Manfred Schwaiger




Results of a pilot study at LMU Munich

=  Sample: 421 students in business administration, economics and
business education at LMU Munich

= Enquiry period: May 12th to 26th, 2008

» Every student had to evaluate 12 randomly selected companies
regarding reputation and the intention to apply

Identify
more with

attractive employer

Likeable company

Likeability

Miss more than other
companies

}

Intention

to apply Reputation

Recognized
world-wide

Competence Top competitor in
its market

Performs at a
premium level
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Results of a pilot study at LMU Munich
Reputation portfolio

70% -
65% - ® Audi
60% - Deutsche Lufthansa
. . . Porsche
The reputation portfolio describes Volksw agen U AT
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X E-Plus Infineon Technologie pyocteraGamble o Ernst & Young
25% ° + AXA E.ON Mc Kinsey
0 7 >
Deutsche Bahn ™ RWE oy, VALY & Vodaione
o | Deutsche Teqeﬁom = Mc Donalds
20% Aral
- BP
15% + Shell
/,
/
100/0 1/// T T T T T T T T T T 1
45% 50% 55% 60% 65% 70% 75% 80% 85% 90% 95% 100%
Competence
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Results of a pilot study at LMU Munich

Reputation and intention to apply

- The higher the reputation of a company, the higher the intention of
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Good reputation can build up salary premiums
Results of a pilot study at LMU Munich

Question administered to 421 students at LMU Munich in May 2008:

= Please suppose that...
— ... your preferred company ...
— ... would offer you for the scope of activities of your choice ...
— ... atyour preferred location ...
— ... asalary of 50.000 € per annum.

= How much salary per annum ...
— ... would company X have to offer you ...
— ... for the same scope of activities ...
— ... at the same location ...
— ... for that you would choose company X instead?

Hypothesis: Companies with a fine reputation can generate
a (negative) salary premium,
I.e. students would accept less salary

31 Recognition or Rejection Prof. Dr. Manfred Schwaiger



Good reputation can build up salary premiums
Results of a pilot study at LMU Munich

gggﬁtation Company ?;?;rflrclaim
1. [ Audi +5,83%
2. | Porsche +5,87%
3. | BMW Group +1,78%
58. | Deutsche Telekom +22,97%
59. | Deutsche Postbank +21,61%
60. | Deutsche Bahn +24,83%

If your position at the reputation
ranking is at place ...

... than there is a higher salary claim,

compared to your preferred company, of about ...

Top 3

4-10
11-20
21-30
31-40
41-50

51-57

+4,49%
+10,12%
+13,99%
+14,61%
+15,63%
+17,56%
+18,17%

' _

While we observe a higher salary demand of +5% for the top 3 reputation
leaders in comparison to the desired company ...

... the top 3 reputation laggards have to pay on average a +20% higher salary
than the desired employer to attract a LMU graduate!

The outcome of this is vice versa:

- The higher the reputation, the higher the salary deduction!

32
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Next step:
The Corporate Reputation Monitor® in the Recruiting Market

Target groups in the survey:

Representative all
over Germany

* Sample size per company

FiEl
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Discussion

7 A &

Thank you for your attention!
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IMM - Research Concept
ECRSLE

Empirical Research

Consumer Insights
Competitive Advantage
Communications
Management

Management Theory + Practical Relevance

Formal Research (Fundamental Research)

- [~
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Subject Matter Expert

Prof. Dr. Manfred Schwaiger
University Professor of Management
Ludwig-Maximilians-Universitét
Munich

Executive Summary

=  One of the leading international
specialists in corporate reputation
management (in terms of refereed
publications and clients served)

Education

=  Diplom-Okonom Augsburg University

»  Ph.D. (Dr.rer.pol.) and post-doctoral
thesis (Habilitation) from Augsburg
University

Relevant Experience

Set up reputation management programs for
several blue-chip companies (industry sectors:
Automotive, Energy, Aviation, Telecommunication,
Insurance)

Consultant to international market research
agencies in the field of reputation measurement

Developed a two-dimensional model to measure
and explain corporate reputation

Member of the Board of the European Centre for
Reputation Studies (German/Swiss organization)

Chaired several conferences on reputation
management (Munich, Zurich, Rome)
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Subject Matter Experts

=  Matthias Schloderer

— Diploma degree from in management from Ludwig-Maximilians-
Universitat Munich.

— Responsible for Reputation Monitors® in the opinion leader market and
in the recruiting market

— Industry Experience: Insurance, Telco, Aviation, Defense

= Sascha Raithel
— Diploma degree from in management from Augsburg University

— Specialized on exploring the link between Corporate Reputation and
Corporate Performance

— Industry Experience: Insurance

= Petra Wilczynski

— Diploma degree from in management from Ludwig-Maximilians-
Universitat Munich.

— Responsible for Reputation Monitors® in the general public
— Industry Experience: Insurance, Telco
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Subject Matter Experts

= Richard Rinkenburger

Diploma degree from in management from Ludwig-Maximilians-
Universitat Munich.

Specialized on exploring the link between Corporate Reputation and
CEO's Reputation

Industry Experience: Packing machines, screening machines, paper
management systems

=  Sebastian Fuchs

Diploma degree from in management from Ludwig-Maximilians-
Universitat Munich.

Specialized on exploring the link between Corporate Reputation and
Brand Strength

Industry Experience: Media

Recognition or Rejection Prof. Dr. Manfred Schwaiger = i3



Project example 1:

= Client is market leader in Germany, suffers from severe
Situation customer churn, CEO under pressure in media
» Media response mostly negative

= Comprehensive analysis of customers, employees,
financial community and opinion leader markets in
Germany (driver analysis)

= additional studies not desired, integration in existing ones

= |dentification of claims that show positive impact on
Support provided reputation in all stakeholder groups
» Feed drivers that distinguish client from competitors

» As opposed to competitors, innovation is not a main

Exemplary results driver, but good management is.

= Draw benefits from physical appearance (better
evaluated than competitors’ appearance), refrain from
specific sponsoring activities

= Understanding customer needs far more important than
friendliness in service fields
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Project example 2:

Situation

Support provided

Exemplary results

Oligopoly market, client is one out of two global players
and technology leader
Media response mostly negative, CSR activities on trial

Effective reputation management in Germany and France
Check whether global or regional (communications-)strategy
seems more effective

Custom-made Study (GER/F): CAP-interviews (TNS) with
journalists, analysts, top managers and politicians

Derive implications for operations and corporate
communications

Advantages in perceived innovativeness and market
leadership claims should be exploited by means of
communications (skimming; no additional investments)
Increase reliability, which is perceived below benchmarks
(investment program)

CSR activities show minor impact (savings possible!)

42 Recognition or Rejection

Prof. Dr. Manfred Schwaiger ECHS 2



Project example 3:

Situation

Support provided

Exemplary results

Client is regional energy supplier
Commitment and trust are important in all stakeholder
groups, but difficult to manage

Identify drivers of reputation as antecedent of trust
focusing on customer loyalty and derive suitable
measures

Development of a loyalty model (SEM)
Identification of loyalty drivers based on a regional CATI
sample

Reputation model explains 70% of loyalty variance

Only likeability component has significant impact

CSR activities are effective and are perceived better than
those of the benchmarks

Lack of competence (compared to benchmarks) should be
eliminated with respect to other stakeholder groups
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