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CHAPTER

1

Avoiding
Hara-Kir1

A reputation for a thousand years may depend upon the conduct of a single
moment.

—Ernest Bramah

In one of the final scenes in the 1993 murder mystery film, Rising Sun, a police
inspector stands in a Japanese corporate boardroom at the top floor of a
towering office building. In front of the entire board, he prepares to accuse
one member of criminal culpability. With tension rising, fellow board members
begin to distance themselves physically from the soon-to-be-accused. Taking
the cultural cue, the executive takes the honorable route and leaps out of a
window, mercifully ending the crisis for all.

In an example of real life imitating art, the scene was replayed on Tuesday, 15
June 2010, when five major oil company executives lined up at a witness table
for a House Energy and Commerce Committee hearing to investigate the
Deepwater Horizon oil rig disaster, which at the time was still pouring 50,000
barrels of oil a day into the Gulf of Mexico. Exxon Mobil CEO Rex Tillerson
said, “We would not have drilled the well the way [BP] did.” Chevron CEO
John Watson and Shell Oil Co. president Marvin Odum concurred. Rep.
Joseph Cao, who had emigrated from Vietnam, closed the scene: “In samurai
days, we would just give...[the Chairman of BP]...a knife and ask [him]...to

(1]

commit hara-kiri.

But the simple solution of seppuku that might have sufficed in an earlier
Japanese culture is not available in our complex multifaceted world. BP did
not have the luxury of quickly and mercifully ending the fallout from the
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corporative event that best exemplifies a modern reputational crisis: the
explosion of the Transocean Deepwater Horizon oil-drilling rig in the Gulf of
Mexico.

The explosion on 15 April 2010 of the Deepwater Horizon platform, situated
40 miles southeast of New Orleans on the Macondo Prospect oil field, killed
I'l and critically injured 17 of the 126-member crew. Within hours, Deepwater
Horizon was completely destroyed. As it burned and sank, severance of the
connection between the well-head and the rig opened the spill of oil into the
Gulf of Mexico. On the day of the Energy and Commerce Committee hearing,
a government panel confirmed that this oil spill was the largest in U.S. history.

Anatomy of a Reputational Crisis

The Deepwater Horizon disaster was yet another mishap—*...an industry
accident,” as BP CEO Tony Hayward explained shortly before he stepped
down.? Oil spills happen all around the world and, as Hayward implied, are an
inevitable part of doing business. According to the Oil Spill Intelligence Report,
spills in the size range of at least 10,000 gallons have occurred in the waters
of 112 nations since 1960.> The Deepwater Horizon spill was a very large
one, releasing 205.8 million gallons, but still ranks second to the deliberate
release of about 240 million gallons of crude oil into the Persian Gulf during
the 1991 Gulf War.*

Accidents involving oil tankers, pipelines, and offshore platforms have caused
a number of very large oil spills. Platforms have several failsafe systems to
reduce accidental spills. The weight of the drilling fluid/drilling mud acts as the
first line of well control. If an influx of pressurized oil or gas breaks through
the mud, well-control is maintained through the rig’s emergency-closure
devices (rams) that seal off the well and route the wellbore fluids to specialized
pressure controlling equipment.* Both systems failed the Deepwater Horizon
in April 2010.

Chapter 2 picks up the BP story and explains why the Deepwater Horizon
spill was more than an accident. But to provide context for this and the many
other case studies that follow, it is important first to introduce the variables
that can transform a business operational event into a reputational event:

* The event affects a large number of stakeholders comprising
many different interests.

* Reputation-impacting business processes are at the heart of
the event.
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*  24/7 news coverage and incessant exposure through social
media promote awareness of the event.

* The company’s antecedent PR campaign(s) is dissonant with
the unfolding facts of the event.

* The company’s inept crisis communications exacerbate the
ill-will triggered by the event.

Because all these key variables were present, BP’s accident was a modern
reputational perfect storm. Deepwater Horizon is the poster child for a
reputational event in which the market punishes a company.

Reputational Stakeholders

The stakeholders who impact directly the profit and loss statement are
customers, employees, vendors and suppliers, and creditors. Investors set the
earnings multiple. The special stakeholders, by virtue of their enterprise-wide
as well as industry-wide influence, include corporate directors, analysts, and
regulators.

Though the perspectives and values of stakeholders vary, each of them forms
expectations of how a corporation will behave. In chapters devoted to each of
the stakeholders, Parts 2 and 3 of this book show how expectations
stakeholders hold about a company help shape a company’s reputation and its
stock price.

Reputation-Impacting Corporate Behaviors

Behaviors in six key areas of business performance underpin reputation:
ethics, innovation, quality, safety, sustainability, and security (Table I-1).
Reputation is the summation of stakeholder expectations in these six areas of
behavior.

Table I-1. The Six Key Business Processes Underpinning Reputation®

Business
Process Definitions
Ethics The moral principles by which a company operates; integrity is the act of

adhering to those moral principles. Ethics are an integral part of
governance that, along with integrity, affect the reputation value of all
other intangible assets. Ethics are also the keystone intangible asset
because they form the basis for trust and confidence.
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Innovation The design, invention, development, and/or implementation of new or
altered products, services, processes, systems, organizational structures,
or business models for the purpose of creating new value for customers
and financial returns for the firm. Intellectual Property is part of this.

Quality The extent to which a product is free from defects or deficiencies.
The extent to which a service meets or exceeds the expectations of
customers or clients, especially in comparison to peers.

The extent to which products and services conform to measurable and
verifiable criteria.

Safety The state of being reasonably certain that a set of conditions will not
accidentally cause adverse effects on the well-being of employees, the
public, or the environment.

Sustainability | The making, using, offering for sale, or selling of products and services
that meet the needs of the present without compromising the ability of
future generations to meet their own needs.

Security The degree of protection a company offers against events undertaken by
actors intentionally, criminally, or maliciously for purposes that adversely
affect the firm. Because fear is the great disruptor of life and commerce, it
is useful to think of security, the most ethereal of the intangible assets, as
“absence of fear”

The chapters that follow show how companies’ cultures lead to choices in
managing ethics, innovation, quality, safety, sustainability, and security that
shape stakeholders’ expectations. They show how companies’ reputations
affect stakeholders’ economic behaviors and, in turn, how those behaviors
create reputational value shaping companies’ profit and loss statements and
stock prices. The book builds the business case for reputation awareness by
operating executives, reputational management by senior executives, and
reputation oversight by the board of directors. We conclude that since
measurements facilitate management, reputational value metrics can help
companies do the right thing by their stakeholders.

Reputation, Marketing, and Crisis Communications

Reputation is an expectation of behavior shaped by direct personal experience
and by information from diverse secondary sources.®’” The cacophony of
secondary sources has increased in step with the growth in the democratic
capabilities of the Internet: every individual armed with a keyboard, camera,
and Web access or even just a smartphone can be an investigative journalist.
While it remains true that communications professionals can help disseminate
information and shape a story with authentic content, they have less impact
on reputation creation than in the past.
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Many businesses are still somewhat uncertain about whether to perceive
reputation as the outcome of actual business practices or as an image created
through company-generated communications. This book shows that it is
both. It is a diversity of communications channels and third-party signals,
reflecting authentic corporate behavior, that can help shape the expectations
of stakeholders. It also shows that when image-making is not grounded in
substance, it can produce highly counterproductive results.

Reputation and Risk Management

Executives are seeking reputation management advice, even if they’re not sure
where to look for it.2 They intuit a link between reputation and intangible
asset value and recognize that intangible assets comprise more than 65% of
the value of the average traded firm. Many have heard that improving a firm’s
reputation can add on average 6% to its enterprise value,” and that the average
major crisis will shave 7% of a firm’s market capitalization. Growing awareness
of the importance of reputation is also showing up in corporate annual
reports. As of June 2012, 355 of the annual reports of the S&P 500 constituent
companies were disclosing the significance of reputation risk, up from only 40
firms in 2009.

This book considers the subject of reputation from the perspective of a risk
underwriter of reputational value. Most case studies conclude with action
points, and each chapter provides an actionable summary. The content is
geared toward improving readers’ understanding of the links between
corporate culture, behaviors, reputation, and value. The single most important
management lesson is that managing reputation means managing the business
processes underpinning reputation. Consider this:

Reputation is a consequence of corporate behavior that motivates stakeholders to behave in
ways that either reward or punish the corporation.

Organization of the Book

Chapter 2 is an overture that fleshes out the BP reputation story and details
the failure of reputation-linked business processes. It describes how the
reputation of BP evolved within each stakeholder group, how that evolution
changed each stakeholder’s expectations of BP, and how those changes
triggered economic consequences.



