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Reputational Risks

Protect Yourself against Slumps in Profit

Reputational risks are some of the greatest chall-
enges in risk management. Companies are increa-
singly affected by damage to their image, trigge-
red by such things as product recalls,cyber attacks
or inappropriate management behavior - which
the press generally makes the most of. While the
costs can threaten the existence of some com-
panies, there are special models they can use to
quantify and insure themselves against the risks.

INTANGIBLE ASSETS ARE THE MOST

IMPORTANT ASSETS

Once company assets equated to around 75 per cent of
the net asset value; today the figure is around 25 per
cent. The rest is made up of patents, procedures, know-
how and not least the brand and the company’s good
reputation. When they suffer loss, this has a significant
impact upon the company. The causes may be product
recalls, loss of customer data or corporate governance
errors. No specific incidents need to be involved; ru-
mors or unfounded accusations can be enough to
threaten a company’s existence.

STEREOTYPICAL CLAIMS EXPERIENCES

This relates to all sectors, in particular food, fashion,
luxury goods, toys, cosmetics, tourism and air travel, as
well as political parties, sports associations and cultur-
al institutions. Due to increasing networking, bad news
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spreads much more quickly today, and the consequenc-

es are wider reaching. Bad news travels very quickly via

the press and social media, and can even go viral, reach-
ing a wide audience. This is where a stereotypical pat-
tern is revealed:

1. A critical incident occurs.

2. Some media companies pick up the «story» and oth-
ers quickly follow suit «because everyone’s talking
about it».

3. The affected company’s customers, partners and
investors lose confidence, resulting in a decline in
revenue and a slump in profit.

INDIVIDUAL COVER OPTION

Reputational damage is not covered by traditional in-
surance contracts. A few insurers have recognized this
risk and developed separate policies for it, which cover
lost profits during a certain period, for example. The in-
sured company can define the specific cover itself to a
certain extent. Other possibilities include limiting cov-
er to specific areas that are hugely critical for the com-
pany or assuming the costs for crisis management and
rebuilding reputation. Depending on the insurer, it may
be possible to negotiate a specific period during which
a claim can be made. A prerequisite for compensation
is simply the occurrence of a potentially reputa-
tion-damaging event that leads to a significant slump
in profit due to media exploitation.

IDENTIFY AND QUANTIFY RISKS

The main challenge is identifying and quantifying vir-
ulent risks. There are different calculation models,
however the results often vary depending on the pro-
vider. The company’s self-assessment is also therefore
important, along with an independent second opinion.
Many companies only raise their awareness of risk sce-
narios by performing these analyses and they can
achieve process improvements in production and orga-
nization by implementing rather simple measures. The
benefits of these are to be found not only in the premi-
ums they pay.



EXAMPLE OF INSURANCE AGAINST
QUARTERLY LOSS

Annual revenue CHF 800m

Profit margin 10 %

Annual profit CHF 80 m

Quarterly profit CHF20 m

Insured sum CHF20m

Excess 5% =CHF1m

Annual premium Rate approx. 1-2% =
CHF 200'000-400°000

Payback period 47.5-95 years
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ABOUT KESSLER

Kessler is the leading Swiss enterprise specializing in
comprehensive risk, insurance and pension benefits
consulting. We advise over 1,500 medium-sized and
large Swiss companies from the service, trading and
manufacturing industries, as well as the public sector.
Thanks to our expertise in each of these economic sec-
tors, our highly qualified staff and our leading market
position, we contribute significantly to the long-term
success of our clients. As a reliable partner, we inspire
our clients and open up new perspectives through the
safe and successful management of risks. Founded in
1915, Kessler has 330 employees working at its head-
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quarters in Zurich and its other sites in Basel, Bern, Ge-
neva, Lausanne, Lucerne, Neuchatel, St. Gallen, Sion and
Vaduz. As the Swiss partner of Marsh since 1998, we are
part of a network with specialists in all areas of risk
management and with great experience in handling
global insurance programs. Marsh, the world’s leading
insurance broker and risk advisor, operates in more than
130 countries and is part of Marsh McLennan (NYSE:
MMCQ).

Further information can be found at www.kessler.ch,
www.marsh.com and www.mmc.com.
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