In the short-term “low trust” busi-

‘ ‘ ’ ’ nesses can be very profitable. Cor-
porate executives who “legally”
cheat, steal, lie, avoiding paying
taxes, and stay just on the “right

side” of compliance may produce
the profits that both their Board and

[ )
shareholders crave, but these “busi-
ness as usual” trust violations are
not conducive to long-term busi-

ness success. But just how is that
success built? By embracing trust
as both a business “imperative” and
long-term strategy. This translates to

practicing “trust” on a daily basis by
treating your customers and suppli-
ers “right”, by having superior prod-
ucts, great service, high performing
teams, low employee turnover, and

a high degree of innovation.

by Barbara Brooks Kimmel

A person “like
yourself” is
now trusted

nearly two times
as much as a CEO
or government
official.

Ben Boyd,
Edelman
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Employees learn to
trust when leaders provide
adequate information about

decisions they’re making

Andy Atkins,
Interaction Associates

What Does Low Trust Cost an
Organization?
The Hard Costs of Low Trust

¢ A study by Murphy, Shrieves and Tibbs called
“Determinants of the Stock Price Reaction to
Allegations of Corporate Misconduct” finds
that “allegations of misconduct are accom-
panied by statistically significant control-
firm adjusted declines in reported earnings,
increases in stock return variability, and a
decline in concordance among analysts’

earnings estimates.”

Murphy, Deborah L., Ronald E. Shrieves, and
Samuel L. Tibbs, “Understanding the Penal-
ties Associated with Corporate Misconduct:
An Empirical Examination of Earnings and
Risk,” Journal of Financial and Quantitative
Analysis, February 2009, Vol. 44, No. 1, pp.

55-83.

4 In a 2008 study by Karpoff, Lee and Martin

called “The Cost to Firm’s of Cooking the
Books,” the authors find “The penalties
imposed on firms through the legal system
average only $23.5 million per firm. The pen-
alties imposed by the market, in contrast, are
huge”

Less than one-third of US workers were
engaged in their jobs in 2014, with millenials
the least engaged. (Gallup) and this is cost-
ing the US economy $450-550 billion a year,
which is over 15% of payroll costs. (Gallup,
2013)

The Washington Post reported that “the
federal government imposed an estimated
$216 billion in regulatory costs on the econ-
omy (in 2012), nearly double its previous
record.”

The cost of the tort litigation system alone
in the United States is over $250 billion. - or
2% of GDP (Forbes, January 2012)

The six biggest U.S. banks, led by JP Morgan
Chase & Co. and Bank of America Corp. have
piled up $103 billion in legal costs since the
financial crisis (Bloomberg, August 2013)

According to The Economist Intelligence
Unit (2010), 84% of senior leaders say dis-
engaged employees are considered one of
the biggest threats facing their business.
However, only 12% of them reported doing
anything about this problem.

Recently, the New York Times reported that
the daily cost to house, feed and guard a sin-
gle prison inmate in New York City is $459.54.
In the sharpest of contrasts to the cement-
block walls of a cold jail cell, the Ritz Carlton

Hotel is the paragon of luxury. World-class
service, beautiful design, 600 thread-count
sheets. And yet, the average cost for a night at
the Ritz— $323, according to its public filings
— is 30% less than the cost of a night in city
jail. (Josh Linkner, Detroit Free Press, Novem-
ber 9, 2014)

¢ The PR firm Edelman finds in their 2015
“Trust Barometer” that

For the first time, nearly two-thirds of the 27
nations surveyed fell on the “distrustful” end
of Edelman’s index, gauging respondents’
trust in government, business, media and
non-governmental organisations. Among the
informed public segment of the 33,000-per-
son survey — a group of 700 wealthy, well-
educated, well-informed individuals — 57
per cent said they trusted business, down
from 59 per cent last year. (Financial Times,

January 20, 2015)

The trust gap not only negatively impacts a
company’s revenue, market share, brand reputa-
tion, employee engagement and turnover, stock
price, and bottom line profitability, but every
facet of society.

What happens when trust increases?

The Low Cost of Hard Trust

Building a trustworthy business will improve a
company’s profitability and organizational sus-
tainability. A growing body of evidence shows
increasing correlation between trustworthiness
and superior financial performance. Over the
past decade, a series of qualitative and quanti-
tative studies have built a strong case for senior

business leaders to place building trust among
stakeholders high on their priority list. While
none of these studies are perfect, over the next
decade their results will be increasingly difficult
to ignore.

¢ In this brand-new research from Interaction

Associates

It is demonstrated that companies that enjoy
high levels of trust among their employees are
two and a half times more likely than those that
don't to enjoy superior revenue growth. High-
trust businesses significantly outperform all
other organizations in achieving a wide variety
of business goals, including customer loyalty
and retention; competitive market position;
values-driven behavior and actions; predictable
business and financial results; and profit growth.

¢ and more from the Chartered Management
Institute follow this link.

When people trust an
organization, they are
more likely to exhibit
supportive behavior.

Linda Locke,

Reputare Consulting
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As we look more closely at the morality of man-
agers through the lens of MoralDNA, we see that
being good and doing things right is mostly
about our empathy, our reason and our values.
It is much less about the achievement of narrow
financial targets, or our robotic compliance with
rules and regulations. And yet governments, busi-
nesses, public services and charities still persistin
a focus on quantitative targets and bureaucratic
red-tape that drive dysfunctional and unethical
workplace cultures. This has to change.

¢ A 2013 study by Guiso, Sapienza and
Zingales called “The Value of Corporate Cul-
ture” finds that proclaimed values appear
irrelevant. Yet, when employees perceive
top managers as trustworthy and ethical,
firm’s performance is stronger.

¢ InaHarvard Business School working paper
from July 2013 called The Impact of Corpo-
rate Sustainability on Organizational Pro-

It doesn’t take
an index to tell us public
trust is dangerously
compromised.

Davia Temin,
Temin and Company

cesses and Performance, Robert G. Eccles,
loannis loannou, and George Serafeim
provide evidence that High Sustainability
companies (those integrating both environ-
mental and social issues) significantly out-
perform their counterparts over the long-
term, both in terms of stock market as well

as accounting performance.

¢ Forbes and GMI Ratings have produced the
“Most Trustworthy Companies” list for the
past several years. They examine over 8,000
firms traded on U.S. stock exchanges using
forensic accounting measures, a more lim-
ited definition of trustworthy companies
than Trust Across America’s FACTS Frame-
work but still somewhat revealing. The con-

clusions they draw are:

“... the cost of capital of the most trustwor-

thy companies is lower ..."

“... outperform their peers over the long run

n

“... their risk of negative events is minimized

n

From Deutsche Bank:

¢ 100% concurrence on Lower Cost of Capital
(“... academic studies agree that companies
with high ratings for CSR (corporate social
responsibility) and ESG (environment, social
responsibility, governance) factors have a
lower cost of capital in terms of debt (loans
and bonds) and equity.’)

¢ 89% concurrence on Superior Market Per-

"

formance (“.. studies indicate companies

with high ratings for ESG factors outperform

market-based indices”)

¢ 85% concurrence on Greater Performance
on Accounting -Based Standards (“... studies
reveal these types of company’s consistently

outperform their rivals on accounting-based

criteria!)

¢ From Global Alliance for Banking on Values,

(see more on the GABV in the first issue of

our magazine,) which compared values-

based and sustainable banks to their big-

bank rivals and found:

7% higher Return on Equity for values-
based banks (7.1% ROE compared to 6.6%
for big banks).

51% higher Return On Assets for sustain-
able banks (.50% average ROA for sustain-
able banks compared to big bank earning
0.33%)

¢ Another study has just been released mea-

suring “Return on Character” and correlat-
ing it with profitability.

These studies are bolstered by analyses from
dozens of other respected sources including the
American Association of Individual Investors, the
Dutch University of Maastricht, Erasmus Univer-

sity, and Harvard Business Review.

Business leaders may continue to challenge the
“return on trust” but the evidence is mounting.
There is not only a business case but also a finan-
cial case for trust. Trust works not only in busi-
ness, but in all organizations regardless of their

industry, size or location.

Form a Culture-
Guiding Coalition.

Bob Vanourek,
Triple Crown Leadership _~

Improved Profitability

This growing body of evidence shows increasing
correlation between trustworthiness and supe-
rior financial performance.

Companies exhibiting high levels of trustwor-
thiness have a competitive advantage. Who are
they and how do they build trust?
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The Purpose

There are many “top” lists and awards given to public companies for
ethical cultures, great workplaces, corporate responsibility and a host
of others. While each has it's merits, most are based on surveys, pub-
lic opinions and other qualitative measures. For six years Trust Across
America has been working with a growing team of experts to study,
define and independently quantify organizational trustworthiness.

Trust Across America — Trust Around the World accepted a seemingly
impossible challenge based on a briefing paper published in the
Economistin 2008. Sponsored by Cisco, it is called “The Role of Trust in
Business Collaboration” http://graphics.eiu.com/upload/cisco trust.

pdf, stating that tens of millions of dollars had been spent evaluating
corporate governance—but a definition of corporate trust continued
to elude us. What if companies could be identified that exhibited high
levels of trustworthiness?

What Makes This List Different?

Measured indictors are quantitative and derived from third party data
providers

Companies do not know they are being evaluated

s n

Companies cannot opt“in” or opt “out”

Trust Across America-Trust Around the World does not accept from
nor provide any compensation to the companies evaluated and
named to this list.

The Methodology

With the assistance of dozens of academic, financial, corporate and
consulting experts, Trust Across America-Trust Around the World
(TAA-TAW) began building a methodology incorporating only inde-
pendent, quantifiable metrics that are “indicators” of a trustworthy
business. We named it the FACTS® Framework, an acronym that draws
on five categories of “holistic trustworthiness” and incorporates them
into one quantitative model. The indicators are

¢ Financial stability ¢ Transparency
¢ Accounting conservativeness ¢ Sustainability
¢ Corporate governance

Visit our website at http://www.trustacrossamerica.com | 11



Recognizing that no company is perfect, dozens
of data points from well-respected independent
data providers are considered in this unbiased
evaluation. Gone are the silos, replaced by a
holistic view of trustworthy business practices,
and a realistic opportunity and methodology for
evaluating public companies.

Mistrust doubles the cost
of doing business.
Reinforce that fact with
your employees.

David Horsager

The FACTS’

Our analysis begins with a universe of close to
3000 of America’s largest public companies.
Consideration is only given to those compa-
nies with complete data, reducing our universe
to approximately 2000. The five trust indicators
listed above are equally weighted in our analysis.

n

As a final step, while we do not “negative screen,
we do research each “finalist” company and
eliminate any that don’t walk their talk- news-
worthy trust violations such as leadership mis-
steps, large product recalls, avoidable security
breaches, excessive fines, etc.

The FACTS Framework looks like this (see below).

Framework

Financial Stability Accounting Corporate

and Strength

S TRUS

N\
~ ACROSS AMERICA

Transparency Sustainability

Conservativeness Integrity

T

How Do Trustworthy Companies
Fare Over Time?

TAA-TAW has been tracking the performance of
America’s most trustworthy public companies,
and the results are nothing short of stagger-
ing. These companies have produced an 82.9%
return vs. the S&P’s 42.2% since August 2012.The
results are based upon a monthly re-balanced
list of selected companies in a live portfolio.
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This year marks our 5th annual Most Trustworthy
Public Companies. While in past years the honor
has been given based only the past calendar
year, this year’s honorees are being recognized
as the most trustworthy for the 5-year period
from 2010 through 2014.

We hope you enjoy learning more about these
outstanding organizations and their leaders.

FACTS® Companies vs. S&P 500 Since January 31, 2013

-0.05
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Don’t allow technology to erode trust by taking
the personalization out of your organization.

Steven N. Pyser
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