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				Building trust, building value

				Highlights

				
						Business leaders and investors often lack visibility into the areas that present the greatest concern and risk: regulatory compliance, supply-chain integrity and environmental and social responsibility.

						Greater insight into and better communication around such non-financial information can help companies mitigate risk, improve operations and deepen relationships with stakeholders.

						Transparency is key, but credibility is also critical. Independent assurance of business information, beyond traditional financial reporting, is becoming increasingly important to encouraging investment and growth.

				

				The Great Recession, unprecedented instances of financial fraud and widespread product recalls by some of the most trusted global brands have all taken a toll on investor and consumer confidence.

				Now the call for increased transparency reverberates through the global markets.

				The value of transparency reaches well beyond the impacts on public trust; it hits the bottom line. Research shows that expanded voluntary disclosure of firm-specific information reduces market- and industry-driven stock price fluctuations, as well as the frequency of stock price crashes.1

			  Being more transparent about the drivers of financial performance and risk can create real organizational and market value. And enhancing the credibility of that information can be a source of sustainable competitive advantage. 

				The value in providing the information stakeholders want

				
						In industries where regulation is imminent but uncertain, companies can give stakeholders greater confidence in current operations, as well as their ability to comply with future requirements.

						Transparency creates even greater value when the information is considered credible. One study in a growing body of research found that firms providing verifiable detail in their non-financial disclosures (information that could be validated by external parties) experienced more persistent, positive changes in financial performance than firms that did not.2

						Whether companies are in early stages of preparing for more voluntary disclosures or further down the road of pursuing external validation of such information, real business value—in risk mitigation, performance improvement and competitive advantage—can be achieved every step of the way.

				

			

		

	
		
			
				At a glance

			

			
				Executives realize the challenges they face in winning back business and confidence in the recovery, including:

				
						Erosion of trust among stakeholders and damage to corporate reputation

						The urgent need to drive growth, amid a rising tide of competition in a still shaky, increasingly global economy

						The integrity of data—both financial and non-financial—used for strategic decision making, regulatory compliance and, increasingly, sustainability reporting

						Threats to the privacy and security of business and customer information

						Supply chain disruptions due to financially troubled vendors and the risks of outsourcing to emerging markets

				

				Preparing for an independent evaluation of business practices or information—and ultimately, seeking third-party assurances to validate them—can help business leaders:

				
						Enhance the company’s credibility and reinvigorate both investor and consumer confidence

						Gain insight into the practices that drive cost efficiencies, facilitate innovation and, ultimately, establish a competitive advantage in the marketplace

						Ensure the accuracy and comprehensiveness of business data, offering greater comfort to investors and regulators

						Expose IT risks and propose solutions to bolster security

						Monitor their supply chains for weaknesses and potential risks throughout the pipeline

				

			

		

	
		
			
				01 – Managing risks in the real and virtual business worlds

				It’s 2010: Do you know who your partners are?

				Operating in an increasingly global and virtual world makes companies more vulnerable to disruptions that can cascade quickly through businesses and damage reputations. A PricewaterhouseCoopers analysis of 600 companies experiencing supply chain disruptions found that their average shareholder value dropped and their stock prices experienced greater volatility than their peers for years after the event.3

			  The CEO of one prominent consumer apparel company uses independent evaluations to certify that his factories meet global safety and human rights standards and that his products don’t contain lead or chemicals that could cause an allergic reaction.

				“As the Walmarts and Targets of the world become more powerful, they are demanding that they get what they pay for,” he says. “They won’t accept our word, but need third-party validation.”

				In some industries, the value of third-party certification can be significant. One global manufacturing industry study found that the performance of externally monitored firms trended better than the industry as a whole, suggesting that certified firms may be viewed as having higher levels of resource efficiency and less risk relative to their peers.4

			  Getting some digital peace of mind

				From e-commerce to cloud computing, technology also poses significant business risks. An impartial assessment of IT operations can help business leaders identify specific vulnerabilities and develop a more integrated approach to maintaining information security.

				New Jersey Transit, for instance, certifies its compliance with data security standards to reassure customers and payment card providers. With up to three-quarters of revenue coming from credit and debit cards, the agency must be sure that it is protecting customers’ personal information.

				“When I respond to credit card companies and banks, I show that we have gone through due diligence to comply with the standards,” says Joel Golub, NJ Transit’s chief information officer, adding that independent assurance “attests to the fact that everything is being done on the up-and-up and the information presented is real.”

			

		

	
		
			
				02 – A fresh pair of eyes can inspire performance improvements

				Spurring improvement, sparking innovation

				For some organizations, an independent perspective on non-financial aspects of performance can lead to operational improvements and innovation.

				Noise Free Wireless, which develops noise management software for devices such as mobile phones, used independent evaluations of product quality to develop solutions to potential problems. Alon Konchitsky, founder and chief technology officer, says that independent assessments “are very important and useful because they identify issues that designers might not see.”

				For example, after one quality assessment, the company discovered that a particular product feature could interfere with emergency calls and modified the software to include a fail-safe method to bypass it. Such use of a third-party assessment, notes Mr. Konchitsky, not only resulted in a tangible product improvement, but also mitigated potential risks to customers and the business.

				Applying the discipline of financial reporting to environmental disclosures

				Though critical to monitoring the effectiveness of a company’s “green” initiatives, information about environmental impact varies greatly in scope and quality. Like financial results, environmental data often resides across business units and systems, but the processes and controls for managing it are far less comprehensive than those used for financial data. 

				As environmental performance becomes an increasingly important factor in consumer, investor and employee engagement, stakeholders are demanding greater and more consistent insight into it. The Securities and Exchange Commission, for instance, recently issued guidance on climate risk disclosure  aimed at ensuring companies uniformly apply existing rules.5

				Many companies disclose beyond what is required, according to regional and international reporting frameworks, such as the voluntary guidelines of the Global Reporting Initiative (GRI). Though uniform in scope, the reports often vary in quality. As a result, organizations pursuing such increased disclosures are finding greater value in the kind of independent validation that enhances their credibility; in fact, a 2009 study of 100 corporate sustainability reports found that 44 percent provided third-party verification.6

			

		

	
		
			
				03 – Staying ahead of regulation—and the competition

				With regulation on the horizon, companies are making the first move

				In industries where increased regulation seems imminent, some companies see value in being at the forefront of providing the most credible information possible and potentially influencing how new reporting requirements are defined.

				In the financial-services industry—in particular, in currently unregulated but fast-growing institutions such as alternative asset managers or hedge funds—institutional investors have begun seeking greater transparency around internal controls.

				In response, one major alternative asset manager produced for investors a detailed, independent assessment of its trade flow processes and controls. While investors remain most interested in market performance, the fund’s reporting also offers substantive information about financial controls that most other funds don’t offer. “The audit also provided more internal benefits than other reports on our fund,” says the manager’s CFO. “It helped us to institutionalize and formalize some of our processes.”

				Gaining ground by assuaging customer concerns

				Increased transparency can help companies deepen their credibility with customers, investors and regulators—all while helping them gain a leg up on their competition.

				American Semiconductor is in the process of certifying the management practices of its supply chain. Company leaders believe the assessment on internationally recognized standards will be valuable in attracting new customers who view it as an important policy.

				John Berg, chief technology officer, expects the certification to provide tangible evidence of the company’s commitment to quality. “We believe third-party assurance of our internal processes is important as a competitive differentiator,” he says. “Critically, it helps support constructive conversations with potential customers and signals our intention of becoming an important supplier in our market segment.”

				When it comes to third-party certification, however, there may be a first-mover advantage. A study of 87 automotive suppliers over 10 years showed that, as the majority of firms within an industry certified best practices, the late adopters no longer gained financial benefits, including increased profitability, from those certified practices.7

			

		

	
		
			
				04 – Rebuilding trust, from the inside out

				With memories of the financial crisis still fresh, it comes as no surprise that a record number of Americans—nearly 90 percent of more than 20,000 surveyed—take a negative view of Corporate America’s reputation. Investor confidence also flagged in recent years. But, as companies begin to experience economic recovery, the effort to rebuild trust in business is well underway. 

				About two-thirds of the respondents to PwC’s 13th Annual Global CEO Survey say they are changing their companies’ focus on corporate reputation and rebuilding trust, with 23 percent saying it’s a major change.8

			  The first step toward rebuilding trust is looking in the mirror

				While pursuing third-party assurance—on financial issues, information technology, the supply chain and sustainability—can be a vital part of the trust equation, it’s not all or nothing. For many companies, increased disclosures or independent evaluations may be longer-term goals, but there are benefits to be gleaned along the way; in the near term, the process of preparing for that future can create real, incremental value.

				Although not subject to SEC rules such as Sarbanes-Oxley, Duke University Health System voluntarily conducted a third-party review of critical processes and controls.

				“Management had a certain amount of time to document its processes and have people trained around them before the third party came in,” says Kenneth Morris, Duke’s chief financial officer. The process of preparing for an outside evaluation “was useful in holding people’s feet to the fire to make improvements and in taking a major step in documenting critical processes. We really had to transform the culture and put better controls and discipline in place.”

				In industries or business areas where regulation is imminent but uncertain, the process of preparing for greater scrutiny—getting the house in order, so to speak—can be particularly fruitful. Making moderate investments today to identify areas where greater transparency will be a market requirement tomorrow can create long-term cost savings, build credibility with stakeholders and provide a competitive advantage when new requirements take effect.
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				How PwC can help

				To have a deeper discussion about creating value through transparency, please contact:

				Robert Moritz

				US Chairman and Senior Partner

				PricewaterhouseCoopers LLP

				Phone: 646-471-7293

				Email: robert.mortiz@us.pwc.com

				

		    Steve DelVecchio

				Third Party Assurance Leader

			  PricewaterhouseCoopers LLP

				Phone: 617-530-7999

				Email: stephen.l.delvecchio@us.pwc.com

				

		    Chris Thompson

				US Assurance Partner

				PricewaterhouseCoopers LLP

				Phone: 646-471-2700

				Email: chris.thompson@us.pwc.com

				

				Tell us how you like 10Minutes and what topics you would like to hear more about. Just send an email to: 10Minutes@us.pwc.com 

				

				© 2010 PricewaterhouseCoopers LLP. All rights reserved. “PricewaterhouseCoopers” refers to PricewaterhouseCoopers LLP, a Delaware limited liability partnership, or, as the context requires, the PricewaterhouseCoopers global network or other member firms of the network, each of which is a separate and independent legal entity. This document is for general information purposes only, and should not be used as a substitute for consultation with professional advisors. 10Minutes ® is a trademark of PricewaterhouseCoopers LLP US. LA-10-0349
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