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About the Study

* Comprehensive guide to international business costs

® 2010 is the eighth biennial edition published by KP MG
- Previous edition published in 2008

* 45+ public and corporate sponsors in four countries ;
- Corporate: KPMG, Colliers International, MMK Consulting
- Australia, Canada, Netherlands, and United States

* Six months of research and 40,000+ data elements

* Compares and ranks locations based on business cost S:

Ten countries:
* Nine industrialized countries: G7, Australia, Netherlands
* One emerging country: Mexico

17 business operations

112 individual cities

26 major location-sensitive cost factors

* Also compares non-cost business factors across locat lons




Analysis Framework

Business

Personal

Cost Factors

Business Costs
Land/building/office

Labor wage/salary/benefits
Transportation and distribution
Utilities

Financing

Federal/regional/local taxes

Other Key Factors

Business Environment

Labor availability and skills

Access to markets, customers, and suppliers
Road, rail, port, airport infrastructure

Utility and telecom/internet service reliability
Suitable land sites

Regulatory environment

Cost of Living

Personal taxes

Cost of housing

Cost of consumer products and services
Healthcare costs

Education costs

Quiality of Life

Crime rates

Healthcare facilities
Schools and universities
Climate

Culture and recreation




» Anchorage
e Honolulu

Size of city:
e Small
e Medium
e Large
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Industries and Sectors

17 industry operations examined form the basis for
comparing three sectors and the overall results

 Aircraft parts
Auto parts
Electronics assembly
Food processing
Medical devices
Metal machining

Pharmaceuticals
Plastic products
Precision components
Specialty chemicals
Telecom equipment

Manufacturing

* Biomedical R&D

 Clinical trials
management

» Electronic systems
development and
testing

o Software
development

* Web/multimedia
content development

e Shared services
center

Corporate & IT Services

Overall Results
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Why the KPMG Study Is Unique

* Considers all major location-sensitive business cos t
factors, in each location

- Combined impact on business operations and costs

- Not looking at individual cost factors in isolation

- Specific results by industry sector
* No arbitrary weighting of non-cost factors

- Non-cost factors are discussed, but not in final rakings
* International results, based on comparable major ci ties
* Rigorous research and analysis program
* Powerful costing model to analyze:

- Customized operations (workforce, facilities, etc.)

- Exchange rates, interest rates, costs, taxes, incentives
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2. International Cost Results
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Labor Transportation
* Salaries and wages * Air freight
- 42 job positions * Surface freight (road & sea)
* Statutory plans Utility
- Government pension plans * Electricity
- Public medical plans * Natural gas
- Unemployment insurance Depreciation & interest
- Workers’ compensation _
* Employer-sponsored benefits Non income-based taxes
- Paid time not worked * Capital
(holidays and vacation) * Property
- Private health insurance * Sales and transactions
- Other discretionary benefits ° Land transfer
Facility ® Sundry local taxes
* Industrial land Income taxes
* Industrial construction * Federal
* Industrial leasing * Regional (state, province)

* Office leasing * Local
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Manufacturing

Percentage cost advantage/disadvantage relative to

us
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Corporate & IT Services

Percentage cost advantage/disadvantage relative to

us

14



Research & Development

Percentage cost advantage/disadvantage relative to

us
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Exchange Rates

* Exchange rates impact international cost

competitiveness

* Exchange rates used in this study and their two-yea r

change relative to the US$ are:
- Japanese yen
- Australian dollar
- Euro
- Canadian dollar
- Mexican peso
- United Kingdom pound

¥89.86
AU$1.10

CA $1.06
MX$13.07
£0.61

+24%
+4%
0%
-6%
-17%
-18%

* Significant changes in value among the major curren

over the last two years

cies
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Exchange Rate Update — October 2010

* Since April, the European debt crisis has resulted In
volatility in the Euro and Pound:

- May: Euro down 18%, Pound down 12% this year
- QOctober: Euro only down 6%, Pound only down 4%

* Fortunately for the US, the loss of confidence in E  urope
appears to have passed, at least for now:

- Devaluation reduced cost of doing business in Europe
- Any cost gains at this time likely offset by labor volatility

* Possible parallels to Canadian debt crisis of early 1990s
- Took Canadian dollar until 2006 to return to its 1991 level
- Value of Canadian dollar bottomed out in 2002
- More robust economic/fiscal position today than in 1990
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— October 2010

Overall Results

Percentage cost advantage/disadvantage relative to

us
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3. Cost Factors

19



Labor Costs

* Salaries & wages

* Statutory plans %?

* Employer-paid
benefits %'

* Total labor costs

1. Expressed as a % of payroll

| owest

Mexico

Mexico

France

Mexico

2nd 3rd 4th
France UK Italy
Canada US UK
Germany Australia Canada

Canada UK Australia
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Facility Costs

* Manufacturing
- Factory lease

* Non-manufacturing
- Office lease

| owest

Mexico

Mexico

e 3¢ g

us Canada France

N’lands US Italy
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Transportation Costs

* Transportation
(costs to market)

* Surface freight

* Air freight

Lowest 2 3rd 4th
UK Germany Japan France
Germany UK N’lands France
Japan UK France US
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Utility Costs

* Electricity

* Natural gas

L owest

Canada

MeXxico

2_nd

France

US

3rd 4th
us Mexico

Canada Australia
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4. Competitiveness Factors
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Health Care
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Labor Markets

* Time and cost of laying off Estimated average weeks of
{ﬁgyﬂgggteggmgr% é)sr : factor financial commitment to employees
c 1 E c 1
relevant to many firms since following decision to downsize
Competitive Alternatives 2008 Country Weeks Rank
_ Australia 11.0 3
* Cost of redundancy is lowest Canada 14.5 5
In Japan and the US, and France 21.0 6
highest in Italy and Mexico Germany 220 8
_ Italy 66.5 10
* The periods shown here include |(japan 4.0 1
mandatory union negotiations Mexico 28.0 9
and/or government approvals, Netherlands 13.0 4
plus required statutory notice, United Kinadom | 21.0 6
plus typical severance United St ? 35 5
payments nite ales .

1: Assumes facility closure with 100 - 150
employess with average service of four years.
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Innovation

Leading States/Regions for R&D Expenditure as a Percentage of GDP"
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5. Tax Competitiveness
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Total Tax Index & Effective Tax Rate
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US Tax Competitiveness

* Perceived issues in US tax competitiveness:

High nominal corporate tax rates (35-42%) are off-putting
to investors at first glance

Opacity of the myriad of federal and state deductions and
Incentives that can reduce these rates

Lack of reliability of federal R&D tax credits:

* US credits have once again expired, at a time when other
countries are upping the ante on R&D incentives

Taxation of capital (“franchise”) or equipment (“personal
property”) a disincentive for manufacturing

Non-refundable sales taxes increase cost to business

Limited wiggle-room for government policy change given
the current fiscal situation
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6. City Results
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Global Cities

* Relative cost index for major international cities
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San Francisco - 104.1

US Average
100.0

Two leading cities with population > 2 million studied in each country (4 in the US).

Results for these cities are used to define the national results for each country.
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Top 20 Largest US Cities

Metro 2010 Cost Results

Population Index Rank
1 |New York City 19.0M 102.0 19
2 |Los Angeles 12.9M 101.4 18
3 |Chicago 9.6M 98.8 11
4 |Dallas-Fort Worth 6.3M 97.7 5
5 [Philadelphia 5.8M 98.3 9
6 |Houston 5.7M 97.9 4
7 |Miami 5.4M 97.0 3
8 [Atlanta 5.4M 96.3 2
9 [Washington DC 5.4M 99.0 12
10 [Boston 4 .5M 100.8 16
11 |Detroit 4.4M 98.5 10
12 [Phoenix 4.3M 08 8
13 |San Francisco 4.3M @ 20
14 |Riverside-San Bernardino 4.1M 995 14
15 |Seattle 3 100.1 15
16 [Minneapolis | gos cost spread 3.2M 99.0 12
17 |San Diego M 100.9 17
18 |St. Louis 2.8 07 .2 6
19 |Tampa 2.7M @ 1
20 |Baltimore 2.7TM 9T 4
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Costs Across North America
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Regional Results

Canada

Moncton, NB
Halifax, NS
Winnipeg, MB
Saskatoon, SK
Montreal, QC
Vancouver, BC
Edmonton, AB
Toronto, ON

91.3
93.3
93.9
94.0
94.2
94.9
95.7
95.8

%00T = Salels pauun
saxe) Buipnjoul ‘s1sod Bunesado jelol
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Regional Results

US/Canada Pacific

- Prince George, BC
- Vancouver, BC

- Boise, ID

- Spokane, WA

- Portland, OR

- Riverside-San Bernardino, CA
- Las Vegas, NV

- Seattle, WA

- San Diego, CA

- Los Angeles, CA

- San Francisco, CA
- Anchorage, AK

- Honolulu, HI

94.3
94.9
97.2
98.4
98.9
99.5
99.8
100.1
100.9
101.4
104.1
106.3
107.3

%00T = Salels pauun
saxe) Buipnjoul ‘s1sod Bunesado jelol
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City Comparisons

Biomedical R&D (US$'000/annum)

Salaries (66 employees)
Benefits

Facility lease (45,000 ft?)
Utilities
Interest/depreciation
Non-income taxes
Income taxes

Other (fixed) costs

Total costs
Cost index
Effective corporate income tax rate

San Dieqo

4,731
1,840
1,420
130
585
255
222
1,900

11,082
102.2
20.3%

Vancouver

4,617
1,211
1,083
67
590

9
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/. Conclusions
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Conclusions

* Canada can be competitive with a high dollar

- Numerous examples of Canadian locations still leading
US competitors — by a much-reduced margin

- This would not have been the case 10 years ago

* Impact of European debt crisis has now reduced
business operating costs in Europe:

- Fortunately major drops in the Euro and Pound appear to
have passed as short-term blips

- Europe is still most cost competitive in many years

- The crisis has also heightened concerns about future
taxation measures and labor unrest in Europe

e US has its own concerns with both debt and taxes
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Conclusions

* Remember, investment decisions are not always logic al...

DILBERT reprinted by permission of United Feature Syndicate, Inc.
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For Further Information

* Full results at

www.Competitive Alternatives.com

- Download reports and summaries

- Access full detailed results
* User-selected countries and cities
* User-selected from 17 industry operations
* Sensitivity to exchange rates, interest rates

- Contact study leaders
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The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavor to provide accurate and timely information, there can
be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on such information without appropriate professional advice after a

thorough examination of the particular situation.

Glenn Mair
1-604-484-4622
gmair@mmkconsulting.com

www.CompetitiveAlternatives.com
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