" SITESELECTION

“Look OuTts” FoREIGN
ComPANIES SHOULD

By Dr. C. R. (Buzz) Canup, Managing Principal, Fluor Daniel Consulting

Foreign firms must
understand the broad
regional differences
relative to U.S. labor,
transportation, costs,
quality of life, and
Incentives.

nternational companies com-
prise approximately 40 percent
of the site location studies con-
ducted in the United States on
an annual basis. Many of these inter-
national companies conduct their
studies in the United States withourt
the assistanice of a site location con-
sultant, preferring instead to rely on
their own instincts and experience
gained in other countries. For those
companies that do conduct their
own site Jocation studies, there are

potential pitfalls and “look outs” that
need to be recognized before a final
decision 15 made.

THE KEY FACTORS
Conducting a site location study in
the United States, whether for a

domestic or forelgn company, s not
an easy task. The choices are many.
The variables that may impact the

final decision can range from the
simple to the complex. Defining the
variables that will impact the success

or failure of a new business requires
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extensive experience in the specific
tield of that business. Understanding
the impact these variables may have
in different locations within the
United States requires a keen knowl-
edge of local conditions and exten-
sive experience in the site location
analysis field. The combination of
business experience and site location
experience will minimize the risks
involved in reaching a final location
decision.

The kev factors involved in almost
every site location search include the
following:

= Availability of qualified and/or
trainable labor

* Proximity to suppliers and
CUSTOIMETS

= Competitive recurring costs,
including labor, taxes, utilities, and
transportation

= Acceptable quality of life to
attract and retain professional
emplovyees

= Competitive incentives

These factors and many others
have characteristics that can be mis-
leading if not evaluated carefully. The
following presents some of the “look
outs” foreign companies should con-
sider as they conduct a site location
search in the United States,

A commeon mistake many foreign
companies make in assessing the
quality of labor in the United States
involves the development of regional
perceptions that are subsequently
extended across large geographical
arcas. An example is the perception
that educational levels in some states
may be lower than in other states; as a
result, certain states are never consid-
ered for a new business location. If

educational levels are an important
factor m a site location search, com-
pany representatives may overlook
pockets of opportunity and excel-
lence where educational levels with-
in selected states equal or exceed
national averages. Foreign companies
should be aware thar there may be a
greater difference in educational
achievement levels within a given
state than between two given states.
A second mistake made by many
companies relates to the avalability
of labor. Many foreign companies
place a high value on defining the
unemployment rates within an area
and then qualifying or disqualifying
the area on the belief that unemploy-
ment percentages are tied to labor
availability. The company thus over-
looks the potential of recruiting cur-
rently employed people who are
seeking upward mobility in wages or
new career opportunities. Similarly,
the company may overlook an area
where population growth is stimu-
lated by an in-migration of new resi-
dents who add to the available labor

pool on a regular basis.

WORK FORCE TRAINING

Trainmg and developing a new work
force 1s a significant challenge for
domestic or foreign companies.
There are major differences between
states and communities in their abili-
ty to assist companies I recruiting,
screening, and training a new work
force. Some states have extensive
training resources assigned at the state
level to support new industry devel-
opment. Other states are fully decen-
tralized and rely on training resources
available at the local level to support
new and expanding industry. The
amount and type of funding to assist

in the training process also varies sig-
nificantly among the various states.
Mast states limit the amount of avail-
able training funds by establishing
grants or providing a set amount of
dollars per job created. A smaller
number of states offer significant
training support in the form of cost
offsets or cost avoidance.

Foreign companies may not
always have the background or expe-
rience to distinguish between the
tramning alternatives offered by differ-
ent states. Exposure to more tradi-
tional apprenticeship training sys-
tems may limit a company’s ability to
understand the advantages of task
training or competency-based train-
ing tor developing a new work force.
In addition, many states use the same
or similar descriptors to define the
type of training assistance they can
provide. While the descriptions of
the programs may sound the same,
the ability to deliver the training pro-
grams can be significantly different.
It is very important to talk with
existing industries in the area that
have benefited from training and
gain an understanding of the effec-

tveness of the programs,

PROXIMITY TO SUPPLIERS
AND CUSTOMERS

Logistics and service requirements
drive many site location studies.
Companies that are transportation
sensitive or service oriented, i.e.,
with just-in-time delivery require-
ments, tend to focus most of their
efforts 1 the area of transportation
and logistics. Many foreign compa-
nies that have never conducted busi-
ness in the United States find 1 diffh-
cult to understand the limitations
and opportunities that may be avail-
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able to them from a logistics per-
spective. Rail systems in the United
States are certainly not like rail sys-
tems in Europe, but they can provide
asignificant cost advantage under the
right circumstances. American truck-
ing companies operate differently
than trucking companies in other
parts of the world. The costs associ-
ated with alternatives in the United
Stares are calculated much differentdy
than in other parts of the world.

Foreign companies often make
broad assumptions related to trans-
portation and service issues when
conducting a site search in the Unit-
ed States. In many instances, these
assumptions are incorrect and can
move the site search out of a region
that ofters the greatest opportunity
for minimizing transportation costs
or optimizing the ability to meet
customer requirements. Companies
should be careful about the assump-
tions they make and should test each
of them at the earliest possible time
to validate their impact.

COMPETITIVE RECURRING
COSTS

Profitability is a critical goal for all
companies. The ability to define and
evaluate costs at alternative locations
15 a significant part of reaching the
final decision on where to locate a
new business, However, defining the
cost structures and underscanding
their impact are in some instances
two different sets of information.
There are many subtleties that must
be understood in analvzing costs,
whether they relate to labor rates,
payroll taxes, property taxes, corpo-
rate income taxes, utilicy costs, or
other items incurred on a continuing
biasis,

Maost states and communities do
an excellent job of assisting prospects
in understanding the potental recur-
ring costs at alternative locations.
Utility companies also do a favorable
Job assisting prospects in understand-
ing their potential costs for utility
services. However, these costs should
be developed into a pro forma to
gain a full understanding of their
impact. Cost comparisons across
alternatives are nearly impossible to
evaluate unless the costs are present-
ed in a comprehensive cost-analysis
format. Many companies underesti-
mate their recurring costs simply

Itis to define

and evaluate costs at

alternative

because they do not have a complete
understanding of the variables
involved and what impact they can
have.

QUALITY OF LIFE

Quality of live can have significantly
different meanings from one compa-
ny to another. For a foreign compa

ny, the ability to attract and retain
professionals includes the ability to
attract and retain their own nationals
at the selected location. Foreign
companies may place a high value on
the availability of special schooling
(native language schools) for children
of their employees. They may also
place a high value on the availability
of native foods, doctors and dentists
who speak their language, and a

place to worship the religion of their
choice.

Many foreign companies are
reluctant to place emphasis on these
factors even though they are very
important for establishing and main-
taining an acceptable quality of life
tor their native employees. In many
instances the presence of other for-
eign companies from the same or
neighboring countries establishes
credibility for a particular location,
The client team may make an
assumption that conditions in the
area are acceptable for foreign
nationals only to discover at a later
date that they are not as favorable as
hoped. This assumption can lead to
disappointment once emplovees
begin to move into the area and dis-
cover the absence of selected quality-
of-hife factors.

COMPETITIVE INCENTIVES
Incentives are in many ways the most
difficult variable for foreign compa-
nies to understand and evaluace.
States and communities have a ten-
dency to list every incentive that is
available for all types of projects even
when an incentive is not applicable
to a specific opportunity. States and
communities also tend to present the
maximum potential incentives avail-
able through a particular program
even though the prospect may never
realize all of the benefits offered. A
good example of incentives that may
be offered but are difficult to use are
corporate income tax credits. In
many instances the tax credits are
limited in the amounts that may be
used in any given vear, i.e., cannot
exceed a set percentage of the cor-
porate income tax liability. Similarly,
Continwed on page 32
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and the interworkings of the area.
You will also want to understand
how well the proposed facility will
fit into the community. During
these visits, confirm the accuracy of
your previous research and secure
written commitments of business
terms for land or building acquisi-
tion and incentives from empowered
officials,

AN OPPORTUNITY
Armed with detailed information,
reports, and written commitments,
you are ready to receive approval
from the company board to begin
implementing the project. This final
step is the most critical — even if the
selected location is perfect, the way
the concept takes shape physically
will determine if the project 1s a suc-
cess or failure. Risks to project sue-
cess include a poorly designed or
constructed building, insensitive
muanagement, a poorly trained work
force, and stramed relatons with the
community. These and other startup
risks can be managed by assigning
full-time project management,
scheduling activities, and allowing
adequate time to ensure success.
Siting a new facility is an oppor-
tunity almost wirthout parallel in
allowing management to take a suc-
cessful operation, make improve-
ments, and place it where it can
bring an organization to the next
level of competitiveness. ()

James A. Schriner, based in Princeton,
NI, is director of location strategies for
Deloitte & Touche Fantus Consulting, a
division specializing in assisting business-
es in location decisions since 1919, He is
also an Industry Week contriburing edi-
tor and colunmist,

“LOOK OUTS" concinued from page 12

DISTRIBUTING continued from page 20

the tax credits tend to expire before
they can be applied against tax liabil-
ities, In these cases, it may be difficult
for foreign companies to understand
and interpret the true value of an
incentive.

The same type of analysis can be
applied to property tax abatements,
sales tax exemptions, and other vari-
ous mcentives, Firms often do not
benefit from these types of incen-
tives because the companies fail to
meet program application deadlines
or submit required information —
or simply drop the ball in the transi-
tion from site search to project
implementation.

PAYING ATTENTION

U5, companies conducting site loca-
tion searches in foreign countries are
frequently cautioned to pay special
attention to the social, cultural, polit-
ical, and economic conditions within
the countries where they may be
looking. Foreign companies con-
ducting site location searches in the
United States would be wise to take
the same advice. There are broad dif-
ferences between various regions of
the United States relative to labor,
transportation, costs, quality of life,
and incentives. Special care should be
taken to make sure one defines the
differences and then understands
how the differences will impact a
new business location.()

Dr. C.R. (Buzz) Canup is managing
principal at Fluer Daniel Consulting in
Greenville, S.C., which specializes in
optimal geographic positioning of corpo-
vate resovirces worldwide. He has more
than 25 years experience in the areas of
industrial development, strategic plan-
ning, and business development.

ties. The Alliance Airport in Texas,
Rickenbacker in central Ohio, Glob-
al TransPark in North Carolina, and a
facility north of Bakersfield, Calif.,
are examples cited by Hess.

While some companies have set
up distribution operations across the
border in Mexico, Hess says there’s
more to a good distribunon site than
cheap labor. “Distribution there is
more difficule. The infrastructure is
not as developed,” he says. While
Mexico is sometimes suitable for
manufacturing, distribution opera-
tions still are best placed on the
United States side, he says.

THE BASIC FACTORS
Ultimately, the decision comes down
to some sunple factors. " The cost of
construction is a critical factor,”
Ollen says. “Can you build your
building cheaper in San Diego than
El Paso? Or can vou build cheaper in
Kansas City than San Diego?”
“Withour exception, the occu-
pancy costs have got to be competi-
tive,” Castell says. “That’s what we're
always selling here in Indianapolis.
We've been successful because our
occupancy costs are low and the
location is good. There’s not a lot
more magic to it than that”
“Cuality of lite is an 1ssue, labor
an issue, and so are construction and
location,” Ollen says. “Rail sn't as
critical as it used to be, but trucking
certainly is. German companies are
coming to the Carolinas to build and
distribute car parts, all becanse of the
labor force and quality of Life”
America is a great place to live,
Ollen adds.“There’ a stable and well-
educated labor force, and the distribu-
tion factors are as competitive as they
are in many places in the world " ()
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