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| 2016 CFO insourcing Survey

US Remains Competitive As Emerging Markets Falter

Overall, CFO confidence levels in 2016 are similar to 2014, but concerns about
the future have risen. The United States is the “top location for growth and new
investment” in the next five years for 20 percent of CFOs, up from 13 percent in
2014. However, this looks to be due, in part, to weakening elsewhere. While 33
percent of CFOs chose China as the top destination, its level has fallen from 49
percent in 2014. The percentage of CFOs who expect the U.S. business climate
to get worse for foreign direct investment (FDI) in the next 12 months has nearly
doubled, from 17 percent in 2014 to 30 percent now.

US Scores Highly in Access to Capital, Infrastructure Quality and Skilled Workforce
A maijority of CFOs say that the United States is more competitive than other
advanced economies in terms of “Access to Capital” (81 percent), “Skilled
Workforce™ (68 percent) and “Infrastructure Quality” (64 percent).

Insourcing Companies Face Discrimination on Multiple Fronts

A majority of CFOs (54 percent) say that their company has faced discriminatory
tax policies. This is also true at state and local levels of government, which
have increasingly pursued policies that undermine international norms and
provisions of U.S. tfax treaties. There is also growing concern about anti-foreign
rhetoric in public policy discourse. Ciritically, these findings antecede Treasury's
recent actions to reclassify business debt as equity, which disproportionately
affect insourcing companies and could have a negative impact on U.S.
competitiveness.

Decreased Confidence in the US Economy Will Slow New Investment

More than half of CFOs (56 percent) expect to increase investment in the United
States within the next 12 months, and 43 percent plan fo increase employment.
These expectations are lower than those from 2014, when 64 percent of
CFOs planned to increase investment and 51 percent planned to increase
employment.

Ways the United States Can Attract More Global Investment
Insourcing CFOs say that the top three actions the federal government can
undertake to increase foreign direct investment in the United States are:

1) Modernize the Tax System
2) Improve the Regulatory System
3) Finalize Bilateral and Regional Trade Agreements

.

The 2016 CFO Insourcing Survey is based on results from 100 CFOs of U.S. subsidiaries of insourcing
companies, which are foreign-headquartered companies with U.S. investment and employment.

OFll.org/CFOsurvey



{US COMPETITIVENESS

The United States’ ability to attract global investment has been buoyed by stagnant economic growth
around the globe. However, after improving between 2011 and 2014, CFOs’ overall confidence in the
U.S. economy is essentially unchanged from 2014 levels. While the United States excels in access to
capital, political stability, proximity to customers and skilled workforce, it remains very uncompetitive in
its fax system and regulatory environment - two of the top drivers of global investment decisions - un-

derscoring the importance for policymakers to take steps in order to keep the United States attractive
for global investment.

GLOBAL WEAKNESS BOOSTS US RANKING
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United States is their top ‘ ;
location for new investment in
the next five years, up from just
13 percent in 2014.
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China remains the top
destination for new investment,
and the United States claims
second place. Brazil and India
have lost ground to
Mexico.
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AMONG ADVANCED ECONOMIES, US COMPETITIVE ADVANTAGE IS SLIPPING

28% 1% 43 percent of CFOs see the
United States as having a
stfronger business environment
when compared to other
advanced economies,

3% though the margin of
America’s advantage has
% shrunk by 25 percentage
points since 2014

(+41% 10 +167).

27% @ ~danced Economies Are Stronger
43% - United States Is Stronger

*Excludes “U.S. is on par with other countries” respondents.
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US COMPETITIVENESS MATRIX 7™ S pwc

Overall, CFOs say the United States is on par with or ahead of other advanced economies
on many key areas, including access to capital, infrastructure quality, political stability and
skilled workforce. America’s tax system and regulatory environment are two of the least
competitive areas globally. They are also two of the four biggest drivers of global investment.

US is more USis US is less UsS is very
competitive average competitive uncompetitive

US leads

1%

Access to Capital 0%

Corp. Income Tax 1%

Econ. Incentives 1%
Energy Costs 1% 0%
Global Workforce
A 1%
Mobility e %
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Quality %
Labor Flexibility 0%
Political Stability 0%
Potential for -
Market Growth °
Regulatory
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Trade Policy 1%

TOP DRIVERS OF GLOBAL INVESTMENT
Beyond being close to
new customers, CFOs say
a country’s regulatory
environment, skilled
workforce and corporate
income tax have the largest
impact on determining

where they will prioritize
future investment.
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TOP AREAS OF DISCRIMINATION
@ rcderal Level - State Level

Corporate Tax Policy A

CFOs say that foreign companies do-
ing business in the United States face
discriminatory treatment in taxation
of their U.S. business operations when
compared to domestic firms. In fact, 54
percent of CFOs say that discriminato-
ry corporate tax tfreatment has had a
negative impact on their U.S. business
operations or their decision to invest in
the United States.

More than one-third of CFOs (36 per-
cent) have faced regulatory discrimina-
tion.

Anti-foreign rhetoric and judicial bias
at both the state and federal level is
viewed as an obstacle to business oper-
atfions and investment.

STATES ARE PROPOSING DISCRIMINATORY ACTIONS

Domestic Content Legislation
These proposals limit procurement contracts to products made with certain percentages of domestic
content, sometimes as high as 100 percent. Companies with global supply chains face challenges
States that have recently proposed policies that could negatively impact FDI attraction efforts in meeTing these restrictive domes-
tic content requirements and may
be unable to compete for contracts.
These bills make the United States less
competitive for FDI.

Tax Policies that Violate International
and Federal Tax Norms

States often through legislation or

audit pursue policies that would under-

mine the principles of United States bilat-

eral tax treaties and federal income tax
rules. When this occurs, insourcing compa-

nies could be subject to double taxation.
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{MANUFACTURING

Today, the U.S. manufacturing sector relies heavily on global investment, which supports nearly
20 percent of all U.S. manufacturing jobs. Of all CFOs, 70 percent of those surveyed said they
have U.S. manufacturing operations. Most expect to increase their output and nearly half plan
to hire more U.S. workers in the next year, slightly above the level of non-manufacturers.

US MANUFACTURING IS HIGH MARK FOR FDI

@ 2014 Survey
@ 2016 Survey
Growing demand from
U.S. customers and certain
72% supply-side focfors drive these
70% expected increases.
Those factors include relatively
low energy costs and access
e

Increase About the Same Decrease

{TrRADE

While 90 percent of CFOs say that the United States is on par with or more competitive than
other advanced economies in terms of frade policies, they list finalizing “bilateral and regional
tfrade agreements” as the third-most important action the federal government could under-
take in order to increase global investment. According to a recent OFll study, the Transat-
lantic Trade and Investment Partnership (TTIP) and the Trans-Pacific Partnership (TPP) could
increase global investment in the United States by an estimated $173 billion, with more than
one-third of that investment flowing to the manufacturing sector.

Insourcing companies accounted for 16 percent of all U.S. exports in 2013, rising from $217
pbillion in 2009 to more than $360 billion in 2013.
Compared to the 2014 survey, more CFOs ex-
pect to maintain their current level of exporting
activity in the next five years. The chemicals
industry was the only one to show a maijority of
CFOs with plans to increase their U.S. exports.

EXPORT LEVELS TO REMAIN UNCHANGED
INDUSTRIES PRIORITIZING TRADE AGENDA
1% ’ Chemicals

60% 54%
43%
29%
. 3% ’ Aerospace and Defense
[

Increase About the Same Decrecase
‘ Consumer Products
@ 2014 Survey @ 2016 Survey
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Much like the broader business community, insourcing CFOs overwhelmingly believe that
modernizing the U.S. corporate tax system would benefit the United States’ ability to attract
more global investment. In fact, 50 percent of insourcing CFOs indicated that the corporate
income tax rate is the most important aspect of U.S. federal tax policy that impacts their com-
pany. When asked what the federal government can do to increase global investment, mod-
ernizing the tax system was the top response across all industries. Improving the regulatory
system was also identified as another top priority.

TOP FIVE MOST IMPORTANT FEDERAL ISSUES NEEDING TO BE ADDRESSED

1.84

Tax System

2.14

1.57

Regulatory System

1.21

.69
49 In this year's survey, CFOs place
greater emphasis on the need for
corporate tax reform.

Bilateral and Regional
Trade Agreements

.64
Infrastructure System

.56

75 @ 2014 Survey
50 @ 2016 Survey

Values represent a weighted average where the highest ranking receives a score of 3, the lowest ranking receives a score of 1,
and no ranking receives a score of 0. Max =3

Skilled Workforce

NEED FOR TAX REFORM TOP ISSUE

WITHIN TAX POLICY, AQROSS ALL INDUSTRIES .
Share of CFOs ranking the Tax System among the top three most important

THE RATE MATTERS MOST actions the federal government could undertake to improve investment in
the United States
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TOP DRIVERS OF INVESTING IN A US REGION
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Market Growth Potential

Proximity to customers and access to talent-
ed employees are the most important drivers
when companies choose between regions in
the United States. Economic and tax incen-
tives help attract insourcing companies, and
states should also work to ensure that their tax
and procurement policies align with interna-
tional norms and standards.

CFOs say that tax incentives (including credits,

refunds, exemptions, and deductions) and oth-

er state incentives, such as utility rate breaks,

and grants for workforce training have histor-
& ically been the most valuable types of incen-
& fives. Non-tax financial incentives like bonds,
loans, and loan guarantees are less attractive
to CFOs.

Robust Industry Clusters
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KEY SERVICES STATE AND LOCAL GOVERNMENTS SHOULD PROVIDE

Somewhat Counter-
@ ey important (D mportant @ Notimportant (@l No Impact [ ] productive

Support public-private partnerships
with local universities and colleges

Provide aftercare throughout
the lifetime of an investment

Recognize a company’s investment and
CSR activities in the community

Provide export promotion initiatives

Maintain high-quality infrastructure

Facilitate permitting, licensing
and other regulatory matters

Ensure non-discriminatory treatment in
law and regulation

Post-merger or acquisition support

Connect businesses with new customers

20 40 60 80 100
PERCENT

Once a company has chosen a state in which to invest, CFOs say facilitating business permitting, li-
censing and other regulatory matters is the most important service that state governments can provide
to encourage greater investment. Maintenance of high quality infrastructure and non-discriminatory
treatment in law and regulation are also important.
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ABOUT THE 2016 CFO INSOURCING SURVEY

The 2016 CFO Insourcing Survey was distributed by email to approximate-
ly 200 CFOs of U.S. subsidiaries of foreign companies in November 2015.
The CFOs were invited to participate in the online survey, which was jointly
developed by OFIl and PwC. Survey responses were due in March 2016.

PwC received 100 complete responses and the results presented in the
report are based on these responses only. The survey responses covered
companies in a number of different industries and companies of all sizes.

The complete findings of the 2016 CFO Insourcing Survey, including an
overview of participants by industry and size, is available at ofii.org/CFO-
survey.

OFII.ORG/CFOSURVEY
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About OFIl | Created more than two decades ago, the Organization for International Investment (OFll) is a non-profit business association in Washington, D.C. representing the U.S.
operations of many of the world's leading global companies, which insource millions of American jobs. OFIl works to ensure the United States remains the top location for global
investment. As such, OFIl advocates for fair, non-discriminatory freatment of foreign-based companies and promotes policies that will encourage them to establish U.S. operations,
increase American employment, and boost U.S. economic growth.
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