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Before talking about our state-of-the art approach to

software-supported business cost comparison we

would like to take the opportunity to give you a brief overview

of regionomics compass. First because we are a little bit proud

of what we have achieved over the last years in the area of

applied economic development research. Secondly

- and more importantly - to show you the combined exper-
tise which has driven the development of the regionomics

compass software modules we offer to the economic devel-

opment community.

regionomics is a network of economic development

professionals from national, regional and local levels in Den-

mark, Finland, Germany and Sweden which have for years

combined their expertise to work on specific areas of applied

economic development research. All members of regionomics

are pragmatists in their respective field. The latest area

regionomics focused on is software-supported economic de-

velopment, especially regional cluster analysis, interregional

business cost comparison (and benchmarking) as well as

advanced methods for data storage, analysis and presenta-

tion.

The development of the software modules and the un-

derlying methodology was made possible through the gener-

ous financial support from European Union Interreg IIIB
BSR programme within the compass project – therefore

we combined the name of the network and the project to

regionomics compass.

So far about our background.

Who is regionomicsâ  compass?
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regionomics offers a suite of web-based software
applications and underlying methodologies which are in-

tended to serve as practical support tools for economic de-

velopment organisations on a national, regional and local level.

All software applications – or modules as well call them – are

integrated into the myCompass portal. Before we de-

scribe the business cost comparison module in more detail

we would like to give you an overview of the modules cur-

rently available.

Œ myCompass

is the portal which makes functionalities available jointly used

by all modules. This includes an online help system (which

includes a functionality to print a full user documentation), the

user administration which allows for different access

levels as well as the user interface which is currently available

in five languages (Danish, English, Finnish, German
and Swedish). Of course myCompass also controls the

access to the modules and data.

•  The compass ClusterAnalysis module

enables a software-related cluster analysis on a national,

regional and local level. While cluster analysis is the political

buzz word of today, very few practical tools are available.

compass has developed an easy to use methodology
based on location quotients and shift-share analysis which

makes cluster analysis an easy and transparent process.

Ž  The compass CostComparison module

has been designed and implemented with the growing

competition between locations for inward investments in

mind. Too often location decisions by companies are not unlike

the selection of the pope or the next site for the summer

Olympics – based on too few facts. The cost comparison

module allows for a 10-year cost calculation for indi-

vidual investment projects in up to four different locations. To

facilitate the calculation a methodology has been developed

which includes adaptable model companies and a full

set of relevant cost data.

•  The compass FactBook module

is the core of the software suite since it includes the central

data storage serving all modules. Apart from supplying the

data to the individual modules the fact book allows for the

production of individualised printed fact books, the

import of raw data from various sources as well as data sharing

among various users and locations resulting in considerable

efficiency gains when obtaining data. Of course the data could

also be exported for integration into further analysis and pres-

entation systems such as geographic information systems.

•  The compass InvestTracker module

is a practical support and marketing intelligence tool
which assists inward investment officers in screening and su-

pervising the market of location seekers. Based on a term

database, an information source database and a prospect

database individual investment radars can be created

which alert the inward investment officer if prospects under

supervision start investment projects. Since this tool contains

a good deal of proprietary information the InvestTracker is

only available for limited distribution.

‘  The compass SiteSelection module

is a database and analysis tool which supports inward
investment promotion agencies in defining their ‘mes-

sages’ for specific target industries. Based on an analysis of

more than 300 international studies on the factors which drive

the location of companies in certain industries and certain

locations the site selection module points the direction of action

for inward investment promotion officers.

Of course, given todays attention to the subject of eco-

nomic development and inward investment promotion the

compass modules are constantly improved to reflect the lat-

est in methodology and technology. This includes the regular

update of the shared data in the FactBook.

2 / 3



regionomics
compass

Software-supported Business Cost Comparison

Selecting the best site for a business opera-
tion requires careful consideration of both cost factors and

business environment. Where the decision also requires the

relocation or recruitment of key individuals, personal factors

such as cost of living and quality of life may also be important.

The exhibit on page 6 illustrates some of the major cost
and other factors that influence the site location decision. The

relative importance of these factors will vary not only among

different industries, but also for individual firms within a par-

ticular industry.

For many firms, the logical first step in locating or relo-

cating a business operation is to perform a high-level
scan of which jurisdictions represent cost-competitive loca-

tions. Through this process, firms can quickly identify which

cities are most worthy of further detailed investigation in terms

of business environment, cost of living, and quality of life fac-

tors. The compass CostComparison module is a service busi-

ness development agencies can offer firms in order to:

Enable business executives to perform a quick, ini-

tial scan of how business costs compare among a

variety of cities and/or regions in the Baltic Sea Re-

gion.

Assist economic developers to work with potential

investors, using cost data compiled by an independ-

ent third party, yet able to be tailored to the opera-

tions of a specific client.

Enable policy makers to help determine the impact

of a proposed tax and/or incentive policy change on

the cost-competitiveness of their jurisdiction in rela-

tion to others.

Business CostComparison



The compass
methodology

Industries - Twelve industries have been identi-

fied for analysis in this study. For each industry, one repre-

sentative business operation has been defined, modeled and

analyzed. The business operations analyzed represent a mix

of different business types, including manufacturing, research

and development (R&D), software, and corporate services.

They also cover a broad range of operating requirements,

such as labour, facility and capital requirements.

For manufacturing industry operations, the analysis is

based on constructing a new facility on a purchased site, in a

suburban area zoned for industrial use. For non-manufactur-

ing operations, the analysis is based on leasing Class A office

space in a suburban office building.

Location-sensitive cost components - The compass

CostComparison module currently differentiates costs among

jurisdictions based on 27 location-sensitive cost com-
ponents, as identified in the exhibit on page six. These com-

ponents represent all of the significant location-sensitive costs

for the operations examined in the compass CostComparison

module. Other significant costs, such as major plant and equip-

ment, or “commodity” inputs to the manufacturing process,

tend to be governed by world market prices and are quoted in

Euros, such that changes in costs for these goods will not

affect relative cost rankings among countries and cities.

In addition, a number of less significant cost factors,

such as advertising, accounting services, and office supplies,
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Labour Requirements
   Management
   Sales and administration
   Dedicated product development
      Senior
      Junior
   Customer support
   Production/non-dedicated product development
      Professional, technical
      Operators
      Materials, labourers
   Other
   Total

Utility requirem ents

   Electrical peak demand (kVa)
   Monthly electrical consumption (kWh)
   Gas usage (CCF - 100 ft3)
   Gas usage (m3)

Facility requirements
   Industrial site purchased (acres)
   Industrial site purchased (hectares)
   Size of  factory built (square feet)
   Size of  factory built (square metres)
   Class A of fice space leased (square feet)
   Class A of fice space leased (square metres)

Other initial investment requirements
   Machinery and equipment (US$ '000)
   Inventory (US$ '000)
   R&D equipment (US$ '000)
   Of fice equipment (US$ '000)
   Equity financing (% of  project cost)

Annual operating characteristics
   Sales at full production (US$ '000)
   Investment in tax-eligible R&D (% of  sales)
   Materials and other direct costs (% of  sales)
   Other operating costs (% of sales)
   Other operating costs (US$)

Product distribution (% of total output)
   Region of  origin
   Neighbouring regions in same continent
   Continent of origin
   Overseas export - sea
   Overseas export - air
   Internet
   Total

   Value of product per unit of shipment (US$)

��������	
���� 

	
����	�
��������� ���� �
����
����

���������	�


	���	
����	�

������	
 ���	�

��������� ���	�
�����

��������	�	��� ���	�

������
������ �
�
 ����	�� ���� �����

���
�
	


��
��

���
��


��
��


���
�

�

�

�

�

�

�

�

may also be location-sensitive, but these do not have a mate-

rial impact on the overall comparison and are not examined

in the compass CostComparison module.

The 27 location-sensitive cost factors studied gener-

ally represent between 35 and 90 percent of total operating

costs for conventional manufacturing operations and service

operations, respectively.

Cost Model - The compass CostComparison module

is based on a proprietary cost model used to analyze

costs for many different types of business operations across

multiple geographic locations. The model applies current busi-

ness cost data for each location to a set of business operat-

ing specifications that are held constant for all jurisdictions.

The result is a comparison of the estimated cost of establish-

ing and operating an identical facility in each location.

Using standard financial assumptions, the

model generates 10-year pro forma reports, including income

statements, cash flow statements, and detailed tax calcula-

tions. These reports form the basis of the cost comparisons

Physical productivity in different locations - The

compass CostComparison module is based on specific com-

parisons of different types of business operations, from the

viewpoint of a business investor. It should not be interpreted

as comparing overall levels of performance and productivity

among countries. For the compass CostComparison, major

causes of productivity variations - especially time worked -
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compass Cost Model

Operating Parameters
by Industry

� Labor Costs

� Facility Costs

� Transportation Costs

� Utility Costs

� Taxes

� Financing Costs

� Labor Costs
• Base wage & salar y
• Remuneration for days off
• Statutory plans
• Fringe benefits
• Pensi on insurance
• Other (non-statuor y) costs

Company Job Profile
• Job D escription
• Wage/Salar y per Job

Description

� Faci lit y Costs
• Costs for Land
• Constructi on Costs
• Office Lease C osts

� Transportation Costs
• Road Transport
• Air Transport
• Sea Transport

� Utilit yCosts
• Electricity Costs
• Natural Gas
• Water/Sewage
• Telecommunications

� Taxes - Company Level
• Corporate Income Tax 
• Capital Tax
• Sales Tax
• Property Tax
• Sundr y Local taxes

Taxes - Shareholder  Level
• Income Tax
• Church Tax
• Property Tax

� Financing Co sts
• Interest
• Depreciati on

Days off/Job Profile
• Public Holidays
• Vacation Days
• Average Sick Days

Fringe Benefits/Job Profi le
• Thirteenth month
• Holiday allowance
• Savings bonus

Statutory Plan /Job Profi le
• Pensi on insurance
• Unemployment insurance
• Health insurance
• Long-term care insurance

Employer- sponsored
pension in surance/Job  
Profile

Other Costs/Job  Profile
• Initial & further education
• Company Ser vices

Space Utilization Pattern
• Space utilization/worker
• Company Job Profile

Costs for Land
• Zoning requirements
• Site preparation
• Price
• Land tr ansfer taxes

Construction Costs
• Definition of buildi ng
• Quality of building
• Constructi on costs

Office Lease Costs
• Annualised furniture/ fit-out
• Hard facility mgmt. fac tors
• Soft facilit y mgmt. fac tors
• Management

Transportation Pattern
• Inbound/outbound quantity
• Modal split
• Full load/parti al load
• Price

Natural Gas
• Consumption
• State of deregulation
• Prevailing energy sources

Electricit y Costs
• Demand load
• Consumption
• State of deregulation
• Prevailing energy sources

W ater/Sewage Co sts
• Consumption
• Degree of pollution

Telecommunications
• Ser vices employed
• Volume
• Calling patterns
• State of deregulation

Corporate Income Tax
• Feder al/Regional/Local
• Tax rate reductions
• Tax rate/taxbase

Capital Tax
• Feder al/Regional/Local
• Cap.stock/Net equity/Assets
• Tax rate/taxbase

Sales Tax
• Feder al/Regional
• Refunabl e/Non-refundabl e
• Tax rate/taxbase

Propert yTax
• Land/buildings
• Machiner y/inventor y
• Tax rate/taxbase

Local T ax
• Gross Recei pts
• Salaries/employees
• Tax rate/taxbase

Financing Costs
• Inves tment cost
• Deposit & borrowi ng rate
• Debt-to- equity ratio
• Depreciati on rates/charges

have been accounted for, and physical productivity of opera-

tions has been assumed to be equal in all locations.

Incentives - For major business investments, it is not

uncommon for governments to offer incentive packages on a

discretionary basis. These packages typically comprise a com-

plex set of financing assistance and tax abatements, tailored

to specific investment and job creation proposals. The com-

pass CostComparison module does not distinguish among

jurisdictions based on discretionary incentives, because:

There is generally no before-the-fact basis for esti-

mating accurately the value of incentives a jurisdic-

tion may ultimately provide, without entering into

negotiations over a specific investment proposal.

The primary focus of the compass CostComparison

module is on the underlying business cost funda-

mentals that apply to operations.

Interpretation of results - While great care has been

taken in performing defining the compass CostComparison

module, the resulting comparisons are of a general nature.

They should not be interpreted as a definitive or final opinion

on the merits of locating any specific facility in one jurisdiction

over another. Further analysis is required to determine the

best site for a specific facility.

From theory to practical
application: Our offer

The methodology described above has been imple-

mented as a web-based tool which allows business cost

comparisons on regional and local levels being performed with

the greatest possible freedom of selecting the calculation pa-

rameters.

If you are interested in using the compass Cost Com-

parison module for your geographical area of responsibility

we offer the following options:



· compass induction workshop – The induction work-

shop will take you on a  two hour tour through the compass

CostComparison module from data import through specifica-

tion of models to conducting and interpreting the cost com-

parison analysis results. The induction workshop will usually

make use of sample data. The workshops are offered free
of charge throughout the year at our Lübeck office.

· compass user training workshop – The user train-

ing workshop lasts four days and will give you an indepth
understanding of the compass CostComparison module.

At the end of the workshop you will be able to carry out a cost

comparison  yourself including the definition of model com-

panies and the interpretation of data. Provided data for your

region is made available in good time prior to the workshop

your own data will be used. The workshops are offered at a

cost reimbursement basis of Euro 5.200,00 for a maximum of

three participants throughout the year at our Lübeck office.

· compass supervisor training workshop – The su-

pervisor training workshop will acquaint you with additional
knowledge about the compass CostComparison module,

such as the import of data, the updating of existing model

companies, the user administration including individualised

online help functions, user interface set-up and other useful

tools which help to administer the compass CostComparison

module. The one day workshops are offered at a cost reim-

bursement basis of Euro 1.300,00 for a maximum of two par-

ticipants throughout the year at our Lübeck office.

On reimbursement of travel expenses all workshops

can be arranged at the site of your choice.

To use the compass CostComparison module a flat

rate license fee has been established on a “per user” basis.

The yearly license fee per registered user is Euro 5.800,00

provided a trained supervisor and user is available at the us-

ers site. The license fee entitles the user to use the compass

CostComparison module, includes the regular update of the

cost comparison module and e-mail user support. However it

does not include the data which can be supplied by the user

or by regionomics compass on a cost reimbursement basis.
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All costs are applicable to German VAT (currently 16%).
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