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Executive Summary

A corporation faces many decisions when deciding where to locate and where to expand.
Traditional manufacturing companies consider such factors as access to suppliers and markets,
access to a supply of labor, low operating costs, and a favorable business environment. These
are some of the constraints on a company’s ability to thrive and profit that are determined by
location. New economy companies like Cryptographics - those whose value derives from
intellectual capital and knowledge - likewise must carefully consider many factors determined by
location. However, these factors are different than those of old economy companies.

This report presents the findings of the internal site selection committee in their efforts to identify
a new location for a corporate research and development facility. The goal was to identify one or
two locations that could supply the needed intellectual capital at a lower cost than the San
Francisco and Boston areas where the company is currently located.

This report looks at the characteristics of the company’s workforce and knowledge workers in
general and develops this into a set of criteria that are then used to evaluate different locations.
A request for information designed to elicit answers to the criteria was produced and sent to the
regional development councils of six potential locations reported previously: Boulder, Charlotte,
Pittsburgh, Portland, Raleigh-Durham and San Diego. Responses were received from all cities.

Based on an evaluation of the responses using the criteria established herein, San Diego
provides the right kind of worker and is an attractive, desirable and growing destination for
knowledge workers. Not only is the cost of obtaining this intellectual capital much less than in our
existing locations, the region is pro-business with some of the lowest costs of doing business.

Corporate Overview

Cryptographics develops information security solutions based on the most advanced
authentication, encryption and digital signing technologies. With over 7000 customers, 1000
technology partners and revenues of $250M annually, we are the leading security vendor.

History

Two MIT graduates in Cambridge, Massachusetts, founded the company in 1988. In 1992, after
growing to 150 people, the company relocated to Bedford, Massachusetts near a burgeoning
technology corridor. This campus-like facility currently employs about 400 people who are
responsible for all authentication and encryption technology and products. The location is,
however, near capacity and cannot handle much additional growth.

In 1996, we opened our west coast research facility in San Mateo, California. This facility
currently employs 100 people involved in the research and development of Web access
management technologies and virtual private networks. The location was chosen to reach the
rich intellectual capital of the Greater Bay Area, but at a lower cost than other San Francisco or
Silicon Valley locations.

In 1999, the company began an initiative to develop digital asset and rights management
solutions that built on our expertise in authentication, encryption and signing. The success of this
effort has outstripped our ability to meet satisfy it and is the primary motivation for seeking to
expand in an additional location.

Products

Cryptographics provides products in a number of categories to meet the needs of many security
applications: Authentication, Encryption, Access Management, and Digital Asset Management. A
range of developer solutions and services accompany each product so that solutions can be
tailored to the customer’s particular application.



Cryptographics builds solutions that are based on industry standards, which helps ensure the
interoperability customers need to be successful in their e-business endeavors. Additionally,
Cryptographics keeps current on industry developments, playing active, leadership roles in
standards development initiatives to ensure technical superiority and interoperability of our
solutions.

Cryptographics customers span a wide range of industries, with extensive presence in the e-
commerce, financial services, government, healthcare, pharmaceuticals, biotech, aerospace,
telecommunications, manufacturing, utilities and consumer arenas. Today, more than 13 million
users across 7,000 organizations - including more than half of the Fortune 100 - use the
company’s authentication products to protect corporate data and resources. Additionally, many
companies embed Cryptographics encryption software in different applications worldwide.

Growth

The demand for the company’s authentication and encryption technologies has steadily increased
since the company was founded in 1988. Recently, revenues have continued to grow even as
the wider technology market fumbles. This growth has been spurred by the move towards the
digital distribution of media and digital rights management, the proliferation of e-commerce and
an increased concern with security issues following the events of September 11", The company
was also recently awarded a lucrative contract to supply the government with embeddable
authentication systems.

The need to expand is clear; less clear is where. The Boston and San Francisco areas are both
ideal to obtain and retain the type of knowledge worker the company requires but competition for
such talent is fierce and expensive. This has led the corporation to consider expanding to a new
location, one that can supply the needed intellectual capital at a lower cost.

The new location would take on responsibility for the digital asset and rights management
solutions. It would be a semi-autonomous business unit, just as the San Mateo facility is. It is
expected that the new location would employ about 150 people initially, only some of whom
would come from existing locations. Further growth would be based on the success of the
business unit.

People and Benefits

We are in the business of turning ideas into algorithms and algorithms into software and
hardware solutions. We are, first and foremost, a research and development company. While
there are some who fall more in the research side or in the development side, most employees
participate to some degree in both. Our people have knowledge and expertise in many different
areas of computer science and mathematics, including cryptography, distributed systems,
operating systems, algorithms, and information theory.

Many companies claim to hire the best and the brightest. Cryptographics backs up this claim: an
unprecedented 20% of all staff possess doctorate degrees and 70% possess advanced degrees.
Our company is based on creative, smart people who like to think and are passionate about their
work.

Many companies also claim that “people are our most important resource” yet fail to demonstrate
how this valuable resource is cultivated and cared for. At Cryptographics, we know the value of
our company is integrally tied to the intellectual capital of our people. We work to ensure that we
not only attract and retain excellent performers, but also cultivate the intellectual capital of our
people by providing a flexible, unstructured environment with many challenges and opportunities
for learning.

The Knowledge Worker

Kelley is credited with coining the term gold collar worker to describe one whose most valuable
assets are problem-solving abilities, creativity, talent, and intelligence; who performs non-



repetitive and complex work that is difficult to evaluate; and who prefers self-management [1].
The researchers and engineers that make up the bulk of Cryptographics staff have always been
gold collar workers, even before they wore the label. They are people of high intellectual capital,
the creative elite, the knowledge workers of the new economy.

Cryptographics has been in the business of attracting and managing knowledge workers since its
inception. lIts original Cambridge location was deliberately chosen to be only a couple of T stops
away from MIT. Recruiting was easy because the people were few and the competition almost
nonexistent.

That has changed. In the past two decades, knowledge workers have gone from being a trivial
part of the workforce to over 30% of the new economy workforce [3, p. 8]. These workers are
beginning to function as a class, a unique social grouping, based on their economic control of the
intangible knowledge they possess. Brooks describes this new class as bourgeois-bohemians or
bobos:

In this era ideas and knowledge are at least as vital to economic success as natural
resources and financial capital. The intangible world of information merges with the material
world of money, and new phrases that combine the two such as “intellectual capital” and “the
culture industry,” come into vogue. So the people who thrive in this period are the ones who
can turn ideas and emotions into products. These are highly educated folk who have one
foot in the bohemian world of creativity and another foot in the bourgeois realm of ambition
and worldly success [2 pp. 10-11].

Whether you call them bobos or the creative class as Florida does, there is no escaping the fact
these workers have dramatically altered the economic, political and cultural landscapes. Their
empowerment as a class has inverted the relationship between companies like Cryptographics
and the talent they depend on. Whereas knowledge workers would come to us, it is now
necessary for the company to go to them. Some regions have been much more successful than
others in attracting and becoming a home for knowledge workers, a distribution Florida calls the
geography of creativity [3, p. 243]. These top regions—places like Boston, Washington D.C., San
Francisco, Austin and Raleigh —Durham— have a distinct competitive advantage in attracting
companies like Cryptographics. The financial costs of locating in these areas also differ. In
deciding where to expand, it is important to weigh this against a region’s intellectual capital
capacity. The next section describes the criteria in such an evaluation.

Evaluation Criteria

The biggest myth of the new economy is that location no longer matters. Most believe that as our
business world becomes smaller due to technological innovation, borders of regional industry will
continue to disappear, business cycles will continue to speed up, and that the United States will
become a huge homogeneous marketplace.

The truth is technological innovations have empowered individuals to become more efficient and
distinctive. Business and technology regions are not defined as they once were. Companies
need not center their attention on industrial agglomeration and short distances between buyers
and suppliers. The basis of our economy is no longer centered 100% on big industries and the
tangible assets within. The new economy is centered on higher technologies and the assets are
now in the form of intellectual capital.

Intellectual capital assets are now within the worker and this worker has become highly mobile.
Because of this, companies must now consider operating in locations that are attractive to the
new knowledge worker. The “build it and they will come” mentality is dead. Companies must
identify where talent resides, establish a presence in that location, and then “build it and they will
be interested”.

To illustrate the increasing importance of location, just think of all the higher technology start-ups
that continue to relocate to the crowded, costly tech hub of Silicon Valley. And, consider



manufacturers who choose to locate and build in the Midwest to reap the benefits of the hard
working, dedicated mentalities of Midwestern people despite widespread unionization and higher
taxes. Companies are paying more attention to where talent resides and many are relocating to
those areas.

The following is an analysis of the criteria a high technology company should use when deciding
where to relocate. The analysis is performed on five main criteria and their associated indices:
diversity index, talent index, coolness index, amenities, and economic factors. The physical
location of where these criteria are most satisfied is where the company and worker are most
synergized. This is the location that all new economy companies should seek an area that
attracts and maintains today’s new knowledge worker.

Below is a short description of the importance of each criterion, their indices, and the importance
they play in our 6-city relocation analysis. The criteria listed below and their associated indices
are based upon extensive research performed by Richard Florida and his staff within the
Carnegie Mellon Heinz School of Public Policy and Management.

Diversity Index

This criterion is defined as the sexual, cultural, and racial blend of a specific area. For the last 20
years sociologists have studied the correlation between city diversity and technological innovation
(talent) within a region. The correlation (0.78) is extremely high which makes this one of the
most important criteria to consider [4]:

= “Eight out of the top ten metropolitan areas with the highest percentage of foreign-born
residents were also among the
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Diversity versus Talent (from [4])

Reasons the diversity index plays such an important part in higher technology and innovation
include:

= People raised in different regions of the world are brought up in different mindsets and
attack problems from different points of view. Different cultural perspectives teach
individuals to see the world differently. Because of this, a multi-ethnic team can attack a
problem from different angles, therefore, coming to a solution faster with a broader range of
knowledge. The result is innovation.

= Regions thick in “bohemia” tend to create an atmosphere of creativity and limitless
boundaries. In such areas, creativity is rewarded and promoted. People share their artistic
or professional thoughts and they challenge each other to go to the next level in thinking.
From such, creativity and innovation are born.

= Gay professionals “are frequently cited as harbingers of redevelopment and gentrification in
distressed urban neighborhoods” [4]. Actually, the strongest correlation is between
emerging high-tech centers and an increasingly gay population. “Gays can be thought of as
canaries of the knowledge economy because they signal a diverse and progressive



environment that fosters the creativity and innovation necessary for success in high-tech
industry” [4]. In other words, find a highly gay professional concentration and creativity as
well as new solutions are bound to follow.

Tech Center Metropolitan Gay Index Bohemian Foreign-Born
Ranking Area Ranking Index Ranking Index Ranking

1 San Francisco 1 8 4

2 Boston 8 9 9

3 Seattle 6 1 15

4 Washington D.C. 2 6 10

5 Dallas 19 15 16

6 Los Angeles 7 2 2

7 Chicago 15 20 7

8 Atlanta 4 13 31

9 Phoenix 22 24 21

10 New York 14 3 3

Table 1: Tech Center vs. Diversity Rankings
Source: Milken Institute “Tech-Pole” Ratings; Gay Index constructed by Richard Florida and Gary J. Gates using data
from 1990 US Decennial Census Public Use Microdata Sample (5%)

Coolness Index

High technology companies are always looking for new people who can add a different
perspective or new idea to the corporate framework. Although legally, these companies cannot
actively seek out younger candidates, the most talented candidates, in terms of innovative
impact, come from a younger segment of the population. This is mainly due to the younger
segment of the workforce being more willing to adapt new technologies into their everyday
activities, their curiosity to develop new products, and their desire to solve technical problems.

Today’s young knowledge worker is looking for something much different than that of the
preceding generation. In past generations most workers lived to work and were happy if they
made enough money to live comfortably, put some food on the table, and save for retirement.
Today’s knowledge worker is putting marriage on hold, seeking out higher education, searching
for captivating work, and merely works to live. This type of worker is highly selective about where
he or she lives and is always seeking energetic and vibrant work locations. Today’s knowledge
worker wants to live somewhere “cool.”

Although the term “cool” seems like
undefined slang that is hardly appropriate
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Coolness versus Talent (from [4]) today’s knowledge worker base. They
realize that personal stimulation, as well as professional stimulation, is key to attracting, retaining,
and maintaining young knowledge workers. Because of this, companies are willing to relocate
R&D facilities to areas deemed cool at huge costs to the corporation. Companies know that
stimulated knowledge workers means more bang for the R&D buck and greater morale within the
ranks.
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Amenities Index

Today’s knowledge worker is looking for more than satisfaction on the job. Today’s worker is
looking for comfort, convenience, and enjoyment outside of the office. For many it has become a
quality of life issue. In other words, “work hard, play hard”.

Amenities are generally defined using the following three criteria:

= Culture is a central part of how we define quality of life. Culture can apply to different
varieties of restaurants, different flavors of entertainment and the arts, and certainly
different types of personalities within a city.

Examples: San Francisco’s China Town, New York’s Soho District, and Kansas City’s Jazz
District.

= Recreational access is an equally important component of the amenity index. Today’s
worker is literally looking for different ways to keep his or her mind and body in shape.
Today’s talent places great weight on the ability to readily access the outdoors and move
around in open space. Access to outdoor activity such as mountain biking, hiking, jogging,
and water sports are increasingly more important to today’s talent. Young knowledge
workers are relocating to cities with high access to such outdoor activities and are seeking
companies as well as job descriptions, which allow time to engage in outdoor recreation.

Examples: Seattle’s Puget Sound, San Francisco Bay, and Boulder's Rocky Mountain
National Park.

= Climate is the third and final, main component of the amenity index. Climate affects
personalities, access to recreation, and general energy levels around a city. For example,
would you imagine that there would be more innovative energy flowing in San Diego,
California or Fargo, North Dakota?

Talent Index

The talent index refers to the existing talent pool in the area, and its demographics—age,
education, skills etc. Today’s knowledge worker chooses to live in cities where there is a large
talent pool. This creates a great support network and a stimulating environment. Large talent
pools are mostly found in areas where technology firms, top ranking universities, research
centers, and innovation incubators are located.

From the perspective of the high-tech corporation, it is advantageous to have offices in areas with
a high talent index because there is a large employment base. Today’s knowledge worker, unlike
the old economy worker, frequently changes jobs. This means technology firms are constantly
looking for new talent to replace old. Additionally, the influx of new talent, and a changing
workforce, can bring a steady stream of new ideas and innovation to a rapidly changing industry.

Economies

The four preceding criteria describe an index that is used to identify concentrations of high
technology talent. Although the company is looking for a new location centered on such talent, it
is impossible for anyone to ever ignore the financial feasibility of such a move. The firm must
somehow gauge the current and future value of such talent and ensure that the future revenues
from such a move would outweigh the increased expense associated with moving into a high tech
region full of amenities.

The company must carefully evaluate the financial feasibility of relocating based upon four criteria
- tax rates, relocation costs, facility expenses, and salary expectations. Data pertaining to tax
rates, facility expenses, and salary are all fairly easy to obtain through a local chamber of
commerce. However, relocation cost data is complicated and will require some data mining and
calculation. There are 8 main costs to examine when relocating—recruiting costs, incentive pay to
stay costs, severance pay costs, training costs, employee moving costs, equipment-moving



costs, build out costs, and financing costs. A thorough analysis should be done on each to
ensure that budget overruns do not occur. Frequently, relocation costs are grossly
underestimated leading to companies failing to turn an operational profit for several periods
longer than expected.

City Response Evaluation

This section maps the various attributes of the cities (Boulder, Charlotte, Pittsburgh, Portland,
Raleigh-Durham and San Diego [Appendix A-F]) responding to our RFI against our set of
evaluation criteria developed in the last section, while keeping in mind the characteristics of the
company’s workforce and knowledge workers in general.

Diversity Index

Since our firm deals in the cutting edge of cryptology and security, sustained renewal of our
technology innovation is our core competence. With a high correlation to technology innovation,
the diversity criterion defined in terms of sexual, cultural, and racial blend of a specific area is one
of the most important criteria for us to consider.

Boulder and Charlotte’s responses seem to offer little information to showcase their diversity.
Pittsburgh’s response categorically states that historically the city has not been open to minority
groups such as new immigrants and gay people. Young women also say that there are
substantial barriers in the way of their advancement. In fact with Pittsburgh’s talented members of

racial and ethnic
minorities expressing their
San Diego desire to leave the city at
a rate far greater than
Raleigh-Durham their white male
counterparts, leaves a lot

Portland of room for concern.
Pittsburgh Raleigh on the other hand
does show a mix of
Charlotte Whites and Afro-
Americans with a diversity
Boulder index of 1. Portland
B Diversity Index seems to display a rich

cultural diversity provided
by a mix of Native Americans, Chinese, Japanese, and African Americans. Though it is the large
urban areas in the West and Northeast of Raleigh that are more likely to have high percentages
of multiracial people (because of racially diverse populations and higher intermarriage rates),
compared with small rural areas in the South and other areas with less racial diversity, the
diversity index seems to be pretty high ranking Raleigh at 25 on the Milken Tech Pole.

Showing a Diversity Index (Gay Index) of 1.46 San Diego easily exceeds our expectations for
diversity ranking under the top three cities being open to race, ethnicity and sexual orientation
which provides economic advantage and attracts a wide range of talent.

Coolness Index

We are always looking for new people who can add a different perspective or new idea to the
corporate framework. As a result we realize the importance of establishing operations in areas
deemed “cool” by today’s knowledge worker base. This is especially critical since we recognize
and appreciate the fact that personal stimulation, as well as professional stimulation, is key to
attracting, retaining, and maintaining young knowledge workers. Our goal is obvious—to have



stimulated knowledge workers which translates means more bang for the R&D buck and greater
morale within the ranks.

Based on perceptions and historic
references the coolness index

. ) San Diego
easily put San Diego as a top 9
contender in this area. Raleigh-Durham

Portland
Amenities Index
This index is one of our gray Pittsburgh
indexes given the amount of Charlotte
subjectivity given personal
preferences to various activities. Boulder
As a result it is critical that the

ire . . B Coolness Index
cities have are diverse in the

amenities they provide in terms of recreational access and culture—while having a climate that
would urge our employees to feel energized every day.

Boulder, Raleigh-Durham, Charlotte, Pittsburgh and Portland do provide comparable climates
(give or take a few degrees) but the lack of diverse recreational activities seem to plague all these
cities. They provide great national parks, good NFL, baseball teams but not one city provides a
taste of all amenities in a single city.

San Diego on the other hand has access to many amenities within a relatively close distance and
is by far the best performer on the amenities index. Be it water sports, hiking, skiing or the
popular sports like baseball, NFL and basketball-San Diego seems to hoard them all within close
distances.

Given the high energy needed from our employees and the burnout rate they would experience
should they not have opportunities for stress management-this index is important and San Diego
tops this one easily.

Talent Index

Despite their positives, Boulder, Raleigh-Durham and Charlotte seem to be very weak on the
talent index, especially in the the specialties of a Cryptographics worker. Portland, despite a list of
universities and the broadband network, doesn’t seem to offer the talent pool we might need.

Pittsburgh with more than 450 software companies, 25,000 high-tech workers employed in the
software industry and top 10 national ranking comes as a pleasant surprise. With its list of
universities in the region—it does seem to not only meet our expectation for high class talent but
surpass it. Its universities are a major advantage.

San Diego has some great

avenues to Talent with its

concentration of tech companies San Diego
and also international borders with .

Mexico. Characterized as Raleigh-Durham
"Technology's Perfect Climate," Portland
the region has a diverse, high-

tech economy with the third Pittsburgh
largest concentration of biotech

firms in the U.S., the fourth largest Charlotte
concentration of communications

firms, plus major concentrations of Boulder
software, Internet, information B Talent Index

technology, and electronic



manufacturing firms. Given all these great positives, the abundance of top class universities
convinces us that not only will be able to find an abundance of talent to push the technology
frontier, but also get talent to explore cryptology applications in the bio-tech area for the future!

Economics

The company must carefully evaluate the financial feasibility of relocating based upon four criteria
- tax rates, relocation costs, facility expenses, and salary expectations. Boulder seems to have
the least corporate tax rate at 4.63%, while Charlotte, Raleigh and Portland are in the 6% region
and San Diego being 8.6% Pittsburgh has a 9.9% tax rate making it economically the worst.

However, relocation cost data is complicated and will require some data mining and calculation.
There is a need for the cities to give more specific data for us to make a definite decision on the
same.

Conclusion and Relocation Decision

Based on the indexes of comparison, San Diego easily tops the list on the qualitative front. The
tax rates and higher costs of business bear further investigation. Portland is our second best
option since it meets most of our criterion, and has a relatively reasonable corporate tax rate and
costs of operation.

In the next few months we intend to obtain more detailed quotes from these two cities. Obviously
the “hidden” opportunity cost of the talent that would reverse their decision based on our decision
to move to Portland instead of San Diego is a major factor, and this decision requires more
financial data—which we are sure we will obtain with close discussions with the two cities.

As a preliminary decision—we favor San Diego despite Portland being more economically
feasible. This is largely to appease the tastes of our gold collar workers who are our core
competency.
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Mountain View and Houston.



Appendix A — San Diego RFI Response

With its great weather, miles of sandy beaches and major attractions, San Diego is known worldwide as
one of best destinations.

California's second largest city and the United States' seventh largest, San Diego boasts a citywide
population of nearly 1.3 million residents and more than 2.8 million residents countywide. Within its
borders of 4,200 sqg. miles, San Diego County encompasses 18 incorporated cities and numerous other
charming neighborhoods and communities, including downtown's historic Gaslamp Quarter, Little Italy,
Coronado, La Jolla, Del Mar, Carlsbad, Escondido, La Mesa, Hillcrest, Barrio Logan, Chula Vista and
more.

In San Diego's East County, the terrain varies from gentle foothills to mile-high mountains and the historic
mining town, Julian, down to the 600,000-acre Anza Borrego Desert State Park, offering nature-conscious
visitors endless opportunities to hike, camp, fish, observe wildlife and much more. In San Diego's North
County, the land produces quantities of flowers as well as quality grapes that become excellent wines,
which are served at some of the most elegant restaurants and resorts in the region. Along the west, 70
miles of Pacific Ocean coastline not only supports year-round outdoor recreation, such as surfing,
boating, sailing and swimming, but also important scientific research at the Scripps Institution of
Oceanography. To the south, it's a whole different country, Mexico, featuring its own cultural offerings in
various towns along the border and coastline, including Tijuana, Rosarito and Ensenada.

San Diego received the number one ranking for 2002 in the Forbes/Milken Institute study of the Best
Places for Business and Careers in the nation, detailed in the May 27 edition of Forbes Magazine.
According to Forbes, San Diego "has the most diversified high-tech economy in the United States,"
making it home to a broad range of technology companies including QUALCOMM, Sempra Energy and
IDEC Pharmaceuticals.

The annual ranking measures the 200 largest metro areas based on employment and wage growth,
critical shifts in the technology sector including gross tech output, technology as a percentage of the
economy and diversity within tech industries. It also assesses how each area is faring in the current
economy.

In the years following the first declines in defense-related income, some industries in San Diego have
remained stable with steady growth, while others, such as high technology medical technology and
business services have come onto the forefront as major areas of potential economic growth.

According to the San Diego Regional Chamber of Commerce Economic Research Bureau, projections for
the 2002 economy indicate continued growth through 2003. The value of all goods and services
generated in San Diego County neared $120.1 billion during 2001; goods and services generated in 2002
are projected to grow to $126.2billion.

San Diego's "real" Gross Regional Product (GRP) growth in 2002 is 2.4 percent, while 2001 forecasts
aimed toward 3.3 percent growth. San Diego’s rate of economic growth is projected to continue to
outperform both the state and nation in 2003.

Response to Main Criteria

Diversity

Economists have long argued that diversity is important to regional economic performance. Part of the
charm of San Diego is its diverse ethnic make-up, where a variety of peoples converge on one area,
creating a wealth of cultural options, colorful ethnic eateries and a variety of perspectives. Especially the
influence of our neighbor Mexico turns San Diego to be a region open for all kinds of races and cultures.
Have a look on a brief summary of San Diego’s ethnic diversity (Source: San Diego Association of
Governments): white 60.8 %, hispanic 24%, asian/pacifis islander 9.2%, african/american 6%.



Showing a Diversity Index (Gay Index) of 1,46 San Diego ranks under the top three cities being open to
race, ethnicity and sexual orientation which provides economic advantage and attracts a wide range of
talent.

Amenities

Known for it's near-idyllic climate, 70 miles of pristine beaches and dazzling array of world-class family
attractions, including the World-Famous San Diego Zoo and Wild Animal Park, SeaWorld San Diego and
LEGOLAND California, San Diego offers a wide variety of things to see and do.

To discover some of San Diego’s history, visit Old Town, Cabrillo National Monument, Gaslamp Quarter
or one of the regions many missions. San Diego County has activities for every interest in your family.
The kids will enjoy a roller coaster ride, numerous entertainment centers or a day at a water park. The
adventurer in your life will love sky sailing or a bi-plane ride. For those with more refined tastes, discover
lush botanical gardens and beautiful wineries. And so much more.

San Diego's arts and culture and culinary arts are making a name for themselves, both nationally and
internationally. Balboa Park, the largest urban cultural park in the U.S., over 90 museums, numerous art
galleries, beautiful gardens, the Tony Award-winning The Globe Theatres and the World-Famous San
Diego Zoo. The region is also a breeding ground for the hottest, new talents of culinary arts, who prepare
award-winning meals in many of the region's 6,400 eating establishments.

With music for all tastes, innovative dance, festivals showcasing our ethnic diversity, foreign films,
science, natural history and so much more, the San Diego region is a treasure, colored with influences
from our neighbor, Mexico.

With eight casinos located throughout the region, you just might go from sand castle to castle during your
visit. From blackjack and poker, to Pai Gow and progressive slot machines, gaming San Diego-style is the
real deal.

Explore Downtown’s Gaslamp district, eclectic Hillcrest, or the bustling beach communities for hours of
evening fun. From casual seaside nightspots to upscale dance clubs you’ll find what you're looking for in
San Diego County.

San Diego County also features 92 golf courses and a variety of exciting participatory and spectator
sports, beachfront resorts, exclusive spas and salons, annual special events, multicultural festivals and
celebrations, colorful neighborhoods and communities, a rich military history and much more.

Talent

Forbes reported that San Diego's rise from the number eight ranking last year to number one was
because of its "mix of strong companies within a broad technology base." According to Forbes, the
companies further benefit from "a vast talent pool to choose from, including 200,000 students from nearby
colleges and universities."

Characterized as "Technology's Perfect Climate," the region has a diverse, high-tech economy with the
third largest concentration of biotech firms in the U.S., the fourth largest concentration of communications
firms, plus major concentrations of software, Internet, information technology, and electronic
manufacturing firms.

San Diego also benefits from its educated workforce, its gateway to international trade at the US/Mexico
border, and its unrivaled quality of life, combining its climate and open spaces with high quality culture,
arts, and entertainment. Furthermore, the City of San Diego is known for its commitment to help
businesses prosper. For these high tech entrepreneurs to succeed, they needed a positive business
environment for business development. Civic leaders undertook an affirmative effort to restructure San
Diego's economy and specifically addressed issues such as taxes, fees, permits and business assistance
programs.

San Diego's economy has undergone a remarkable transformation over the past decade. The severe
recession in the first half of the 90s was the longest and deepest of the past 60 years. The downturn,



subsequent recovery and expansion were not mere business or cyclical adjustments, but an extensive
overhauling and restructuring of the region's basic economic drivers.

From an economy largely dominated by defense and military expenditures, San Diego industries
transformed into a diversified mix of high-technology commercial endeavors. Some of these sectors were
by-products of defense-based efforts, as well as capitalization of highly educated and skilled workers.
Emerging growth areas include telecommunications, electronics, computers, software, and biotechnology.

International trade also contributed to San Diego's economic recovery and dynamic performance in recent
years. San Diego's cross border trade and interactions with Mexico provide tremendous economic
advantages and opportunities, becoming an increasingly important facet of San Diego's economic
fortunes.

Mexico and Canada, U.S. partners under the North American Free Trade Agreement (NAFTA), dominate
San Diego's export markets by far accounting for more than one-half (55 percent) of all export production.
San Diego clearly benefits from NAFTA, not only because the agreement further opened up the markets
of our two largest customers, but because Tijuana and Baja California, our border and economic partner,
was greatly benefited and stimulated by heightened trade and dollars flowing to the region.

Mexico and NAFTA are key factors in San Diego's continued economic prosperity, export production, and
growth. International trade accounts for more than one-third (37 percent) of San Diego manufacturing
dollars. Manufacturing remains the largest economic sector for local dollars generated, with electronics,
computers and industrial machinery, aerospace and shipbuilding, and instruments leading local
production.

The San Diego-based Space & Naval Warfare Systems Command (SPAWAR) administers several
billions of dollars in contract work for local companies. The command is primarily responsible for
equipment needed for modern warfare and surveillance, including Naval space systems, communications
and information technology. Both San Diego based military forces and defense-based companies are
playing prominent roles in the war in Afghanistan and against terrorism.

The multi-billion dollar visitor industry has also been an important sector of economic power and stability.
The visitor industry is San Diego’s third largest economic sector, behind only manufacturing and
military/defense.

San Diego has more than 200,000 miles of fiber-optic cable in place, more than any county in the nation.

Ten percent of all publicly-traded biotech companies and 8 percent of all U.S. biotech firms call San
Diego home.

San Diego County has many notable medical research institutions within its borders, and a variety of
significant biomedical and biotechnological developments have emerged from these facilities. With more
than 32,000 biotech jobs in 499 companies, San Diego has the third largest concentration of biotech
companies of all U.S. metropolitan areas.

One of the best indicators of San Diego's economic recovery is the number of jobs being created. Despite
a national recession, San Diego added nearly 20,000 jobs in 2002. Total civilian employment, which
includes local employees and self-employed people, averaged 1,468,340 in 2002, the highest ever
recorded for San Diego County. In addition, the annual average unemployment rate remained
considerably low at around 4.0 percent.

Creativity Index: 1015
High Tech Index: 14

Innovation Index: 13



Economies

Now, the City of San Diego has the lowest combined taxes of the nation's 10 largest cities and operates
several comprehensive business assistance programs, including a Business Expansion and Retention
Program, Enterprise Zones, and an Office of Small Business (the first and one of the few major
metropolitan offices dedicated to small businesses). The City of San Diego has also built strong
relationships with local and regional economic development partners by funding programs and leveraging
resources in the community.

Have a look on a brief summary of tax advantages:
e One of the most competitive sales tax rates in California (7.75 percent).
e The lowest transient occupancy (hotel and motel) tax.
e Lowest bonded indebtedness rate.
e Lowest real estate transfer tax in California.
¢ No utility taxes on citizens.

No city income taxes. Good government practices can help businesses become more successful. The
City of San Diego has concentrated on improving its business assistance programs, cutting costs and
changing policies to become more business friendly. Today San Diego's economy is prospering in part
because of its good government practices and the City's commitment to develop the regional economy
and improve the quality of life.

Saving Businesses Money

The City has saved businesses money by reducing housing trust fund fees and water and sewer fees,
and by eliminating unnecessary requirements.

Saving Businesses Time

The City has saved businesses valuable time by reducing permit processing time, improving customer
service, and cutting red tape.

Providing Regulatory Relief

The City has simplified processing and cost requirements, reduced fees, and modified City codes to
provide businesses with regulatory relief.

Making Information Easy to Get

The City makes information about City economic development programs easier to obtain with new helpful
publications, an expanded web site, new business resource stations, special training classes, and
improved public outreach.

Business Environment Data

Corporate Environment
Fortune 500 Employers in Metropolitan Area: QUALCOMM, Sempra Energy and IDEC Pharmaceuticals

Main Industries: defense, biotech, electronic manufacturing, tourism, communications, software, Internet,
information technology

Corporate Convenience
Access to Airports (distance from city center, travel time):

10 minutes from downtown San Diego, 22 major and commuter airlines service the San Diego
International Airport.



