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C This is the 27th edition of the C-Suite Quarterly survey, conducted on
behalf of KPMG; published and broadcast by the Globe and Ma i | ¢
Report on Businessand BNN. Previous g u a r tswaveys @re available
at GandalfGroup.ca.

C Thisg u a r tswrvey@ansd this presentation focus on:
A Co mp a nsavimgs 6r cashreserves
A Debt levels
A Accessto financing
A Interest rates
A CEOcompensation
A Exporting, the dollar and emerging markets

C Methodology: telephone interviews were conducted with 156 C-Suite
executives from ROB1000 companies between May 17" and June 5% 2012.
The margin of error for this study is +/ - 7.85% 19times out of 20.


http://www.gandalfgroup.ca/
http://www.gandalfgroup.ca/
http://www.gandalfgroup.ca/
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C Basedon renewed optimism about the US economy, business expectations for
C a n a c@omy are improved this quarter.

C There are still a number of dark clouds that executives see, but none darker
than Europe which is preoccupying the Canadian businesscommunity .
A Theseconcerns particularly manifest themselvesin concern about another credit crisis
where debt financing is unavailable.

C Concern about those risks has business sitting on healthy balance sheets,
hoarding for arainy day.

C There is considerable concern about the impact rising interest rates would

have, and most in Ontario are opposedto any move by the Bank of Canadato
raise rates evena point.

C Most business leaders think that C E O éosnpensation cannot be justified by
Improvements in shareholder value, and see growing income disparity as a
negative development in society.

C Most Canadian businessesdo not have and think they do not need a strategy
for emerging markets.
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C The outlook of executives for the US economy has improved slightly
since last quarter; confidence in growth is now back to the same level
asJune of last year, recovering from a pessimistic September2011

C The C-Su i tewaldasion of the Canadian economy at the current time
continues a year long trend of steady incremental improvement. Four
In five executivessaid the economy is in moderate growth.

C The outlook of executives for the Canadian economy is effectively
unchanged from last quarter with the vast majority expecting the
economyto grow only moderately over the next 12 months.

A In the past we have typically seena 15 point difference between Western and

Ontarian executives, but this quarter finds the two sets of executiveson the
samepage.
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A Wh i of the following do you think best describes the Canadian economy at the current time -

strong growth, moderate growth, moder
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fAWhat are your expectations for the Canadian economy over the next 12 months, strong growth,
moder ate growth, moderate decl i ne|
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C We have found for many quarters now that executiveswith Ca n a d a
top companies have a more positive outlook for their companies than
for the economy.
A Although resources executives have tended to be more confident of their
C 0 mp a myrowtls relative to other sectors, this quarter sees resources

executives approximately as confident about their ¢ 0 mp a mypwils as
manufacturing executives.

A Previously about half of resources executives predicted strong growth for
their companies. The past few months have seenthat drop to about one in
three.

A Western executives remain much more confident of growth for their
companiesthan executivesin the Restof Canada
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AWhat are your expectations for your compljany

moderate growth, moderate decling, s
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C Growing optimism about the Canadian economy results from
executives thinking that a strengthening US economy outweighs a
Europe-in-crisis.

C Most executives are modestly concerned about weaknessin the US, a
slow down in China, and high levels of household debt.

C Many are also concerned about a renewed credit crunch, labour
shortages,and the high value of the Canadian dollar.

A The majority of Western and resource executives are concerned about labour

shortages, while just over one third of those in Ontario and in manufacturing
are concerned.

A Only one in ten businessleadersis highly concerned about a rise in Canadian
Interest rates.

C Overwhelming all of those concerns is optimism about the

US, Less than ayear ago most Canadian business people saw

recession and many were Afveryncer nreddanost see
growth
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Al 6m going to read a |ist of market forces 4dgni
concerned you are about each. When it comesto __ , are you very concerned, somewhat
concerned, not very concerned, not| &
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Al 6m going to read a |ist of market forces 4dgni
concerned you are about each. When it comes tahe US economy , are you very concerned,
somewhat concerned, not very concernled
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C Most leading Canadian businesseswill need to borrow money over the
next year, and the balance of risk is seen as shifting back toward
restricted credit.

A Two thirds of those that said they are not holding cashsaid they would access

debt financing, while less than half of those that are holding onto cash said
the same.

A Executives were more likely to say they expect equity financing, rather than
debt financing, to becomemore difficult over the next year compared to last.

C The majority of executives said their companies were not close to the
maximum limit of loan covenants.
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fiPlease tell me with a yes or no answer if your company is likely to access financing through any
of the following means in the next 12 months? @6 saying yes)

59
Debt
39
Equity
Do not plan on accessing financing
Acquisitions and Mergers (incl. joint 21% saiddon 6t Kno
partnerships)
0 50 100
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fAre you anticipating that it will be less difficult or more difficult for you to raise money from
over the next year, compared to the last twelve months? Will it be much more difficult,
somewhat more difficult, somewhat less difficult or much less difficult or no different ? 0

0 20 40 60 80 100
| Less difficult @ No different O More difficult mN/A m Don't know
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fAre you anticipating that it will be less difficult or more difficult for you to raise money from
banks or other debt  financing over the next year, compared to the last twelve months? Will
it be much more difficult, somewhat more difficult, somewhat less difficult or much less
difficult or no different ? 0

vy
Total : 10°3
Support keeping interest rates e] 0 0 1473
at current level
(|
Oppose = 541

Concerned about ability to 0 10 / 1531
access financing
Q| y
Not concerned 3
N 0 50 100
® Much less difficult B Somewhat less difficult
O No different O Somewhat more difficult
B Much more difficult mN/A
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fAre you anticipating that it will be less difficult or more difficult for you to raise money from
equity markets  over the next year, compared to the last twelve months? Will it be much
more difficult, somewhat more difficult, somewhat less difficult or much less difficult or no
different? o

Total G 2t 13
Resources 38 3
Service 108 16 5

Manufacturing . 9 18 3

Concerned about ability 1 / N 32 9 3
to access financing
Not concerned Ol 0 5 19 2
N 0 50 100
® Much less difficult B Somewhat less difficult
O No different O Somewhat more difficult
B Much more difficult mN/A
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fAre you anticipating that it will be less difficult or more difficult for you to raise money from
equity markets  over the next year, compared to the last twelve months? Will it be much
more difficult, somewhat more difficult, somewhat less difficult or much less difficult or no
different? o

May/June
2012
Sep-11
- 0 50 100 -
B Much less difficult B Somewhat less difficult
O No different B Somewhat more difficult
B Much more difficult mN/A

®m Don't know
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fAls your company close to or at the maximum limit of its loan covenants? 0

0 50 100

B Not close to limit E Close to limit O At the maximum EN/A ®EDon't know
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C Almost half of C a n a digges companies - 45% - are holding on to
cash reserves rather than investing that money in capital, human
resourcesor otherwise, aspolicy makers are urging them to do.

C Mostly, they are doing so to give themselves a buffer against the risks
they seeout there.
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than reinvesting or distribut.i

ARecently, i1tbds been noted that companies

ng
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0 50 100

B Strongly applies to your company
@ Somewhat applies to your company
@ Does not apply at all to your company
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AWhy i s your company choosing to hold on tqg cas:s
t hem?0o

46
Uncertainty in the economy

Need to conserve/ reserve profit/ capital 27

for the future

Need it for future/ current growth

Obtaining financing is difficult

40 60
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fiHow is your company likely to deploy the money it has been holding on to? 0

23
(Re)investing in growth

Capital investments

Mergers and acquisitions

Putting money back into company
(general)

Dividends

R&D

Do not plan to spend
P P Other responses less than 3%.

28% saiddo n 6 t k nol

Debt retirement

0 10 20 30
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C Most leading Canadian business executives do not think that it is
critical that their company be globally competitive, nor do they think
an emerging markets strategy would be strongly beneficial.

C Again this showsthe divide between the exporting Western companies
that are focused on global markets and the manufacturing or service
sectorsin Ontario that are locked into North America.

A Many manufacturers are undertaking emerging markets strategies, but think
the Canadian dollar is working againstthem in global markets.
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AHow I mportant is global competitiveness [t o

0 50 100
B Very important @ Somewhat important @ Not very important
® Not at all important m Don't know
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AThe Government of Canada and others have said trade policy and Canadian companies have to put
a greater focus on emerging markets. Is an emerging markets strategy something that would have a
positive or negative impact on ?0

The Canadian economy

Your company

0 50 100
B Strongly positive @ Somewhat positive @ No impact
B Somewhat negative W Strongly negative mDon't know
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AThe Government of Canada and others have said trade policy and Canadian companies have to put
a greater focus on emerging markets. Is an emerging markets strategy something that would have a
positive or negative impact on your company ? 0

Total
West
Ontario é &
Resources O
Manufacturing J J S'3
Services 2
40 60 80 100
B Strongly positive @ Somewhat positive @ No impact
B Somewhat negative W Strongly negative m Don't know
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fl'm going to read some statements about exporting. For each, please tell me if you strongly agree,
somewhat agree, somewhat disagree, or stronghd i sagr ee. 0O
The high value of the Canadian dollar makes it difficult for companies to move on
an emerging markets  strategy.

Total

West T2
Ontario 46 A
Resources ’ 15 2
Manufacturing : =
Services [kl U 32
0 20 40 60 80 100
B Strongly agree @ Somewhat agree B Somewhat disagree
B Strongly disagree m Don't know
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fl'm going to read some statements about exporting. For each, please tell me if you strongly agree,
somewhat agree, somewhat disagree, or stronglyd i sagr ee. 0O

Canadian companies have become too
complacent in relying on the US for
exports

The high value of the Canadian dollar
makes it difficult for companies to move
on an emerging markets

Fear of the unknown is keeping many
Canadian companies from expanding or
selling into offshore markets

B Strongly agree @ Somewhat agree @ Somewhat disagree

B Strongly disagree ® Don't know
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i D o yosr company have a strategy in place to access these marke® 0

May/Jun. '12

0 20 40 60 80 100

BYes ONo m Don't know
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AWhat are key initiatives your company is undertaking as part of your strategy to access emerging
markets? pAmong those who have an emerging markets strategy n=61]

39

Began/ continue operations in emerging
markets

16
Partnering with foreign markets/ ventures

Strategic planning/ analysis of expenditures 15

Product/ service development for the
market

15

Customer/ client demand and satisfaction

Don't know

0 10 20 30 40
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C There is significant resistance in the business community, especially in
Ontario, to even a one point increase in interest rates.

C Most Ontario executives are prepared to tolerate higher inflation in
exchange for keeping rates where they are.

C Those who think the economy has a little wind in its sails are
attributing that to current low interest rates.

C The majority of executives in the resources industry support raising
interest rates, while only about one third of those in manufacturing
and servicessaid the same.

C Ontario executives overwhelmingly said that keeping the dollar at a
level where Canadian exporters can compete is important, while fewer
(two-thirds) from the West said the same.

C When setting rates, executives want the BOC to be considering a
number of, sometimes contradictory, objectives, but most want the
Bank to place more emphasis on encouraging growth than on fighting
inflation .
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AWould you strongly support, somewhat support, somewhat oppose or strongly oppose the
Government of Canada imposing new rules to tighten lending standards used by the banks to loan
money?o0

0 50 100

B Strongly support B Somewhat support @ Somewhat oppose
B Strongly oppose B Don't know
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AWould you strongly support, somewhat support
Canada doing the foll owing?o

Warning Canadians about the dangers
and risk inherent in high borrowing levels

Raising interest rates by as much as
necessary to keep inflation below two
percent

Leaving interest rates at the current level
even if that means rising inflation

Raising interest rates by one percent

B Strongly support B Somewhat support @ Somewhat oppose

B Strongly oppose ® Don't know
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fiHow important should the following considerations be when the Bank of Canada is setting interesting
rates?o

Preventing an interest rate shock that
causes mortgage defaults

Stimulating economic growth

Keeping inflation in check

Keeping the dollar at a level where
Canadian exporters can compete

Not damaging consumer spending

0 50 100
B Very important @ Somewhat important @ Not very important
B Not at all important m Don't know
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C Most executives agreed that the level of household debt in Canada
represents a serious threat to the economy. Yet most also agreed that
the economy needsmore consumer spending, not less.

C Most Canadian business leaders think the successof their businessis
not strongly linked to domestic consumer spending. Western and
resources executives were overwhelmingly likely to agree that their
businessis not materially affected by Canadian consumer spending.
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Al 6m going to read you a few statements about |cc
you strongly agree, somewhat agree, sompw

The level of household debt in Canada
represents a serious threat to the
economy

Our economy needs more consumer
spending, not less

Your business is not materially affected
by Canadian consumer spending.

0 50 100
B Strongly agree @ Somewhat agree @ Somewhat disagree
B Strongly disagree ® Don't know
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C Half of executives believe that the growing wage disparity between
executivesand averageworkers has a negative impact on society.
A Thosethat said it has a positive impact were mostly from the West, and those

in resourceswere the least likely to sayit has a negative impact, relative to the
other sectors.

C Executives are more likely to think growing CEO compensation has a
negative impact on shareholder value than think it is a benefit.
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AiThe 100 highest paid CEOs of TSX listed companies earned just over $8 million on average in 2010,
or 180 times the average worker's salary. In 1995 average pay of Canada's top 50 CEOs was only 8p
times that of the average worker. Does this growing disparity have 0

Total [ 54 7
West s 47 >
Rest of Canada [ ) 61 7
Resources > 4 41 3
Services [ 2 66 7
Manufacturing 3 58 6
Expect strong (14| 0 45 2
company growth
Moderate growth 3 ’ S5/ 10
0 20 40 60 80 100
EA positive Impact on society B No Impact on society
B A negative impact on society m Don't know
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fANnd what impact has the upward trend in CEO compensation had on returns to shareholders? Isit 0

0 50 100

B A positive impact on shareholder returns @ No impact on shareholder returns
B A negative impact on shareholder returns mDon't know
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C Most believe that the disparity will not continue to grow - most expect
the ratio between CEO and averagew o r k salase8 will decreaseor
stay the same.

Indeed, almost no executivesbelieve Canadian C E O arsunderpaid.
A minority believethat C E O arsoverpaid.
Roughly half said they think Canadian CEOsare paid about what their

performance is worth .

A Executives outside of the west were twice as likely to say CEOsare paid more
than they are worth, aswestern executives

A Executives who expect strong growth were less likely to agreethat C E O are
paid more than their worth, compared to executives who expect moderate
growth for their companies.

O O O
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fln the next five years, do you foresee this disparity between CEQO's and average workforce salaries 0

0 50 100
B Continuing to grow @ Staying at the same ratio B Decreasing
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AYou said you foresee wage disparitycontinuing to grow, why do you say that? o

Due to societal/ economic trends

Good CEO too important

Society/ public does not have enough
control

Boards not doing their job, continue to
support high wages

Due to public/ shareholder/ government
pressure

Greed

Cannot see them justifying anything
higher

Don't know

o

50 100
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fYou said you foresee wage disparitydecreasing,why do you say that? o

Due to public/ shareholder/ government
pressure

Boards not doing their job, continue to support
high wages

Due to societal/ economic trends

Society/ public does not have enough control

Change not strongly supported

Cannot see them justifying anything higher

o

50 100
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fiDo you think Canadian CEOs are paid 0

Total

West

Rest of Canada

Expect strong
company growth

Moderate growth i 3 15
0 20 40 60 80 100
B More than their performance is worth @ About what their performance is worth
B Less than their performance is worth? B Don't know
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C Most executives oppose the new 2% surtax on annual incomes above
$500k, introduced in Ontario, while one third support it.

C Support nearly matched opposition among those that said that the
CEOwagedisparity hasa negative impact on society.

C Most executiveswho said the CEO/worker wagedisparity will continue
to grow support the surtax.
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fRecently the Ontario Liberal government amended its budget to add a 2% surtax on annual incomes
over $500,000. It is a temporary deficit reduction measure. Would you say you strongly support,
somewhat support, somewhat oppose or strongly oppose this measur@ o

Total ‘ d 41 4
Ontario [l (0 % A4 2
CEO compensati on h sl plé 30 2
No impact | 60 D
CEO wage disparity to grow in next 5 yrs. A T— ps 2
Same ratio ' 48 7
Decrease [ 9 44 D
0 50 100
B Strongly support B Somewhat support @ Somewhat oppose
B Strongly oppose m Don't know



