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Executive Summary

The present document includes a benchmark between France and some Eastern countries as
regards an industrial investment.
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1. Labor Costs

= Labor costs: France vs. Eastern European countries (Poland, Czech Repubilic,
Slovakia, Hungary, Slovenia)

= What are the “hidden costs” due to Eastern Europe’s many problems — poor
infrastructure, corruption, inefficient supply chain, labor market rigidity ...

1.2. Hourly labor costs

Source: Eurostat

Average hourly labour costs, defined as total labour costs divided by the corresponding number

of hours worked.

In € 1996 1998 2000 2002 %(*) 2003
France 22.30 23.30 25.00 26.90 20.6% 27.70
Czech Republic 2.80 3.23 3.86 5.39 92.5%

Hungary 2.86 3.02 3.63 4.91 71.7% 5.10
Poland 2.95 3.73 4.48 5.27 78.6%

Slovenia 7.35 8.51 8.98 9.70 31.9% 10.54
Slovakia 2.16 2.91 3.07 3.59 43.0% 4.02

(*) increase 2002/1996

1.3. Full payroll monthly average cost

Source: Eurostat

Ratio definition: Full annual payroll cost divided by 12 to get a monthly average/ annual average
number of employees, each employee working full time.

In € 2000 2001 2002 2003
France 3241.00 3294.00 3336.00 3388.00
Slovenia 1282.48 1337.88 1440.12 1496.74
Czech Republic 582.32 660.63 770.40 77711
Poland 672.40 791.75 783.10

Hungary 539.86 613.82 730.67 763.72
Slovakia 444.49 479.58 518.39 565.26

The total cost growth is slightly slower than the inflation rate in France (less than 2%/year.)

whereas they grow at nearly 10% per annum in Eastern Europe.
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2. Business Environment

2.1. Corruption

Source: Transparency International Index according to “The Central and Eastern European
opportunity”, a Boston Consulting Group study, 2005

(0-10; 10=low level of corruption)

FRANCE 6.9
HUNGARY 4.8
CZECH REPUBLIC 3.9
SLOVAKIA 3.7
POLAND 3.6

2.2. Ethical practices
Source: 2004 Survey from the World Competitiveness Yearbook, IMD, 2004.
Question: “Are ethical practices implemented in companies?”

(0-10 scale; 10 highest)

FRANCE 6.90
SLOVENIA 5.14
HUNGARY 4.85
SLOVAK REPUBLIC 4.38
CZECH REPUBLIC 4.30
POLAND 3.67

Some companies in the consumer electronic sector now have safeguards to prevent their
employees from stealing components for building at home equipment that would be later sold on
the black market.

2.3. Financial environment

Source: “The Central and Eastern European opportunity”, a Boston Consulting Group study,

2005.
H 0,
Fitch country sovereign rating Inflation 2003 %
France AAA 2.2
Czech Republic A- 0.1
Hungary A- 4.7
Poland BBB+ 0.8
Slovakia BBB+ 8.6
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2.4. Infrastructure - Energy

Source: World Competitiveness Yearbook, IMD, 2004
Question: is energy infrastructure adequate and efficient in your economy?

(0-10 scale; 10 highest)

FRANCE 8.69
CZECH REPUBLIC 7.85
SLOVAK REPUBLIC 6.81
HUNGARY 6.24
SLOVENIA 5.18
POLAND 5.15

3. Efficiency

= How do all of the Eastern European countries compare to France’s level of efficiency,
both in terms of employees as well as the operations themselves?

The macro economic data available shows that the overall productivity of French workers is at least
two to three times higher than in Eastern Europe.

If skilled employees are available in Eastern Europe, the situation remains contrasted and still
depends very much on the country and more specifically on the location. It is possible that major
investments have drained the local resources and have created shortages that foster salary
inflations.

3.1. Labor productivity per hour
Source: World Competitiveness Yearbook, IMD, 2004

GDP per person employed per hour, US$ (year 2003)

FRANCE 46.318
SLOVENIA 16.368
HUNGARY 10.353
CZECH REPUBLIC 9.298
POLAND 7.330
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GDP in Purchasing Power Standards (PPS) per hour worked relative to EU-15 (EU-15 = 100)

Gross domestic product (GDP) is a measure for the economic activity in an economy. It is defined as
the value of all goods and services produced less the value of any goods or services used in their
creation. GDP per hour worked is intended to give a picture of the productivity of national economies
expressed in relation to the European Union (EU-15) average. If the index of a country is higher than
100, this country’s level of GDP per hour worked is higher than the EU average and vice versa. Basic
figures are expressed in PPS, i.e. a common currency that eliminates the differences in price levels
between countries allowing meaningful volume comparisons of GDP between countries. Expressing
productivity per hour worked will eliminate differences in the full-time/part-time composition of the

workforce.

EU average 100 2000 2001 2002 2003
Czech Republic 427 45.4 46.1 471"
France 120.0 122.0 119.40 120.7™
Hungary : : : :
Poland 37.9° 37.3© 37.7° 43.20
Slovenia : : : :
Slovakia 445 457 49 .4 50.6 "
Source: Eurostat (:) Not available (e) Estimated value (f) Forecast

3.2. Productivity in the industry in 2003
Source: World Competitiveness Yearbook, IMD, 2004

Related GDP per person employed in industry, US$

FRANCE 75,012
SLOVENIA 24,367
HUNGARY 20,938
CZECH REPUBLIC 17,698
POLAND 15,551
SLOVAK REPUBLIC 11,320

3.3. Skilled Labor (2004)
Source: World Competitiveness Yearbook, IMD, 2004
Question: Is skilled labour readily available?

(0-10 scale; 10 highest)

FRANCE 717
SLOVAKIA 6.97
HUNGARY 6.42
CZECH REPUBLIC 6.40
POLAND 5.36
SLOVENIA 5.13
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3.4. Qualified Engineers

Source: World Competitiveness Yearbook, IMD, 2004
Question: are qualified engineers available in your labour market?
(0-10 scale; 10 highest)

FRANCE 8.00
HUNGARY 7.81
SLOVAK REPUBLIC  7.14
CZECH REPUBLIC 6.67

POLAND 6.61

ROMANIA 5.95

SLOVENIA 4.68
4. Flexibility

=  What is the maximum number of hours per day that a French employee can work?
= How can we further explain the reforms which have taken place with the 35 hour week?

=  What is the maximum number of hours worked per year allowed by law?

= Can a French employee be given his schedule 24 hours in advance (as demand needs?)

U.S. department of State Website: While not rejecting outright the 35-hour workweek, the
government of Prime Minister Jean-Pierre Raffarin, who took office in May 2002, has made the
law less rigid, principally by loosening restrictions on overtime hours. By allowing French
employees to work longer overtime hours, the Raffarin government has engineered an
effective return to a 39-hour workweek.

This statement confirms the fact that with the 220 overtime hour allowance, it is now possible to get
an effective working time of 1820 hours per annum.
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4.1. Working hours, legal base (2004)

Public Annual hours
Weekly Gross annual | Annual leave .
Country hours hours (Ax52) (days) holidays (all leave
(days) included)
Poland 40 2,080.00 20.0* 8 1,856.00
Slovenia 40 2,080.00 20.0* 8 1,856.00
Hungary 40 2,080.00 20.0* 9 1,848.00
Romania 40 2,080.00 24 7 1,832.00
Slovakia 38.5 2,002.00 20.0* 12 1,755.60
Czech
Republic 38 1,976.00 25 8 1,725.20
France 35 1,827.00 25 10 1,607.00

*Statutory annual leave figure
Source: European Industrial Relations Observatory on-line (EIRO).
4.2. Maximum hours

Since 2005, the French labor law authorizes 220 overtime hours without time compensation.
However, a local agreement can now set the threshold above the legal one.

The daily hours cannot exceed 10 hours but several work agreements authorize a maximum of 12
hours in case of temporary pick demands (Toyota for example).

Otherwise, the French labor follows the EU regulation:

e Maximum weekly hours: 48 hours;
e The maximum becomes 44 hours if overtime last 12 consecutive weeks:;

4.3. Example of flexible work agreement - SANMINA in RHONE-ALPES
Implemented in 1994 and reshuffled with the “35 hours week” labor regulation introduction.

Duration: unlimited as long as it is automatically renewed by both party each year and as long as the
company ownership does not change.

The following work week plan is released on the Wednesday before the actual week.
- Minimum: 25 hours;
- Maximum: 45 hours (EU: no more than 48 hours per week or no more than 44 hours

per week over a period of 12 consecutive weeks).

Yearly average: 47 weeks at 32h30 i.e. 1,527 hours per annum.
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Overtime: As of April 2005, the labor regulation authorizes +220 hours without time compensation as
long as you remain within the EU ceiling.

Work pattern: 2 shifts + night shift for peak production.

Work cell: Each cell has its own working time arrangement depending on the product mix for the
coming week; presently, they have 32 cells. One operator conducts all the operation within the cell.

Unions: 4 but with a low membership.
Office employees;

- 208 days;
- 35h00.

4.4. Flexible Work Agreement — TOYOTA in VALENCIENNES
Some of the features of the agreement: advance notice to the employees:

a) To switch from day shift to 2 or 3 shift working patterns or weekend shift;
12 days that could be reduced down to 2 days if there is an emergency situation.
b) To catch up when the shift production plan is not going to be completed: 2 hours before
the shift ends.
c) Saturday catching up: 2 days down to 1 day with volunteers.
d) Production increase:
o 1day in case of emergency;
0 2 days for one full week with overtime.
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5. Social relationships, Unions, Work councils

= % of French employees adhering to unions?

5.1. Unions
Several sources confirm the low rate of unionization:

a) U.S. department of State http://www.state.gov/e/eb/ifd/2005/42036.htm

While the rate of unionization in France has steadily declined to a little more than half that of
the United States, French labor law provides an extensive institutional role for employee
representatives and for organized labor.

b) European Industrial Relations Observatory on-line (EIRO).
The percentage is the number of unionized employee versus total number of employees.

More than 90% in Romania;

from 80% to 89% : Belgium, Denmark, Finland and Sweden;

from 70% to 79% : Italy, Norway;

from. 60% to 69% : Chypres, Malta;

from 50% to 59% : Luxemburg;

from 40% to 49% : Austria, Slovenia;

from 30% to 39% : Hungaria, Ireland, Portugal;

from 20% to 29% : Bulgaria, Germany, Greece, Netherlands, Slovakia, UK.
from 10% to 19% : Estonia, Lettonia, Poland, Spain.

France : 8 ,2%

5.2. Work council (Comité d’entreprise)

Although the French unions have a narrow base, they get power as the employee representant at the
company work council unless the employee decides to elect non unionized fellows.

Recently the government has reformed some of the rules for bargaining, notably introducing
a 'majority principle' for the conclusion of collective agreements (ie agreements would
essentially be valid only if concluded by trade unions supported by a majority of employees
concerned, or not opposed by most unions) and allowing company-level agreements to
depart from the provisions of sectoral agreements unless this is explicitly forbidden by the
latter.

http://www.eiro.eurofound.eu.int/2004/03/feature/tn0403106f.html
Most of the EU countries have work councils with more or less the same accountabilities than their
French counterparts regarding the work organization.
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5.3. Absenteeism

a) U.S. department of State http://www.state.gov/e/eb/ifd/2005/42036.htm

French absenteeism is modest by European standards and, in the private sector, peaceful
labor relations generally prevail.

5.4. Redundancy plan

In 2005, the French government released a set of measures to better secure collective
redundancy plan to prevent late claims to stop the process once it has been approved by the
employee representatives.

= In the case of economically motivated collective dismissals, the duration of negotiations
between employees and employers for job preservation has been substantially reduced, with
new rules allowing provision of information to staff on the economic reason for dismissals to
be simultaneous with negotiation of the plan for job preservation.

= Collective labor agreements negotiated at company level may provide for exceptions to rules
of negotiation defined in labor law code.

» Judicial appeals against job preservation plans adopted in this context are now to be filed
within one year at most instead of within four years.

= The obligations of businesses with regard to the reindustrialization of sites affected by
restructuring have been clarified.

6. Infrastructure - Logistic

» How does the logistics process differ in Eastern Europe? How are the roads/rail? Ports?

6.1. Benchmark information

Presently the major handicap of a site in Eastern Europe is the absence of air freight hub;
most of the traffic today goes via platforms such as Frankfurt, Luxemburg...

Transit time is increased by 12 to 24 hours plus the long distance road transportation cost.
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According to sea routes from Asia, most of the traffic to eastern Europe should go via the
North Sea harbors or Baltic Sea harbors, increasing both the transit time and the cost by
around 2.5 M €.

Outbound costs depend very much on the market location the investor wants to service from
the site.

If it is equally split between Western Europe and Eastern Europe there is therefore no cost
penalty among the various options. If most of the production would have to be delivered on
the western part of Europe (West Germany, France, Spain) the cost penalty could climb to 5
M €.

6.2. Testimonials

Hungary (source: The Economist, May 2005)
http://eb.eiu.com/index.asp?layout=oneclick&country id=1710000171

Hungary is still far behind basic EU levels for infrastructure provision, which hampers some business
activities. Physical infrastructure suffers from the neglect of the communist era, although significant
gains have been made in the past decade especially in linking Hungary more firmly into the
European road system. However, there is a long-term risk that the road system will become
congested because of transport bottlenecks caused by floundering reform of the rail network and
financial problems affecting the national airline, Malev. The national railway network is unreliable and
reform of the railways is slow. The e-commerce sector is growing but is very small. The vast majority
of electronic storefronts are not backed up with electronic-payment systems. Instead, they serve as
order-processing platforms with payment then arranged through more conventional means.

Czech Rep (source: The Economist, April 2005)
http://eb.eiu.com/index.asp?layout=oneclick&country id=1690000169#3

Successive governments have given infrastructure development high priority, but work has been
hampered by a lack of resources. The road network is the best in the region but remains
inadequate for fluid access to suppliers and markets. Motorway links to Poland and Germany are
planned, and will improve international distribution channels if completed. Electricity and gas markets
have not yet been fully liberalised, despite considerable pressure from the EU. The country is a
regional leader in mobile telephone use, but this is partly because liberalisation of the fixed line
network has been slow and service quality is not as high. The privatisation of Cesky Telecom in 2005
should eventually boost service quality.

Poland (source: The Economist, May 2005)
http://eb.eiu.com/index.asp?layout=oneclick&country id=1730000173#3

Port facilities are adequate to Poland’s needs and Poland is picking up extra business as a transit
location. Air transport is not yet as well developed but is growing rapidly. The retail distribution
network is good in the major cities and towns but weaker in the countryside. The telephone network
is of variable quality and requires considerable investment. Mobile telephony has been growing
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rapidly but penetration rates are still low by EU standards. The road network is inadequate and
congested, and the rail network is in need of reform and modernisation. The closure of
uncompetitive industrial plants has decreased demand for energy, limiting the need for investment in
power generation. The privatisation of the sector has been slow to proceed. Information technology
infrastructure is relatively weak.

Slovakia (source: The Economist, May 2005)
http://eb.eiu.com/index.asp?layout=oneclick&country id=940000294#3

Infrastructure risk is one of Slovakia's worst-rated categories. The inadequacy of the rail and
road network, particularly the road system serving Bratislava, may increase transportation costs
for business. An ambitious road-building scheme was curtailed in 1999 and replaced with plans to
invest in the rail network but this has since been delayed. Road and rail improvement will revive with
EU funding. Fixed-line telecoms services are unreliable and hinder efficient use of the internet.
Service has improved as investment rose following the 51% sale of the national monopoly provider to
Deutsche Telekom in 2000. The energy market is in the process of being liberalized. This resulted in
further increased electricity costs to business users in 2004.

7. Incentives

7.1. The incentive package in France
The incentive package includes 3 categories:

e All incentives in cash (regional/national grant aid, tax breaks) must comply with the EU
regulation for large projects; the total grantable amount depends on the area and therefore
varies from country to country and even from region to region.

e The training assistance provided locally/regionally ; the cost is carried by the provider.

e The special support which could be provided by a company based in the neighborhood and
which is shutting down its operation.

7.2. Direct cash incentives under EU control
They include:

e The PAT (Prime d’Amenagement du Territoire) funded by the DATAR which depends on the
location; driven by the number and the qualification of the new jobs created within the first 3
years and maintained at least between year 3 and 8. Temporary and time limited contracts
are excluded.

e The aids provided by the regions, each region having their own calculation formulas; most of
the time, the contribution equals the DATAR grant for large projects.

e Tax breaks that would apply on the business tax (TP or Taxe Professionelle). In most of the
case, there is a full exemption over the first 3 years and partial for year 4 and 5. The TP is a
cash grant because it is an operating cost item and therefore any break becomes an
operating cash-flow bonus.

The total of the 3 categories must not exceed the ceiling fixed by the EU for large projects to all

European countries. The current practice is to split equally the contribution among the 3 groups,
PAT, regional incentives, TP exemption.
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7.3. Training assistance

The ANPE or French Employment Agency is the national bodies that can provide free of
charge the following assistance and services to investors:

e Conduct a survey on the local manpower availability according to the investor’s
requirements in terms of job qualification, number.

e Put together a recruitment plan which includes the required trainings based on the
investor’'s needs.

e Ensure the proper communication on the job available at the investor’s facility;
e Contribute to the candidate selection process in organizing competency tests.

For large projects, the ANPE can open a temporary office within the customer premises.

Some regions have their own organization.

7.3.2.
The regions contribute to the training cost. The typical cost eligible is:

* Trainers' remuneration;

* Trainers' travel expenses;

+ Trainees' expenses;

* Expenses on materials and supplies;

» Depreciation of tools and equipment;

+ Costs of guidance and counselling services;
+ Trainees' remuneration.

7.4. Special supports

A company which goes out of business has a legal obligation to help its former employees to get
a new job either directly or in helping their new employer.
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8. Others surveys

8.1. Survey of the British Chamber in Czech Republic

Information comes from the following web site:
http://www.britishchamber.cz/images/889 FOCUS 3.pdf

8.2. AT Kearney

FDI Confidence Index (A.T. Kearney, October 2004)
0.0 = low confidence

France: 1.03
Poland: 0.96

Czech Republic: 0.93
Hungary: 0.88

France jumped from 11th place in 2003 to 6th place 2004

Poland moved down from 4th place (2003) to 12th place 2004

Czech Republic moved down from 13th place (2003) to 14th place 2004
Hungary moved down from 17th place (2003) to 19th place in 2004

Most serious threats to the competitiveness of the ten new members of the European Union
Source: A.T. Kearney FDI Confidence Index Report 2004

(Percentage of Total Respondents)

Poor infrastructure (IT, Physical & Energy): 67%
Corruption, Lack of Transparency: 60%

Erosion of Low-Cost Advantage: 53%
Macroeconomic Instability: 41%

Inefficient Supply Chain: 35%

Poor Labor Skills/Education: 28%

Managing Market Reform: 28%

Labor Market Rigidity: 27%

Political Instability: 27%

Low Purchasing Power: 20%

Phasing Out Special Investment zones: 13%
Limited Offshore/Outsourcing Opportunities: 13%
Completion of Privatizations Programs: 11%
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