DOING BUSINESS IN FRANC

legal advice ‘

Maitre Anne Frede, Attorney at law, partner, Amyot Juridique & Fiscal

WHAT ARETHE CRITERIATO DETERMINE THE
PRESENCE OF A PERMANENT ESTABLISHMENT

IN FRANCE?

The French tax Code does not provide a definition
of the permanent establishment, and the concept may
be quite difficult to interpret.

This concept was introduced by the OECD within
the double tax treaties framework and is defined as a
fixed place of business through which the enterprise
carries on all or part of its business.

The double tax treaties provide a list of what is
considered as a permanent establishment such as:
« a building site or construction with a duration that

may vary from one double tax treaty to the other,

eg. more than 6 months with Belgium, more than 12
months with the UK;

* adependant agent, having the authority to sign contracts
in the name and on behalf of the foreign entity;

« an office, premises.

There will be no permanent establishment where the
fixed place of business is only used to purchase products
or to gather information, or to perform an activity that
has a preparatory or auxiliary character.

A foreign entity will be deemed to have a permanent
establishment where there is a permanent place of
business in France with its own capability from an
operating standpoint, where there are representatives
in France without any professional capability separate
from the capability of the foreign entity and carrying
on business on behalf of the latter, and where the
establishment performs operations creating a complete
commercial cycle in France.

Typical example of a permanent establishment:

A UK company hires an employee for the French
market for market research, targeting new contracts
to be concluded. The company rents an office and
purchases all the equipment it needs for such purposes
(computer, telephone, etc....). During the marketing
phase, there is a preliminary and auxiliary activity without
any tax consequence. However, as soon as the employee
receives the authority to sign contracts on behalf of the
foreign company, or to negotiate pricing, this employee
becomes a dependant agent triggering a permanent
establishment in France.

What are the consequences of a permanent
establishment?

The permanent establishment qualification would
trigger corporate income tax, VAT and business tax,
among other taxes, under the same conditions as those
applicable to French companies, in addition to payroll
tax;and an additional question arises: what percentage
of profit is attributable to France? The attribution of
profits between the foreign entity and the permanent
establishment might trigger some discussion from the
local tax authorities involved.

Isit possible to get a ruling on the permanent
establishment?

From January, 1%t 2005, there is a specific ruling
procedure applicable to foreign entrepreneurs whereby
they can ask whether the entity already located or
intended to be located in France is deemed to be a
fixed place of business pursuant to the double tax treaty
involved. Should the tax authorities not respond within
a three-month period, it is deemed that there would be
no permanent establishment in France pursuant to the
double tax treaty applicable between France and the
country where the foreign entity is located.
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|.3. Favorable depreciation rules

France’s depreciation rules are particularly favorable.
Fixed assets are depreciated on a straight-line
basis over their expected useful life. In the case
of production assets bought new, acceleration
multiples ranging from 1.25 to 2.25 may be
applied to the straight-line depreciation rates,
depending on the normal useful life of the assets
concerned.

Equipment and tools used for scientific and
technical research and purchased or produced
after January 1%t 2004 can be depreciated on an
accelerated declining balance basis.The acceleration
multiples in this case range from 1.5 to 2.5.
Software, energy-conservation equipment,
renewable-energy production equipment, noise-
abatement equipment and non-polluting vehicles
(running on electricity, natural gas or LPG) can
be depreciated over 12 months.

[.4. Allowable provisions

Provisions for impairment of assets are allowed if
they can be justified and if they relate to clearly
identified claims, inventories, securities or tangible
assets. Allowable provisions include provisions
for contingencies, for work in progress, for price
increases, for vacation pay, etc.

[.5. Tax rates near the European average

Excluding temporary additional taxes, the

following tax rates are applied:

> Standard rate of 33.33%.

> Small businesses® pay 15% on the first E38,112
and the standard rate on remaining profits.

> Reduced rate of 15% on total proceeds of
industrial property (royalties and capital gains on
asset sales), this includes patents, inventions that
can be patented. and manufacturing processes.

> Capital gains on the sale of shareholdings are
totally exempt from 2007 except for the 5%
representing expenses.

BUSINESS TAXES IN FRANCE

An additional social-security levy of 3.3% is applied
to companies where income taxable at the standard
rate exceeds E2,289,000. This additional levy of
3.3% is calculated on the basis of the reference
amount of corporate income tax less E763,000.

@ Companies in which at least 75% of the equity is owned
directly or indirectly by individuals or by companies that
meet the same conditions and report annual sales of less
than €7,630,000.

|.6. Loss carryforwards

Losses can be carried forward indefinitely. It is
also possible to deduct the current year’s losses
from income in previous years (carryback).

|.7. Groups of companies: highly
favorable rules for tax consolidation

France’s tax consolidation rules are particularly
favorable. They offer the advantages of a
comprehensive system that enables groups of
companies to offset income and losses from their
consolidated French businesses and eliminates
intercompany transactions.Tax credits that apply to
one company in the group, for example the research
tax credit, can be transferred to the consolidating
company that is subject to corporate income tax,and
thus be deducted from tax to be paid by the group.
This option is available if the French subsidiaries
in the tax consolidation group are at least 95%
owned by a French parent company. The financial
years of the parent company and its subsidiaries
must coincide. Groups may choose this option for
a five-year period. It automatically ceases to apply
if ownership conditions are no longer met.

Il. Ways to repatriate profits

Profits are usually repatriated in three ways:

- Transfer or distribution of net profit from
branches and subsidiaries;

- Interest on loans and advances granted by the
foreign parent company;

- Royalties or management fees.
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Carryback rules allow deduction of
the current year’s loss from income
in the three previous years. This
results in a claim on the Treasury for
previously paid taxes. The Treasury
reimburses the claim after five
years, unless the company applies
it against corporate income tax
incurred. This claim can also be
discounted by credit institutions
(Dailly Act)

Example:

2002 = taxable income + €50,000
2003 = taxable income + €10,000
2004 = taxable income + €30,000
2005 =loss - €70,000

€50,000 of the 2005 loss is deducted
from 2002 income, €10,000 is
deducted from 2003 income, €10,000
is deducted from 2004 income.

The claim on the Treasury is
calculated as follows:

€70,000 x 33.33% = €23,331
(additional levies are not counted).

IN DETAIL

Carrybacks

Use of the claim:

If the company reports income
of €100,000 in 2006, it will owe
€33,333 in tax. It could apply the
claim against its 2006 tax bill.

If it continues to show losses in
2006, 2007, 2008, 2009 and
2010, it can apply for a refund of
€23,331in 2011.

Carryback periods in Europe:
Germany, Ireland, United Kingdom:
1 year ; Netherlands: 3 years
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[.I. No tax obstacles to billings for
interest, royalties or management fees

The amounts invoiced must be justified and in
line with the prices for arm’s-length transactions
between independent companies. The French
authorities are entitled to require evidence that
transfer prices are in line with actual market
prices.

II.2. International tax agreements -
reduced rates of withholding tax

If the parent company is located in a country
that does not have a tax treaty with France, the
withholding tax rates are as follows;

- 25% on dividends, branch profits and royalties;
- 15% on interest payments.

Tax treaties between France and many countries
significantly reduce withholding tax rates. For
example, there is no withholding tax on dividends
or branch income paid to European parent
companies or to the head office of European
companies. Another example is the tax treaty
between France and the United States, which sets
the withholding tax rate on dividends and branch
profits at 5%. The withholding tax rate rises to

WAYS TO REPATRIATE PROFITS

15% for dividends paid to individuals who are
residents in the United States and own less than
10% of the French company’s equity.The tax treaty
with Japan was amended in 2007 to eliminate
withholding tax under certain circumstances for
dividends, interest and licenses paid between
companies based in the two countries.

I1.3. Significant exemptions for dividends
transferred through holding companies

When holding companies located in France and

holding equity interests in French and foreign

companies redistribute dividends from companies

in which their interests exceed 5% to their foreign

shareholders:

> There is no tax if the holding company’s parent
company is located in a Member State of the
European Union

> If the parent company is not located in the
European Union, the only tax liability is the
withholding tax at the rate determined by the
relevant tax treaty.
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IN DETAIL

I11. value added tax and
customs duty

[1I.1. VAT: a neutral tax for companies

Value added tax (VAT) is a tax that consumers pay
on the consumption of goods and services.

For companies subject to this tax, its impact is
neutral: they merely collect the VAT on their own
sales and deduct the amount of VAT that they have
paid on purchases of goods and services. If companies
have paid more VAT than they have collected, the
difference will be refunded to them on request.
Exports of goods outside the European Union
are fully exempt from VAT.

France’s standard VAT rate on sales of goods
and services is 19.6%, but there are also reduced
rates. The rate on food and certain agricultural
products is 5.5% and that on drugs is 5.5% or
2.1 %.The 5.5% rate also applies to books, hotels,
public transport, newspapers and magazines,
certain leisure activities, etc.

[11.2. Uniform customs regulations
throughout the EU

Goods move freely within the European Union
and customs duty is only charged once on imports
from outside the EU, even if they are subsequently

Measures to simplify customs’ procedures

In an effort to simplify administrative ~ date of import;

shipped from one Member State to another. Goods
entering France for re-export to another Member
State of the European Union are not subject to
any VAT charge (VAT is paid in the country where
the goods are delivered to end users).

VAT payments are suspended until a later stage
for transactions involving goods subject to
Community custom transit procedures or placed
in a bonded warehouse.

Companies are not required to effect any
administrative formalities for the movement of
most types of goods between EU countries.They
are only required to file a declaration for Intrastat,
the system for the collection of statistics on
intra-community trade. Companies importing
or exporting goods worth more than E150,000
a year to or from another Member State must file
an Intrastat form each month.The form provides
information about product categories, countries
of origin and destination, values and weights.
Computerized customs clearance accelerates
formalities and release of goods. Companies may
opt for electronic transmission of Intrastat forms to
the customs data center (CISD) and on-line filing.
Clearance is through the competent customs
department: see www.douane.gouv.fr

Clearance of non-european union goods:
Imports and exports of goods between EU

to VAT payments on imports.

and tax procedures, and in order
to improve the competitiveness of
businesses based in France, the
following measures have been
adopted:

> as from April 1%, 2005, companies
benefit from a single monthly VAT
payment for imports, to be paid on
the 25th of the month following the

BUSINESS TAXES IN FRANCE

> the 1/1000 payment required
when using deferred payment
facilities has been phased out as
from July 1%, 2007;

> bonded credit for VAT on imports
in the event of deferred payment
facilities has been phased out.
These measures have led to the
elimination of financial costs linked

Thanks to this reduction in tax
charges related to the flow of goods,
the French government has improved
the economic attractiveness of
French ports and airports and has
made up lost ground compared with
other countries in the EU such as the
Netherlands and Belgium.
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Member States and other countries require a
customs declaration, which must be filed using the
Single Administrative Document (SAD).The main
items on the SAD are the name of the company,
the type of declaration (import or export), the type
of goods, origin and ex-tax value of the goods.
Invoices and any documents required to claim
preferential tariff treatment or for inspection of
certain imports (agricultural products, etc.) must
also be provided.The SAD information is used to
calculate the duties and taxes due,and for physical
and statistical identification of the goods.

IV. Local business taxes paid by
companies

IV.]. Local business tax considerably
reduced

Local business tax is set each year by the local
authority for the administrative area (commune) in
which the company’s premises are located.

The tax base is calculated using the value of the fixed
assets held by the company at the close of the civil year
two years before the tax year in question (N-2).

The tax base is specifically calculated using the

following elements:

>The rental value of the premises used by the
company for its business;

> 16% of the value of the fixed assets that the
company uses for its business.

Tax is then levied on 84% of the sum of these

two values at a rate that local communities set

each year.

No tax is due the year the business is set up.

In the second year, tax is levied on only half of the

normally taxable amount.

The amount of the business tax may not exceed

3.5% of added value produced by the company.

New production equipment purchased by the

company is not taxed in the year of acquisition.

Such equipment is taxed at 1/3 its value in the

second year, then 2/3 in the third year following

its recognition under company assets. Therefore,

equipment purchased in 2008 is not subject to tax

in 2010; in 2011 it is taxed at 1/3 of its value and

in 2012 it is taxed at 2/3 of its value (and is fully

taxable in 2013).

Assets used for scientific and technical research

are not taxed.

Taxe professionnelle is deductible from corporate

income tax.
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IN DETAIL

Example of business tax calculation EWH T EL B

An industrial company whose

business tax bases are as follows:

> Land: €120,000

> Building: €1,000,000

> Production equipment:

€2,500,000

Rental value of investments:

> Land: 120,000 x 8% = €9,600

> Building: 1,000,000 x 8%
=€80,000

> Equipment; 2,500,000 x 16% =
€400,000

LOCAL BUSINESS TAXES PAID BY COMPANIES

1. 1. Calculation of business
tax:

Net base = €489,600

Net base after standard rebate of
16% = €411,264

Business tax rate for the

administrative area: 23% (not incl.

ICC expenses)
Business tax: 411,264 x 23%
=€94,590

2. 2. Business tax capped
according to added value:

If the company’s added value is
€1,000,000, business tax is capped
at:

1,000,000 x 3.5% = €35,000.
The company will therefore pay
€35,000 business tax instead of
€94,590, which is a reduction of
€59,590.
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IV.2. Property tax

Companies are subject to property tax on the rental
value of land and buildings. The tax base is equal to
the cadastral rental value (cadastral revenue) minus
a standard 50% rebate. The amount of the tax to
be paid can be calculated by multiplying this base
by the rate voted by the local authorities.

The rental value of industrial units is always 8%
of the value of fixed assets (land and buildings
registered as part of company assets).The rental
value of commercial premises is assessed by the
administrative authorities (tax service).
Property tax is payable by the owner on the 1%
of January.

New buildings are exempt from property tax for
the first two years (regional and departmental
parts only).

V. A wide range of tax
incentives for investors

V.I. Tax credits

V.1.1.R&D tax credit

Manufacturing, trading and agricultural companies
that spend money on research can obtain a tax
credit, which can then be applied against their
corporate income tax. If they do not owe any

Example of property tax calculation

tax, they receive a cash reimbursement of their
R&D tax credit after three years. High-growth SMEs
(9azelles) and innovative young companies qualify for
immediate reimbursement of R&D tax credit.

Research expenditure that is eligible for the
research tax credit includes fundamental research,
applied research and experimental development.

For expenditure incurred after January 1%, 2008,
research tax credit is calculated at 30% of total yearly
expenditure for research activities, for expenditure
that is lower than or equal to E100M, and at 5% for
expenditure above this level. The 30% rate rises to
50% and 40% for the 1t and 2" years respectively, for
companies applying for the research tax credit for the
first time, or companies that have not benefited from
research tax credit within the last five years.The total
amount of research tax credit is no longer capped.

Eligible research spending includes:

> Staff costs (gross wages and social security
contributions) for researchers and research
technicians working directly and exclusively
on research;

> 200% of the salaries paid over the first 12 months
to employees with a doctorate in their first
professional posting (24 months for expenditure
incurred after January 1%, 2008);

> Expense for the acquisition and maintenance
of Plant Variety Rights;
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An industrial company realized and
completed the following investments
during 2008:

> Land: €100,000

> Buildings: €600,000

> Equipments: €1,500,000

The tax base is calculated using the
rental value of land and buildings
only:

> Land: 100,000 x 8% = 8,000

BUSINESS TAXES IN FRANCE

> Buildings: 600,000 x 8%
= 48,000

Total rental value after standard
50% rebate: €28,000

Tax rate voted by local authorities
(20.5%):

> Commune: 12%

> Department: 6.5%

> Region: 2%

Tax is not payable until 2009.

In 2009 and 2010, tax is only
payable for the communal part, i.e.:
28,000 x 12% = €3 360 (exemption
for new buildings)

As from 2011, tax payable is equal to:
28,000 x 20.5% = €5,740
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MANDATORY ACCOUNTING PROCEDURES FOR B E R G S ITIERF

THE FIRST MONTHS OF ACTIVITY

The Centre for Business Formalities (CFE) is
authorized to receive the obligatory declarations
relative to the existence of new businesses subject
to Corporation Tax (IS) and Value Added Tax (TVA).
This office informs the Tax Authorities (SIE) as soon
as the formalities relative to the constitution of a
company and its registration have been completed.

The relevant SIE is the one covering the company
registered office location, or the address of the offices
where the company is actually managed.

The SIE collects local business tax (taxe professionnelle)
and redistributes it to local authorities (communes,
départements and régions). As soon as the SIE is
informed of the creation of a company by the CFE, a
request for information is transmitted to this company.
This enables the authorities to identify the commune
to receive the tax collected, based on the location
of the assets.

For the year in which the company is created, “taxe
professionnelle” is not due, but the company must send
to the SIE a provisional declaration communicating the
bases for calculating the tax due,by December 31 at the
latest,on tax form No 1003 P. Thereafter the company
must complete and file annually, before May 1% each year,
a declaration of taxable assets, on form 1003.

Local business tax, is collected by assessment by the
SIE for the first time at the end of the year following
the creation of the company.

On registration of the company, the SIE allocates
a European Value added tax number, comprising the
SIREN (identity number allocated by the national
statistical office - INSEE) on the following basis: FR +
2 figures or letters + the SIREN number.

Thereafter the VAT is collected monthly on the tax
form No 3310 - CA 3. This document has to be filed
respecting the date limits; 15" - 24" of each month.

Companies may opt for quarterly filings, if total
annual TVA payable is less than E4,000

The date limit for sending the balance sheet,income
statement plus notes to the accounts, accompanied by
tax forms to the SIE is three months from the balance
sheet date. The official package comprises forms 2050
to 2059 - G and 2065 (“liasse fiscale”).

Three months and fifteen days after the balance
sheet date, companies must send form No 2572 - K to
the SIE. It communicates either the year’s tax losses
brought forward for deduction from the next year’s
taxable profits and the absence of taxable profits for
the year, or the calculation of the tax due,and payment
must accompany the filing.

A stable branch in France, corresponding to the

definition in the bilateral double taxation convention,

has the same obligations as a company (whereas the
liaison office has no obligations).
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THE FRENCH RESEARCH TAX CREDIT (RTC) INTHE EiEHiE T EEWAFH KR

INTERNATIONAL ENVIRONMENT

The How does the RTC compare with foreign R&D
tax incentive schemes?

More than 35 countries, most of which are large
countries that are members of the OECD, offer tax
incentives supporting R&D efforts aimed at fostering
private investment in research.

The French RTC, in its version applicable from 2008,
is one of the most attractive schemes worldwide,
whether quantitatively because of its rate (30% in
volume, with an increase in rate, which may rise to
50% and 40% during the first two years of entry into
the scheme), but also qualitatively:

1.The RTC is a final benefit, vesting even when the
company does not pay any tax,and may therefore be
assimilated to a subsidy. This credit may significantly
improve the financial statements, if recorded in the
operating income accounts (rather than as a tax) and,

in the case of loss-making companies, through the
recognition of a tax asset immediately from the year
in which the research expenditures are incurred.

2. The RTC is directly linked to the volume of
research expenditures rather than to their increase.

3. A company may benefit from the RTC if it acts as
a subcontractor and does not assume the economic
risk associated with research or own the intangibles
created by the relevant research.

4. The research operations may be conducted
throughout the entire EU and are therefore not
restricted solely to French territory.This often entails
the implementation of a procedure which is now highly
effective for the accreditation of subcontractors with
the Research Ministry.

5. The scheme has recently been adapted in order
to give greater legal certainty. This is likely to create
a favourable environment for investors.

Can you give more details concerning the factoring
in of the RTC in the choices for the location of R&D
operations?

Our experience shows that the RTC is now integrated
into the decision to locate R&D operations in France.The
RTC accounts for nearly 60% of R&D payroll expenses
and contributes to increasing France’s competitiveness
as compared with other countries having qualified staff
and whose wage costs are much lower.

Moreover, by capitalizing on the fact that the RTC
takes into account research subcontracted in the
EU, a French research center may act as a group’s
European central R&D platform, and coordinate
research entrusted to European subcontractors,
whether within or outside the group. Depending on
the country in which these subcontractors are located,
they may also benefit from the local R&D incentive
schemes, in addition to the French RTC.

Another approach may consist in setting up an R&D
center in France, acting as the subcontractor of an
affiliate located in another country and holding the
patents derived from the research. In certain cases,
this makes it possible to combine the French RTC with
another R&D incentive scheme, which is conditional
on the ownership of the intangibles (e.g. Belgium /
Netherlands / Japan).

In this context, the RTC is a key factor of France’s
attractiveness for R&D players, along with the other
incentives contained in French legislation, whether tax-
related (e.g. tax rules applicable to patents, deduction
of R&D for the determination of the business tax) or
not (e.g. competitiveness centre).
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> Depreciation of plant and equipment used
directly for research operations;
> Operating expenses set at:
- 75% of eligible staff costs
- 200% of salaries paid to recent doctoral
graduates over the first 24 months
> Patent filing and maintenance costs;
> Bonuses and payments related to patent insurance
contracts (capped at E60,000 per year);
> Amortization of patents acquired for research
purposes;
> 50% of standardization costs;
> Spending on research contracted out to
approved organizations in France and Europe,
up to an annual limit of E10 million per company
(E2 million for associated companies);
> Spending on patent defense and technology
watch
> Funding provided to public research bodies,
universities and technical centers, which counts
double towards the tax credit: in addition, as
from January 1%,2008, the limit for this type of
expenditure is increased to E12M.

V.1.2. Family tax credit initiative helping
employees with children to achieve a better
balance between work and family life
Companies can obtain a tax credit equal to 25%
of certain types of spending for socially useful
purposes such as the creation and operation
of day-care centers, training for employees on
parental leave, compensation for employees on
maternity, paternity or parental leave, etc.

The tax credit is capped at E500,000 per
company and per year. It can be applied against
the company’s corporate income tax for the year
in which the spending was incurred. If the tax
credit is greater than the tax due for the year in
question, the difference is reimbursed.

AWIDE RANGE OF TAX INCENTIVES FOR INVESTORS

V.I1.3.Cinema, television and media tax
credit to encourage creativity

Cinema, television and other media companies
that pay corporate income tax can obtain a
tax credit for certain production expenditures
specified by law. The tax credit is available to
companies that act as assistant producers and
for operations carried out in France for the
production of feature-length films.

The cinema tax credit is calculated for each
financial year and is equal to 20% of the eligible
expenditures. The total tax credits for a single
film are capped at E1,000,000 for a fictional,
documentary or animated feature.

In the case of fiction produced for television or
cinema, the tax credit may not exceed E1,150
per minute; this limit rises to E1,200 per minute
for animated features.

The tax credit can be applied against the
company’s corporate income tax for the year
in which the spending was incurred. If the tax
credit is greater than the tax due for the year in
question, the difference is reimbursed.

V.1.4.Tax credit for audiovisual program
distributors

Taxpaying companies whose main business activity
is the distribution of audiovisual programs in
French or in a regional language currently in use
in France, may benefit from a tax credit of up
to 20% of eligible expenditure in France, for the
financial years between December 31,2006 and
December 315 2008.

Expenditure must not qualify for CNC (Centre
National de la Cinématographie) financial
assistance: it is capped at a total of 80% of the
distribution budget, and requires a minimum
amount of spending to qualify (E200,000 per
36-month period).
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V.1.5.Tax credit for investment in the
production of sound recordings and
cinema production

Companies subject to corporate income tax and
established for at least three years may benefit
from a tax credit for spending on the production,
development and digitization of sound recording
and music video recordings.

The tax credit for cinema production is equal to
20% of eligible expenditure incurred between
January 1-2006 and December 31%, 20009.

The total amount of tax credit calculated on
the basis of eligible expenditure may not exceed
E700,000 per company per year. This limit is
increased to E1,100,000 if the number of staff
employed by the company is at least as high as
the previous year,and if legal sales of digital music,
as a percentage of total sales, has increased by at
least 3% compared to the previous year.

V.1.6.Tax credit for video games

Video game development companies that are
subject to corporate income tax, are entitled
to a tax credit for video game development
expenditure. Games that are eligible for the
tax credit must incur development costs that
are higher than or equal to E150,000, and also
contribute to French or European cultural
creativity in terms of video games, as well as
their variety and quality.

The tax credit is calculated at 20% of total
expenditure: depreciation, copyright, staff costs,
overheads and subcontracting. The tax credit
is capped for all companies at e3 million per
financial year.

V.1.7.Tax reduction for high-growth SMEs
Small to medium-size businesses with at least
20 employees may benefit from a tax reduction
when staffing costs (excluding those for senior
management) are increased by 15% or more in
the two previous financial years.

This reduction is subject the EU ceiling on de minimis
aid, which is E200,000 for each period of 36 months.
This measure concerns financial years started
between lanuary 1%, 2006 and January 1%, 2009.
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Green taxes

Businesses contributing to
sustainability and preservation of
the environment may benefit from
tax advantages.

Particularly favorable tax measures
thus apply to those using equipment
for the production of renewable
energy or for energy savings.

Such equipment may be depreciated

over 12 months instead of over useful
lives, generally in a range of 5 to 10

BUSINESS TAXES IN FRANCE

years. This exceptional depreciation
applies to equipment purchased or
produced up to January 1%, 2010.
As regards taxe professionnelle,
the rental values that are used to
calculate liabilities are halved for
this kind of equipment purchased
or produced from 1992 on. Local
authorities and local government
groupings with powers of taxation
may individually decide to increase
this reduction in rental value from
50% to 100%.

Non-polluting vehicles running
exclusively or in part on electricity,
natural gas or LPG and acquired
before January 1, 2008, may also
be depreciated over 12 months on
an exceptional basis.

Finally, since January 1%, 2007, the
general tax on activities that pollute
(“polluter pays” principle) has been
reduced for businesses that respect
certain environmental standards.
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V.2. Temporary exemption from local
business tax available in troubled areas

In some designated areas in France (regional aid
zones, urban zones, employment priority zones,
etc.),local authorities (municipalities, départements,
regions and intermunicipal authorities) have the
right to grant full or partial temporary exemptions
from taxe professionnelle to companies that set
up or expand their business or take over troubled
businesses.The exemption may be for any period
not exceeding a limit of 5 years.

As from 2007, in major unemployment zones,
companies can benefit from a business tax credit
of E1,000 per employee (tax break capped at
E200,000/3 years).

V.3. Temporary exemption from
corporate income tax (impot sur les
sociétes or IS) for new companies.

V.3.l. Newly created companies located

in some areas may, subject to certain
conditions, be eligible for a temporary
exemption from corporate income tax,
diminishing over time.

The exemption is total for the first 24 months, after
wich tax is levied at a rate of 40%,60% and 80% for the
first,second and third 12 month period respectively,
following the period of total exemption.

Such exemptions are restricted to companies
engaging in new business and which are not more
than 50% owned by other companies. Total tax breaks
are capped at E200,000 in any 36-month period.

The eligible companies may also be exempted from
local business tax (taxe professionnelle) and property
tax for five years, if the local authority so decides.
Companies set up to take over a company in
difficulty may also, subject to certain conditions,
be exempt from corporate income tax for the 24
months following the takeover.

As from 2007,employment priority zones have been
set up (Champagne-Ardennes and Midi-Pyrénées
regions) where newly located companies are exempt
from corporate income tax for a period of 7 years.

AWIDE RANGE OF TAX INCENTIVES FOR INVESTORS

V.3.2. Innovative new companies (Jeunes
Entreprises Innovantes or JEI)

There are specific measures aimed at helping new
companies where research spending accounts for
at least 15% of total expenses.

They provide for partial exemptions from corporate
income tax, local business tax (taxe professionnelle)
and property tax over a period of eight years.Total
tax breaks are capped at E200,000 in any 36-month
period.The wages of such companies’ research staff
are exempt from the employers’ social security
charges for 8 years.

These measures are for small and medium-sized
companies (under 250 employees, sales of less
than E50 million and total assets of less than E43
million) that are mainly owned by individuals or
by companies that meet the same criteria.
Sales of shares in such companies are exempt
from capital gains tax if the seller has held the
shares for three or more years.

These measures have been extended to New
University Companies” (“Jeunes Entreprises
Universitaires” - JEU) set up in 2007.

“ New University Companies (“Jeunes Entreprises
Universitaires” - JEU): SME’s that are less than 8 years
old, at least 10% of ownership being held individually
or in partnership by students, by masters’ degree post
graduates or doctorates of less than five years, or by

people working in teaching and research activities, and
which incur at least 15% research expenditure.

V.3.3. Single-owner venture capital
company - société uninominale
d’investissement a risque or SUIR

A SUIR is a special type of legal entity owned by
a single individual.

This structure provides tax benefits that are
commensurate with the high risk of investing in
new companies.

Such companies must be founded for the sole
purpose of subscribing in cash to the initial share
issues or capital increases of unlisted manufacturing,
trading and artisan companies located in the
European Union and liable for corporate income
tax. Investments must be in new companies that are
majority owned by individuals or by other companies
that are themselves majority owned by individuals.
The single-owner venture capital company can own
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up to 30% of voting rights in these companies.

The tax benefits come in the form of

two exemptions:

> A corporate income tax exemption for the
first ten years of the venture capital company’s
existence;

> The original shareholder is exempt from personal
income tax on income distributed by the venture
capital company, including capital gains on the
disposal of shares in target companies.

VL. Special tax regime
for headquarters

The entities concerned must be set up solely
for the provision of specialized services.
Headquarters may provide only management,
administration, coordination and control services,
while logistics centers handle only packaging,
labeling and distribution.

To be eligible for the special rules, the services
must be provided to companies in the same group
only.The tax rules are based on a fixed cost-plus
formula that is arrived at in agreement with the
tax authorities.This agreement eliminates the risk
of a change in the cost-plus rate applied during
a subsequent tax audit.

BUSINESS TAXES IN FRANCE
SPECIAL TAX REGIME FOR HEADQUARTERS

Tax is assessed at the standard rate on income
that is derived by applying the agreed cost-plus
formula to expenditures incurred by headquarters,
logistics centers or R&D coordination centers.
The cost-plus rate applied is usually between
6% and 10%; agreements are usually reached for
periods of 3 to 5 years.

As part of the tax rules aimed at eliminating
expatriation costs, headquarters and logistics
centers may pay special compensation to their
expatriate employees that is totally or partially
exempt from personal income tax. Companies must
apply to the tax authorities to benefit from these
measures, which may not be cumulated with the new
system for impatriate salaried workers: potential
beneficiaries must opt for one or the other.
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ChapterV

,7PUBLIC SUPPORT FOR BUSINESS

The 27 EU Member States® are subject to
European Commission regulations defining limits
and conditions for the grant of public assistance
for business. This provides a Community-wide
framework in support of fair competition
within the single market. Rules for government
intervention, eligible expenditure and aggregate
aid apply to all EU Members, with no exceptions
made for Eastern Europe.
Within this broader context, Member States remain
free to adopt the most appropriate economic
development measures for their territory.
In this respect, a broad and varied framework of
support has been set up in France in response
to the needs of investors.This support depends
on the type of investment project (productive
investment, job creation, innovation, training, etc.),
the location of the investment project (priority
development zones or non-priority zones) and
the type of company (large corporation, SME).
The French authorities support investment
projects that favor:
> productive investment in economically
disadvantaged regions and regions in the
process of industrial redevelopment (except
where this concerns the steel and synthetic-
fiber sectors), these regions being specifically

indicated on a map approved by the European
Commission (National Regional Aid map);
> business R&D projects;
> professional training programs initiated by
business;
> job creation for the employment of defined
groups;
> investment and job creation by SMEs in all parts
of the country;
> protection of the environment.
With the exception of support for productive
investment which is specifically zoned, the French
authorities can provide support to companies all
over France for research and development and
innovative projects, staff training programs, as well as
projects for the protection of the environment.
Public support may be granted by the national
government or regional and local authorities
(régions, départements, communes). If assistance
is received from several different sources, the total
may be up to the allowed limit. Public assistance
providing effective support for business start-ups, job
creation, investment and business development may
come in the form of subsidies or tax exemptions.
Community law requires such assistance to be of
the nature of an incentive, and therefore it must be
applied before the project gets underway.

® Since January 1, 2007, the European Union has 27 member states: Austria, Belgium, Bulgaria, Cyprus, the Czech
Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Ireland, Italy, Latvia, Lithuania, Luxembourg,
Malta, The Netherlands, Poland, Portugal, Romania, Slovakia, Slovenia, Spain, Sweden and the United Kingdom.

IN DETAIL
IFA assistance

The Invest in France Agency will help  for your project and prepare your local authorities, government agencies
you identify precisely which forms  application filing. The Agency willalso  and other public agencies responsible
of public support may be available  put you in touch with the ministries,  for assisting investors.

PUBLIC SUPPORT FOR BUSINESS
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l. Benefit from assistance for
productive investment and job
creation

There are a variety of financial incentives for
business investment and job creation. Allowable
support concerns either investment outlays
(buildings, land and equipment) over three
years or the cost of job creation relating to the
investment (estimated wages and social security
charges over two years).

|.1. Incentives for productive investment
and job creation in designated areas
open to large corporations

The limits on incentives for productive investment
and job creation depend on the location of the
investment and the size of the company making
the investment.

I.1.I. National regional aid

In accordance with the zoning for national
regional aid in France approved by the European
Commission for the period from 2007 to 2013,
the limit on assistance ranges from 10 to 15% of
the investment for large business and from 20
to 35% for SMEs.

To obtain the maximum allowable amount of
assistance in the area concerned, businesses may
combine several types of national aid.

> Grants for industry and services (Prime
d’aménagement du territoire or PAT)
PAT grants are based on the number of jobs
created. Grants are made on a case-by-case
basis, and take into account the features of each
project (number of jobs created and total amount
of investment). The ceiling is E15,000 per job
created.
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IN DETAIL

A large project is defined as one
with allowable costs exceeding €50
million, conducted over a period of
up to three years by one or several
businesses but remaining an
economically indivisible whole.

> Member States are required to
inform the European Commission
of the assistance they provide for
productive investment exceeding
E50 million.

> Member States are required to
notify the European Commission
of aid exceeding E11.25 million in
areas where the aid ceiling is 15%,

Ceiling for limited state aid

Large projects A HE

and exceeding E7.5 million where
itis 10%.

Large investment projects in areas
eligible for national regional aid are
subject to automatic reductions in
allowable assistance proportionate to
their total amount as shown below:
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Size of investment Adjusted aid ceiling areas Ceiling for full state aid areas REHERE FEH R EFRER BRI E A B X #MEH L 51 b6l
up to €50 million 100% of ceiling 10% 15% 50,000,000 BX 7t XK 100% 10% 15%
€50 up to €100 million 50% of ceiling 5% 7.5% 50,000,000-100,000,000 &x T 50% 5% 7.5%
over €100 million 34% of ceiling 3.40% 5.1% 100,000,000 &t E 34% 3.40% 5.1%
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