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INTRODUCTION

Mainly intended for foreign readers, this brochure is an ouline of the French tax
system. To understand French taxation, it is first necessary to determine the place
of taxation among mandatory levies in general and theredter to placetaxation in
the French legal system.

| - Definition d tax compared with ather compulsory levies

Mandatory levies include taxes, quesi-taxes, fees for services rendered, customs
duties and socia seaurity contributions,

Taxes are financial burdens borne by individuals and corporate bodes acwrding
to their ability to contribute and without a spedfic compensation, in arder to cover
pullic expenditure and achieve the eonamic and socia objedives st by the
pubic authorities.

Quasi-taxes, which acourt for a very small part of compulsory levies, are aeded
for econamic, professonal or social purposes in favour of statutory or private law
bodes other than the State, locd government authorities and their pulic
administrations, i.e. most often profesgonal organizations.

Fees for services rendered (and fees paid for the use of certain pubic services or
in return of the right to use them) are dso mandatory levies but are not strictly
spedking taxes as they entitl e the payer to a mmpensation.

Customs duties are distinguished from taxes by ther strictly emnamic
charaderistic, astheir purpose isto proted the domestic market. However, certain
mandatory levies charged by the austoms are taxes: the value-added tax colleded
on goods imported from nonMember States of the European Union, excise, and
domestic tax on mineral oil products which is applied regardlessof their origin.

Lastly, athough mandatory, social seaurity contributions are not taxes as they are
asesxd for a spedfic purpaose - socia protedion - and as benefits are paid in
return. Moreover, such contributions are not voted by Parliament but are set by
ministerial deaees after consultation d labour and management. However, certain
taxes asesed on the income of individuas are fully eamarked for socia
organizations and do nd entitl e taxable persons to adired compensation.



Il - The position d tax in the French legal system

Legally, tax isrooted in Article 13 d the Dedaration d Human and Civic Rights
of 1789, which provides for equitable gpationment of tax among al citizens
acoording to their ability to contribute. Article 14 o this Dedaration povides that
citizens have the right to ascertain, personally or through their representatives, the
necessty of puldic contribution, to consent to it fredy and to monitor its use and
to determineitsrate, assesanent basis, colledion and duation.

Unlike other mandatory levies, tax can therefore be asssd and colleded orly in
compliancewith an ad of the legidlature, i.e. Parliament.

Thisprincipleislaid dovn in Article 34 d the Constitution, establi shing the rules
in resped of asessnent basis, rate and coll edion modes for any kind d taxes. In
other words, intervention by the exeautive is limited to implementing the tax rules
defined in Parliament by spedfying, under the cntrol of the tax judge, their
implementation methods and terms.

Consequently, the tax administration interprets and comments the provisions of
the law in regulations which may neither add na withdraw anything from the law.
Otherwise, the regulation is illegal and is likely to be cacdled by the
administrative supreme court uponapped from the dtizens. In such situation, the
irregular regulation hes no kinding charader to the taxpayers. Conversely, the
administration may nat bind a taxpayer who has not applied it. This guarantee &so
applies when the alministration takes definitely a stand ona de facto situation in
conredion with afiscd text. Thus, tax law provides that, where ataxpayer uses a
fiscd text acording to the interpretation which the administration hes released in
its regulations and nd revoked at the time of the transadions concerned, the tax
administration may not order additional payments by maintaining a different
interpretation.

Moreover, in acordance with Article 53 d the Constitution, treaies under which
State finance is committed or under which laws are modified may only be ratified
or approved by law. In this resped, Article 55 d the Constitution provides that
duly ratified or approved tredies or agreaments prevail over laws once they are
publdished, provided that eat agreement or treay is implemented by the other
party. Consequently, damestic tax law applies only subjed to the provisions of
international tredies or agreanents, if any. Furthermore, under Article 54 d the
Constitution, when the Constitutional Courcil dedares contrary to the
Condtitution ore or more dauses in an international commitment, such
international commitment may be aithorized orly after amendment of the
Constitution.



This brochure presents the foll owing main French taxes siccessvely:

- Income taxes;

- Consumptiontaxes;

- Property taxes (impd&ts aur le patrimoine) ;
- Locd taxes.

It describes only rules provided for by French damestic laws. A more thorough
information is avail able on the Internet site of the Ministry of Finance, Econamic
Affairs and Industry (http: //www.minefi.gow.fr  or www.impats.gow.fr) which
has been set up in particular to allow nonresidents to oltain information relating
to them.

The aministrative doctrine laid dovn in the official tax bull etins may be obtained
from the wmpany ACTIS SA. situated at 146, rue de la Liberté, 59601
Maubeuge. These official tax buletins are dso available on the site of the
Ministry  (http://www.impot.gow.fr/documentation/accueil _reglementation.hitm).
This doctrine is regularly integrated in the basic administrative documentation,
circulated by Imprimerie nationde at the two following addresses : 2, rue Paul-
Hervieu 75015 Paris or BP 514, 59505Doua Cedex This administrative
literature is aso avalable on the site the Government printing office
(http://www.imprimerie-nationde.com).

Bilateral tax conventions on doulbe taxation between France and aher States may
depart from these rules which may therefore be implemented ony subjed to such
conventions. A list of doule taxation conventions is appended. The text of such
conventions may be obtained from Diredion des Journaux Officiels, 26 rue
Desaix, 75727 Paris Cedex 15, France or ordered through the French Minitel
videotex system (3615code JOEL) or else onsulted onthe Internet service catre
of the Ministry :

(http:/mww.impots.gow.fr) or (http: www.minefi.gouw.fr).



PART ONE

INCOME TAXES

France has four categories of income tax:
- Corporation tax;

- Income tax for individuals;

- Social levies;

- Payroll taxes.



CHAPTER 1

CORPORATION TAX

Corporation tax is normally an annual tax on the total profits made in France by
companies and aher corporate bodes. It concens abou one-third of French
enterprises. Corporate bodes may be subjed to corporationtax at the standard rate
for all their adivities, or for some of the corporate bodes at reduced rates on their
property income. Its standard rateis 33 /3 %, bu it islowered to 19% for long-
term cgpital gains (1) put into reserves. For enterprises with aturnover of lessthan
€ 7 630 000 and the capital of which entirely paid up is continuously held, for at
least 75 %, by individuals or a mmpany meding the same ndtions, the taxation
rate for the first € 38 120 of profits is lowered to 25 % for the accounting periods
opening on a after 1% January 2001 and to 15 % for the acourting periods
starting on a after 1% January 2002.

The 1995 finance anendment ad, pased on 4h August 1995, las subed
corporate bodes, starting from 1st January 1995,to a surcharge rrespondng to
10 % of the crporation tax. Its rate is lowered to 6 % as from 1% January 2001
and to 3 % starting from 1% January 2002 (2001 finance at passd on
30 Deceamber 2000.

Moreover, asseses to corporation tax are liable, in resped of periods ending on
or after 1 January 2000,to a socia contribution on pofits (contribution sociale
sur les bénéfices CSB) equal to 3.3% of such tax computed onthe profits taxable
at the standard rate (33 1/3 %) and the reduced rate (19 %) lessa relief which may
not exceal € 763 000 by periods of twelve months. Shall be exempted from this
contribution, companies the turnover of which is lessthan € 7 630 000 and the
fully paid-up cepita of which is continuowsly held, for at least 75 %, by
individuals or a company meding the same ondtions. The CSB is further
developed in Chapter 3 entitled "Social levies.

Lastly, corporate bodes liable to corporation tax are subjed to an annual national
taxation (IFA imposition annglle forfaitaire). Such taxation is determined
acording to a progressve scde ajusting the tax amount depending on the
turnover grossed up by the financial proceeals (Article 223 septies of the French
tax code. Shall be exempted from the annual national taxation (IFA) the wrporate
bodes whose turnover grossed up ly the financial proceals is lower than
€ 76 000.

Consequently, the dfedive @rporationtax ratesin 2001are & from 2002:

* for smal and medium-sized enterprises which med the &ove-mentioned
condtions to be exempted from the social contribution :

- 15.45% upto € 38 120 of profits and 34 1/3 beyond that;

(1) This treament applies mainly to cgpital gains from the dienation of venture holdings and investments and from
the net profits from the right to use operating patent licences or patentable inventions.
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- 19.57% on capital gains falling within the scope of the long-term capital
gains regime (the dienation d participation rights and the right to use
indwstrial property rights) ;

* for the other enterprises, acwording to their positions with regard to the
€ 763000relief on corporationtax serving as abasis for the socia contribution:

- between 34 13 % and 35.43% on pofits;
- between 19.57% and 20.20% onlong-term cgpital gains.

The wrporation tax at the reduced rate is 24 % or 10 % for property income of
non-for-profit organizations alone (asociations, founditions, congregations).

The revenue from corporation tax amourted in 2002to € 39.96hilli on. In 2003it
isexpeded to reat € 37.75 billion.

| - SCOPE OF CORPORATION TAX

A/ TAXABLE PERSONS

1 - CORPORATION TAX AT THE STANDARD RATE (ARTICLE 2061
OF THE FRENCH TAX CODE)

Certain corporate bodes are compulsorily subjed to corporation tax by virtue of
their legal form. Thus, regardless of their purpose, the sociétés anorymes or SA
(pubic limited companies), the sociétés par actions smplifi ées or SAS (simplified
joint stock companies), the sociétés a resporsahilité limitée or SARL (limited
liability companies), sociétés en commandte par actions (limited partnerships
with share caital) and, in certain cases, co-operatives are subjed to corporation
tax.

Corporation tax also applies to ather corporate bodes acwrding to the nature of
their business Such is the cae with the sociétés civiles (civil law or nontrading
companies) engaging in indwstrial or commercial adivities and more generally
with the other corporate bodes engaged in for-profit operations.

Moreover, sociétés de personnes (partnerships), whose profits (and losss) are
normally included in the income of the partners in resped of their shares in the
profits, may in certain cases eled liability to corporation tax.
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2 - CORPORATION TAX AT THE REDUCED RATES (ARTICLE 2065
OF THE FRENCH TAX CODE)

The puldic communities (puldic establishments, corporations under locd
government control, etc) or private cmmunities (associations, founditions) are
not subjed to the standard-rate @rporationtax as long as they carry out non-profit
adivities. Such communities are subjed to corporation tax pursuant to spedal
rules, with resped to certain income derived from their property (income from red
property, agricultural profits, certain investment income). The @rporation tax rate
appliceble is then 24 %, or 10 % for certain investment income such as income
from bondk. In that case, temporary contributions do nd apply.

* %

The pubic organisations and the State bodes which enjoy financia autonamy,
locd and municipality bodes and any other corporate body engaged in lucrative
transadions are liable to corporationtax (Article 206-1 o the French tax code).

If the adivity is not lucrative, the community is subjed to corporation tax at the
reduced rates provided for in Article 2065 of the French tax code if it is not
exempted therefrom (therefore scientific, teading and assstance pubic
organisations shall not be subjed to corporation tax).

Article 207-1-6° provides that shall be exempted from corporation tax, regions
and entities formed between regions, départements and entities formed between
départements, municipaliti es, co-operative entities formed between municipaliti es
and enjoying their own taxation resource, asciations of municipalities and
mixed associations formed exclusively of puldic communities or of groupngs of
such communities, as well astheir pullic services as long as these pullic services
are operated for the purposes of operating or performing a service esentia to the
satisfadion d coll edive needs of their inhabitants.

Moreover, dividends receved by parent companies from their subsidiaries are, for
the assessnent of corporation tax, deducted from the total net profits, after
deducting the quaa of expenses and costs <t at 5 % of dividends, including tax
credits. Lastly, new enterprises and enterprises establishing themselves in aress
which are geographicdly limited and econamicdly dedining and whaose growth
must be encouraged through tax incentives (Corsica the "enterprise zones' nea
Dunkerque, Toulon-La Seyne and Aubagne-La Ciotat and in the urban freezones),
aretemporarily tax exempt under certain condtions.

An opional regime cdled group regime or integration regime for tax purposes
allows a French parent company to integrate in its taxable profits or losses the
profits or losses of its French subsidiaries of which it holds at least 95 % of the
cgpital. Such company pays then the @rporation tax for al the companies of the

group.



B/RULESOF TERRITORIALITY

Unlike dl other courtries of the European Union which apply world-wide taxation
to profits, France asesses corporation tax only on pofits made by enterprises
operated in France regardlessof their nationality. Consequently, profits made by
enterprises operated abroad are not subjed to corporation tax, while foreign
companies pay corporation tax on the profits made by enterprises which they
operate in France

Accordingly, companies taxable in France cana report losses incurred by
enterprises operated abroad.

The term "enterprise operated in France' means an enterprise which caries on
businessregularly in France whether as part of an autonamous organisation @, in
the &sence of an organisation, through representatives withou independent
professona status, or as part of transadions forming a wmplete commercia

cycle.

By exception to the rule of territoriality, certain French companies are dlowed, by
approval from the Finance Minister, to apply for the regime of consolidated
profits. This regime onsists, for the gproved companies, in computing their
corporation tax by considering, in addition to their own profits or losses or the
profits or losses of the groupfor tax purpases which they have formed, the profits
or losses of al their dired operating concerns locaed abroad, as well as the share
acauing to them in the profits or losses of their French subsidiaries (or of the
group for tax purpases they have formed) and foreign subsidiaries of which they
hold at least 50% of the voting rights.

Il - DETERMINATION OF TAXABLE PROFIT

A/ GENERAL RULESFOR PROFIT DETERMINATION

Like enterprises subjed to income tax in the cdegory of business profits
(bénéfices industriels et commerciaux), and namally unlike noncommercial
enterprises aubjed to income tax in the cdegory of professonal profits (bénéfices
non comrmerciaux), companies sibjed to corporation tax must base their taxable
profit onall recevables and debts existing at the end d an acourting period.

Profits subjed to corporation tax are determined acording to the same general
rules as those of enterprises subjed to income tax in the cdegory of business
profits, except for the territorial profit taxation rule which applies only to
enterprises sibjed to corporation tax.
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Profits subjed to corporation tax are determined by the eanings from transadions
of any kind made by the enterprise, including in particular transfers of assts
(cessons d'ééments d'actifs). Thus, the assessment basis consists of the difference
between the net assets of the dosing balance and the net assets of the opening
balance

Normally, the taxable profits correspondto the acounting result. However, it may
be aljusted as necessry to take into consideration tax rules departing from
acourting rules.

B/ COMPUTATION OF TAXABLE PROFIT

The taxable profit is equal to the diff erence between the grossoperating profit and
incidental eanings, on the one hand, and deductible @sts and expenses, on the
other hand.

Pursuant to the acourting rules, the gross operating profit consists of the
diff erence between:

- sales and services during the acounting period and the inventory existing
at the end d such period; and

- the @st price of the sales and services and the inventory at the start of the
period.

In addition to this grossoperating profit, all incidental eanings or profits made by
an enterprise shall normally be taxed, in particular income from rental of red
property, interest on recevables, deposits and guarantees and income from
transferable seaurities. Exceptionally, French parent companies may exclude from
their taxable eanings, except a share of costs and expenses equal to 5 % of the
total amourt of the proceeds from the sharehdding, including tax credits (2) the
dividends distributed by their French o foreign subsidiaries in which they hold at
least 5 % of the share capital.

Costs and expenses may be deducted under certain condtions:

- they must have been incurred in the dired interest of the business or be
conreded with the normal management of the enterprise;

-they must correspond to an adua expense and Le sufficiently
substantiated;

- they must be included in the expenses of the period duing which they
were incurred and refled areduction d the enterprise's net assts ;

- their deductibility shoud na be questioned by a spedal provision d law.

(2) Reintegration applicable for determining the profits and losses of acmunting periods ended as of 31 Decamber
1999(2.52 % as of 31 Decanber 1998.
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Certain expenses are nat deductible when they do nd correspondto the purpose of
the enterprise, such as expenses conneded with hurting or fishing, expenses
incurred in making use of yadts, etc.

Similarly, long-term capital gains are segregated from the acourting income and
taxed separately at the reduced rate of 19 % incressed by the surcharges
mentioned in page 6.

Only capital gains from the dienation d holding interests, partsin venture-capital
trusts (fonds commnuns de placements a risque) or in venture caital companies
held for at least 5 yeas are referred to by this regime a well as the net profit from
the mncesson d licences of operating a patent, a patentable invention a a
manufaduring process The other capital gains are taxed as ordinary profits at the
standard rate of corporationtax (seep 6). Asto the regime gplying to enterprises
falling under individual income taxation, long-term cgpital gains (hading period >
2 yeas) are taxed at the rate of 16 % + 10 % (socia levies). Short-term capital
gains are subjed to the progressve scde of individual income taxation (see

page 22).
The consequence of these processes may incurr :

- either a positive result, i.e. the profit, on which corporation tax is
computed;

- or anegative result, i.e. the loss which may be set off against the profits of
the five acourting periods following the one in which the loss was
incurred or, optionally and undr certain condtions, against the profits of
the previous threeperiods (cary-badk).

I - ASSEESSMENT AND PAYMENT OF TAX

Companies compute and pay tax sportaneously acmrding to a system of
instalments which are settled when the annual results are finally issued.

Dividend tax credits ("avoir fiscaux") or other tax credits pertaining to income
from transferable seauritiesincluded in the assesgment basis may be set off against
such grosstax.

Income from foreign transferable seaurities is included in the assesgment basis up
to its net amourt and dces nat entitl e to any tax credit.
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Concerning income from French transferable seauriti es, the French regime which
is founded onthe granting of a dividend tax credit to all shareholders, mitigates
substantially the aggregate taxation d dividends which results from the taxation d
both the cmpany which pays the dividends and the beneficiary of such dividends.
Dividends from French sources receved by French companies entitle to the
granting of a dividend tax credit equal to 50% of the net dividend in the case of
companies eligible to the parent companies regime and to 15 % for the other
companies (3). The anourt of such dvidend tax credit may be dlowed reither
against the 6 % and 3% increases nor against the social contribution on pofits
(contribution sociale sur les bénéfices) equal to 3.3% based onthe same tax (see
on this point the developments heredter « Income Tax » lll-A-6-1-1). However,
unlike the rules provided for individuals, excess dividend tax credit not set off
against payable tax canna be refunded to companies liable to corporation tax.

Companies are dlowed to dstribute dividends deducted from profits not subjed
to corporation tax or subjec to corporation tax at a lower rate than the standard
rate (e.g. long-term capital gains). In this case, the dividend tax credit which
normaly ac®mpanies sich dstributions would nd cancd out or mitigate
cumulative taxation d dividends but, onthe ntrary, would permit acaimulation
of exemptions. Thus, these distributions result in an equali zation tax (précompte)
which corresponds to the diff erence between the tax credit deemed to be equal to
50 % of the dividends and the adually paid corporation tax.

In case the eualization tax (précompte) is paid by the company making the
distribution, the 10 % tax credit used on @ after 1% January 2002is grossed up ty
an amount equal to 80% of the prepayment made.

Moreover, in arder to encourage mmpanies not to make late distributions, the
equalization tax (prémmpte) is chargeadle insofar as the profits in resped of
which the distribution d dividends is made have been acaued for more than five
yeas.

Net corporation tax is lesened by the dividend tax credit correspondng to
dividends from French sources included in the taxable profit.

(3) Since 1999 the rate of the dividend tax credit which may be used by companies which are nat eligible to parent company
regime has been regularly reduced. It has been successvely reduced from 50 % to 45% for dividend tax credits used in 1999
to 40% for those used in 200Q to 25% for those used in 2001 15 % for tax credits used in 2002and 10% for those to be

used in 2003.
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CHAPTER 2

INCOME TAX

Income tax is normally an owerall tax imposed onthe total income of an individual
during a given yea. Barring exceptions, al income, regardless of its origin, is
aggregated to determine an overal net income to which asingle tax scae gplies.

This <de has progressve income bradets. However, the cmmputation method d
income tax goes together with many provisions alowing for highly personalised
taxation. Moreover, cetain types of income and cegpital gains derived from
transferable seaurities are subjed to propartional tax levies.

Income tax is asesed orce ayea on the taxable income which a tax household
derives during a given cdendar yea and dedares the following yea.

In 2002 the revenue from individual income tax amourted to € 51.4 billion

In 2003,it is expeded to read € 53 billion.

| —-TAXABLE INCOME

The foll owing seven categories (*) of income ae subjed to income tax:

Businessprofits (bénéfices industriels et comnerciaux);
- Professond profits (bénéfices noncomrmerciaux);

- Agricultural profits;

- Red property income (revenus fonciers);

- Wages and salaries, pensions and annuties ;

- Income from transferable seauriti es (revenus mohili ers);

- Capital gains.

(*) Another eighth caegory is added however, composed of the remuneration of certain
company diredors (in particular majority managers of SARL (limited liability companies),
the taxation rules of which are similar to those of wages and salaries. In this resped, this
caegory is, for the purpose of this paper, put together with wages and salaries, pensions,
and annuties.



14.-

Il - SCOPE OF INCOME TAX

A/ TAXABLE PERSONS

In acomrdance with the provisions of Article 4 A of the French tax code,
individuals are taxed ontheir total income of French or foreign sources insofar as
they are domiciled in France Persons not domiciled in France ae taxed orly on
income from French sources.

1- DEFINITION OF RESIDENCE FOR TAX PURPOSES - RULE OF
TAXATION PER HOUSEHOLD

In acordance with the provisions of Article 4 B of the French tax code, the
foll owing persons are deamed to be residents of Francefor tax purpases :

- any personwho hes his or her home or main abode in France or

- any person who caries on a professonal adivity in France, whether as an
employee or nat, uriess he or she proves that this adivity is caried on
therein incidentally; or

- any personwhaose ceantre of ecnamic interest liesin France

State employees who perform their duties, or are representatives in aforeign State
and who are not subjed therein to a persona tax on their overal income ae
deamed to have their residencefor tax purposes in France

Tax isassessd at the level of the "tax househadld”, i.e. the family entity consisting
of asingle person,two partners having concluded a solidarity civil pad or spouses
- regardless of their marriage settlement - and their children or other dependants.
In ather words, the assesament basis is generaly the total income of the different
members of atax household.

2-TAX TREATMENT OF RESIDENTS OF FRANCE

Regardless of their nationdlity, persons resident for tax purposes in France ae
taxed ontheir worldwide income.
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3- TAX TREATMENT OF NON RESIDENTS OF FRANCE

Regardlessof their nationality, persons nat resident in France ae taxed in France
on their income from French sources only. In acordance with the provisions of
Article 164 B of the French tax code, the following categories alone ae
considered as income from French sources:

-income from immovable property situated in France or from rights
conreded with such property ;

- income from French movable property and any other stocks and shares
invested in France;

- income from concerns (exploitations) situated in France;

- income from professona adivities, whether employment or naot, caried
onin Franceor from for-profit transadions caried ou in France

- cgpital gains on the transfer, for valuable consideration, d property or
rights of any kind and profits derived from transadions, in perticular those
caried ou by property deders when such profits are conreded with
businesses (fonds de commerce) operated in France & well asimmovable
property situated in France immovable property rights conreded
therewith o shares in urlisted companies whose a%ts mainly consist of
such property andrights;;

- cgpital gains on the transfer of corporate rights resulting from the transfer
of rights pertaining to companies having their head dfficesin France

-amouns, including saaries, in consideration d artistic or athletic
performances supgied or used in France

The following elements are dso considered income from French sources, for the
purpases of Article 164 B mentioned above, where the payer of such income has
his or her domicile for tax purposesin Franceor is establi shed therein :

- pensions and annuities;

- fees recaved by inventors or as copyrights as well as any income derived
from patent and simil ar rights;;

- amounts paid in consideration d any services provided or used in France
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For the purpases of Article 164 C of the French tax code, the income tax paid by
nonresidents of Franceis asessed onanational income (revenu forfaitaire) equal
to threetimes the red rental value of home(s) avail able to them in France when
their income from French sources is less than the notional assesament basis (to
make the comparison, this income includes income subjed to awithhdding tax or
alevy). However, the notional assessment does not apply, during the yea in which
the residencefor tax purposesis transferred ouside France and the next two yeas,
to taxpayers of French nationality who can prove that such transfer is justified by
professonal requirements and that their domicile for tax purposes was
continuowsly established in France during the four yeas precealing the yea of
transfer.

Moreover, the national assessment does not apply to:

- persons of French or foreign netiondlity resident in a State or territory
which has sgned a mnwvention with France for the asoidance of doulde
taxation, even if such convention daes not contain any provision in this

resped;

- persons of French nationality, when they can prove that they are subjed, in
the courtry or territory where they have their residencefor tax purposes, to
persond taxation, ontheir total income, which is at least equal to two-
thirds of the tax they would have had to bea in France on the same
asesgnent basis;

- nationals of courtries which have signed a redprocd agreement with
France and satisfy the cndtionlaid ou in the foregoing subperagraph.

Taxpayers domiciled ouside France who receve income from French sources or
have available to them one or more homes in France must normally file atax
return.

B/ EXEMPT PERSONS

Exemptions are based on socia grounds. For instance, taxpayers whose income
after deducting professona expenses does not exceal € 7 380 are exempt from
income tax. For taxpayers of over 65, the limit is st a € 8 060 (these amounts
apply to income derived in 2002* they are upcdeted annually).

However, diplomats and consular officers of foreign nationality are exempt from
income tax with resped to their official remuneration and their income from
foreign sources under the Conventions of Vienna on Diplomatic and Consular
Relations of 1961and 1963.

* These anounts are increased ead yea in the same propartion as the upper limit of the first
bradet of the individual income tax (Article 5.2° bis of the French tax code).
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Il -RULES GOVERNING TAXATION OF INCOME
RECEIVED BY INDIVIDUALS

A/ PERSONSDOMICILED IN FRANCE

1- BUSINESS RROFITS

The cdegory of business profits includes profits from industrial or commercial
adivities or crafts (artisana), bu also includes certain adivities taxed in that
caegory by law (e.g. profits made by property deders or by lesors of non
professonal furnished premises).

The rules used to determine the assessnent basis are normally identicd to those
applicable to corporation tax. However, the principle of territoriaity, as applied to
corporationtax, does not apply to profits of enterprises subjed to income tax.

The taxable profit is based onthe acounting profit. Thus, it corresponds to the
eanings derived from al transadions caried ou by the enterprise, subed to
other treaments provided for by tax laws.

However, small enterprises are entitled to a simplified tax treament, enabling
them to relieve their acourting requirements; normally, very small enterprises are
taxed ona national profit equal to a percentage of their turnover (28 % for sales
and 48% for service supdies) unless they opt for an adua asssgnent basis
taxation.

2 - PROFESSONAL PROFITS

In addition to the profits of the liberal professons and dfices whose holders have
not the caadty of traders, professonal profits include profits from all
occupations, for-profit concerns and sources of profits not falling under any other
caegory of income or profit (e.g. regular stock exchange trading, copyrights, fees
receved by inventors, etc.).

Taxpayers subjed to adual assesgnent basis taxation, knavn as the "dédaration
contréléé' (controlled return) the aanual income being over € 27 000 (excluding
VAT), are subjed to certain acourting requirements. They have to keep a ledger
itemising their professonal recepts and expenses. They need, in addition, to keegp
areaord of fixed assts and depreaation.
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Unlike business profits and pofits subjed to corporation tax, the taxable
professonal income (bénéfice non comnercial) is, namaly, equa to the
difference between the recepts effedively receved and the expenses (including
depredation) necessary to the carying out of the professon since they are paid
andjustified.

Besides, persons who are taxed on their professona profits under the naotional
asesgnent system cdled "micro professona profits’ (annual recepts < € 27000
excluding VAT) must only keg an acourting record o their recepts. The
taxable profit is then equal to 63% of the recepts.

3 - AGRICULTURAL PROFITS

This caegory normally includes al income from farming eaned by farmers,
tenants, shareaoppers and landowners. It aso includes profits from cattle
breading. The profits of small farms are taxed on a ©lledive national basis
(forfait coll edif).

4 - REAL PROPERTY INCOME

This caegory includes income from urban o rural red property, whether
improved or nat, situated in France or abroad.

However, income of this kind conreded with an industrial, commercial, small-
trading, agricultural or non-commercia adivity is included in the profits derived
from such adivity acording to its own rules.

Taxable red property income is equal to the difference between the amourt of
recepts and the total expenses relating to the property, some of which are
mandatorily asses®d on a notional basis. Taxpayers with low red property
income < € 15000 per yea enjoy a simplified taxation regime ("micro foncier")
The taxable red property income is determined after deducting a 40% relief
representing expenses.

They may also opt for determining their taxable red property income pursuant an
adual mode, identicd to the mode used by those who recave more than € 15 000.
Such income is then equal to the difference between the anourt of recepts and
the total expenses of the property some of which are statutorily determined
notionally.

Besides, the taxable anournt of red property income may be reduced by the
depredation d the aquisition cost of new renting houses, under certain
condtions.
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5 —WAGESAND SALARIES, PENSIONS AND ANNUITIES

This caegory includes, on the one hand, wages and salaries, allowances and
emoluments receved in consideration d an employment, including the
remuneration o the managers (Chairmen and Chief Exeautive Officers and
members of boards of diredors) of sociétés anorymes (SA) and the managing
diredors of sociétés a resporsibilité limitée (SARL), Members of the French
Parliament and Members of the European Parliament’'s salaries, and on the
beneficiaries option, the locd courcillors saaries and, on the other hand,
pensions, retirement benefits and annuties.

The net amourt of the taxable income in that category is determined by deducting
in particular from the gross amourt paid the mandatory socia contributions and
the expensesinherent to duty or employment when the enmployeeis working.

Barring exceptions, gross eaned income includes all sums and kenefits in kind
avallable to the taxpayer. Expenses incurred to aquire the eaned income ae
normally taken into acourt notiondly (a 10 % deduction cgpped to a cetain
amount raised eat yea (4)). However, taxpayers may opt for the deduction d
their adua professonal expenses. Pensions and annuties withou consideration
are digibleto aspedal 10 % relief cgpped to a cetain amoun, raised ead yea, at
the level of the househdd (5). Moreover, a 20 % relief aso cagpped (6) to a cetain
amount raised ead yea is applied to al eaned income, salaries pensions and
annuties withou consideration, cedared by ead member of the tax househald.

Life annuties with consideration are granted a notional relief the progressve rate
—from 30 % to 70% - of which is based onthe ae of the life annutant — from
lessthan 50yeasold to at least 70 yeas old-at the time the annuty starts.

6 - INCOME FROM TRANSFERABLE SECURITIES

This caegory covers the proceals from both variable-interest seauriti es and fixed-
interest seaurities. It includes, on the one hand, income from shares and similar
income and, onthe other hand, income from bond and aher corporate bonds,
income from debt-claims, depasits, guarantees, current acourts, Treasury bonds,
loan ndes. However, this caegory does not include income which is part of the
income of an industrial, commercial, small trading, agricultural or non
commercia enterprise.

(4) € 12 437 for 2002 income.
(5) € 3214 for 2002 income.
(6) €22 780 for 2002 income.
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The @sts and expenses pertaining to income from transferable seauriti es, except
those related to income from debt-claims, are deductible & their adual amourt
insofar as they are incurred to aqquire or maintain the taxable income. On the
other hand, expenses which have the nature of capital expenditure or use of
income, are not deductable. For example, interest on loans contraded to aayuire
transferable seaurities may naot be deducted from income derived from such
seauriti es.

For the record, individuals domiciled in France ae normally taxed on income
from transferable seaurities of French and foreign sources, urike individuals
whose domicil e for tax purposes is not situated in France who are taxed oy on
income from French sources.

6-1) Income from French transferable seaurities

6-1-1) Proceals from variable-interest seauriti es (dividends and comparable)

Thisincome is normally included in the income tax assesament basis and therefore
subjed to a progressve tax scae.

In order to avoid econamic doulde taxation, dvidends paid by French companies
entitle their beneficiaries residents of Franceto a dividend tax credit equal to 50%
of the net dividends receved by individuals ( if the redpient is a @mmpany, seeon
this point the developments mentioned abovein Il of Chapter 1 « Assssnent and
payment of tax » p11).

In pradice the taxpayer is taxed onthe receved dvidend to which a dividend tax
credit is added. The dividend tax credit is deducted from the tax cdculated onthis
income. Where the anourt of the dividend tax credit is higher than the income
payable by the taxpayer being an individual, the differenceis paid back to hm by
the State. That dividend tax credit takes the form of a cetificae.

6-1-2) Proceals from fixed-interest seauriti es (interest and comparable)

Thisincome is normally included in the income tax assesament basis and therefore
subjed to a progressve tax scae.

However, cetain types of income ae expresdy exempt, in particular for social
reasons (e.g. capitalised interest on the first savings book @ on popuiar savings
books).

Moreover, income from fixed-interest seaurities may not be subjed to progressve
taxation insofar as it is liable to a propationa national levy discharging income
tax liability, whether mandatorily (e.g.proceals receved by nonresidents) or
optiondly (e.g. interest from bonds and bank promisory notes). The option is
binding and must be exercised, even orly on a part of the income in question, at
the latest when the income is recaved. The levy is applied by the paying
establi shment when the income is receved. Its rates vary acwrding to the type of
investment, bu in generd it is equal to 15 % levy (withou socia levies at the
overal 10 % rate).
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6-1-2) Deduction

The impad of the gplicaion d the progressve tax scde to the income from
transferable seaurities is lessened by way of a deduction onthe taxable anourt of
certain proceals ( income from transferable seaurities isued in France, income of
shares or other rights in sociétés a resporsibilit é limitée (SARL), interest from
current acours).

This deduction amourtsto € 1.220 for a single person and € 2.440

for a mude subjed to income tax at the level of the tax household. For the
taxpayers whose taxable income exceals the highest bradet of the progressve tax
scde, this deduction which had been previously withdrawn, hes been restored for
the taxation d the income taxable a from 2002 bu capped to the half of the
amourts mentioned abowve. For the taxation d the income taxable & from 2003,
the deduction appliesin its entirity whatever the level of the taxableincomeis.

6-2) Income from foreign transferable seaurities

Income from transferable seaurities isaued ouside France and similar income ae
normally subjed to income tax when recaved by individuals resident in France
for tax purpases. Such income from foreign sources is included at net value in the
asesanent basis, i.e. after deduction d tax borne aroad, and nd entitli ng their
holder to atax credit.

7 - CAPITAL GAINS

Capital gains may be eaned by individuals managing their private assts or
related to the carying of abusinessadivity.

7-1) Treatment of capital gains earned by individuals

Taxation d capital gains eaned by individuals applies in particular to cepital
gains from red property, as well as cepital gains from the dienation d
transferable seaurities or corporate rights, for valuable wmnsideration.

Capital gains derived from atransfer of a property withou valuable mnsideration
are nat taxed as such. However, they are included in the assessment basis for
droits de mutation atitre gratuit or capital transfer duty (seeproperty tax).

7-1-1) Capital gains from red property

This tax applies to capital gains derived from the transfer of red property, rights
related to red property and corporate rights of unlisted companies whose a<ts
substantially consist of red property.

Capital gains are cdled short-term when made less than two yeas after the
aayuisition (whether for valuable mnsideration a nat) of red property. In al other
cases, they are cdled long-term. The assessnent basis is equal to the difference
between the price of transfer and the aquisition grice (or, in case of aauisition
for freg the value of the property at that date).
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However, methods for computing long-term capital gains alow for a significant
limitation d the assesgment basis. Currency erosion corredives are gplied to the
purchase price or to market value on aqquisition, as the cae may be. Moreover,
long-term capital gains qualify for a national relief of 5 % for every yea the
property is held after the secondyea, which means that they are tax exempt when
sold after having been held for at least 22 yeas.

Moreover, certain capital gains are expresdy exempt, such as those derived (under
cetain condtions) from the sale of the taxpayer's main hame (résidence
principale) or the first sale of a housing bulding (imneuble destiné a
I'haktation).

When taxable, capital gains are normally included in the assessment basis of the
income tax payable for the yea of transfer of red property.

Finally, long-term capital gains are taxed acording to a "five-yea qudient
system”, the gplicaion d which significantly limits the impad of tax
progressveness

7-1-2) Capital gains from transferable seauriti es or corporate rights

Capital gains derived from transferable seaurities and corporate rights by persons
domiciled in France for tax purposes are taxed at a 16 % propationa rate (not
including social levies a the overall 10 % rate) when the aanual amourt of
transfer of such seaurities exceedls a threshold of transfer fixed at € 7650 for 2002
and € 15.000 as from 1 January 2003 ly tax household.

Asfrom 1 January 2003,losses may be set off against the capital gains of a similar
nature eaned duing the same yea or during the ten foll owing yeas.

Since 1 January 2000, this regime gplies irrespedive of the nature of the
transferable seaurities and corporate rights aienated (shares of corporations
whether they are listed or nat, shares in partnerships and shares in UCITS) and
irrespedive of the interests of the dienator in the caital of the company the
seaurities of which are dienated, except however for the seaurities of companies
the as=ets of which consist mainly of immovable property which remain subjed to
the treament of gains from immovable property.

7-2) Treatment of professonal capital gains

Professonal capital gains are exceptiona profits made when fixed assts are
transferred by industrial, commercial, small trading, agricultural enterprises or
non-commercial enterprises.

A distinction is made between long-term capital gains (or losses) and short-term
cgpital gains (or losses). Short-term capital gains (or losses) are generaly included
in the asesgnent basis applied to taxable profit subjed to progressve individual
income tax, whereas net long-term capital gains are eititled a lower tax rate of
26 % (including socia levies).

The distinction between treament of long-term and short-term capital gains is
based onthe foll owing rules:
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- Capital gains (or losses) with resped to nondepredable assts are deaned
short-term when transferred within two yeas from being entered as assts.
In all other cases, cgpital gains are wnsidered long-term ;

- Capital gains (or losses) with resped to the transfer of depredable assts
are normally deamned to be short-term and therefore taxed under genera
law provisions, regardlessof the time during which such asts have been
held. However, if the asst has been held for over 2 yeas, the part of the
capital gains which exceals depredation is deamed to be long-term and
therefore taxed at the reduced rate of 26 %.

Lastly, it shodd be noted that capital gains made by small enterprises are tax-

exempt where the professonal adivity has been caried onfor over 5 yeas and
that the turnover does not exceal certain threshalds.

B/ PERSONS NOT DOMICILED IN FRANCE

Normally, such persons must report ead yea their total income when they receve
income from French sources or have available to them one or more homes in
France The rules applicable to income receved by persons domiciled in France
normally apply also to income receved by persons not domicil ed therein.

However, spedal tax rules have been implemented.

Certain types of income from French sources receved by persons not domiciled in
France ae subjed to a withhdding tax. In certain cases, such withhdding taxes
may be alevy discharging income tax liability, thus avoiding progressve taxation
of the income @ncerned.

Some income is expresdy tax-exempt insofar asit is recaved by nonresidents.

1-INCOME SUBJECT TO WITHHOLDING TAXES

* Professonal profits (bénéfices noncommerciaux)

Profits derived from non-commercial adivities caried onin France by persons not
domiciled in France ae taxed acording to the rules laid dowvn for profits of the
same kind receved by persons domiciled in France

However, noncommercial or similar income paid to persons (or companies)
withou a permanent businessfadlity in Franceis subjed to a withhdding tax of
331/3 %.

Generaly, this rate dso applies to remuneration paid for services of any kind
adually supdied or used within France

However, a 15 % rate is applied to amourts, including wages, paid for artistic or
athletic performancesin France
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The withhdding on certain types of non-employment income is credited against
the income tax (or corporation tax) payable by the beneficiary with resped to
income from French sources. The withhdding is not refundable.

* Wages, salaries, pensions and annuiti es

When paid to persons not domiciled in France, salaries, pensions and annuties are
subjed to awithhdding tax computed as foll ows:

- Annual income under € 10.007 is not subject to withholding;

- Income between € 10.007 and € 29 034 is subject to a 15 % withhdding
tax;

- Abowve € 29.034 the rate is 25 %.

These anounts, applicable to income recaved in 2003,are revised eat yea, as
the limits of the income bradkets of the progressve tax scde.

Such withhdding is normally set off against final tax chargeable.

Thus, withhdding on wages, salaries, pensions and life aanuties discharges
income tax liability for the taxable fradion (taxed at 15 %) which dces not exceel
€ 29034 for 2003.However, this measure is gedfic for French nationals who do
nat have their domicile for tax purposes in France as well as nationals of
courtries having signed with France a onvention which includes a non
discrimination clause. This fradion is not taken into acourt for the computation
of income tax and the @rrespondng withhdding canna be set off.

However, the foregoing provisions do nd restrict the taxpayer's obligationto file a
return to the surplus alone : all salaries, pensions or annuities from French sources
availlable to him during the yea of taxation, as well as the total amourt of the
withhdding tax on such income, must be reported onthe aanual tax return.

2-INCOME FROM FRENCH SOURCES 3JBJECT TO LEVIES
DISCHARGING INCOME TAX LIABILITY

* |nvestment income

. Procedals from variable-interest seaurities

Dividends and similar income distributed by French companies to individuals not
residents of France ae subjed to a 25 % levy discharging income tax liability.

. Procedals from fixed-interest seaurities

Such income is aubjed most of the time to a 15 % levy discharging income tax
liability (the rate varies acording to the date of isaue of the debt-note or the date
of payment of income and sometimes of the life of the financia instrument and
whether subscription was registered by name or nat).
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However, individuals and body corporates, who cerive interest on bond issued
since 1st October 1984 are not subjed to withhdding tax in France provided that
they prove that, for tax purposes, their domicile or their heal dffice is stuated
outside France

* Capital gainsfrom red property

Capital gains derived in France by taxpayers having their domicile for tax
purpases outside France from the sale of red property, whether improved o nat,
immovable property rights, stocks or shares in urlisted property companies the
assets of which consist mainly of red property, are subjed to a 33 13 % levy
discharging income tax li abilit y.

This rule dso applies to corporate bodes or organizations, regardless of their
form, having their head dffice outside France

* Profits from red property

Certain profits from red property made by individuals domiciled ouside France
are subjed to a50 % levy discharging income tax li ability.

These ae:
- profits made by property deders;

- profits made by persons on transfer of red property they have built or have
them built and d the red property rights pertaining thereto;

- profits made by persons who sell land dvided in plots intended to be
developed.

* Capital gains from fransfer of corporate rights derived from substantial interests

Like persons domiciled in France for tax purposes, individuals not domiciled in
France and corporate bodes having their head dffice outside France ae taxed in
resped of capital gains from the transfer of al or part of corporate rights held in
companies liable to corporation tax if such rights have represented over 25 % of
corporate profits at any time during the last five yeas.

The 16 % levy fully discharges income tax payable by persons not domiciled in
Francein resped of such capital gains.

3-TAX-EXEMPTION OF CERTAIN CATEGORIES OF INCOME
FROM FRENCH SOURCES RECEIVED BY PERSONS NOT
DOMICILED IN FRANCE

Net cgpital gains derived from transferable seaurities, whether diredly or through
an interposed person, by persons not domiciled in France for tax purposes are
exempt from income tax if not derived from substantial interests (see 2. abowe).
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This provision, which dces not apply to persons domiciled in France, also applies
to corporate bodes the head dfficeof which islocaed ouside France

Moreover, interest from deposits, whether in foreign currencies or French Francs,
made by nonresidents in banks established in France @ well as on interest from
most bonds subscribed by nonresidents are exempt (see2. abowe).

|V - DETERMINATION OF OVERALL INCOME

Normally, taxable income is obtained by adding all the different caegories of net
income avail able to atax household during the yea of taxation.

* *

The taxableincomeis an overal i ncome

This means that it includes al net income receved by the members of a tax
household in resped of one or more income cadegories.

Similarly losses in cetain income cdegories are normally set off against other
types of income and the overall lossmay be caried forward to the overall income
of the following five yeas. There ae some exceptions to this principle.

For example, agricultural losses canna be set off where other income exceels
€ 53360.In that case, they can only be caried forward to the aricultura profits
of the five following yeas. Red property losses cannd be set off against overall
income except for the fradion resulti ng from expenses other than loan interest and
upto alimit of € 10 700. The portion over € 10 700 or which is from loan interest
can be set off against the red property income of the ten following yeas.
However, the following types of losses may be set off withou limitation against
income : red property losses caused by major repairs made by certain bare owners
(nu-propriétaires), losses incurred in resped of historic buildings and losses
resulting from certain expenses incurred as part of property restoration operations
caried onin proteded sedors as well as losses related to redevelopment of
buildings stuated in urban freezones.

Similarly, losses from the carying on d nonprofessona adivities treded as
business or professonal profits for tax purposes dal nat be set off against the
overal net income but against the profits alone from adivities of the same kind
caried on undr the same mndtions, and made during the five foll owing yeas.

Under the same mndtions as taxpayers domiciled in France taxpayers not
domiciled in France may set off losses of the same origin against profits or income
from French sources, provided that such losses are from French sources. This
passhility is not avail able to taxpayers domiciled ouside France whose taxable
income is nationally based on 3times the adua rental value of their home(s) in
France



27.-

Taxableincomeis an available aanual income

A tax househadd is normally taxed onincome derived, and made avail able, during
the yea (or during the acourting period if derived from a nonemployment
professond adivity).

However, exceptional or deferred income may under certain condtions be taxed
acording to the income splitti ng system ("qudient”), thus all eviating the impad
of progressve taxation.

Taxableincomeis anet income

For econamic or social reasons, certain personal expenses of the tax househadld are
treded for tax purposes either as expenses which may be deducted from overall
income or as tax reductions in the form of a percentage of an upper limit of the
expenditure.

Among expenses taken into acourt at the overall income level, aimonies-under a
court dedsion a as a mandatory alimony-may be deducted (normaly the adual
amount). Other expenses, exhaustively listed, may be deducted upto an amount
most often cgpped.

Moreover, no expenses relating to oweral income ae deducted from the taxable
income of taxpayers not domiciled in France

Furthermore, such taxpayers are not entitled to tax reductions or tax credits which
may be granted to taxpayers domiciled in France

V - COMPUTATION OF TAX

The authorities compute income tax on the basis of the anourts dedared by the
taxpayer who must file atax return reporting total income receved the previous
yea by the tax househadld.

Moreover, beneficiaries of income derived from professonal adivities (business
profits, professona profits, agricultural profits), income from transferable
seaurities and income from red property, and persons having derived cegpital gains
from red property, must append spedal returns to the overal return. The
computation d income tax takes into acourt the taxpayer's persona situation.

Such persondlization d tax is particularly expressed in the use of the "qudient
familial" tedhnique (income splitting system) on the one hand and in the
attribution d tax reductions or tax credits to taxpayers in resped of some of their
personal expenses onthe other hand.
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Income splitti ng system (technique du qudient famili al)

It is used to take into consideration the dependants and to lessen the impad of tax
progressveness acordingly by applying the progressve rate to pertial income :
taxable income per part.

The method consists in dviding the taxable income of the tax househdd in a
number of equal parts (e.g. ore part for a single person, two perts for a married
coupe, an additional half part for ead of the first two dependent children and an
additional part for ead dependent child theredter).

Next, the progressve tax scde is applied to the taxable income per part (split
income) thus obtained. The scde, correspondng to ore part, isthe following :

Portion d taxable income (one part) Rate (%)

UPTOE 4 10T oo e e e e e e e 0

FroMeE 4 191 t0 €8 242 ooiiiniiiiiiiei et e e 7.05
From€ 8 24210 € 14506 ..o 19.74
Frome€ 14 506 t0 €23 489 ....iivviiiniiiiii e eee e eee e 29.14
From€ 23 489 t0 €38 218 ..ovivviiiniiiiiieeeeee e eee e 38.54
Frome€38218 t0 €47 131 cooviiuriiiiiii i 43.94
L0 Y I g 1 49.58

Lastly, this partia tax is multiplied by the number of parts for determining the
payable grosstax.

However, a an equal number of dependants, the tax benefit obtained by
applicaion d the income splitting system increases with the amourt of taxable
income. Accordingly, this benefit is cgpped and the income splitting system no
longer applies when the benefit exceals, for the income receved in 2002,€ 2 051
per half share dter thefirst 2 (asin the cae of a married couge with ore or more
dependent chil dren).

Computation d net tax

After determining gross tax, any tax reductions and tax credits for which the
taxpayer may be digible ae granted, where gpropriate.

Tax reductions are amed at certain personal expenses paid by the taxpayer whom
the lawmaker wishes to suppat, particularly for socia or econamic reasons. The
granted reduction corresponds to a given percentage of the expense, upto a limit.
The tax benefit from the reduction d tax remains thus independent from the
amount of income of the taxpayer concerned.
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Currently, the Genera Tax Code lists 10 tax reductions for the 2002 income,
concerning for instance e&penses for investment work in the man hame,
doretions to charities, the wsts of child-minding, costs of domestic work,
subscription to the caital of unlisted companies, cost for buying or renting
“clean” cars.

Deductible tax credits correspond p@rticularly to dvidend tax credits (avoirs
fiscaux) pertaining to dvidends distributed by French companies. They may aso
concern withhdding taxes on income from movable property from courtries
having signed a tax convention with France which provides under cetain
condtions and within certain limits for the aediting of tax paid abroad in resped
of such income.

Lastly, as an incentive to go badk to work or maintain in work, individuals
domiciled in France for tax purposes may benefit, under certain requirements, the
bonuws for employment (prime pour I’emploi). This bonus is allowed against the
amount of income tax assessed after having deducted, as the cae may be, the tax
credits mentioned above. Where the anourt of the bonus is higher than the
income tax payable, the excesspart which can nd be set off against the income
tax isrefunded, as the cae may be, by the State to the individual.

Severa months after the taxpayer has filed his return, a bill of net tax in the form
of atax natice (avis d'imposition) is sent to him or her, indicating a so the date of
recovery procealings (date de mise en recouvrement). Normally, tax is paid in the
form of two instalments followed by payment of the balance Taxpayers may opt
for monthly payment of tax. Payment is made in the form of monthly orders (equal
to ore-tenth of the tax paid the previous yea) from January to October, and the
balance, if any, is paid duing the last month or two.

In addition to income tax, income receved by persons domiciled in France is
subjed to the complementary levies enaded in the last several yeas in order to
complement the financing of the socia seaurity system.
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CHAPTER 3

SOCIAL LEVIES

Since its inception in 1945,the socia seaurity system has been financed mostly
from contributions levied oneaned income.

So far, France has differed from some of its European partners which fund social
expenditure by taxation.

However, in order to address the problem of financing socia seaurity, the
spedrum of its revenues has been enlarged by enading supdementary levies in
the form of taxes, among which the contribution sociale généralisée (CSG,
widespread social seaurity contribution) isthe main example.

Similarly, ordinance of 24 January 1996 onthe reimbursement of social debt
introduced a temporary contribution for the reimbursement of the socia seaurity
debt at a0.5% rate.

Finaly, for acourting periods ending as of 1 January 2000, prsons liable to
corporation tax are subjed to a socia contribution equal to 3.3% of the
corporation tax computed on their profits taxable & the rates of 33.13 % and
19%. Such contribution is intended to feed the financing fund d the reform of
employers' socia seaurity contributions.

| - WIDESPREAD SOCIAL SECURITY CONTRIBUTION (CSG)

Introduwced by the finance ad¢ for 1991, this levy applies only to individuals
domiciled for tax purposes in France and, concerning more particularly eaned
income and substitution income, in al cases, aslong as he or she @ntributes to a
French statutory State hedth scheme (ordinancen® 2001377 d 2 May 2001)).

Initially set at 1.1 %, the rate of thistax levy wasraised to 2.4% on 1July 1993.

From 1 January 1997 the rate of the CSG was raised to 3.4%, the additional point
being deductible from the tax base subjed to the progressve income tax.
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In order to ensure the balance anong the social seaurity schemes and a fairer
contribution d all income to the financing of the welfare and to strike abalance
between the taxation d investment income and the taxation o earned income, the
rate of the CSG was raised by 4.1 pants as of 1 January 1997for property income
colleded by individual assssnent and as of 1 January 1998 for investment
income which is subjed to the levy discharging from individual income tax
liability or is exempt from income tax. Correlatively, this increase went with a
deaease in the national hedth contributions (4.75 pants with resped to wages
and salaries, 5.5 ponts onthe fradion d income not over the social seaurity upper
limit and 3.7 ponts on the fradion ketween ore and five times this upper limit).
Just like the increase of the CSG rate introduced on 1 January 1997, the last
increase is deductible from the income tax assessment basis for income subjed to
the progressve scde.

Like the socia seaurity debt levy referred to above, the CSG has al the legal
charaderistics of atax, despite the fad that its revenue is not appropriated to the
State budget but to social seaurity or, more predsely, child benefit fund (Caisse
Nationde d'All ocations Famili ales), old-age solidarity fund (Fonds de Sdidarité
Vieillese) and the mandatory national hedth schemes. In fad, unlike socia
seaurity contributions whaose payers are entitled to benefits, the CSG is charged
withou dired return, like any tax.

The CSG is levied ona broad assessnent basis, as it isnormally levied oneaned
income and substitute income, property income, and investment income which is
subjed to the levy discharging from individual income tax liability or which is
exempt from income tax.

The CSG consists adually of three separate @ntributions (separate assessnent
bases and coll edion procedures).

* CSG on eaned income and substitute income

As regards employment income and similar income, the asesanent basis consists
of gross wages and fringe benefits in cash o in kind. This asesanent basis is
reduced by 5% for professonal expenses. In this case, the CSG is levied at source
at a7.5% rate. It is deducted by the employer, who pays it badk to organisations
resporsible for colleding socia seaurity contributions.

CSG applies dso at the rate of 7.5% to professonal nonemployment income and
ispaid quarterly as an interim payment.

Substitute income (pensions, unemployment or ealy retirement benefits, national
hedth seaurity daily all owances paid for sickness maternity and industrial injury)
isnormally subjed to the CSG.

The taxation rate is 6.2 % in general. However, redpients of substitute income ae
exempt from the CSG where income does not exceal cetain amounts which
entitle to exemption from locd taxes. Thase who do na satisfy such condtion bu
whaose annuel amourt of income tax does not exceal € 61 are liable to a CSG
reduced rate of 3.8 %.
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As to substitute income, urlike eaned income, the increase of the CSG applied
since 1 January 1998is limited to 2.8 pants with, as a crollary, a deaease of
2.8 paints of the hedth insurance @ntribution.

* CSG on poperty income

This 7.5 % contribution is based on the net amount of the following types of
income::

- red property income;
- life annutiesfor valuable consideration;

-income from transferable seaurities other than that subjed to a levy
discharging income tax liabilit y;

- cgpital gains from the transfer of red property and d shares in uristed
companies whose asets consist mainly of red property;

- cgpital gains and profits subjed to incometax at apropationa rate ;

- income from rental of furnished premises derived from a non-professonal
adivity ;

- noncommercial income not subjed to CSG in resped of eaned income;
- any other income not expresdy named ;

- and lastly, any other income the taxation o which is attributed to France
by an international convention.

CSG levied onsuch incomeis colleded by individual assessment and is based and
audited acarding to the same rules as income tax.

* CSG on fixed-interest seaurities sibjed to the levy discharging income tax
liahility or exempt from income tax

Like the foregoing income, income from fixed-interest seaurities, even exempt
from income tax, is subjed to a 7.5% levy barring exceptions concerning tax-
exempt income such as : CODEM, livret jeune, livret A, livret d’ épargne
popuaire.

Thislevy iswithheld, at the same time &s the levy discharging income tax liability,
( or, whether the income is tax-exempt, at the time the income is paid ) by the
payer or intermediary that pays the income mncerned and that must pay badk such
amourtsto the State.

The increase which occurred in 1998is nat deductible concerning income and
cgpital gainstaxed at a propational rate or subjed to the levy discharging income
tax liability.

In 2002 the revenue from CSG amourted to € 63.1 billion. In 2003 it is expected
to read € 65.4 billion.
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Il - CONTRIBUTION FOR THE REIMBURSEMENT OF THE
SOCIAL DEBT (CRDS)

Ordinance of 24 January 1996 onthe reimbursement of the social debt set up a
fundaimed at amortizing the social debt, its main sources being the proceeds from
severa contributions earmarked for the reimbursement of such debt and conreded
mainly, like the CSG, with eaned and substitute income, property income and
proceals from fixed-interest investment income which is subjed to the levy
discharging income tax liability or which is exempt from income tax.

Initially introduced for a period d 13 yeas garting from 1996, the duration was
raised to 18yeas by the social seaurity financing ad for 1998.

Its territorial scopeis in line with the scope of the CSG. It is paid by individuals
domiciled in France for tax purposes and, concerning more particularly eaned
income and substitution income, in al cases, aslong as he or she @ntributes to a
French statutory State hedth scheme (ordinancen® 2001377 d 2 May 2001).

ltsrateis 0.5%.

Its asssanent basis is broader than the one the CSG. Some items of income
exempted from the CSG such as family benefits or housing all owances are subjed
to the contribution for the rembursement of the social debt.

Its colledion methods are identicd to those of the CSG, except for the
contribution conneded with eaned and substitute income from foreign sources
colleded individually like the social debt contribution levied on poperty income.

It is not deductible from the income tax assessnent basis.

In 2002 ,the revenue from CRDS amourted to € 4.7 billion. In 2003 it is expected
to read € 4.8 billion.

I -2% SOCIAL LE VY

The socia seaurity financing ad for 1998 introduced a 2 % levy to which are
liable individuals domiciled for tax purposes in France on property income taxed
by individual asessnent and poceals from fixed-interest investment income
which is subjed to the levy discharging income tax liability or which is exempt
from income tax.

Its assesanent basis and colledion method are in line with those of the CSG
relating to the same income (seel abowve).

It is not deductible from the income tax assessment basis.
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No colledion is made on property income or eaned and substitute income from
foreign sources giving rise to individual assessment, where the total contributions
relating thereto (CSG, CRDS and the 2% social levy) are lessthan € 61.

|V —SOCIAL CONTRIBUTION ON PROFITS (CSB)

For acouning periods ending on a after 1 January 2000, @rsons liable to
corporation tax are subjed to a cntribution equal to 3.3% of the crporation tax
computed onthe taxable profits at the rates 33.33%, 25% and 19%.

It is based onthe anount of corporation tax of the acounting period, lessa relief
of € 763 000.

Persons liable to corporation tax with a tax-freeturnover of lessthan € 7 630 000
are exempt. To be exempt, companies must have awhdly paid up cepital held
continuowsly, for at least 75 %, by individuals or by one cmpany or more with a
turnover of lessthan € 7 630 000 and directly held for at least 75 % by individuals.

The CSB is colleded like corporation tax and undy the same guarantees and
sanctions. It must be paid sportaneously at the latest at the date of the payment of
the balance of the crporation tax. There ae four instalments to be made & the
same time & the four instalments of corporation tax before the payment of the
balance

The CSB is nat a deductible expense for determining the rporation tax basis. It
feeds the financing of the employers’ socia seaurity contributions.

In 2002 ,the revenue from CSB amourted to € 900 million. In 2003 it is expected
toread € 870 million.
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CHAPTER 4

PAYROLL T AXESAND
PARTICIPATIONS

Payroll taxes include mainly wage tax, apprenticeship tax, employers contribution
to development of vocaional training and to construction eff ort.

Within the limited context of this brochure, only wage tax will be examined.

While this is not an income tax but a levy on the means of production o
enterprises subjed to this tax, wage tax is however handed within the mntext of
income taxes. The structure of thistax is closer to the structure gplying to income
taxes than to taxes on consumption a on assts.

Wage tax concerns al employers established in France and French Oversess
Départements who are nat liable to VAT or who were nat liable to VAT the
previous yea on at least 90 % of their turnover.

This tax is mainly paid by banks and insurance mmpanies, the medicd sedor,
associations and aher non-profit organisations.

Nevertheless in arder to mitigate burden and formaliti es weighing on “micro-
enterprises’, liable persons are exempt from payroll tax when their annual
turnover or recapts do nd exceal € 76 300 in the case of sales or € 27 000 in the
case of servicesuppies (see2nd part, chapter I, I).

The wage tax is assesed on the total gross amournt of paid remuneration dus
benefits in kind, as determined for the mputation d sociad seaurity
contributions.

However, the tax assessment basis is reduced for employers partialy liable to
VAT. Such reduction takes the form of a percentage gplied to the assessnent
basis, correspondng to the part of the turnover subjed to VAT.

Wage tax is an annual tax determined by applying a progressve band scde to the
amount of remuneration paid to eah employee The scde for remuneration
receved in 2003is as follows:

- 4.28% onthe part of individual wage below € 6 675 ;
- 8.50% onthe part of individual wage from € 6 675 to € 13 337 ;
- 13.6% onthe part of individual wage over € 13 337.

Employers whose anual tax is lessthan € 840 are eligible for an exemption
(franchise), or for a margina relief (déwmte) if their annual tax is between € 840
and€ 1 680.
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Non-profit associations are digible for an annual tax relief equal to € 5 273 in
2003(€ 5 185 in 2002).

This tax is paid sportaneously by liable persons on a monthly or quarterly basis.
Moreover, in January of the following yea, an annual summary return must be
filed to regularize the tax chargeale. Taxpayers whose anourt of payroll tax does
not exceal the anourt of the exemption (€ 840) or the non-profit relief (€ 5 185 in
2002and € 5 273 in 2003) are however exempted from any filing requirement.

Wage tax may be deducted from the assessment basis applying to profits, income
tax or corporation tax.

The revenue expeded from this tax for 2003 is € 8.6 billion ; in 2002, it was
€ 8.35hilli on.
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PART TWO

TAXES ON EXPENDITURE

Taxes on expenditure ae levied on consumption and investments made by
households and enterprises.

Traditionaly, tax on expenditure crresponds to indired duties on consumption
and to customs duties.

The introduction d VAT and its widespread use have significantly reduced the
scope and therefore the revenue from such indired duties, even if one of them,
domestic tax on minera oil products, yields sgnificant revenue.
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CHAPTER 1

VALUE-ADDED TAX

In order to crede asingle market between the Member States of the European
Union, the representatives of these States have enaded since 1967 several VAT
diredives which the Member States must transpose into damestic law. The rules
on scope, taxation hesis, tax payability, territoriality of goods deliveries and
service suppies, and filing requirements are partially harmonized. States may
apply transitional provisions with resped to rates, exemptions and deduction
entitlement, the rules of which are being harmonized.

| - STANDARD REGIME

A/ VAT CHARACTERISTICS

1-VATISA TERRITORIAL TAX

VAT isageneral consumption tax which is charged onall goods delivered and all
services provided in France

The territory within which VAT appliesincludes : continental France, Corsica, the
Principality of Monaa, the territorial waters, the continental shelf, the overseas
départements of Guadeloupe, Martinique and Réunion. The latter, howvever, are
considered for metropditan France & exportation jurisdictions, just as third
courtiesare. VAT isonly temporarily nat applied in French Guyana.

The delivery place of tangibles is deemed to be situated in France when the
tangibles are situated in France

- a the time of the shipping or transport - by the seller or buyer or on behalf
either - to the buyer,

- during the assembly or install ation by the seller or on his behalf,

- a the time of the avail ability to the buyer, in the a&sence of shipping or
transport,



39.-

- a the time of the departure of a transport, the arival placeof which is
situated within the jurisdiction d another Member State of the European
Community, in case where the delivery, during such transport, is made on
board an aircraft or train.

The placeof service supgy is deemed to be situated in France when the suppier
has in France the heal dffice of his adivity or a permanent establi shment from
which the service is provided, a, failing that, his domicile or usua residence
However, there ae exceptions which take into consideration the nature of service
provided, the placewhere it is provided or used, the placewhere the provider or
taker is establi shed, and whether the latter isliableto VAT or nat.

Foreign trade transadions (exportation d tangible goods and similar deliveries,
suppdy of services linked with international traffic of goods and transadions
conreded with ships and aircraft, intra-EC deliveries and similar operations) are
generally VAT exempt under cetain condtions. However, liable persons who
cary out such transadions are entitled to deduct the VAT which they have borne
with resped to the purchase of the goods and services invaved in such
transadions.

Importations and intra-EC aaquisitions as well as smilar operations are normally
taxed in France & long asthe placeof the operationis stuated therein.

2-VATISA REAL TAX

- Liability to VAT is determined by the type of transadions or products concerned,
regardiessof the personal situation d the liable person a his customer.

Thus, it islevied on dliveries of goods and suppy of services:
. arising under an ecnamic adivity (regardlessof the type) ;
. caried onfor valuable cmnsideration;

.caried on ly liable persons, i.e. persons independently carying on
transadions falli ng within the scope of VAT.

- Activities carried on ly statutory bodes (personnes morales de droit pubic) - as
pubic authorities - are outside the scope of VAT, except where the nontliability
leads to competition dstortions;
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- There ae several exemptions, concerning in particular :
. teadtiing ;
. medicd and paramedicd adivities and hcpital care wsts;
. Charities;
. insurance and reinsurance a well as srvice suppies pertaining thereto ;

.some bank transadions (granting and regotiating credits, credit
management by credit grantors, negotiating and taking charge of
committments, guarantees and aher seaurities as well as credit
management by credit grantors, etc);

- A voluntary taxation is possble for some exempted adivities, as an ogion (bare
business buildings lessors, rural property lessors, some banking and financial
operations normally VAT exempt).

3- VAT ISAN INDIRECT TAX PAID IN FRACTIONS

VAT is finally borne by the end-user, since it is included in the sales price of
products or services. Eadh intermediary (manufadurer, tradesman, etc.) bill s his
customer for the tax provided for by law and pays it badk to his locd tax
colleding office, lessinput VAT paid upstrean to his own supgiers. In fad, VAT
is paid only on "added value', i.e. the value brought to the product or servicein
eat produwction a marketing stage, in such a way that the overall tax burden at
the end d the eonamic network by which goods or services readh the buyer,
regardlessof the length of the oy/cle, corresponds to the tax computed onthe final
sales priceto the consumer.

4 - VAT ISA PROPORTIONAL TAX

VAT is computed by applying a propationa VAT rate to the basis of the
transadion (VAT free, regardlessof its amourt.

B/ASESSMENT BASIS

Generally, the asessment basis corresponds to the total sums, values, goods or
services recaved o to be receved by the goods supdier or service provider from
the buyer, the taker or a third party, in return for delivered goods or provided
services, including grants linked dredly to the priceof such transadions.
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Thus, in addition to the agreed-upon pice the assessnent basis includes all taxes,
duties and levies of any kind, except VAT itself, and all i ncidental expenses. Such
expenses include, inter alia, transport, insurance, padaging, etc. On the other
hand, the taxable price does not include price reductions (cash discourts, rebates,
returns granted dredly to the dients), na amourts refunded to intermediaries
which incur the epenses on bkehalf of thelr principals insofar as such
intermediaries give an acournt thereof to their principals, enter such expenses in
their books and justify to the tax authorities the kind o such oulays or their
acarate anourt.

Concerning importations, the tax basis is represented by the value defined by
customs law in acordance with EC rules in force However, there must be
included in the tax basis, as is the cae in damestic law, duies, taxes, and levies,
excluding discourts and rebates and aher reductions. Are alded thereto ancill ary
expenses (commisson, padaging, transport and insurance @sts) to the
destination pant, as well as expenses arising from transport to ancther destination
point within the EC, if it is known at the time when the taxable esent occurs.

There is an exemption assesd onthe VAT basis which exempts from payment
when the turnover (excluding VAT) during the previous cdendar yea does not
excedl :

-€ 76 300 (excluding VAT) for deliveries, eating and drinking on the
premises or acammodation services; or

- € 27 000 (excluding VAT) for other services.

Spedad rules apply in the cae of adivities faling within the scope of the
caegories mentioned above. Thereisaso a€ 37400 (excluding VAT) exemption
for certain authors, artistes and lawyers.

However, those digible for the exemption may eled to waive this exemption and
opt for payment of VAT instead.

C/COMPUTATION OF THE AMOUNT OF VAT

To determine what he shall pay, the liable person deducts from the dchargeable
VAT payable on hs taxable turnover the VAT paid in resped of the purchase of
goods and services used to cary out the transadions subjed to VAT.

1- COMPUTATION OF GROSSVAT

The anourt of gross VAT is computed by multiplying the anourt of sales or
service supdy (excluding VAT) by the rate gplicable to the transadion
concerned.

- The gplicablerates are:

. the standard rate is %t at 19.6% as from 1% April 2000.This rate gpliesto
al transadions nat subjed expresdy to ancther rate ;
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. the reduced rate of 5.5 % for most food and agricultural products, certain
types of anima food, medicd drugs nat reimbursed by social seaurity,
books and, subjed to cetain requirements, certain services (mainly
acommodation supdy, meds uppy to company and haspital canteens,
pasenger transportation, cetain entertainments). Since 15 September
1999, the 5.5 % rate gplies aso to improvement, conwerting and
maintenance works for dwelling premises completed for more than two
yeas, except for the suppy of large equipment;

. the spedal rate of 2.1 % charged in particular on press pulications and
medicd drugs reimbursed by socia seaurity.

- speda rates are in force in Overseas Départements (Guadeloupe, Martinique,
Réunion) where VAT applies, aswell asin Corsica

2- SETTING OFFINPUT TAX

- Barring expressexceptions (e.g. certain restaurant and accommodation expenses,
passenger transportation expenses , etc.), VAT invoiced to the liable person by
his supfiersis deducted from grossVAT, for such acquired goods and services
(purchases, overheads and investments) used for carrying out transadions liable
to VAT or exempt from such tax but entitli ng to a deduction (operations within
foreign trade).

- The overall amount of VAT to be paid is determined by the liable person
himself:

- If the difference between grosstax and inpu tax is negative, the liable person
normally sets off the surplus against his future tax payments or may, under
certain condtions, request its refund.

- Concening liable persons established abroad, they may, under certan
condtions, oktain the refund d VAT charged on puchased or imported goods
and on services provided in France pursuant to the provisions of the eghth
Diredive of 6 Decanber 1979 (liable persons established in the EC) or the
thirteenth Diredive of 17 November 1986 (li able persons naot established in the
EC).

D/ REQUIREMENTS

VAT liability entail s the foll owing requirements :
. reporting the existence, identification a discontinuance of a business
. detail ed bookkeeping, suppated by any evidenceor by a speaal ledger ;

. delivering invoices beaing the VAT-freeprice the VAT rate and the anourt of
VAT andthe VAT identificaion number of the seller or service provider as well
as buyer’s or taker’ s concerning some intra-EC transadions;
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. filing turnover returns on a monthly or quarterly basis, depending on the anourt
of tax payable aanwally ;

. filing goods movements for certain intra-EC transadions for statisticd and tax
purposes ;

. Spontaneous payment to the tax coll eding office dong with the return spedfying
the turnover or acording to provisional payments.

Taxpayers eligible for the exemption assessed onthe VAT basis are granted fewer
requirements (annual turnover < € 76 300 with respect to delivery of goods, indoor
takings and acommodation services or < € 27 000 for other service supplies).
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Il -SPECIAL REGIME FOR IMM OVABLE PROPERTY
OPERATIONS

There ae dso numerous feda regimes which take into acount the spedal
methods of carying on certain adivities. Such is the cae of bank and financial
adivities, operations in conredion with investment gold, travel agencies. As an
example, hereisthe spedal regime for the production a supdy of buil dings.

A/ SCOPE

There shall be subjed to VAT the operations which contribute to the production
or supdy of immovable property, i.e. sde of, and contribution to, certain
developing land a similar property, self-suppy, sale of immovable property and
sale of interests or shares therein, the ownership of which ensures, de jure or de
fado, the dtribution d all or part of the immovable property either in ownership
or in enjoyment. These operations are liable to VAT even if they are avil
operations and irrespedive of the person carrying them onand d his positionwith
resped to dred taxes.

The term «immovable property » refers to property built on a heightened level or
on a basement, works incorporated to the ground, movables which canna be
detached withou being deteriorated o resulting in the deterioration d the
building itself.

Applying VAT on immovable property is condtional upon the fad that the
immovable property is stuated within the jurisdictions in which the metropditan
VAT laws apply, foreign companies carrying on construction ogerations in France
being subjea to VAT onimmovable property under the same @nditions as French
companies are.

When subjed to VAT, the foregoing operations bea the tax on the registration d
red property transadions at the reduced rate of 0.60%.

Shall be VAT exempt :

- certain transfers : contributions to, and sales of, developing land by locd
authorities to courcil houwsing entities, re-groupgng of land, bulding
leases, etc.

- certain self-supgies : constructions made by the State or locd authorities,
except if they are for atrading operation a allocated to socia housing to
be let, constructions of car parks caried ou on oubuildings of public

property, etc.



45.-
Moreover, since 22 October 1998,there shall be subjed to transfer duties only the
purchase, by individuals, of land to set up buldings for housing.

Finaly, self-supgies of improvement, converting or maintenance or partial
demoliti on works of housing or social homes to be let are mandatorily subjed to
VAT at the reduced rate of 5.5 %.

B/ TAX BASISAND RATES

In the cae of transfers of developed o undeveloped land, the tax basis is
represented either by the sale price the anourt of alowance or the vaue of
corporate rights remunerating the contribution, marked up ty the aded costs,
excluding VAT itself, or the red market value of the property if it is higher than
the value mentioned in the deed of sale or contribution, the authorities being
obliged to hring the proof of the inadequacy of prices given and evaluations
provided in deeds or tax returns.

In the cae of transfers of corporate rights entitli ng to the dtribution o immovable
property, VAT is payable on the gains derived by the transferor.

The tax basis of self-supdies of buildings is represented by the total cost price of
the buil ding (excluding VAT). This priceincludes all the dements constituting the
cost of the building, in particular the st of the land, the st of the studies, plans,
feesfor the achited and surveyor, the purchase price of materials, the wntradors
bill s, the financia costs incurred for the construction, etc.

Normally, the operations contributing to the production a supdy of immovable
property are taxed at the rate of 19.6%. However, certain operations are taxed at
the reduced rate of 5.5%. These ae sales of, and contributions to, developing land
and similar property granted to cetain persons (courcil houwsing bodes for
example), self-suppies of cetain socia houwsing to be let, sales or first
contributions of certain new social housing to be let.

C/DEDUCTION REGIME

Those who cary on operations liable to VAT on immovable property are,
concerning deductions, liable generally to the same regime & ordinary taxpayers.
They may therefore deduct VAT pertaining to the various elements of price of the
operations aubjed to such tax. Thus, barring exceptions, VAT pertaining to a
building islikely to be deducted only if such buldingis sibjed to anew operation
liable to VAT or if it is used by an enterprise for the purposes of its operations
which entitle to deduction.
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D/REQUIREMENTS RELATING TO VAT ON IMMOVABLE
PROPERTY

In a transfer, the VAT payer is the seller, the cntributor or the redpient of
alowance However, where the transfer or contribution is conreded with a
buil ding which was nat in the scope of VAT before such transfer or contribution
(land to develop a any comparable thereto), VAT is charged to the purchaser, the
company recaving the cntribution a the payer of the dlowance In oder to
exercise his rights to deduction, the seller or contributor has nevertheless the
option to take the position d aliable person.

With resped to self-suppy, VAT is charged to the @nstructor, i.e. in amost all
cases, to the owner of the building.

E/OPERATIONS CARRIED ON BY PROPERTY DEALERS AND
DEVELOPERS

There shall be considered as property deder he who, wsually, buys at his name, in
order to resell, a building, goodwill, shares or rights in immovable property
companies, or who, wsually, subscribesin order to resell, shares or rightsissued by
the same @mpanies, whether such operations charaderize or not the carying on
of atrue profesgon.

Where they contribute to the production a suppy of buildings, operations by
property deders or developers are subjed to VAT.

VAT charged to property deders and developers is paid on the gross profits,
where the sales are not within the scope of VAT on immovable property. The
profit is equal to the difference between, onthe one hand, the sales price marked
up by costs, or, if higher, the market value of the property sold, and, onthe other
hand, the purchase price represented by either the anounts which the transferor
has paid for the purchase, or the nominal value of shares or rights receved in
return of the contributionin kind.

Property deders and developers are subjed to the general requirements to which
those subjed to VAT comply with, as well as to speaa requirements (fili ng their
existence dedarations within ore month to their locd office or the locd office of
eat branch or agency thereof, kegoing a daily list of all the deeds related to the
business whether they are officia or private deedls).
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Finally, aqquisitions by property deders and developers may, under certain
condtions, be exempted from transfer duties, where they inform of their intention
to resell the aquired property within four yeas. When the resale occurs, they pay
VAT which is chargeable on the grossprofit. In case of absence of sale within the
legal time limit, the purchaser has to pay, except in case of absolute necessty, the
amount of tax the payment of which was deferred, and an additional 1 % plus
interest for late payment.

* *

The net revenue expeded from VAT in 2003is€ 111.72 billion (€ 107.5 billionin
2002.
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CHAPTER 2

INDIRECT TAXES
AND SIMILAR CHARGES
(EXCISE)

The European Diredive of 25 February 1992 and the three Diredives of
19 October 1992 lave partly harmonized indired taxes at Community level
(excise). This harmonization concens minera oils, alcohdic produces and
tobac® products. The new system was introduced into French law on st January
1993.

Other products remain subjed to national rules.

| - TAXATION OF SPIRITSAND ALCOHOLIC BEVERAGES

A/ TAX TREATMENT OF SPIRITSAND ALCOHOLIC BEVERAGES

Produces liable to indired duties on acohd are subjed to a mnsumption tax (in
particular brandies and liquas, aperitifs, unretural wines and, more generaly, all
alcohd-based preparations). Normally, taxation d beverages made of distill ed
alcohd are based ontariffs per hedolitre of pure dcohd and hkeverages made of
distill ed and fermented alcohd (intermediate products) are taxed acarding to the
finished producevolume.,

B/WINESAND CIDERS

The same tax treament applies to wines, ciders, perries and meals. They are
subjed to atransport duty applied to the volume of taxable produces.

C/ COMM ON PROVISIONS

Consumption and transport duties are cmmputed when the produces are retail ed.

Moreover, any person trading in alcohdic beverages, alcohd-based produces and
such beverages aswines and cidersis subjed to speda econamic rules.
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Il -DOMESTIC TAX ON MINERAL OIL PRODUCTS

Mineral oil products are subjed to the following spedfic indired taxes : the
domestic tax on mineral oil products (taxe intérieure sur les produts pétroliers,
TIPP computed on vdumes or bulks (in Francs per hedolitre, for instance) and
the Value Added Tax ( VAT). Moreover, the TIPPis included in the assessnent
basis of mineral oil products subjed to VAT.

TIPPis determined acording to the physicd charaderistics of taxed minera oil
products, and computed acarding to customs tariffs.

TIPP applies only within the territory of metropditan France ( continental France
and Corsica) and daes nat apply within the overseas départments et territoires.
Within the overseas départements, a spedal consumptiontax (TSC) is assessed on
petrol and desel.

TIPPis colleded by the Diredion ggnérale des douares et des droits indireds
(DGDDI, customs and indired duties diredorate) on mineral oil products retail ed
on the domestic market.

TIPPraised € 24.35 billion in 2002 and is expected to raise € 25.815 billion in
2003.

Il - TAX TREATMENT OF TOBACCOS

Tobacwms are subjed to a duty when marketed. The revenue amourted to
€ 7.8hillionin 2001.

Since 2001, all this duty is no longer eamarked to the State budget general but to
financing various cia expenditures.

IV - ENTERTAINMENT TAX

Colleaed for appropriation to the municipaliti es, entertainment tax is levied on
recepts from admisgons to sports medings except for some sport events, on
gambling clubs and howses and slot macdine fadliti esin pubic premises.
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V -DUTY ON PRECIOUSMETALS

The State guarantees the fineness of gold, silver and gatinum materials by
hallmarking them in consideration d a spedfic duty. The rate varies acording to
the nature and content of the predous metal used. The dhargeable event is the
marketing of the products concerned.

The revenue from such duty shoud amourt to € 30 million in 2003.

VI - GENERAL TAX ON POLLUTING ACTIVITIES

The general tax on pdl uting adivities (Taxe Générale sur les Activités Polluantes
or TGAP) was provided for in the 1999 finance a¢, by poding the five former
taxes and aher mandatory levies eamarked to the environment and energy-
mastering agency (ADEME). Its introduction aims at improving the incentive to
proted environment, by applying the principle of « pay as you pdlute ». The new
tax referred initialy to the dumping of garbage, the storage and elimination o
spedal industrial waste, ail consumption, atmospheric industrial pallution and the
noise generated by air traffic.

Pursuing an oljedive bath environmental (fight against palutions) and social
(feeding the fund for financing employers socia seaurity contributions), the
legislator dedded in 2000to extend the scope of the new tax to washing and
softening products, natural mineral grains, anti-parasite products for agricultural
use, and li sted fadliti es.

The taxation regime isinspired from the taxation methods applying to excise; it is
inserted in the French customs code in articles 266 sexes to terdedes.

The payer of this tax is the person who supgies for the first time dter the
domestic manufaduring or who provides the supdy on the internal market after
the purchase, importation a manufaduring in ancther Member State of the EC, or
who sell's these mnsumer products (washing detergents, natural mineral grains,
anti-parasite products for agricultural use).

The taxable event is the retailing on the domestic market, after domestic
manufaduring or importation. Rates vary acording to the basis of taxable
products.

Exemptions provided for as regards TGAP (exportation a dired shipping to
another Member State of the EC) have been enlarged by the aticle 24 d 2002
finance amendment ad to the recapt of material and garbage wnsidered as
“inert’as they are cdled ( that is to say garbage which dces not deca, bun o,
produce dimicd readion a which isnot biodegradable ).
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TGAP is dedared, chedked and colleded acording to the rules, guarantees and
penalti es provided for in thefield of customs.

Theyield expeded from this new tax in 2003shoud be € 529 million.
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PART THREE

PROPERTY TAXES

Property may be taxed when alienated, whether for valuable cnsideration
(transfer) or nat (gift, inheritance). In these caes, tax takes most often the form of
registration duy.

Moreover, property may be taxed because of the fad that it is held. In this case,
property is subjed to an annual tax asessed on its total value represented by
wedth tax (imp&t de solidarité sur la fortune, ISF) and red property tax with
resped only to the buil ding element.

This last-mentioned tax is examined in the chapter entitled "locd taxes'.

Lastly, cgpital gains derived from the dienation d property may be taxed. The tax
treament applicable to capital gainsis dedt with in the first part of this brochure
("Income tax").
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CHAPTER 1

REGISTRATION DUTIES

| - REGISTRATION FORMALITY

Traditionally, the registration formality consists in analysing a deed by a avil
servant who assesses and coll eds the duties provided for by law. Registration hes
atax purpose, bu the formality also has civil consequences: it gives the deed a
legal date ; in cetain cases, it determines the validity of lega deeds. For red
property transfers, it al ows the updating of red estate records.

Normally, the presentation d deeds to the formality is accompanied by the
payment of duties. However, in cetain cases, payment may be made in
instalments or deferred. Lastly, duties on transfers withou consideration (duties to
be paid when gift deals or dedarations of deceaed persons estates are filed) may
be paid in the form of art works handed ower to the State, subjed to ministerial

approval.

Such tax is normally colleded for appropriation to the State. However, duy on
sales of red property is colleded for appropriation to municipalities and
départements.

The asssament basis normally consists of the market value of the property at the
date of the deed o transfer, as mentioned in the dead o in the estimated
dedaration filled ou by the parties, and then audited by the aithorities. The
market value of property corresponds to its sales value, i.e. the price d which this
property may be sold or bought under market condtions.

Registration duies are fixed, propational or progressve, depending on the type of
dea o legal transadion subjed to the formality.

- Fixed duties are constant when applied to deads classfied in a given caegory or
not liable to propational or progressve duties. There ae several fixed duies:
duties on the dedsions of criminal courts (from € 22 to € 375), and duties on
private or commercial deeds (threefixed duies from € 15 to € 230 per deed,
including aduty of € 75 for unnamed deeds and deeds not specifically exempt or
having no fixed rates).

- Propartional duties represent a constant percentage of the value of assts covered
by legal deeals or transadions. This mainly applies to sales of red property,
insurance @ntrads and certain corporate transadions.
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- Progressve duties are duties the rates of which increase & the values concerned
rise. This appliesin particular to transfers withou valuable consideration (see§
B-4 below ontransfers withou valuable cnsideration).

Revenue from registration duies amourted to € 16.47 billion in 2002. In 2003, the
total registration duies shoud amourt to € 15.73 billion.

Il - MAIN REGISTRATION DUTIES

A/ SALES OF REAL PROPERTY

Duties on sales of red property are wlleded when the property is transferred. In
addition to tax on the registration d red property transadions, such transfer gives
rise to additional locd taxes.

- Initialy colleded for appropriation to the State, tax on the registration o red
property transadions has becme adépartement resource for al red property
transadions other than exchanges condicted since 1st January 1985.Its rate is
now asingle one & 3.6 %.

- Apart from the tax on the registration d red property transadions, there is an
additional tax of 1.20% colleded for appropriation to the municipality or to a
département equali zation fund (7) ;

- There is aso ancther levy of 2.50 % colleded for appropriation to the State,
asesed onthe anourt of the département duty in resped of "assessment and
colledion costs'.

In ead département, the rates of the tax on registration d red property
transadions may be modified between 1% minimum and 3,6% maximum.

Acquisitions made by the State or its ientific, educdional, assstance and charity
establi shments or by locd authorities are exempt from any transfer duty.

B/LEASESOF BUILDINGSLASTING MORE THAN TWELVE YEARS

They are subjed to the tax on the registration d red property transadions at the
rate of 0.6 %.

(7) Thisfund dvides the tax among municipaliti es with fewer than 5000inhabitants ead.
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C/TRANSFERS OF BUSINESES (CESSONS DE FONDS DE
COMM ERCE)

Transfers of businesses are taxed acwording to aband scde.

The wrrespondng duties are mainly colleded for appropriation to the State.
However, additional département and municipality taxes are dso colleded.

Transfers of businesses (fonds de mmmnerce) are subjed to transfer duties at the
rate of 4.8%. Thisrate gplies:

- in case of generd transfers, to the fradion d the priceover € 23 000 ;

- in transfers made in urban revival zones, urban free zones, and certain
communes in priority development rural territories, to the fradion d the
priceover € 107 000 (between € 23 000 and € 107 000, the rate is 1 %).

The detail i s asfollows ;

Fradion d the taxable value State | Département | Municipal. | Combination

Upto €23 000 0 0 0 0
Between € 23 001 and € 107 000 3.8 0.6 0.4 4.8
Over € 107 000 2.4 14 1 4.8

Spedal regimes apply to aajuisitionsin conredionwith businessreorganizations.

D/ TRANSFERS OF CORPORATE RIGHTS

Transfers, with consideration, d corporate rights give rise to the following
registration duies:

- 1 % limited to € 3 049 for the transfers of shares, founders shares or rights
to participating in profits and rights in capital subscribed by customers of
mutual and co-operative banking establishments insofar as sich mutual
and co-operative banking establishments do nd consist mainly of red
estate (8);

- 4.8% for transfers :

(8) Where the joint stock company is listed, only the transfer established by a dead gives rise to registration duties at
the rate of 1 % (cgpped at € 3 049).
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» of corporate rights of companies the caital of whichisnat divided in shares;
» of sharehaddingin urlisted corporate bodes consisting mainly of red property.

To be a orporate body consisting mainly of red property, it is unlisted and its
asEts are, or were during the yea before the transfer of the sharehadding in
guestion, mainly represented by red property or rights in red property situated in
France, or sharehalding in urlisted corporate bodes consisting themselves mainly
of red property. However, courcil flats and «mixed emnamny companies »
carying out building adivities or welfare housing management are not considered
as corporate bodes consisting mainly of red property.

E/REGISTRATION DUTIESCHARGEABLE TO COMPANIES

Companies are subjed to registration duies at different rates when they are
incorporated, duing their existence and on dssolution.

Incorporation

Mere contributions (appats purs et ssimples), made & of 1 January 2000when the
company is incorporated are exempt from the fixed duy of € 230. Exemption
applies aso to contributions of a one-man businesswith the mmpany taking over
the liabiliti es acauing to the cntributor (with the contributor’s commitment to
keep the seauriti es).

Contributions for valuable consideration (i.e. ared sale by the cntributor to the
company) are treded as transfers for valuable cnsideration, acording to the
nature of assts concened (buildings, busineses as going concens, e€tc).
However, in case of contribution into a awmpany, by an individual, of al the fixed
assts dlocaed to the performance of a business adivity, the rate of the duty
resulting from the take-over by the company of the liabiliti esis reduced to 2% (if
the liabilities are aedited against red property or against business as a going
concern).

Existence

Capital increases by cash o by incorporation d profits, reserves or all owances
(provisions) are subjed to afixed duy of € 230.

Capital reductions whereby assets are dlocaed to partners are normally subjed to
a 1l % propationa rate of reduction duy (droit de partage). Capital reductions
subsequent to losses incurred by the company, withou any reimbursement to the
partners, are subjed to afixed duy of € 75.

Mergers, demergers and partial contributions of assets made under the condtions
provided for in Articles 816 and 817 & the French tax code give rise to the
payment of a lump sum duty of € 230. Taking charge of the liabilities is exempt
from any transfer or registration duy onred property transadions.
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Disslution

Dedls providing for dislution are subjed to a fixed duy of € 230 if they
establish notransfer of assts between partners or other persons.

The transfer of corporate assets to third parties is liable to the sales duty
correspondng to the type of asst. Transfers to partners and sharing between
partners follow complex rules and may give rise to additional duties in case of
sae.

F/INHERITANCE AND GIFT DUTIES

Transfers withou valuable cnsideration include, on the one hand, transfers
following dedh, i.e. inheritance, and, onthe other hand, transfers withou return
inter vivos, i.e. gifts.

As regards inheritance, it is necessary to make the following distinction to
determine the asessment basis :

- The deceaed person hed his or her domicile for tax purposes in France Duties
on transfers are payable on al movable and immovable property situated in or
outside France

- The deceaed person dd na have his or her domicil e for tax purpases in France
Duties on transfers are payable only on movable and immovable property
situated in France

- The heir, doreeor legateeis resident for tax purposesin France As of 1 January
1999, capital transfer tax is payable in resped of movable aad immovable
property situated in or outside France and in particular government seaurities,
interest shares, debt-claims and generally any French or foreign seauriti es of any
kind recaved by the heir, doree or legateewho is resident for tax purposes in
France within the meaning of article 4 B of the French tax code. However, this
provision shall apply only where such heir, doree or legatee had his residence
for tax purposes in France for at least six yeas during the last ten yeas before
the yea in which he recaves the property.

Moreover, rules for determining the assesgnent basis differ for cetain assts
acording to whether inheritance or gifts are involved (in particular the notional
estimate of movables and valuation d jewellery and art works or colledion
items). For example, liabiliti es may not be deducted in resped of gifts.

Duties on transfers withou valuable consideration are cmputed acwording to a
progressve or propational scde, applied to the net amount receved by eadh
beneficiary, namally minus a basis relief (abatement a la base). The relief varies
acording to the degree of kinship between the parties to the transfer. In case of
transfer between spouses or between ascendants and descendants, genera reliefs
(€ 76 000 o € 46 000) or special reliefs apply.
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The progressve or propationa rate does not only vary acerding to the value of
the transferred property but also to the degree of kinship between the deceaed
person a the dona and the beneficiary on the one hand, the beneficiary and the
doreeonthe other hand.

There ae severa scdes;

* scde gplicable to transfers between parents and chil dren:

Net taxable part Applied rate
UPTOE 7600, ... . oo, 5%
€7601 —11400... ... i e, 10%
€11401 —15000. ... i e 15%
€15001 =520 000......cciiiiiiii e 20%
€520 001 =850 000......cciriieei i 30%
€ 850001 —1700000......cccciiiiiiiii i, 35%
OVEr€1700000. ..., 40%

* scde gplicableto transfers between spouses:

Net taxable part Applied rate
UPTOE T 600.... ..o e 5%
€7601 —15000..... .00t 10%
€ 15001 —30000.... it 15%
€30001 =520 000......ceiiiritieie e 20%
€520 001 =850 000.....c.cuineeriiii e 30%
€850001 —1700000......ccciirieiiiiiiiei e, 35%
OVEr€ 1700 000. ... ..ot e, 40%

* scde gplicable to transfers between brothers and sisters: a rate of 35 % on
the fradion upto € 23 000 and 45 % on the fraction exceeding this amount ;

* scde gplicable to transfers between relatives up to the fourth degree
inclusive: therate is 55 %;

* scde gplicablein al other cases: the rateis 60 %.
Thereisapartial exemptionin favour of transfers of enterprises by deah.

Articles 789 A and 789B of the French tax code provide that shall be exempt
from transfer duties, upto half the value of, the cmmpany seaurities as well as ole
proprietorships carrying out induwstrial, commercial, small trading, agricultural or
independent services, under certain condtions.
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Advance heritage and mere gifts from parents qualify for areduction o duties of :
- 50% where the dona islessthan 65yeasold;
- 30% where the dona is between 65and 75yeasold.

However, gifts by deeds made between 25November 1998 and 30June 2001 ly
donaswhoare 75 yeasold or more, qualify for a30 % reduction d duties.

* Solidarity Civil Paad (Pacte Civil de Sdidarité PACS)

Transfers withou valuable consideration between partners of a PACS are digible
to arelief and a spedfic rate since 1 January 2000:

- Relief : € 57 000 ;
- Rate : 40 % for the fradion upto € 15 000 and 50 % for the excess.

Spedfic scde and rate gpply immediately to inheritance tax. However, they apply
to gifts only if, at the date of the chargeable event, partners have been bound ly a
PACSfor lessthan two yeas.

G/LEVIESON LIFE-INSURANCE POLICIES

Amourts, annuties or values acaued through ore or more insurance @mpanies
or comparable organizations, in resped of the deah o the padlicy hader, which
are nat within the scope of the inheritance, shall be subjed to a 20 % levy. The
taxation is assessd, for the portion acauing to ead beneficiary withou
consideration:

- on the amourts, annuties or values correspondng to the redeanable
fradion d the contrad;

- and onthe premiums paid with resped to the non redeemable fradion d
the mntrad.

Such basisisdeaeased by an owerall relief of € 152 500 for each beneficiary.

Survivorship-annuty contrads and group insurance ®ntrads underwritten in
conredion with business adivity are outside the scope of this sheme which
applies to contrads underwritten as of 13 October 1998 and to premiums paid as
of that date for current contrads, only inheritances beginning on a after 1 January
1999 leing concerned.
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CHAPTER 2

STAMPDUTIES
AND SIMILAR

Stamp duies are ®lleded when certain formalities or the drafting of certain
documents, etc ae caried on. Generdly, they are paid by affixing a sticking
stamp on the written dacument. They are dso a method d payment for the
delivery of certain dacuments or the performance of certain formalities. The
revenue of stamp duies colleded for appropriation to the State anourted to
€ 1.46 hllionin 2001.

The main stamp duties are asfollows:

| - SIZE RELATED STAMPS

This duty is chargeabdle on the drafting of deeds listed exhaustively (deeds by law
officials, deeds subjed to registration, etc.). Its rate varies acording to the paper
size (from € 6 to € 24 per sheet).

I —-MOTOR TAX

A/DIFFERENTIAL TAX ON MOTOR VEHICULES

Its tariff varies from one registration département to ancother and acwrding to the
engine rating. The revenue passs to the départements. However, since 2001,it is
no longer charged oncars, commercia vehicles not excealing two tons belonging
to individuals. Since 2001,the first three cas of al entreprises and legal persons
are dso exempt. “Clean” vehicles may also, uponlocd authority dedasions, be
exempt from half or all such tax.

B/ TAX ON COMPANY CARS

It applies to cars owned o used by companies. It amounts to € 1 130for engine
ratings not over 7 hasepower, and € 2 440 for the others. “Clean” cars are,
acording to the energy used, exempt from half or all the tax.

I -OTHER STAMP DUTIES

Stamp duties are dso chargeable on gambling recepts (such as lotto, tote and ore-
off lotteries) and the issuance of administrative documents (access cads to
casinos, residence permits, pasorts, car registration bools (cartes grises).
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CHAPTER 3

WEALTH TAX

Wedth tax (imp&t de solidarité sur la fortune, |SF) is an annual tax chargeable to
individuals with resped to the holding of their property when the net value of their
property exceeds a cetain amourt. It was introduced in 1989.

In 2002,the revenue from wedth tax amourted to € 2.461 billion. The expected
revenue for 2003is € 2.46 billion.

| - TAXABLE PERSONS

Individuals resident in France or who own therein property, and whose property's
net value exceals € 720 000 (the limit applicable in 2001) on Ist January of the
taxation yea are subjed to wedth tax.

Persons resident in France ae taxable on property owned in and ouside France

Persons resident outside France within the meaning of French damestic law are
only taxed on poperty situated in France

The tax is asesed by househdd which consists of spouses or persons living
under a ommon-law marriage and any under-age dildren the property of whom
either parent has the guardianship. Partners bound ly a PACS as of 1 January of
the taxation yea are subjed to ajoint taxation.

Il - ASESSMENT BASIS

- The aesament basis includes all property, rights and seaurities forming the
property of taxable persons on 1st January of the taxation yea (developed o
undeveloped land (immeubles bétis ou non béis), sole proprietorships, farming
businesses, furniture, financial investments, cars, aircraft, yadis, etc.).

However, ceatain assts are fully or partly exempt, i.e. mainly business assts :
sole proprietorships eff edively managed by the taxpayer and interest > 25 % held
by the managers, literary and artistic copyrights, certain rural assts, antiques,
artworks and coll edionitems.
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Moreover, the financial investments of persons not resident in France for tax
purposes are expresdy tax exempt.

The following caegories are not considered as financial investments and are
therefore taxable :

» seaurities in companies whaose ats consist substantially of red property, i.e.
shares in an urlisted company or corporate body the as<sets of which consist
primarily of red property or red property rights stuated within France in
propartion to the value of such assets compared with the cmmpany's total assets;

» hdding interests representing at least 10 % of the capital of a company.

» Shares and corporate rights held diredly or indiredly for more than 50 % by
corporate bodes or organizations owning red property or red property rights
situated in France

- As a general rule, taxable as<ts are valued acwrding to the rules applicable to
inheritancetax (normally, at market value).

I - TAX SCALE

The anourt of tax is determined by applying a scde to the assesgnent basis. On
1st January 2003, thistable isasfollows:

Fradion d taxable net value applicablerate

of property %
UPLO €720 000 ....cevveeeee e e e e 0
From € 720 001 to €1160000 .......cccvvvviiiinnnnn. 0.55
From€ 1 160 001 to €2300000 .....ccciiiiiiiiiien 0.75
From € 2 300 001 to €3600000 ......ccceviiiiiiinennn, 1
From € 3 600 001 to €6900000 ......ccceviiiiiiiennn, 1.3
From € 6 900 001 to €15000000 .....cccveiiiiiiiiin, 1.65
Over €15000 000 ...uenireiiee e e e e e 1.8

For taxpayers residents of Francefor tax purposes, a system of upper limit ams at
cgoping the aygregation d wedth tax and income tax of the previous yea to 85%
of the aygregate income. If this percentage is exceealed, the wedth tax is reduced
by the excess This deaease is however limited for taxpayers whose wedth
exceals€ 2.3millionin 2003.

Wedth tax is colleded in view of atax return, acoompanied by the correspondng
payment, filed on 15June to the tax colleding office
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CHAPTER 4

PROPERTY TAX FOR COMPANIES

French and foreign corporate bodes which, dredly or indiredly, own ore or
more red property assts (imneubles) situated in France or hold red rights
conreded with such property are liable to an annual tax equal to 3 % of the
market value of such red property or rights. This tax is chargeale to corporate
bodes, regardlessof their form, onred property assts and red rights owned on
1st January of the taxation yea. However, it is not chargeable in resped of
property held in inventory by corporate bodes carrying on bisiness as property
deders or developers.

Similarly, French law provides that six caegories of corporate bodes and
organizations may be exempt from thistax under certain condtions, i.e.:

-a corporate body not considered as having assts which consist
substantially of red property ;

- a @rporate body whose head dfficeis stuated in a curtry or jurisdiction
having signed a tax conwvention with France which provides for
administrative asdstance designed to fight against tax evasion and
avoidance

-a orporate body whaose place of effedive management is stuated in
France or which, under a wnvention, must be treaed the same way as a
corporate body having its head dfficein France

- a ompany listed onthe stock exchange;
- an international organization, sovereign State or pulic institution;

-a pension fund and daher non-profit organization carying on a
disinterested adivity with a social, phlanthropic, educaiona or cultural
purpose.

Eadh yea, corporate bodes liable to the 3 % tax must file aspedal return before
15th May, reaording the locdion, the representation and the market value of
taxable red property and property rights held on Xt January of the yea of
taxation. The return filed by the corporate body liable to the 3 % tax must be
acompanied by the payment of such tax. Moreover, any corporate bodes
interposed between the party or parties liable to this tax and the taxable red
property or property rights arejointly liable for its payment.
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PART FOUR

LOCAL DIRECT TAXES

Locd dired taxes are the oldest taxes of the French tax system. They succeel the
dired taxes creded in 1790and 1791as State taxes, and were transferred to the
locd authoriti es during the tax reform of 19141917.

The dharaderistic of locd taxesisthat their assesanent basis consists primarily of
land registry rental value (valeur locative @dastrale), except for business tax.
Land registry rental value does not represent rent derived in ordinary market
condtions but the theoreticd yield of an estate & determined by the authorities.

The State lleds locd taxes for appropriation to locd authorities (regions,
départements, municipdities, pulic establishments of intercommunal co-
operation a éablisseements pulics de mopération comnunde).

Locd taxation includes four main taxes (red property tax on developed land, red
property tax on unaveloped land, residence tax, and businesstax). There ae dso
additional or similar taxes.

Locd tax rates are set by locd assemblies (conseil régiond, consell général, town
courcil, etc.) when vating for the ananual budget, aceording to the revenue which
the various locd authorities exped from taxes colleded for their appropriation.
However, the tax rates may not exceeal certain limits st by the State. Such rates
apply to bases determined by the State, too.

There ae many permanent or temporary exemptions.

In 2002,the total revenue of the locd dired taxes amourted to € 69.31 hilli on,
(€ 55.28 hillion concerning the four main taxes taxes which are described
theredter in Chapters 1 to 4 ) which represents approximatively half of the total
income of the locd authorities.
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CHAPTER 1

REAL PROPERTY TAX ON
DEVELOPED LAND

Red property tax on developed land is levied annually on developed land situated
in France ecept where it is entitled to permanent exemption (pulic estate or
propriétés puliques, rural red property for farming, etc.) or temporary exemption
(intended to promote construction).

Taxable property include dl constructions fixed to the ground, asigned to last
and showing the dharaderistics of true anstructions, such as premises intended to
shelter either people (housing buildings, howses) or assts (workshops, sheds),
certain structures and certain ways, land immediately and recessarily conreded
with such constructions, etc.

The assesgnent basisis the land registry income (revenu cadastral), equal to 50%
of the land registry rental value & regularly updated by the authorities.

The anourt of tax is obtained by multiplying the assessmnent basis by the tax rate
voted for by the relevant locd authority for the yea concerned.

The tax is chargeable to the owner of the property as on Ist January of the yea of
taxation.

Taxable persons over 75 yeas old whose income does not exceal certain
amounts, persons entitled to a supdementary alowance from the Fonds Spedal
Vieillese and Fonds gedal invalidate or an al owancefor handicgpped adults are
exempt from property tax on land and buldings for their main home. Further, for
taxation for 2002 and the following yeas, liable persons of modest condtion as
defined by law, more than 65yeas old on £ January of the taxation yeas and
less than 75 yeas old are digible to an automatic € 100 relief from the real
property tax on developed land pertaining to their main residence

Temporary exemptions of varying duration may be granted on rew constructions
and to new companies.

In 2002,the revenue anourted to € 18.35 billion. In 2003 it is expected to reach
€ 19.24 Hlli on.
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CHAPTER 2

REAL PROPERTY TAX ON
UNDEVELOPED LAND

This tax is levied annually with resped to the halding of any undeveloped land
situated in France, except for that entitled to permanent exemption (pulic estate)
or temporary exemption (various incentives to promote ayriculture or
reforestation).

As with tax on developed land, the person liable is normally the owner of the
property on st January of the yea of taxation.

The assesgnent basisis the land register income, equal to 80% of the land register
rental value as regularly updated by the authorities.

As with aher taxes, the anourt of red property tax on undveloped land is
obtained by multiplying the land register income from eat property by the tax
rate voted for by ead relevant locd authority for the yea concerned.

In 2002 the revenue anourted to € 1.13 billion. The expected revenue for 2003 is
€ 1.17 hlli on.
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CHAPTER 3

RESIDENCE TAX

Sufficiently furnished howsing premises and their outbuil dings (gardens, garages,
private parking space are subjed to residence tax (i.e. dwelling tax). Thistax is
chargeéble to anyone who, on &t January of the yea of taxation, hes available to
him or her taxable premises in the municipality, irrespedive of his or her status
(owner, tenant, freeoccupier).

The tax is based onthe land register rental value of housing premises determined
by surveys of developed land, updited by the authorities. For housing premises
used as the taxable persons main hame, this rental value is subjed to compulsory
reli efs for dependants or to optional reliefs.

The anount of the tax is obtained by multiplying the assessment basis by the rate
voted for by eat relevant locd authority for the yea concerned.

Modest persons, as defined by law, may quaify for an exemption a an automatic
relief, whally or partly, from residencetax ontheir main hame.

Similarly, under certain condtions, the residence tax is capped depending on the
income.

In 2002 the revenue anourted to € 11.4 billion. The expected revenue for 2003 is
€ 11.94 tili on.
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CHAPTER 4

BUSINESSTAX

Taxe Professionnelle

Businesstax (Taxe professonrelle) is chargeable annwally to corporate bodes or
individuals regularly carrying on businessin France & <lf-employed.

Various exemptions are available. Such exemptions may be permanent (adivities
caried on ly the State, locd authorities and pubdic establishments, agricultural
adivities and aganizations, private schods, cetain small traders, certan
indwstrial, commercial or noncommercia adivities, etc.) or temporary
(exemptions granted as part of town and courtry planning or to promote new
companies).

The sssesament basis of the businesstax is equal to the sum of the foll owing two
comporents, determined by reference to the situation in the cdendar yea before
the yea precaling the yea of taxation. The businesstax reform will progressvely
abali sh the second comporent from the asessment basis.

The first comporent consists of the rental value of tangible fixed assts avail able
for professonal requirements to the person liable to businesstax. This includes
both fixed assts liable to red property tax (whether on developed or undeveloped
land) and aher fixed assts (madinery, movables, etc.). However, for small
persons liable to business tax, the only value used in computing this tax is the
rental value of property liable to red property tax. For other persons liable, the
rental value of property not liable to red property tax is eligible ether for a fixed
relief of € 3 800 or a degressive relief where the taxpayer's annual earnings do not
excedl certain limits.

The seacond comporent consisted of a percentage of wages paid by the person
liable or of eanings (for most persons liable: 18 % of wages paid; for self
employed, business agents and trade intermediaries employing fewer than five
employees: 10 % of annual eanings). Since 1999, the portion d salaries and
wages has been progressvely reduced and is totally abdlished as from 2003.
Further, as from 2003,the part of annual eanings taken into consideration for self
employed is progressvely reduced from 10 % to 6 % within athreeyea period (
9% in 2003, 86 in 2004and 6% as from 2005).

Thus established, the assesament basis is further reduced. Such reductions may be
limited to certain persons liable (small traders, reductions for enterprises carrying
on part of their businessoutside France) or may apply to all persons liable (general
relief of 16 %).

In every municipality where the person liable has premises or land, the tax is
asessd with resped to such premises or land.

Rates vary within the limits st by national law acording to the deasions of the
various locd authorities or organizations.
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The anount of the businesstax is obtained by multiplying the essessment basis by
the tax rates voted for by eadt relevant locd authority.

There ae various provisions to reduce taxes charged, such as reliefs in case of
dedining business adivities or a maximum tax liability acording to the alded
value generated by the enterprise during the yea for which the businesstax is
charged.

The maximum tax liability rate is 3.5 % for enterprises the turnover of which
during the previous yea is lessthan € 21 350 000, 3.8 % for enterprises the
turnover of which is between € 21 350 000 and € 76 225 000, and 4 % for
enterprises the turnover of which is over that limit.

Finally, the businesstax charged for 1999 ly enterprises the turnover of which
during the previous yea was over € 7 600 000 was at least equal to 1 % of the
added value generated duing the same period d time. This rate was raised to 1.2
% for businesstax in 2000andto 1.5% for businesstax in 2001.

In 2002 the revenue anourted to € 24.4 bilion. The expected revenue for 2003 is
€ 24.05 hlli on.
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CHAPTER 5

OTHER LOCAL TAXES

| - ADDITIONAL TAXES

Municipalities operating a househdd refuse @lledion service may introduce a
howsehdd refuse mlledion tax. Where such operation is transferred to an
intercommunal co-operation public organization, the latter may introduce such tax
where it operates at least the wlledion service This tax is assessd onthe land
register income used as an asessment basis for red property tax on developed
land (exempted o nat).

There ae dso taxes relating to the charges and costs of chambers of agriculture,
chambers of commerce and industry, and guild chambers which are wlleded for
appropriation to these bodes.

Il - SPECIAL COUNTRY PLANNING TAXES

Spedal country planning taxes are mlleded for appropriation to a region a to a
town-and-courtry planning pulic agency. They are cargeable to all persons
subjed to locd taxes within a given area ad computed onthe same assessnent
basis.



