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Introduction

KPMG Transaction Services in its everyday business practice
supports with its advice a significant number of foreign investors
both intending to enter the Polish market or already operating

in Poland and planning to expand. Considering the globally
significant potential of the Chinese economy, Chinese foreign direct
investments in Poland have so far been rather limited. However, the
year 2011 brought increased interest from Chinese investors, which
was widely commented on in the Polish press.

In consultation and cooperation with the Polish investment authority
(PAIilZ), the Ministry of Economy and the Chinese Embassy in
Warsaw, KPMG Transaction Services undertook the preparation of
a survey supporting all parties in the investment process.

The purpose of this survey is:

e to highlight the proposition of Poland as a business partner, with
an emphasis on its role as a cost-efficient gateway to European
Union markets and a corridor connecting Eastern and \Western
Europe

¢ to share the experience of Chinese investors present in Poland
with all parties involved in potential future investment processes
in order to achieve better cooperation and understanding of
investors, government agencies and professional advisors
supporting Chinese investors’ entry on the Polish market

e to highlight opportunities for increasing awareness in China about
Poland as a business partner.

One of the main drivers for the focus on inward investments

is the awareness that foreign-based investments have,

in addition to their strategic value for the parent company, positive
effects on the host country. We believe that foreign companies in
Poland contribute positively to national productivity and are generally
highly innovative and export -oriented. Foreign companies challenge
local competitors to improve their quality, technology and efficiency
- crucial to managing the competitive demands of globalisation
which produce positive results for the whole economy.

To gain genuine insight into the practical considerations that concern
executives from China, KPMG professionals were grateful to speak
with representatives of Chinese companies that have either invested
or plan to invest in Poland.

We would also like to take this opportunity to thank

the Chinese Embassy, PAIilZ and the Ministry of Economy for
arranging the interviews and their continuous support over the
course of this project, as well as our colleagues from the KPMG
EMA China Practice and KPMG China, who were helpful in the
translation of the report into Chinese and supported us with better
understanding of Chinese customs and culture.

Marek Sosna
W 2258 Gy IR 45 A

Head of Transaction Services in Poland

André Schuurman
it s K P R P H AR IRRH X s

Head of Strategic & Commercial Intelligence in CEE
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Preface from
the Chinese Embassy

Relations between China and Poland are longstanding, sound
and harmonious. With these two nations sharing a history of both
economic transition and steady growth, prospects for business
collaboration and investment look promising.

The Chinese Embassy in Poland is keen to see business relations
between both countries further enhanced and wholeheartedly
supports the goals of this publication. We are confident that
investors from China will benefit greatly from reading the
experiences and insights of their compatriots in this report.

From my 3 and a half year perspective of being posted here, |
view Poland as a friendly country of unexplored opportunities for
Chinese investors.

Sincerely,
Ma Changlin
Economic and Commercial Counselor

Chinese Embassy in Poland
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Preface from the Polish
Ministry of Economy

Attracting foreign investment is a top priority of the Polish
government'’s economic policy. Foreign investment in Poland
reached $196 billion at the end of 2010. Compared to this
total, Chinese investment, at only about $250 million, has only
symbolic meaning. It equals slightly more than 0.1 percent of
total FDIin Poland, while some other countries’ participation
exceeds 10 percent.

However, since 2007 Chinese companies have been showing
increased interest in launching investment projects in Poland. We
hope that in the not-too-distant future this tendency will bring
substantial results.

Presently, both the Chinese government and the top enterprises
of that rising economic giant are looking at Poland as an
increasingly important member of the European Union. This is
resulting in Chinese investors’ broader exploration of Poland; they
are ready to strengthen economic relations with our country.

A lack of comprehensive knowledge about the investment
environment in Poland is one of the reasons why some Chinese
investors are still not eager to start new projects in our country.
| hope and expect the present report will become a precious
source of information for Chinese entrepreneurs who want to
learn more about why Poland is an attractive economic partner.

On the other side, the opinions of foreign investors on Polish
economic legislation — especially opinions regarding weak

points in our economic regulations —are an important source of
information for our government in terms of how we can improve
the investment environment to attract more foreign partners.
Improving legislation is an ongoing process. There is always
something that can be done better, and our government is paying
great attention in order to make Poland more and more attractive
as a reliable economic partner.

Rafat Baniak
Under Secretary of State of the Ministry of Economy
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Executive summary

In this study we examine Poland’s position as a business partner
for China and Poland'’s attractiveness to China as an investment
destination.

China's rise as an economic power and a source of outbound
investment is well established. However, Poland appeared

on Chinese corporations’ radar only recently. Despite this, our
research shows that the Chinese executives who have invested
in Poland consider the country an attractive location and have had
favourable experiences in a number of ways. Some of the main
advantages to investing in Poland:

e Polandis a large and growing market with good access to the
wider EU market

e Poland combines a location at the heart of Europe with low
cost levels

e Business conditions are positive and the authorities are
generally supportive.

Chinais now the world's second-largest economy and looks set
to continue its fast development. China’s outbound foreign direct
investment is growing rapidly. By 2009 it accounted for more
than 9% of global OFDI flows. While Chinese companies tend

to invest mainly in greenfield ventures, M&A transactions are
growing more popular.

At the same time, Poland’s economy is considered one of the
most attractive in the European Union (EU). With the largest
economy to have joined the EU in the last decade, the country

is attracting strong interest from foreign investors. Its large and
growing number of middle-income consumers, its highly skilled,
low-cost labour force and its central location at the crossroads of
key European markets combined with the promise of a coming
wave of infrastructure investments make the country an enticing
proposition for foreign investors. Poland has been a leading
economic performer in the region. It is the only economy in the
whole of Europe to have shown positive growth in every year
since 1992. The Polish government and the EU are facilitating
foreign investors through continued liberalisation of markets,
privatisation of assets, improvement of infrastructure, and
investment incentive programmes such as special economic
zones (SEZs).

In the past, foreign direct investment from China into Poland was
very limited. However, since 2010 there has been burgeoning
interest from Chinese companies. Greenfield projects of prior
years are now accompanied by the Chinese companies that have
taken a growing interest in the Polish government'’s extensive
privatisation programmes. Based on recent deal flows and given
the extensive and high-level participation in recent investors'
conferences organized by the Polish Information and Foreign
Investment Agency, we expect Chinese investment into Poland
to expand strongly going forward.
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In choosing investment destinations, Chinese companies seem
to consider various criteria. At the top of the criteria list are the
drivers of the investment opportunity - whether they are size
and market growth prospects or the country’s attractive location
or the availability of skilled and relatively low-cost employees.
Various investors also include in their decision other factors such
as land prices, the tax regime and the regulatory environment

as well as the level of support from the local authorities in
setting up a business. Interestingly, we noticed that a number of
investors leverage contacts with counterparts already operating
in Poland.

Chinese companies with experience in the Polish market
generally rate the country’s market opportunities and business
conditions highly. Without exception, the Chinese executives
we interviewed found Poland to be a good country for running
abusiness and a pleasant place to live - a place they would
recommend to other investors.

Overall, Poland is highly regarded in the eyes of Chinese
investors. Poland is perceived as secure, reliable and compatible
with Chinese business practices. The executives confirmed the
strong skills of Polish workers and the relatively low labour costs
compared to those of EU neighbours (although working-hours
regulations raised a few concerns). Chinese investors commonly
considered the tax and legal system as fair and stable. Poland’s
welcoming attitude to foreign investment is appreciated, and

the authorities are generally found to be helpful, though there

is room for improvement, especially at the local level, in terms

of reducing paperwork, improving responsiveness and making
English usage more pervasive. Infrastructure is regarded as

both a challenge and an opportunity, but is not seen as a major
inhibitor to Poland’s position as a potential gateway to Europe.
Legal procedures can be inefficient, and the administrative
requirements for setting up a business remain relatively complex.
In all, the strong underlying fundamentals remain unchanged,
and the Chinese investors we spoke with are clear that Poland is
an opportunity not to be missed.

The wider business community in China is still not well
acquainted with the opportunities in Poland. Several of the
Chinese executives we interviewed say they believe Poland
needs to be more proactively promoted to Chinese corporations
as a business partner and an investment destination. In other
words, its many advantages need to be made more widely
known.

We believe that this report is a significant step in this promising
direction.
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China Rising
China’s development success story

According to the International Monetary Fund (IMF), China
surpassed Japan in early 2010 to become the world’s second-
largest economy. Its emergence represents a return to the East
of sorts. For many centuries, China and other Asian countries
such as India dominated the global economy. China, according
to some statistics, was the world’s largest economy just two
centuries ago.

In the decades following the founding of the People's Republic of
Chinain 1949, China went through a turbulent period followed by
economic reforms which resulted in a steady economic growth.

Since the 1980s, China has continuously been one of the world’s
fastest-growing economies. As the economy has expanded, the
strategic focus of development has shifted toward more highly
skilled labour, capital-intensive industries and technology-driven
enterprises, as well as the rapidly expanding service sector. The
latest IMF forecast predicts China’s economy may surpass that
of the United States (in PPP terms) as early as 2016.

China's successful economic policies
have led to projections that this rapid

W growth will continue in the future. The
B epen IMF predicts that China will overtake the
W e United States by 2016; however, more
M us conservative estimations by Goldman
B china  Sachs anticipate this to happen between

2020 and 2030

2040 2050

Source: Goldman Sachs study of BRIC and N11 nations November 2007
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China’s “Going Global”

In the last decade the Chinese government has stepped up

its encouragement of outbound investment. Starting in 2001,
activities were carried out under the “Going Global” slogan. Key
components of this policy include:

e the further development of internationally competitive global
champion’ enterprises

e the country’s increasing need to secure overseas energy and
raw material resources

e intensified competition and overcapacity in a number of key
sectors in the domestic economy, and

e the acquisition of advanced technology, brands and
managerial know-how.

The Going Global policy stimulated Outbound Foreign Direct
Investment (OFDI) activities, followed by a surge in mainland
China OFDI between 2003 and 2009, when the OFDI flow
increased more than tenfold. Historically, the OFDI flows of Hong
Kong and Macao have exceeded those of the mainland, as these
special administrative regions have maintained their status as
financial centres attracting foreign investment holdings. In recent
years, however, mainland China has made tremendous gains.

. Total Hong Kong and Macao

B china Mainland

2006 2007 2008 2009

China and Hong Kong's OFDI outflows as well as their
accumulated stock have increased significantly since 1999.

A comparison of Chinese outflows with those of other global
economies shows that the proportion increased greatly. Chinese
OFDI outflows already account for 9.1% of the world's OFDI flow
and are now higher than those of Japan.
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Chinese investors’ growing interest in Poland

Chinese investors’ interest in the Polish market has risen in the
last few years. Many parallels can be drawn between the two
booming economies. Both countries have undergone uncertain
transition periods only to emerge in a stronger position and reap
the rewards of embracing a more market-oriented economic
policy. Great investment opportunities are arising as the
relationship between China and Poland continues to strengthen
and as both countries move into the next decade of cooperation.

For many years direct investment from China in Poland was
minimal. It was not until 2007 that Chinese investors began
noticing the robust Polish economy. In 2007 Chinese direct
investment (capital flows) from mainland China on the Polish
market amounted to approximately USD 93 million. That number
surged an unprecedented 49% to USD 140 million in 2008. The
total value of Chinese direct investment stock (including Hong
Kong) in Poland amounted to approximately USD 375 million as at
31 December 2009. At the end of 2009 there were 392 Chinese
firms in Poland, 348 of which belonged to the micro-sector

(i.e. with nine or fewer employees). This indicates that Chinese
investment in Poland is still in its infancy and has plenty of room
to grow.
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So far, a handful of major Chinese companies have made an
impression in the Polish market. Among the larger players are:

* TCL Operations (a producer of LCD televisions and
components at a factory in Zyrardéw): investments of
approximately USD 60 million

e GD Poland (a distribution centre of Chinese goods in Wolka
Kosowska): investments of approximately USD 25 million

e Min Hoong Development (real estate in Warsaw and Sopot):
investments of approximately USD 25 million

e Huawei Technologies (a branch in Warsaw): employs about
150 persons, working with several major mobile operators

e ZTE (a company in the IT and telecommunications industry)

e Victory Technology (a company from the city of Suzhou; a
producer of components for LCD TVs)

e China Minmetals (since 1997 Minmetals has been working
with KGHM, which is its second-largest supplier of copper).

Poland entered the 21st century with many of the problems
associated with a fast-growing economy, chief among them
an underdeveloped physical infrastructure. In the last few
years there have been many large-scale construction projects
commissioned by the Polish government and often co-funded
by the EU. With the inflow of newly allocated capital for these
projects, there has also been increased activity from Chinese
construction companies. The following are among the most
active Chinese companies in this segment:

e CIIC Group: signed a preliminary agreement with Polish real-
estate developer Polnord

e China CNR Corporation (CNR): created a joint venture with the
freight transport subsidiary of the state railway operator (PKP
Cargo)

e Shanghai Construction Group Corporation: considered for
construction of Legia Stadium in Warsaw.
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Footwear and hats

Miscellaneous manufactured articles

Machinery and equipment

Poland’s power infrastructure needs substantial investment.

A number of large Chinese companies (including China National
Electric Equipment Corporation and Shanghai Electric Group)
recently announced intentions to invest up to PLN 15 billion in
the construction of new coal power units. China National Electric
Equipment Corporation is considering building plants in Kozienice
and Jaworzno, while Shanghai Electric Group is eyeing Ostroteka

Many Chinese companies see privatisation as an attractive
way of entering Poland. For example, LiuGong, a manufacturer
of construction equipment (known for being the first Chinese
company to open a production facility overseas), recently
acquired the non-military portion of Huta Stalowa Wola, the
largest Polish supplier of construction equipment, which
underwent privatisation.

As foreign direct investments pour in from China, the Polish
business sector has been mobilizing in an effort to promote the
growing possibilities of joint ventures. A Chinese Business Park
was constructed in Kielce for the purpose of preparing new
entrants to be in compliance with Polish laws and commercial
codes. There is also an industrial park in Koszalin tailored to
Chinese investors looking to establish production facilities.

Despite the economic slowdown, long-term trends in bilateral
trade remained strong. China is Poland'’s largest trade partner
among Asia countries. According to the Central Statistical Office
(GUS), in 2009 exports to China grew by 15.0% reaching USD
1.5 billion, while imports from China fell just under 17.2% to
USD 13.9 billion. In 2009 China moved into second place, behind
Germany and ahead of Russia, as the largest source of imported
goods onto the Polish market.

20094F 1 22 X E g
Polish exports to China in 2009

Other

Transport equipment

Plastics and rubber products

LA

Chemicals

Machinery and equipment

Base metals

Source: Central Statistical Office
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201144 H22H, 2B RS MNER TR The Polish Information and Foreign Investment Agency (PAlilZ)
(PATLIZ) 2847 7RS4, A b o held a major conference on 22 April 2011 to usher in new and
AR R HAREAN LI R T enhanced Polish-Chinese business relations. In attendance
20 AR L BB HE 5 K Wal demar were many distinguished individuals including Waldemar Pawlak
Pawlak, [ FR575 23k 20 20 E 2R 2 ol - the Deputy Prime Minister and Minister of the Economy of
PLAT0Z2 67 oK 1 F [ — S i B A4 B N ) B Poland, members of the Chinese Council for the Promotion of
EHHEH, International Trade (CCPIT), and more than 70 notable officers
and board members from some of the most renowned Chinese
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companies.

As more and more companies realize the benefits of
cooperation, the relationship between Poland and China will only
strengthen.

T T BB R R A

Map of key Chinese investors in Poland
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Source: PAlilZ, KPMG Poland
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How Chinese investors
approach international
investment decisions

When foreign investors select destinations for their international
expansion strategies, they evaluate not only the specifics of the
investment opportunity at hand, but also many country-based
characteristics such as establishment conditions, regulatory
policies, local taxes and incentives, and economic as well

as political stability. While international investment entails a
complex decision-making process, taking many factors into
account, during interviews conducted by KPMG, we identified

a number of factors that appeared to be critical to Chinese
investors.

The investment decision-making process and its parties

Key findings
Invesment decision-making process and its parties

e Strategy driven decisions

e Poland can be a bridge to Europe

e Opportunities identified by existing management

e Cooperation with firms in Poland helps gauge the market

Our interviews demonstrate that the international investment
decision-making process is almost always strategy driven and
focused on selecting a destination that should allow entry to
wider European markets, as exemplified by our conversations
with two construction firms.

“WWe are a global company with our presence everywhere
apart from Europe; our company in Poland is an outpost that
should learn how to operate in European countries.” (Chinese
construction company)




REF R &, 12 e KRR,
e T L E Y
BT RIEOREE  CREESATD

AT, X TS — BT G AR S T %

(AR, BEERA M AT KR AL

&7
YL 5 AP X,
SRR IS P — 5y (O
[ B (T
EEAE ARSI TR AL 2
HIX, A AR SO
IEAEHEAT IR BT FrEARIE AR T %
oA, 5B AR A AR, TR
(IESERGIELRN 2 Ao

EAABA VSRR, S0 E F,

G F TN LA E b

A IS P, NS
AT, I L2, (172
AEMBT A AR S A R B
)
“BLTRATATDI, BB ISR
e S . BRI DL A 142
SRELAOT 12 A, BUICRRATTYSE HE A
8. KT W LG MR
SRR, " CHEESIAT)

AEVTHRPIRIAIL, W LB P A7) 5

SO LB A YA (RIBRDL S %

I 2R R, TS H

o R G, ARG, ST 0

Poland’s Position as a Business Partner for China | 19

“For us, Poland is a bridge to Europe ... Poland must be a
centre for European investment. Other countries are the next
step.” (Chinese construction company)

However, other companies are already established in Europe.
For them, Poland is simply another opportunity to increase the
company'’s growth rate.

“Poland is not specifically strategic for us. It is one of many
European countries where our company is present.” (Chinese
provider of electronic equipment)

“Where there is demand for something and opportunities, a
company will come to fill that niche ... In Poland there are a
lot of construction projects going on, so Chinese companies
are coming. Likewise, there is a need for telecommunication
equipment providers in Poland, so we came.” (Chinese
provider of electronic equipment)

While ultimate investment decisions are usually made in China,

local management often scouts for opportunities and identifies
potential targets.

“Strategic decisions are taken at our headquarters. Decision-
makers look for increasing markets, and if they identify
opportunity for growth they will decide to create a company in
a foreign market.” (Chinese consumer electronics producer)

“In the case of our company, the decision to enter Poland
was taken at our Chinese headquarters. We saw that Europe
is a white spot on the map of our global investments, and
we decided to enter Poland. Local decisions concerning
Polish operations are taken by local management.” (Chinese
construction company)

During the interviews we noticed that Poland is often a

considered destination for investment because of contact with
counterparts already operating in Poland (both international and
Polish). Therefore, we believe close cooperation with investors
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already operating in Poland or cooperating with Chinese
companies may be beneficial for the promotion of Poland as the
gateway to Europe for Chinese investors.

“We will form a joint venture with our Japanese partner. They
currently advise us on our Polish investment, as they operate
in Poland and have rich experience in this market.” (Chinese
executive)

“Our top management saw opportunities in the increasing
Polish market; however, cooperation with our Polish partner
was crucial in selecting between Poland and other countries of
the region.” (Chinese construction company)

Decision criteria

Key findings
Decision criteria

e Size of the Polish market and growth perspectives

e Highly skilled and low cost labour force

e | ow price of land and materials

e Support from the Polish government

In our interviews we asked the Chinese executives to rank the
specific selection criteria that were crucial when they decided
on an investment destination in Europe. The responses show
that in the context of a potential market entry, many participants
consider various elements to be important. Almost every
interviewee emphasised the size of the Polish market, its
growth perspectives and availability of skilled and well-educated
employees. A relatively low-cost labour force compared

with Western European countries was also pointed out as a
significant factor.

“We entered Poland with a greenfield investment about six
years ago. Poland was chosen as the regional headquarters
because it has the largest market in the region, with about forty
million people. The market environment is also very good, and
we received substantial support from the Polish government.”

(Chinese provider of electronic equipment)

“I would recommend investing in Poland for a number of
reasons. First, it's a big market; second, location; and last but
not least, labour costs are lower than in Western Europe.”
(Chinese executive)

“We decided on Poland because it has a number of significant
advantages: a young and highly educated population, low cost
of labour and access to the European Union market.” (Chinese
consumer electronics producer)

Most of the participants also emphasised Poland'’s proximity
with Germany and the fact that it is a corridor between
Western and Eastern European sea ports (i.e. the connectivity
to Hamburg, a European hub for imports from the Far East),
allowing for easy import of goods.
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“Poland is a large country and has its own sea ports, which is
vital for importing goods.” (Chinese executive)

“We decided on Poland because it has a strong distribution
network to other countries and is not far from the Hamburg
port.” (Chinese consumer electronics producer)

“Poland’s location is very convenient for our business. We
import raw materials from Germany by truck, and it takes a
short time to do that. Finished goods are sent to Germany,
Austria and the Czech Republic.” (Chinese consumer
electronics producer)

Other business-specific factors were also mentioned (including
low land prices and the presence of other industries which
form a significant B2B customer base). A number of investors
highlighted support from the Polish government as playing an
important role in their decision to invest.

“Land in Poland is much cheaper than in other CEE countries.
We are planning to build a factory, and the price of land is very
important for us.” (Chinese executive)

“We have customers in Germany, the United Kingdom, Italy
and Poland. In Poland, there are some big industries, such as
the automotive industry, which are our potential customers.
Even more potential customers are located in the CEE region.
We need a factory in Europe to sell directly to all of these
customers.” (Chinese executive)

“What we like about Poland is that the cost of living is much
lower than in Western Europe.” (Chinese provider of electronic
equipment)

“Incentives received from the Polish government and the
Special Economic Zones were one of three crucial factors
which convinced us to invest in Poland.” (Chinese consumer
electronics producer)



‘{/—r

o E T W
A I M2

'ﬁT&%::.

by, Bl DG T R E SRR DA
VRICRIERE K, tufil J% T rh R e et 2%
4 5 F SRR (R, SRt e T
R[5 3 OV DR SRR DA BN L e e
5T B R AR, A5, T 1
MR CLAEY 2 A R A # R
U 41,

AT, VA R, I R 0 i 2
SPAR, A SR T HE BT 1,

A FE TR M5 ISR A () B
Hio W 22BN AR5 4 TTREIE SR s
B, oAb, B BRI

L H AN B T, FERd L 38 2 A B

K. B4k, HAEB N R A s )
B— 5%, HIdR L TS 2 A, HEIR
Ko FIHEE, AR BAUTEBOC TAERR

B . FER SR R
i B R, (B GBI 4 Y
) L T AU AT . Mol 2 1
PR LA RT3 24 T 3/ Sk 75
BbLZ.

AR A BT R B A

(LA 2 A BT 2 TS A TR O
W22 B AT R b 5 A e
T

Epzival A e s
KA R

55 5 1 B A A

© ERE. AL R T
o (K7 AN I A

o G E GO R AR

© AR BT

EANRTE TR, 550/ TR A =] AT
BN B S 2, AR AT SRR
LRFIBETFRPCEM R THALD, BRI
S N G AL R A B T
A e B VRIS BN SIESE 15 0
TR IARIE, LSRR BRI S7 30 1A o
ARSI CL2AE R S F R (W
FRARIER B K e S5 A N2 MV 57 31 7
ARECEE, BRAIESE RO

WA A E K E R AT

TR, RAFRE RN, L5750

TIEAS BB 22 HANE ZOMR. 7 (R

P aRIERD

BRI, TSI, 2R

HEAERN (REEEA L)

P NFENREE, TAESS ) (ChERABE

PN

Poland's Position as a Business Partner for China | 23

How Chinese investors
perceive Poland

So far we have demonstrated impressive growth in the Chinese
economy and in Chinese outbound investment, and we have
touched on the reasons for Chinese investors' increasing
interest in Poland. We have also discussed the decision-making
processes and the criteria that were important to Chinese
investors when they selected Poland. In this chapter, we outline
how Poland is perceived by the Chinese business community
already operating in Poland.

Overall, our findings show that Chinese investors rate Poland
highly, not only as a gateway to Europe, but also as a good
country in which to run a business and a pleasant place

to live. Poland is seen as stable, reliable, safe and compatible
with Chinese business practices. Moreover, the country is

seen as welcoming and tolerant to foreign investors and their
employees. In addition, the Polish authorities are perceived as
very helpful, although certain deficiencies were noted, especially
in terms of use of the English language and the need to wade
through substantial administrative paperwork and procedures.
The insufficient Polish infrastructure was also mentioned as

an obstacle in everyday business activity, but as the country
(supported by EU funds) spends heavily to improve this, more
and more Chinese construction companies are seeing this aspect
of the Polish market as full of potential business opportunities.

Although the interviewed executives noted things that can

be improved, all of them would invest in Poland again without
hesitating. They also recommend it to other decision-makers in
China.

Labour force and employment conditions

Key findings
Labour force and employment conditions

e Young and highly educated employees

e | ow labour costs

e Good integration with Chinese employees

e Efficient subcontractors

As mentioned in the previous chapter, the lay of the labour
market is important to companies considering investing abroad.
Investors with actual experience in Poland speak favourably of
Polish employees, although some had difficulty filling middle
management positions. The executives interviewed confirmed
the high skills of Polish employees and the relatively low

labour costs. Selected factual data concerning related topics is
presented in the Poland factsheet section (e.g. tertiary enrolment
rates in CEE countries and hourly labour-cost comparisons,
which confirm the above views).

“Poland’s main advantage over other countries is the number
of young and highly educated people. Labour costs are also
lower than in many other countries.” (Chinese consumer
electronics producer)
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“Poland is full of young, energetic and well-educated people.”
(Chinese executive)

“Poles are very friendly and are hard workers.” (Chinese
provider of electronic equipment)

“Poland has very low production labour costs for Europe.”
(Chinese executive)

“Finding good production managers was difficult.” (Chinese
executive)

Chinese investors also appreciated smooth integration between
Polish and Chinese employees.

“As time went on, our brand became more recognizable and
we started to hire more local people. Now about 70% of our
team are local employees, and we are very comfortable with
Polish culture and traditions.” (Chinese provider of electronic
equipment)

One interviewed executive from the construction industry
described Polish employees as more scrupulous than Chinese.
He therefore prefers to use Polish subcontractors for outfitting
buildings constructed by Chinese employees.

“Polish workers follow the procedure in detail, while Chinese
workers are better for general construction works. That's why
we use Polish subcontractors to finishing the construction
works.” (Chinese construction company)

Only one Chinese executive mentioned that Polish employees
may need more supervision than their colleagues from Western
Europe, but another praised their independent mindset.

“People in Eastern Europe need more supervision than people
in the West.” (Chinese executive)

“Poles always liked to fight for independence ... This mindset
supports the development of capitalism.” (Chinese executive)
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Tax, legal and regulatory environment

Key findings
Tax, legal and regulatory environment

e Stable and indiscriminate tax system

e Fasy access to Polish employees

e English knowledge inefficiencies

e Support from local authorities

Itis common in Poland for local executives and businessmen
to complain about the complicated and unclear tax and legal
environment. Therefore, it appeared somewhat surprising
that for many Chinese companies surveyed, this was not a
major problem. \We were assured that for foreign investors the
most important feature of the tax and legal system is a lack of
discriminatory treatment and evidence of stability. Investors
speak favourably about Poland when evaluating these two
criteria.

“The legal system in Poland is settled. The law protects your
investment, as long as you follow the law.” (Chinese executive)

“It is very important for us that Poland is financially stable.”
(Chinese provider of electronic equipment)

“IWe enjoy the no discrimination treatment. It is a rule in
Poland.” (Chinese consumer electronics producer)

At the same time, executives stressed the high level of
bureaucracy. Specific aspects of the tax regime were also
indicated (e.g. high VAT rates and long periods of VAT returns,
which negatively influence cash flows and working capital
management in Poland). One executive compared Poland to
Turkey and pointed out that few items are tax deductible in the
Polish tax system.

“Taxes in Poland are high, because not many items are tax
deductible. In Turkey, where we also invest, many items are tax
deductible. Another problem is VAT, which is high and affects
our cash flows.” (Chinese provider of electronic equipment)

“High VAT rates increase cash demand and worsen liquidity.”
(Chinese consumer electronics producer)

Chinese investors operating in Poland are moderately satisfied
with the competence and fairness of Polish public authorities,
although some mentioned that lower-level government
representatives were not as responsive as the national
authorities. Executives from construction companies complained
about complicated legislation regarding public tenders and the
fact that only a few documents are available in English.

"As investors from abroad, we receive support and, unlike in
many other countries, where we face restrictions in access
to local markets. However, the system is complicated and we
know many investors who resigned after becoming familiar
with Polish law, especially with regards to tenders. The system
is far too complicated.” (Chinese construction company)
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“We were very eager to invest here, although in our case the
local government was not as welcoming as the government at
the national level.” (Chinese executive)

Other executives indicated that the number of documents
available in English is limited, as is the number of English-
speaking public administration employees, which makes
administrative procedures complicated for foreigners and
requires the involvement of Polish employees.

“Documentation regarding significant public tenders is
prepared in Polish only. In China, documentation regarding
significant projects is also prepared in English, which allows
international companies to easily understand it.” (Chinese
construction company)

“The administration hardly uses English to contact the investor.
We are highly dependent on Polish employees.” (Chinese
consumer electronics producer)

“Only about 20% of Polish public administration employees
can speak English.” (Chinese provider of electronic equipment)

On the other hand, the Polish administration is seen to be
understanding and flexible when it comes to international project
credentials.

“In Poland we can include in our portfolio investments
completed in China, and they are taken into account during
the tender procedure. In many Western European countries,
only investments realized in the European Union are taken
into account. This makes Poland one of the most favourable
markets for construction companies from China, and it
indicates the favourable attitude of the Polish government.”

(Chinese construction company)

Executives whose actions were supported by authorities
dedicated to cooperating with foreign companies were generally
satisfied with the support received.

“We received support from the Special Economic Zones.
Everything went smoothly. We went there only once, and they
processed all the documents quickly.”

(Chinese consumer electronics producer)

“Special Economic Zones administration supported us and
was really helpful and efficient.” (Chinese provider of electronic
equipment)

Chinese executives appreciated relatively easy access to the
Polish labour market for Chinese employees.

“One of the most important positive aspects of starting
operations in Poland is a favourable system of granting work
permits for Chinese employees. We also like the system for
occupational health and safety training in the workplace.”
(Chinese construction company)
On the other hand, construction companies were unsatisfied
with the lack of recognition of professional diplomas, especially
in the field of engineering. This leads (for instance) to a need
to double up on the position of construction manager, as the
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Chinese manager holding a Chinese certificate of proficiency
must be accompanied by a person with a Polish certificate.

“IWe need to employ two construction managers because
Chinese diplomas are not recognized. That increases the cost
of the construction project.” (Chinese construction company)

Business conditions and cultural factors

Key findings

Business conditions and cultural factors

e Pleasant place to live

e Friendly population

e |Infrastructure improvements required

® More promotion of culture bilaterally

Apart from the business conditions described above, a number
of other issues were mentioned in the interviews. Insufficient
infrastructure was mentioned the most often (sometimes as
an opportunity for construction companies, but usually as an
obstacle to business activity).

“Long-distance travel in Poland is complicated, and it limits
my supervision over my businesses. On the other hand, it is an
opportunity, because investments in infrastructure will boost
GDP.” (Chinese executive)

“Infrastructure is very poor. Many buildings are old and
dilapidated. Although the roads are bad, traffic is minimal
compared to China.”

(Chinese provider of electronic equipment)

“The roads and infrastructure in Poland are poor, and the metro
system is underdeveloped for a capital city such as Warsaw.”

(Chinese provider of electronic equipment)

“Infrastructure is obsolete. This is very positive for us, as we
are a construction company.” (Chinese construction company)

Another issue central to all companies was the relatively strict
regulation of working time (including limits on overtime).

“The strict regulation of working time is a problem.” (Chinese
construction company)

“We don't like the strict regulation of working time (for
example, overtime limits). We have to adapt our workplace
culture to the local situation.” (Chinese consumer electronics
producer)

Executives lauded the adaptability of both Chinese and Polish
employees. They stressed that although Polish culture differs
from Chinese culture, the companies are not negatively affected
by cross-cultural issues, though some differences do remain.
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Everyday life of expats in Poland

Key findings
Everyday life of expats in Poland

¢ Appealing climate and landscape

e Employees feel safe

e | ow cost of living

e | ack of direct flights between Poland and China

Business factors aside, the quality of everyday life for expats
can encourage or discourage new investors from investing in

a country. Our interviews revealed that the Chinese living in
Poland are generally satisfied. They appreciated the beauty

of the country and its climate, although Polish winters are
sometimes described as too cold. The executives indicated that
their employees feel safe living in Poland and they see Poles as
friendly and helpful.

“The country is beautiful. | especially liked the Hel peninsula
and the Mazury lakes.”

(Chinese provider of electronic equipment)

“[ like the climate and the environment. | think Poland is one
of the ten best places to live in the world. | don’t like Polish
cuisine, but we have a cook from China who cooks for us.”
(Chinese construction company)

“l'enjoy living here. The climate is colder than in China, but you
will never see a typhoon, heavy rains or earthquakes.” (Chinese
consumer electronics producer)

“Our employees are safe in Poland.” (Chinese construction
company)

“There is no big cultural problem between Poles and the
Chinese. People are very helpful. For example, when we have
language problems in a shop, young Polish people standing in
a queue often help us with translation.” (Chinese construction
company)

Echoing concerns relating to the public administration, the
limited amount of information available in English is a problem in
everyday life, especially outside major Polish cities.

“People have poor English skills outside of big cities. It makes
communication difficult.” (Chinese provider of electronic
equipment)

“I have one suggestion for the government: please have

at least one English-speaking service person at every train
station.” (Chinese construction company)

Chinese executives also noted a lack of direct flights between
Poland and China.

“One thing we don't like is that there are no direct flights from
Poland to China. This is a problem because many Chinese
employees want to visit their families, and it is a hassle to
switch planes.” (Chinese provider of electronic equipment)
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Conclusion

We have heard Chinese executives’ opinions on Poland as
a potential investment destination, and we know that they
associate Poland with financial stability, a favourable labour
market and a secure environment for Chinese employees.

Still, it appears the wider Chinese business community remains
largely unaware of the benefits of the Polish investment
climate. Executives interviewed by KPMG Transaction Services
suggested some ways of improving the promotion of Poland in
China.

Most interviewed executives confirm that awareness in China
of Poland as a potential business partner is growing, but they all
also believe that more can be still done. Some even recommend
promoting Poland not only among the business community, but
also among common Chinese citizens.

“Better governmental cooperation would help in promoting
Poland in China ... The recent Expo exhibition in Shanghai
was a great success in promoting Poland in China.” (Chinese
construction company)

“We are seeing increased interest in Poland from other
Chinese companies ... but Poland should advertise its location
and its labour-cost advantages more and should explain better
the requirements for setting up a business here ... so the
investor can take the step from interest to action.” (Chinese
executive)

“Show Polish culture to the citizens of China. Sometimes
educating someone about a foreign culture is a great form of
advertising.” (Chinese provider of electronic equipment)

“['think the government does a lot but can do more ... The
Chinese don't know much about Poland. They know \Walesa
and Chopin ... Sometimes less money brings a better effect.
In China, around 30 million people learn how to play the piano,
which can be used for the promotion of Poland in association
with Chopin’s music.” (Chinese executive)

...financial stability, a favourable labour market and a secure
environment for Chinese employees.
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VERIT T EESR NN R I B R B TFAR, == As the largest economy among countries that joined the

EMRE| B A BR B m F 5y . FA e K- European Union (EU) over the last decade, Poland is attracting
FAT R PV B AR RIS 21 R R A 1 it 5 strong interest from investors around the globe. Its growing

TR, B S| AR ENLA . T 2 BRI number of middle-income consumers and the coming

W IR B AW T E AR B PE A wave of infrastructure investments create new and enticing

FERHA I A SR DA S S L R AR I H , 5B opportunities. The Polish government and the EU are facilitating

HINE PR AT 2L BT, foreign investors through continued liberalisation of markets,

P 22 AT IR 7 R X % R B 0 privatisatioq of asgets, improvement of infrastructure, and

%’ E@EEBX&%@B@E‘J%%@EG u\GDP Investment incentive programmes.

KE, HAHOERK B S5HE . gk Rl Not only is Poland the largest of the transition countries in Central

ST R S —RE 2 R, H20104E A1 and Eastern Europe (CEE), itis also starting to emerge as a

GDPELIEFI1880025 7C, NN B FH 7K 11761% regional economic powerhouse. Poland’s economy, measured
» E20054E/T, 22 A AL X 5 AT Sk 26, in GDP, has grown to become as large as those of the Czech

KL FrTia], HAEGDPHI KR IES. 6% 6. 8% Republic, Slovakia and Hungary combined. GDP per capita for
[8]o 20094F, Vi 2= J2 WK B [ S8 i —frIGDP 3 2010is roughly USD 18,800 and has reached 61% of the EU

K, AR, HAE RS M LERN, HGDPAE average. Poland has been a leading economic performer in

H KL FE B LR 3%—4%, 20104F, I £ IGDP the region since 2005, with annual GDP growth rates ranging

KK 3, 8%, tH AT AABTIZ LR between 3.6% and 6.8% in most years. In 2009, it was the only
AR 24 (945 25 AN )T EL A Rk 10 economy in_the EU to show positiye GDP growth, and forecasts
B, PR 2 AN Se Ak L 1, 304 Eofh for the coming years point to continued solid growth of 3-4%.
SR, WA SERE . SR E N E For 2010, Poland’s GDP grew by 3.8%' .The World Bank recently

Reeenes MR TR R EY . 7 commented:

P22 T B, 20104F FUE IR IRy “What makes Poland’s economic rebound different from

9. 6% FIRTH AR 4. 25%, FORAT RS 78 that of the other EU10 countries is that it was not based

WHAT AN B solely on exports but on multiple factors, namely increased

public investment, strong domestic demand ... and of course

P ARAT RS L APEEM BT A X AL
5, BT B LR SR IRAT RS

> 5 Poland is not burdened by excessive debt. The inflation rate
in 2010 was 2.6%, and the reference interest rate is 4.25%,
allowing the government to pursue mildly expansionist policies.?

exports.”

The Polish banking system has proved relatively resistant to the
recent global financial crisis. It is one of few to not receive any
financial support from the state.

Source: Eurostatistics, Data for short-term economic analysis Issue number 01/2011
2Source : Central Statistical Office in Poland
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Note: Gross domestic product at constant 1995 market prices
Source: National Bank of Poland, EIU forecasts
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The Warsaw Stock Exchange (WSE) is emerging as the regional
leader and a hub for investment, more than doubling the number
of traded companies and almost tripling daily turnover in the past
decade. Indeed, it is the largest stock exchange in CEE, with

an approximate market capitalisation of PLN 848 billion (€216
billion)® — 30 percent more than that of the Vienna exchange,

and five times the market capitalisation of the Budapest Stock
Exchange.

So strong have been the fundamentals and so steady the growth
of the Polish economy that Barclays Capital recently featured

it on its global list of 10 Advanced Emerging Markets (AEM) —
economies graduating from emerging market status, with risks
similar to developed nations paired with the higher returns that
are typical of emerging markets. Polish stability and institutional
reforms are strengthened by the country’s membership in the EU
and OECD.

Poland’s infrastructure is rapidly being upgraded to support its
growth and to enable the country to strengthen its natural role
as an east-west corridor in Northern Europe, linking Western
Europe ports with Russia and Ukraine. Its solid economy and
funding from the EU (more than €67 billion of development
funds allocated for 2007-2013) allow Poland to invest heavily in
transport and energy infrastructure throughout the country in the
coming years.

Its large domestic market together with a skilled and relatively
cheap labour force have further stimulated Poland to become
one of the four leading countries in Europe in terms of investment
attractiveness, heading the CEE region, according to the World
Investment Prospect Survey. Labour is relatively highly qualified
(above the EU average, according to EIS) and available, while
labour markets are gaining flexibility. Labour costs in Poland are
substantially lower than in Western Europe, but also lie below
neighbouring labour markets such as the Czech Republic.

SSource: Warsaw Stock Exchange - May 2011
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W22 B WM BRI I E R 22— R Poland is one of the leading emerging economies in Europe in

L HEN, WEREERINEENEEA A terms of investment attractiveness. Over the past two decades,

FEETR) , B H TR & F SRR, Poland received a steady inflow of foreign capital (as presented

GBI NEAR SRR T A I AT RAS in the chart below), which held up relatively well even during

BT REIE4aEfEhl, HAMNEEBEREAER the recent global recession. During the recent financial turmoil,

A (FDI) 7E20104F H & suis sk /> 991725 Foreign Direct Investment (FDI) inflow decreased to USD

IC ({E20094EN13TAZZETE) » Mk HRLE TR 22 \ SR R 9.9 billionin 2010 (from USD 13.7 billion in 2009). According
(EIU) (T, it dk s, woka s to forecasts of the Economist Intelligent Unit (EIU), FDI is

5 22 BT RS TR S, AT, 78 expected to resume its growth pattern, sustained by investors’

2010 Ji§, HFDI BAEUEIA 1931422570, 6 very positive perception of Poland. They estimate that the

TE20144F K- 2544472670 . W2 V24 cumulative value of Foreign Direct Investment in Poland reached

DRI SE M B SR E AN, IEEHTEA. USD 193.1 billion at the end of 2010 and is expected to grow

Hh, B AR R AR E A A to USD 254.4 billion by 2014. Many economic sectors are still

AT TR IHLZ, relatively fragmented and undergoing restructuring and a second

privatisation wave that recently started is providing ample
opportunity for investment.

TP 2= FIANE R BT CGRAT: 10423540
Foreign Direct Investment in Poland (USD billion)
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Source: National Bank of Poland, EIU forecasts
TE20100% 75 EH T 2 0 H A it b, 32 In the 2010 edition of World Investment Report by UNCTAD,
J2 HPAR BR L R AR E— PR 1 A R i LR 5 7 Poland was the only CEE country to be ranked among the top
I B (2 IRRINEE ) EIS . SR global investment destinations (4th position in Europe). The
AT A S 5 ST T A 2R BB Y World Bank also ranked Poland 4th in CEE in terms of trading
B 5 ST Z A E 45 2 (T RSORE B across borders, which reflects the country’s openness towards

foreign investors.

BRg2 01 0 —2 0 1 2 FHAM H BB R 2 E 5 [ 7 5 / Trading across borders

Top priority host economies in Europe for FDI
for the 2010-2012 period

Estonia 1 3
European Rank Global Rank

CEE Rank Global Rank

Russian Federation 1 5 Poland 4 42
United Kingdom 2 7 Czech Republic 6 53
Germany 3 10 Hungary 9 70
Poland 4 12 Slovak Republic 12 13
France 5 14
Spain 6 20

Source: UNCTAD Survey (World Investment Prospects Survey 2010-2012) Source: Doing Business 2010 prepared by The World Bank
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Poland is indeed open for international business transactions,
and the authorities provide a number of investor incentives

to attract FDI, including income tax exemptions in Special
Economic Zones, real estate tax exemptions, as well as
preferential tax deductions for the purchase of new technology
and R&D centres. Another mechanism supporting FDI are cash
grants from both national and EU sources, which can support
new investments and job creation, reaching up to 50% of an
investment'’s cost.

Geography and infrastructure

The Republic of Poland is the largest country in Central and
Eastern Europe (CEE) and the ninth largest on the European
continent. The country is located in the centre of the European
land mass, bordering Russia, Lithuania, Belarus and Ukraine to
the north and east, Slovakia and the Czech Republic to the south,
Germany to the west, and the Baltic Sea to the north.

The Polish climate is temperate, with both maritime and
continental elements, with average temperatures in the hottest
month (July) ranging between 16°C and 19°C, and the coldest
(January) between -5°C and 3°C. The country’s natural resources
include substantial amounts of hard coal and lignite, together
with copper, zinc, lead ores, silver, sulphur, salt, building stone,
gas and oil. Poland is the largest producer of hard coal in Europe
and meets 10% of the EU's demand. The country is in 9th

place in lignite extraction in Europe, but its reserves are only

15% developed. Poland also possesses certain hydrocarbon

fuel resources. The world's longest oil pipeline, the Przyjazn
pipeline, runs across the country. Natural gas is carried by several
pipelines, with the most important being the Yamal. In order to
diversify energy sources, the Polish government has a long-term
strategy to expand its gas supply options and plans to open its
first nuclear power reactor in 2020.

GDP per capita (PLN"000)

=% —"% / Snapshot

312,679 square
kilometer

Size of the country

Population 38.4 million people

in 2010
Capital Warsaw
Currency Zloty

Average exchange USD 0.33 = 1 Zloty

rate 2010

Average exchange
rate 2010

EUR 0.25 = 1 Zloty

Source: EIU Central Statistical Office in Poland
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Poland's infrastructure has long been underdeveloped, especially
the road and rail systems, which held back the country’s
otherwise excellent opportunities to be a transport corridor
between the European Union's heartland and the developing
markets of the former Soviet Union. Poland'’s rapid economic
development after the economic transition in 1989 was not
matched by equally swift improvement of infrastructure. The
situation began to improve gradually at the start of the new
millennium, especially after Poland joined the European Union.
Of the €67 billion (USD 93 billion) of EU funds allocated to Poland
for 2007-2013, as much as €19 billion (USD 27 billion) is allocated
forimmediate priorities relating to transportation infrastructure.
Moreover, a large portion of funds related to Regional Operational
Programmes (a combined €17 billion, or USD 23 billion) is to

be spent on infrastructure investment at the regional and local
levels.

Apart from EU funds, the UEFA Euro 2012 European football
championship, which will be co-hosted by Poland and Ukraine,
has led to an investment boom generating a vast number of
ventures relating not only to sport, but also to transport and hotel
infrastructure. From November 2007 to October 2010, contracts
were signed for the construction of more than 740 kilometres of
motorways and 950 kilometres of major roads and city bypasses.
According to official forecasts, EU funds allocated for 2007-2013
are also expected to support the construction of 410 kilometres
of new railway lines, the modernisation of 1,250 kilometres of
existing lines and the redevelopment of eight airports.

Poland'’s IT infrastructure is rapidly being upgraded and can
compete with its peers in Europe. For example, the Polish
Internet eXchange, the world’s 14th-largest Internet Exchange
Point in terms of maximum throughput, is located in Warsaw.

Population and language

With more than 38 million inhabitants, Poland is the most
populous country in the CEE region and the eighth most
populous country in Europe. It is divided into 16 provinces
(voivodships) that have significant self-governing powers.

The provinces are further divided into counties (powiaty) and
communes (gminy). Warsaw is the capital and the largest city
in Poland, with more than 1.7 million people in the Warsaw
municipality and as many as 1.5 million more in the surrounding
urban areas. It is also a leading economic and financial centre in
CEE. Other large metropolitan areas include Upper Silesia with
the major city of Katowice (more than 2 million total inhabitants),
Krakéw (756 thousand), t.6dz (742 thousand), Wroctaw (632
thousand), and Poznan (554 thousand).

Poland ranks in the top four in CEE in terms of tertiary education
enrolment rates, with 18% of people between the age of 15 and
64 having completed some form of higher education and 36%
having completed secondary school. The tertiary education
system consists of 461 public higher education institutions,
including 19 universities, 23 technical universities, 80 economics
academies and nine medical academies. Furthermore, an
increasing number of Poles speak English as a second language.
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Sty Labour market

W 22N LA LR G, 57T FAH Labour costs in Poland are lower than in the Czech Republic and
e W22 T A AR H I ACE b3 A comparable to Hungary. Polish workers’ exceptionally high level
1V, X R EHEERNSE R, t219894F of professional skills is worth noting. This is the result of high
PR A & 7 J5 20 sk R B UL S PRI K 1 education standards, rapid development of the market economy,
TbAEGEREE R 57 THS A M BUOR A2 TR AT as well as a long-standing industrial tradition. Redundancy

M, BE AR (LR 2 T AR ani: JE 35 policies are moderate, providing entrepreneurs with flexibility of
HI2E TR AR, employment levels and containing redundancy costs.
WRIERKIMGE T 20104E 55 —Z5 1, 4 YUK 5 According to Eurostat, total nominal hourly labour costs
FNFIRAR R EE _EFH0. 9%, 7655 [F R L increased by 0.9% in Q1 2010 compared to Q1 2009. This was
FE 52, 2% still significantly lower than the EU average increase of 2.2% over

the same period.*

“Source: Eurostat news release Euroindicators - 16 June 2010

/ Tertiary education enroliment rate

CEE Rank Global Rank
Slovenia 1 4
Poland 4 21 20 1 0 HEARN 5T 55 A
Hungary 6 2 Hourly labour costs per hour in 2010
Czech Republic 8 32
Slovak Republic 9 40 Slovakia

Sources: UNESCO Institute for Statistics The Global Competetiveness Hungary

Report 2010-2011 prepared by World Economic Forum Poland

Czech Republic

Spain

Wiinzs 45 A (LU % 984D/ Redundancy costs United Kingdom
(in weeks of salary) France

CEE Rank Global Rank Germany )
Romania 1 15 0 5 10 15 20 25 30 35 40
Poland 3 21 USD/hour of labour

- Source: EIU

Czech Republic 5 40
Slovak Republic 6 48
Hungary 10 68

Sources: Doing Business 2010 prepared by
The World Bank The Global Competetiveness Report 2010-2011 )
prepared by World Economic Forum Under the Polish Labour Code, hours of work should generally

not exceed eight hours per day and approximately 40 hours
per five-day work week in an "adopted reference period” not
exceeding four months. An employee should not work more

?ETE%ZE%Z?J%,‘ /ﬁ\I{’EEﬂ?I‘EﬂJﬁm?’LKEﬁ than approximately 48 hours per week, which means eight hours
Ji8/JjHﬂLy FEASEIEAN A “WI” A, B of overtime are allowed per week. However, there are some
ANILERLIA0/ N o TR R AT AR exceptions to this rule.

S48/, RIS R NP (] e 8/, S
ik, WA LA .

In principle, an employee is entitled to at least 11 hours
of uninterrupted rest every day and to at least 35 hours of

JRNE, BRI 4 53 LA RA LN ATl uninterrupted rest each week.
ISEnEl FH A JE AT ‘E‘ B . ' .
gﬁ%ﬂﬂm’ PRUESCRRA 35 MR AT R In addition to basic remuneration, employees who work overtime
%o gk - o are entitled to the following:
Sy ﬂDﬂIJ\TﬁﬁDTﬁfﬁiﬁ ® 50% of basic remuneration: in general for overtime work on
o FEAHKMI50%, TAEH IR ] business days
* FEAHOKIII00N, X5 FAEM b oA HAR e 100% of their basic remuneration: in general for overtime

Hnk work at night and on Sundays and holidays.
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Economy and ratings

After the political changes in 1989 and the transition to a free
market economy, Poland achieved considerable economic
success. Driven by extensive internal demand, exports and
foreign investment, Poland’s economy became one of the
strongest in CEE and GDP per capita rose to 61% of the EU
average. Moreover, in the 21st century, it has remained one of
the most stable and healthy economies in all of Europe. This was
particularly visible in 2009, when Poland was the only country
in the EU able to maintain positive GDP growth. The recent
results of the Polish economy are reflected in high positions in
international investment rankings.

After a volatile period in the 1990s resulting from the transition
from a centrally planned economy to a free market economy,
Poland managed to reduce inflation to stable levels of

around 3-4%. The National Bank of Poland, the central bank
(independent from the government), runs the inflation target
strategy. Since the beginning of 2004, it has pursued an inflation
target of 2.5%, with a permissible fluctuation band of +/- 1
percentage point. Predictable monetary policy, supported by a
responsible fiscal policy targeted at reducing public debt, creates
stable business conditions for investors. According to Fitch

Ratings, Poland’s public finances will continue to compare well
with many richer and more highly rated EU member states.

B A 54/ R AT / Rating/Outlook (April 2011)

EEZ 43 / Key economic indicators

2008 Standard and Poor's Currency Risk A+

Nominal GDP (PLN billion) 1275 1344 1413 Fitch Local Currency Long-Term IDR A-
Real GDP growth 5.1% 7%  38% Fitch Local Currency Country Ceiling A
Unemployment rate 9.5% 11.9% 12.3% Moody's Domestic Currency Rating A2
Consumer price index 4.2% 3.5% 2.6%

Note: Currency Risk is defined as “transfer and convertibility
Average USD/PLN exchange rate 2.41 3.12 3.02 assessment

Sources: The Economist Intelligence Unit, The World Bank,
Average EUR/PLN exchange rate 3.52 4.33 3.99 Standard&Poors Foreign Currency Risk Rating, Fitch Ratings
Total public sector debt (% GDP) 46.9% 49.9% 55.0%
Government deficit (% GDP) (3.7%) (7.2%) (79%)
Goods exported (USD billion) 171.9 136.7 155.7
Goods imported (USD billion) 210.5 149.6 173.6
Trade balance (USD billion) (38.6) (12.9) (17.9)
Current account balance (USD billion) (25.6) (9.6) (15.9)
International reserves (USD billion) 62.2 79.6 93.56
Inward direct investment (USD billion) 14.9 13.7 9.9

Source: Polish Central Statistical Office, National Bank of Poland
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Taxation regime and incentives for investors

Investors should note that Poland has one of the EU’s lowest
corporate income tax rates, at 19%, and the Polish VAT

system is synchronised with the EU VAT system. Poland has
also implemented the EU Directives regarding mergers and
restructuring, dividends, interest and royalties distribution. In
principal, all dividends distributed to qualifying companies based
in the EU benefit from the income tax exemption. However,
Poland has not introduced any participation exemption for capital
gains on the disposal of shares. The most common international
structures for investing in Poland involve the Luxembourg, Dutch
and Cyprus jurisdictions.

The Polish VAT system is harmonised with the EU system. The
Polish standard VAT rate is 23% (applicable to the major services
and goods). There are also lower rates applicable for defined
goods and services like 8%, 5% and 0%.

In respect of PIT, usually the standard employment remuneration
is taxed at progressive rates of 18% and 32%. There are different
schemes possible to optimise the PIT burden. The social security
charges are divided between employees and employers.

Poland offers a pool of diverse incentives for investors, including
EU funds, depending on the type of business and the scale of
operations.

Among mechanisms designed to support FDI, a key role belongs
to Special Economic Zones (SEZs). SEZs are separate parts of
the country’s territory where business activity can be conducted
under preferential conditions. In Poland, SEZs were created

to accelerate the economic development of certain regions,
manage post-industrial property and infrastructure, create new
jobs and attract foreign investors. The basic benefit of investing
ina SEZ is the possibility of obtaining a tax allowance consisting
of corporate and personal income tax exemptions. Investors

can also obtain real estate tax exemptions granted by local
authorities. Tax exemptions for companies operating within a
SEZ are a form of EU-approved public aid.

The value of public aid granted in the form of tax exemption is
equal to the value of qualified investment expenditures multiplied
by the maximum intensity of public aid in the respective regions.
The intensity of public aid factor generally varies between 40%
and 50% (except for Warsaw, where the number is 30%). Public
incentives in SEZs can also go toward the cost of two years’
employment for newly hired employees. The above public aid is
classified as regional aid and can be cumulated with other forms
of public aid (i.e. EU- or state-funded grants). To enjoy the tax
allowances, a permit to operate within the SEZ has to be granted
by the management of the respective zone.



38 | FIH B =TT HE N

PR 22 14NEGRRIX, FmAR 412,633
Bl #A2009 ARG, TRV T
S B AR 665 2L 3B B (227435
J6) , BRI SRR L 125045, 25 HFIX
WIE AT : R4 (PR HI26%)
L REW Q0% T (9% &8 (T%) AlET
(T%) o P2 THRR XK 22 /D8 8 3. 20204F,
T A G KR
Yo} B AR BT R SRR IR 5 — A R L
[ 2 AR B2 B SN 6T
e L) BRI AN B ey AR PR B AR
f150% CGRFFA/NAL: 70%), H3RAE %k
IR 2220, W45 2 AT rE X 3k

There are currently 14 SEZs in Poland, covering an area of 12,633
ha. At the end of 2009, the cumulative value of investment
expenditures in SEZs exceeded PLN 66.5 billion (USD 22.7
billion), with more than 1,250 investment permits issued. The
leading SEZ industries include the following: automotive (26%
share in investment expenditures), polymers (10%), mineral
products (9%), metals (7%) and electronics (7%). SEZs in Poland
will operate until at least 2020, and there are plans to extend that
period further.

Another available mechanism supporting FDI are cash grants
from both national and EU sources. Cash grants support new
investments and workplace creation and can reach up to 50% of
investment cost (or up to 70% for SMEs), also depending on the
region where the investment is made.

d
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Research objectives
and methodology

In order to gain genuine insight into the practical considerations that
concern executives from China, KPMG professionals spoke with
representatives of Chinese companies that have either invested

or plan to invest in Poland. Our contacts with representatives of
Chinese companies were facilitated by the Chinese Embassy and
PAIilZ. This research was further supported by desk research and
analysis of data provided by PAIilZ and the Ministry of Economy.

The KPMG team, comprising partners, directors and managers

of KPMG Transaction Services in Warsaw, performed in-depth
interviews with representatives of 11 different companies of
Chinese origin operating in Poland (referred to in the report as
‘Chinese executives, Chinese companies’ etc.). These interviews
enabled us to gain insight into the decisions that are driving Chinese
investments into Europe and the executives’ perceptions of Poland
as an investment target.

We are grateful to representatives of the following companies

for their dedication, time and experiences shared with KPMG
Transaction Services: TCL Operations Polska Sp. z 0.0., ZTE Poland
Sp. zo.0., Minmetals Construction Poland Sp. z 0.0., Huawei
Polska Sp. z 0.0., Shanghai Construction Poland Sp. z 0.0., Chung
Hong Electronics Poland Sp. z 0.0., TPV Technology Polska Sp.
z0.0., Dalian Talent Poland Sp. z 0.0., as well as an undisclosed
independent entrepreneur and several other investors from China.
We believe that our common work will be beneficial for both the
community of Chinese investors and stakeholders and the Polish
public administration and citizens.

Citations in this report typically include the industry in which the
company interviewed operates. In certain cases, however, in order
to maintain anonymity we do not list the industry (e.g. when only
one company from a certain industry was subject to interview). All
such quotations are described as “Chinese executive” comments.

The desk research gave us a clearer view of the extent of Chinese
investment already realized in Poland, its forms and main drivers.
It also provided us with a broad view of global processes which
lead to an increasing level of Chinese outbound foreign direct
investment. Information was sourced from Polish and Chinese
institutions (including PAIlilZ, the Central Statistical Office (GUS),
the Ministry of Economy and the Chinese Statistical Yearbook
2010) as well as independent sources (such as the International
Monetary Fund, The Economist Intelligence Unit and The Global
Competitiveness Report 2010-2011 prepared by the World
Economic Forum), and a portion of the information presented in this
document is the result of KPMG analysis performed on such data
from published sources.

The information in this publication is of a general nature and does
not provide the in-depth information needed to make investment
decisions. Because of the continually changing legislative
environment in Poland, the complexity of Polish corporate, tax

and social laws and regulations and the steadily evolving nature

of the Polish economy, comprehensive professional advice and
assistance should always be obtained before implementing any
plan to invest in Poland. KPMG and its many professionals in Poland
can render such assistance and would be pleased to provide more
detailed information on matters discussed in this publication.
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KPMG

About KPMG

KPMG is a global network of professional firms providing Audit, Tax
and Advisory services.

KPMG operates in 150 countries and has 138,000 people working
in member firms around the world. KPMG was among the first
professional firms to establish itself in Poland in 1990. KPMG in
Poland employs nearly 1,200 staff in Warsaw, Krakow, Poznan,
Wroclaw, Gdansk and Katowice.

KPMG advises Polish and multinational corporations and
organisations in all sectors of the economy, particularly in finance,
insurance, pharmaceuticals, the trade and manufacturing

of consumer goods and industrial goods, information,
communications and entertainment, public administration and
SMEs.

Our services
e transaction services

e market analysis and entry strategy

e integration & completion services

e corporate finance

e grants &incentives

e tax advisory

e |egal advisory

e audit and review of financial statements
e accounting and payroll-HR administration

e risk advisory.
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Polish Information
and Foreign Investment
Agency

The Polish Information and Foreign Investment Agency (PAIilZ),
helps investors to enter the Polish market and find the best ways
to utilise the possibilities available to them. We guide investors
through all the essential administrative and legal procedures that
involve a project; we also support firms that are already active

in Poland. We provide rapid access to the complex information
relating to legal and business matters regarding the investments,
help in finding the appropriate partners and suppliers, together with
new locations.

PAIlilZ's mission is also to create a positive image of Poland across
the world, promoting Polish goods and services.

In order to provide the best possible service to investors we've
established a network of Regional Investor Service Centres across
Poland, which have as their goal improvement of the quality of
aregion’s investor services, also to ensure access to the latest
information - such as, the latest investment offers and to regional
micro-economic data. These specialist Bureau's hire professionals
that have been trained by PAIlilZ and are financed by local authority
funds. Another of their task is to work as links between the
investors and local authorities.

Before PAIilZ was established

The Polish Information and Foreign Investment Agency (PAlilZ)
was established on 24th June 2003, resulting from the merger

of the State Foreign Investment Agency (PAIZ) and the Polish
Information Agency (PAI). The Agency in its activities makes use of
its predecessors’ “inheritance”.

The State Foreign Investment Agency (PAIZ) was created in 1992,
as a public limited company under the State Treasury. Its main

goal was the support of Poland’s economic development, through
activities that raised the inflow of foreign investments. In 1997

at the VIl World Convention of Investment Promotion Agencies,
PAIZ received the title of the Best European Investment Promotion
Agency.

The Polish Information Agency (PAI) was set upin 1991, as a
redevelopment of the Polish Interpress Agency, from a government
agency, into an institution whose main goal was the promotion

of Poland abroad. Over 12 years PAl realised this goal through:
information, publishing, exhibitions and press activities.

PAIIlZ contact Press Centre:

&HL: +48(0) 2233498 00
fEH: +48(0) 2233499 90
ul. Bagatela 12

00-585 Warszawa

Monika Staruch
monika.staruch@paiz.gov.pl
HIif. . +4822 3349949

Aleksandra Bigda
aleksandra.bigda@paiz.gov.pl
i . +48 223349840

Reception: +48 (0) 22 33498 00
Fax: +48(0) 2233499 90

ul. Bagatela 12

00-585 Warszawa

Monika Staruch
monika.staruch@paiz.gov.pl
Tel.: +4822 33499 49

Aleksandra Bigda
aleksandra.bigda@paiz.gov.pl
Tel.: +48 2233498 40
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KPMG Sp. zo.0.
ul. Chlodna 51
00-867 Warsaw, Poland
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Contact our Transaction Services team:
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Marek Sosna

HIkN, ZGMMEHE
Partner, Head of Transaction Services
G / Tel.: +48 22 528 1200

msosna@kpmg.pl
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Our Chinese contacts:
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Tersteegenstralle 19-31
404744 FE/RZ TR, EIE
i . +49(211) 4756527
wwang9@kpmg.com
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Fif.: +86 108508 7109
wayne.tsang@kpmg.com
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André Schuurman
AiS. . +4822528 1131
aschuurman@kpmg.pl

25 R BRI T

Jacek Kulpinski

Hifi. . +48225281143
jkulpinski@kpmg.pl

SIS

Iwona Sprycha

Hifi. . 448225281144
isprycha@kpmg.pl

W55y

Krzysztof Klamut
Mg . +48225281220
kklamut@kpmg.pl

IR

Katarzyna Nosal-Gorzen
Hifi: +4822528 1017
knosal@kpmg.pl

B RS S (B2
Andrzej Kaczmarek
Hiif: +4822528 1100
akaczmarek@kpmg.pl

[EFRF S

Marcin Rudnicki

Hiif: +48225281177
marcinrudnicki@kpmg.pl

EN Ly E N

Kiejstut Zagun

FHif. . +4822528 1007
kzagun@kpmg.pl

ZEFREIX

Miroslaw Michna
HLIE. . +4812424 940
mmichna@kpmg.pl

AR

Tadeusz Jacek
Dudzinski

% +4822528 1303
tjdudzinski@kpmg.pl

Wei Wang
Tersteegenstrale 19-31
40474 Dusseldorf, Germany
Tel.: +49(211) 4756527
wwang9@kpmg.com

Other contacts relevant to your

market entry needs:

Strategic & Commercial
Intelligence

André Schuurman

Tel.: +4822528 1131
aschuurman@kpmg.pl

Financial Due Diligence
Jacek Kulpinski

Tel.: +4822 5281143
jkulpinski@kpmg.pl

Integration & Completion
Procedures

Iwona Sprycha

Tel.: +4822 5281144
isprycha@kpmg.pl

Corporate Finance
Krzysztof Klamut
Tel.: +4822528 1220
kklamut@kpmg.pl

M&A Tax

Katarzyna Nosal-Gorzen
Tel.: +48 22528 1017
knosal@kpmg.pl

KPMG Global China Practice

KPMG Beijing
Wayne Tsang
8/F, Office Tower E2;
Oriental Plaza

Beijing, China

Tel.: +86 108508 7109
wayne.tsang@kpmg.com

China Desk in Poland
Andrzej Kaczmarek
Tel: +4822 528 1100
akaczmarek@kpmg.pl

International Tax
Marcin Rudnicki

Tel.: +4822 5281177
marcinrudnicki@kpmag.pl

Grants & Incentives
Kiejstut Zagun

Tel.: +48 22528 1007
kzagun@kpmg.pl

Special Economic
Zones

Mirostaw Michna
Tel.: +48 12 424 9409
mmichna@kpmg.pl

Legal Services
Tadeusz Jacek
Dudzinski

Tel: +4822528 1303
tjdudzinski@kpmg.pl
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