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About this report

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. Taking into consideration the shift in global investment
strategies of Japanese investors, Japanese foreign direct investments
in Poland should continue to develop dynamically as the Polish market
becomes increasingly attractive as an investment destination. In

the coming years, Poland will continue to build strong relationships
with current and new Japanese investors, which have already gained
a strong reputation on the Polish market through their focus on
excellence and efficiency.

In consultation and cooperation with the Embassy of Japan in
Warsaw, the Ministry of Economy of the Republic of Poland and the
Polish Information and Foreign Investment Agency (PAlilZ), KPMG
Transaction Services undertook the preparation of a survey supporting
all parties involved in the investment process.

The purpose of this survey is:

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

* to share the experience of Japanese investors already 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
Japanese investors’ entry on the Polish market

e to draw attention to the scope for increasing awareness in Japan
about Poland's attractiveness 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 Japan, KPMG professionals were grateful to speak

with fourteen representatives of leading Japanese companies as well as

investment institutions that have a presence in Poland.

We would also like to take this opportunity to thank the Embassy of Japan

in Poland, the Ministry of Economy of the Republic of Poland and PAlilZ

for their continuous support over the course of this project, as well as

Yutaka Takashima and Takayuki Suzuki, our colleagues from the KPMG

Global Japanese Practice in Warsaw, who were very helpful in arranging

interviews and who supported us with a better understanding of Japanese

customs and business culture.
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Marek Sosna
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Head of Transaction Services in Poland
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Preface from the
Ambassador of Japan
to Poland

Following the Lehman shock, Poland was the only country in

the EU to maintain positive growth in 2009. It is also expected

to be the fastest growing country in the EU at 2.5% growth in
2012. Its high-quality and abundant labour force along with other
competitiveness has made it “Factory of Europe,” attracting many
foreign investments. Investors are also showing growing interest in
its large domestic market as it boasts a population and territory not
that different from Spain.

With its accession to the EU in 2004, Poland’s economic relation
with Japan has developed rapidly. A strong pro-Japan sentiment in
this country for historical reasons has been inductive in attracting
Japanese business here. The Japanese business community is
vibrant and now stands at about 300 companies, including nearly
100 manufacturers in various fields, such as the automotive
industry, electronics and infrastructure.

However, information on doing business in Poland is not readily
available. Itis little known that Facebook opened its CEE branch in
Warsaw, or that the BPO sector is taking off rapidly and employs
roughly 40% of the whole sector in the CEE, or that there is a
Polish domestic company producing a world-wide computer game
software, to mention but a few.

Japanese companies point out that the advantages of doing
business in Poland are the high-quality of the labour force, low crime
rate and relative security as well as its strategic location in Europe.
To this, | would also add the high-standard of Japanese studies

and a strong interest in Japanese culture, which is very important

to conducting business nowadays. If direct flights between Tokyo
and Warsaw are established in 2013, our two countries will become
even closer. | hope this brochure will provide useful information in
considering commencing business in Poland.

Makoto Yamanaka

Ambassador of Japan to Poland
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Preface from the Minister
of Economy of Poland

Many investors from around the world are responding to the increasingly
popular notion of Poland as ‘the green island in Europe’— as a country
that has achieved consistent economic growth for more than a decade.
Infact, in 2012 Poland is one of the European Union's leaders in terms of
growth and investment despite the well-documented economic turmoil
in the Eurozone.

| believe this strong position is based on promising fundamentals and
sound economic policies. Poland has the sixth-largest population in the
EU, which signifies not only a large internal market, but also a strong pool
of highly skilled workers combined with attractive labour conditions.
Furthermore, Poland’s geographic location places it at the heart of the
new Europe.

Attracting foreign investment is a top priority of the Polish government'’s
economic policy, and we continue to strive for excellence. Recently,

our ministry has announced an improved ‘investment package' to ease
foreign investment in Poland. The Ministry of Economy is preparing
dozens of changes to provide further incentives for investors and to make
investment processes more effective and friendly for foreign companies.
Japanese investors have been at the forefront of inbound investment
since the beginning of Poland’s transformation and have built up a
prominent position in our country. Japanese companies are well known
for their long-term perspective and the quality of their products. We

are pleased that so many of them are choosing Poland for their regional
investment projects, and we are keen to hear their experiences and
suggestions.

Business contacts and joint cultural events involving both Japan and
Poland in recent years have illustrated that these two countries share
many more interests than a passion for the music of Chopin.

| trust that this report will become a precious source of information for
Japanese investors who wish to learn more about why Poland is an
attractive business partner.

Waldemar Pawlak
Deputy Prime Minister
Minister of Economy of the Republic of Poland
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Executive summary

This study examines Poland’s position as an investment
destination from the perspective of Japanese investors.

Japanese firms have been among the most active cross-
border investors for many decades, but in recent years their
outward investment patterns appear to be evolving. Firstly,

we are observing a shift away from developed but distressed
Western markets towards high-growth markets closer to home,
but also beyond Asia. Secondly, the range of companies that
make investments abroad is expanding beyond the traditional
automotive, electronics and machinery industries to include

a wide variety of sectors. These current trends are affecting
Poland'’s position as a recipient of Japanese investment.

According to the OECD, between 2000 and 2010, Japanese
investment stock in Poland increased eleven-fold to
approximately USD 1.6 billion in 2010. Furthermore, what

can be seen clearly from information collected by the Japan
External Trade Organization (JETRO) is that Poland has jumped
to the forefront as one of the prime destinations for Japanese
manufacturing firms in Europe. Whereas the number of affiliates
in Western Europe was stagnant or decreased between 2005
and 2010, we observe that this number rose by 48% in Poland in
that period to reach fifth place in Europe. Furthermore, since 2010
there have been a number of major acquisitions of companies

in Poland by Japanese businesses outside the traditional
manufacturing sectors, the most prominent of which was the
recent take-over of the Polish confectionary giant Wedel by Lotte.

Hence, our keen interest to gain a deeper understanding of what
drives Japanese firms to invest in Poland and how they look at
doing business here once established. We have drawn some
noteworthy conclusions from our in-depth personal interviews
with fourteen senior Japanese executives based in Poland.

First of all, the Japanese investors we interviewed rate Poland
highly, with the Polish labour force typically mentioned as a key
advantage. Not only do Japanese executives value Poland'’s
labour-cost advantages compared to western and neighbouring
EU states, but they all speak highly of Polish workers, praising
their dedication and craftsmanship, with some interviewees
considering the latter at par with the level of German employees.
On the downside, complicated and strict labour laws and
difficulties in recruiting engineers with English proficiency were
cited. However, the executives stressed Polish workers' positive
approach to learning and constant self-development, as well as
their loyalty.

A second key consideration of many Japanese investors is the
promising business climate. Not only is Poland seen as politically
stable, reliable and compatible with Japanese business practices,
but most of the interviewees highlight Poland’s steady economic
growth, the increasing purchasing power of its rising middle class
and the high potential rooted in the country’s location between
Western Europe’s wealthy industrial heartland and the resource-
rich countries from the former Soviet Union.

While Poland’s transport infrastructure is still seen as an area for
development, there have been notable improvements in this area
recently, and many investors simply take such inconveniences in
their stride.
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Various Japanese executives with longstanding experience in
Poland noted the still-extensive procedures and paperwork when
dealing with administrative bodies. However, they perceived
these as being no different from what other businessmen

in Poland face, and most have learned to deal with it. At the

same time, the tax system was typically appreciated, as rates

are considered relatively low and rules are seen to be fair.

A considerable number of Japanese corporations enjoy the
benefits of Poland’s Special Economic Zones (SEZs), although
the application process is considered complicated and time-
consuming. Many of the interviewees were kind to mention that
the authorities and the Polish Information and Foreign Investment
Agency, PAIIlZ, were generally very supportive towards Japanese
investment. Also, the executives valued the positive attitude of
the Polish government towards a future Free Trade Agreement
(FTA) between the EU and Japan, which could help to further
enhance commercial relationships.

Another matter that was raised is exchange rate volatility, which
makes planning difficult and can affect performance. One
suggestion was that Poland should follow the example of some
other non-Eurozone countries to permit financial reporting in
Euros.

Last but not least, Poland is seen as welcoming and tolerant

to Japanese investors and their employees. The interviewed
executives were very positive about Polish interest and openness
towards Japanese culture. The Japanese expats in Poland
appear content with the high quality of life and safe environment
in Poland, although some noted that Japanese facilities, such

as Japanese schools and shops with Japanese products, are
concentrated in the capital, Warsaw.

Remarkably, without exception the interviewed executives
pointed out that the attractiveness of Poland often goes unnoticed
at headquarters in Japan. They stressed that Poland should make
more proactive efforts to differentiate itself from its European
neighbours and position itself clearly as a growth market and an
attractive destination for Japanese businesses.
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Japan as an Investor

Japan’s prominent global position

Japan is the world’s second-largest economy among developed
nations. The “land of the rising sun” has the 10th largest population
condensed onto an area that ranks 64th largest in the world. The
geographic limitations of the island nation have shaped many aspects
of life in Japan. The Japanese businessman is characterised as
disciplined, forward-thinking and resilient. The focus on efficiency
and economic diversity has made Japan a leader in terms of
competitiveness and productivity. Japanese products are commonly
found in almost every household around the world. Japanese brands
are among the most recognizable on the planet and are associated
with “superior quality”. Indeed, it is truly remarkable that a nation that
represents less than 2% of the world’s population has been able to
position itself at the forefront of the world's leading economies.

Japan boasts the third-highest number of companies of any
nation on Fortune Magazine's list of the Global 500 companies
(68), with Tokyo being the number one destination (47) for these
global companies. Itis the only Asian country to be part of the
prestigious G8 and has been a member of the OECD since 1964.

Poland's Position as a Business Partner for Japan | 9
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According to recently published statistics from UNCTAD, Japan
controls 12% of the world'’s international reserves. As of 2010,
Japan possessed 13.7% of the world’s private financial assets (an
estimated USD 14.6 trillion).

The government’s monetary policy has allowed Japan to maintain
outward economic expansion through the acquisition of foreign
assets. The Vice-president at Mizuho Securities in Tokyo, Kengo
Suzuki, recently stated in the Wall Street Journal, “The increase
in outbound M&A activity by Japanese firms is a factor of pushing
the current account surplus in the long run.”
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Global Fortune 500 companies / 7+ —F =2 - 7 2—3/1500

Rank Flag Country Number
1 E United States 132
2 China 73
3 |I| Japan 68
4 .:l France 32
4 5 Germany 32
6 e United Kingdom 26
7 Switzerland 15
8 South Korea 13
9 = Netherlands 12
10 Canada 11

Source: Fortune Magazine's Global 500 (published in July 2012)

For Japanese corporations, Mergers and Acquisitions (M&As) AARBZEIZE ST TS TOT LB AT HITIE

are a preferred method of establishing market presence and M&ADGFE I, ITFEMIAIFHFLH) kB Z Rl L TEEL
have taken centre stage in recent years. In 2011, Japanese 770 201 ARICIZAAGEOMIAIT . FEE AL, IR
M@&As were at historic highs, setting a record for the number (132651 L B EREICEELTZ 121 T | Ei~—2A (627
of outbound deals (265) as well as the total aggregated value BNV ClIEREHURIOL~vE ERIDELE (1) .
(USD 62.7 billion) which surpassed even pre-crisis levels’. The BINDO A=A T 2B X IR ONRNEH TS, 20124
pace of acquisitions does not appear to be slowing down. In DOFEIEHNTIL, FEIN IR0, #EH198(% ML L FUAE
the first quarter of 2012, there were 50 outbound deals worth HHIVTWET (F 2) , &, BRSO RERNOR R, KE
an estimated USD 19.8 billion2. Fuelled by an appreciating Yen, FKOEUIZIIT D885 DRI O b7 b S V&
moderate domestic growth and slumping prices of foreign assets A DIERRIZ LD, BZEBIND 7D DRFIEEN IO TA
brought on by economic uncertainty in the United States and the WNEERRALE LT, ERRIC, BARESN OBEITOWT,
European Union, the economic landscape for acquisitions has CHRHADIILDHTNDEHTT,

never been riper. Indeed, it seems that the sun is once again rising
for Japanese outward investments.

TUNCTAD, “World Investment Report 2012". ¥ 1: UNCTAD “World Investment Report 2012".
2Mergermarket, “Japan M&A Round-up Q1 2012". ¥ 2: Mergermarket, “Japan M&A Round-up Q1 2012".




Japan’s investment focus

Historically, there were two great surges of Japanese Foreign Direct
Investment (FDI) prior to the one that is currently taking place. The
first commenced in the mid 1980s and lasted until about 1992. During
that period, Japanese corporations first started using M&As as a
quick and effective way of enlarging their market share. The second
period started around 1996 and was characterized by growth of global
financial markets, rapid technological breakthroughs and access to
developing markets. It ended with the economic slowdown brought
on by the burst of the dotcom bubble in 2001°. The first two waves
were similar and shared many aspects in common, including the
geographic localization, timing and facilitation of the transactions.

The objectives of Japanese cross-border M&As in the 1980s and
1990s were primarily aimed at market expansion and product
reinforcement. The majority of these transactions pertained to the
traditional Japanese manufacturing sectors, including the automotive
and electronics industries, and were geographically focused on
well-established markets such as the United States and Europe. The
phrase "If you can't beat them, buy them" became synonymous with
the 1980s and 1990s style of M&As.

Athird wave of Japanese outward FDI (OFDI) commenced in the
middle of the last decade, with a brief interruption in 2009 and 2010.
However, the current wave of investments has not only changed its
geographic focus, but also the substance of transactions is taking on a
very different structure.

SEconomic Journal of Hokkaido University, 35:77-102.
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£ 3: Economic Journal of Hokkaido University, 35: 77-102

Interrupted but not stalled...
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FDI flows (USD)
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... Japan’s third wave of foreign direct investment hit a bump during the economic crisis triggered by the collapse of Lehman
Brothers. The acquisitions resumed again in 2011, as FDI flows reached historic highs.
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Currently, Japanese investors are broadening their scope with
activity across a wider range of sectors and focusing on long-
term growth from emerging markets as a way to strengthen core
operations. Fuelled by a strong Yen and sluggish expectations
for home market growth, Japanese companies have entered full
force into another round of asset acquisitions. The Tokyo-based
advisory company Recof estimated that the buying spree in the
first half of 2012 was worth 3.49 trillion yen (USD 44 billion) and
surpassed the previous first-half year record of 247 deals worth
1.16 trillion yen in 1990. According to a 2012 publication by Allen
and Overy, since 2007, Japanese cross-border M&A volume

has increased by 160 percent, vaulting from 13th to 3rd place

in cross-border activity. What sets apart the current wave of
investment coming out of Japan is, inter alia, the geographic focus
on emerging economies, especially in Asia and South America.

The proportion of overall FDI directed towards emerging nations
has increased steadily at the expense of western countries whose
high labour costs and already-saturated markets have turned
Japanese investors away. Despite risks, emerging markets are
considered to be looking favourable, as a widening consumer
base and a high level of human capital should continue to fuel both
consumption and production growth.
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Japan’s outward FDI stock in 2000
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Source: data provided by JETRO Trade and Investment Statistics “FDI Stock, 1996-2011"; KPMG analysis




Since the beginning of the 21st century the core of Japanese
investment activity first of all has been shifting towards Asia.
According to JETRO statistics, the share of total outward FDI to
OECD nations shrank from 76% to 61% between 2000 and 2011.
On the other hand, the share of total outward FDI to ASEAN nations
increased from 9% to 12% over the same period. The target
countries with the largest increases in Japanese OFDI between
2000 and 2011 were India (from USD 1.2 billion to USD 15.4 billion)
and China (from USD 8.7 billion to USD 88.3 billion).

The economic downturn triggered by the 2008 collapse of Lehman
Brothers played an important role in shifting the opinions of
Japanese investors. The 2008 financial crisis led to a questioning
of the reliability of current and future investments in the West. This
was exacerbated by the financial unrest resulting from economic
crises in southern European countries. An uncertain European debt
environment and ensuing fears of another slowdown took a toll

on global FDI, which dropped by 4.4% in 2010. However, investor
confidence is showing signs of recovery, according to a 2012 Global
Trade and Investment Report released by JETRO. This improving
sentiment among investors is being driven by an overall recovery
of corporate profits from overseas subsidiaries and by aggressive
expansion into emerging markets.
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Share of Japanese outward FDI stock by industry
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Apart from a changing geographic focus, the essence of FDI

currently coming out of Japan is taking on a new shape. Not only are
Japanese investors getting in on the action faster than they did in the
previous wave, the targeted companies have moved away from the
traditional sectors. “Many years ago, it was machinery companies or
automakers leading Japan's direct foreign investments, ” said Naonori
Yamada, deputy director of international economic research for the
government-backed Japan External Trade Organization (JETRO).
“Now it’s ... consumer products or service... companies trying to firm
up their access to emerging markets, as the Japanese market remains
sluggish,” he said*.

This observation is backed by the recent M&A activity. The biggest
acquisition in 2011 was Takeda Pharmaceutical’s purchase of the
Swiss-based Nycomed for USD 13.8 billion. This was followed by
Mitsubishi Corporation’s acquisition of a 24.5% stake in a Chilean
Copper mine owned by Anglo American Sur S.A., for USD 5.4 billion.
The first half of 2012 did not lack any action on the acquisition front,

as Tokio Marine Holdings Inc. and Dainippon Sumitomo Pharma both
closed deals in the neighbourhood of USD 2.6 billion.

Even as economic uncertainty infects mainly Western European
Eurozone economies, former “Eastern Bloc” countries are maintaining
a bustling economy and experiencing dynamic FDI inflows. According
to the Global Wealth Report published by Allianzin 2011, “Eastern
European households have witnessed the strongest growth in per
capita wealth over the past decade, with an average annual growth rate
of more than 16%.” Some Central and Eastern European countries
such as Poland also fared well in the face of the global financial crisis,
and by the end of 2010 per capita financial assets were already up by
one third on the pre-crisis level, across the region.

Nevertheless, the current financial situation in Europe appears
uncertain, as new fears are emerging that the debts of southern
countries might contaminate major Eurozone economies such as
Germany and France. As a result, there appears to be an exodus of
Japanese companies from Western Europe in pursuit of greener
pastures in the East, providing opportunities for Poland.

“Japan Times, July 2012
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Nature of Japanese investment in Poland R—=Z 2 F~DHEARDEE DFFE

The latest spark of investment in the Polish market is aligned W, A= F~OEBEITERDH TE DL, BRPLD
with the recent nature of overall Japanese investment trends. BED N ROFEDORHE BRRLTWET, &L D
The intensity of new Japanese investment has slowed to a trickle 92T AAREDMI NG IR LSBT LY T 2R 5
into Western Europe, as Japanese firms recalibrate to a new DI ole e n, I — 1y N ITRT D EARDN L O
direction to add value to their investments. Taking advantage of B LT oMo TEE LT, SRER72 2 e,
socio-economic stability, low labour costs and high productivity, TN, BVEREMEL W ST REETE L, BRA——
Poland has jumped to the forefront as one of the most attractive IZEoT A—T 2 RITE e B feefli & LT RUTTRIE
countries for Japanese manufacturing investments. While the LEL7, 200560520100, I —a v 2D HFR A
number of Japanese manufacturing affiliates in Western Europe —H—DFEADMER S LB LT =T
was stagnant or declined between 2005 and 2010, the number R CIETF-20HUT48% bEMLE LIZ, Zhiz kY, 9—n
of such affiliates increased by 48% in Poland. As a result, Poland N IZRBWTC A—FV NIFSRARA I — DTS5 G T
now hosts the fifth largest number of Japanese manufacturing DEELE/2STNET,

affiliates in Europe.

Japanese manufacturing
says “Yes” to Poland

Based on data from a 2012
JETRO study, Poland leads
Europe in absolute growth of
Japanese manufacturing firms.
As at 31 December 2010, there
Poland I 26 were 80 Japanese companies
with a production base in Poland,
anincrease of 26 from 2005. This
Germany . 5 positive trend starkly contradicts
what is happening elsewhere,

Change in number of Japanese manufacturing affiliates
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e B especially in VWestern Europe.
Netherlands -8
Belgium -9 H%%*ﬁfliﬁ*?‘/}\%ﬁ
FAHHELEZTNET
e - 20124EDJETRODHIZETIL, A
Italy A5 — A= — ORISR L OO BLR
Spain -9 ﬁ‘%\ 71:“47/]\015“‘1:1‘)/\%%

FILTWET, 20104123 1H K
UK <60 T R—=F > NI AL R Z R SR
A{RFEITBOFET, 200648 & Heiled
, : ‘ ‘ ‘ ‘ : , : : : . DL26HHR EL, ZORTMER
-70 -60 -50 -40 -30 -20 -10 0 10 20 30 40 X, o EDOE, Hriopa—na
o/ NTREE TODIRPLEITIELOR
DHDTY,

France -61 ——

Source: data provided by JETRO survey of Japanese Manufacturing Affiliates (January 2012); KPMG analysis

Major Japanese investments in Poland began occurring in the =T 2 RITx9 2 HARD S ORI & 1319904 ATJ5H
early 1990s, when Poland was transitioning away from a centrally WZIEEV F LT, M, R—F o RiF e B  2s S i H)
controlled economy. As the political and economic environment LTWAEH T LT, BUBERE L RFEREEA M EL TV e
began improving, many Japanese investors saw the opportunities T, BRDEEZIL, BRI OBATI o TREBRSE R
which accompanied the transition. From the mid to late 1990s, HUE LT, 1990 HED D VIZHNT T, A—F 2RI
Japanese direct investments in Poland intensified, and became KD HARDEREREITAHEL, L0200 BIZiTR b
even more visible at the turn of the century. The Polish economy’s BITHEMARSNE LT, 2000 I A TOBDR—T
dynamic growth during the 2000s was accompanied by an FEFOBREL R, BARDLOEEDIERE Zo0 T
explosion in Japanese investment activity, which according to the \EEZY F L7z, OECDIZLAUZ, 20105IZIZAARN S ORE

OECD reached an aggregate USD 1.6 billion in 2010. ITREIBE RUCETRELTNET,
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Inward FDI stock in Poland
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Up to five years ago, the Japanese companies located in Poland
focused almost exclusively on investment in the electronics and
automotive industries. For example, a focal point of the Polish
automotive sector is Toyota —and specifically the Toyota Motor
Manufacturing plant in Watbrzych, which specializes in the
production of combustion engines and gearboxes. In a recent
publication by Gazeta Wroctaw, the Watbrzych plant ranked as
the fifth-largest company in Poland’s Lower Silesia region. In
2005, Toyota Motor Industries opened another plant in Jelcz-
Laskowice and began producing diesel engines. The combination
of low-cost production and high craftsmanship is something that
manufacturers have capitalized on, as Poland’s geographic location
allows for seamless distribution onto the European market.

The presence in Poland of companies such as Toyota has brought
a wave of investment from Japanese component manufacturers.
In fact, when taking into consideration Japanese manufacturing
in Poland, it is largely dominated by manufacturers of auto parts
and ball bearings. For example, in Gliwice, NGK Ceramics (Nihon
Gaishi) opened a plant that began regular production of silicon
carbide filters for diesel engines. In Polkowice, the Japanese firm
Sanden began producing plastic compressors and in Watbrzych
NSK Steering Systems opened a plant for the production

of electric steering systems in passenger cars. Other well-
known Japanese companies in Poland from this sector include
Bridgestone, Sumitomo Electric, Tokai Rubber and Isuzu Motors.
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Japanese auto manufacturers are not the only ones who have
taken advantage of the low-cost production base in Poland. Thanks
to investments of companies such as Sharp and Toshiba, today
Poland is known as the “country of LCDs,” which, according to
analysts of the Polish Embassy in Tokyo, will continue to increase
its dominance in the European market. Currently, the production of
LCD screens in Poland covers over 40% of EU demand®.

More recently, we observed that the nature of Japanese
investment in Poland is changing in line with the global trend, with
major investments appearing in industries such as food (Lotte’s
acquisition of Wedel), financial services (Meiji Yasuda's interest

in Europa Group and Warta Group) and technology (Yamazaki
Mazak's opening of a technology centre).

According to JETRO, at the end of 2011, 268 companies

with Japanese capital were operating in Poland, including
approximately 85 in the manufacturing sector. Bank of Tokyo-
Mitsubishi UFJ also has a presence in Warsaw. 2011 saw some
large Japanese players getting in on the action. The following
were some of the more noteworthy investment projects:

* Toyota Boshoku Aishin Ai (TBAI): production of seats for the new
Toyota Yaris model

¢ Bridgestone: expanding production capacity of the Poznan
factory and adding a financial and accounting centre in Poznan

* Meiji Yasuda: investment in two Polish insurance companies
(Europa Group and Warta Group)

e | otte: the acquisition of a top Polish confectionary producer and
brand name (Wedel)

® Yamazaki Mazak: a new technology centre in Katowice
e Sanden: expansion of the air-conditioning plant in Polkowice
e Sumitomo Chemical: production of filters for diesel engines

¢ NSG-owned Pilkington: a new automotive glass production plant
in Chmieldéw.

5 "Japanese Investments in Poland” published by the Polish Embassy in Tokyo
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Map of key Japanese companies in Poland
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Craft, U-Tec, Tensho Denki,
Nissin Logistics Poland

(LCD modules and TV, polarizing
films, transportation,

press parts)

SEWS (wiring harness)

Fuji Seal
labels, packages)

pe] Ajinomoto
(noodles)

Mitsuboshi Belting (engine belts)
Danfoss Saginomiya (pressure switches)

Bank of Tokyo Mitsubishi UFJ,

ORIX, Lotte, Toyota Motor, Suzuki Motor, Kajima,
Sumitomo Corp., Mitsubishi Corp., Mitsui Co.
Itochu, Marubeni

(trading companies, sales agents, construction
companies)

YKK (fasteners)
Tsubaki Hoover
(bearings)

NSK (needle bearings)

TRI (car antivibration
devices)

Fujitsu Kyushu (software)

Nidec (motors)

Sources: PAIilZ; KPMG Poland

In terms of growth potential, the most attractive sectors for the
Japanese investor include energy and mining, agriculture, food,
chemicals, healthcare and financial services. Currently, there are
major investments in support services relating to the development
of accounting and financial centres aimed at supporting already
established Japanese companies. One particular sector that has
sparked the interest of Japanese investors includes transport
and logistics. As the number of highway projects has more

than tripled in the last few years, it is expected that efficiency in
getting products to the consumer will also continue to improve.
There are currently 2,103 km of motorways and major roads
under construction in Poland. The new wave of infrastructure
investment will hopefully help solve the transportation problems
that have plagued Poland for decades.

In recent years Japanese companies have shown growing interest
in investing in Poland'’s energy sector. As Japan diversifies

its energy portfolio and searches to further its green energy
initiative, Poland is becoming more attractive. Already companies
such as JPOWER/Mitsui-Bussan, the Chugoku Electric Power
Company and Hitachi have expressed interest in exploiting

this underdeveloped market niche. The Polish Wind Energy
Association predicts dynamic growth in this sector and is aiming
for 13 GW of onshore wind capacity by 2020. Poland currently has
about 2.2 GW of energy being generated by wind turbines. While
onshore wind is expected to grow at a healthy rate, no offshore
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developments are expected until 2018, when about 500 MW
are to be developed. By 2020, offshore wind capacity could
reach 1,500 MW.

Another promising sector is environmental projects, including
energy-efficiency, waste management and recycling. Since
ecological sustainability is in its infancy in Poland, a country at
forefront of the green technology revolution — such as Japan —
could capitalize on this underdeveloped market niche.
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Trade

According to estimates from the Ministry of the Economy, bilateral
trade turnover between Poland and Japan reached a record level of
USD 3.3 billion in 2011. This resulted in part from vigorous growth
of Polish exports to Japan. The value of Polish exports to the
Japanese market amounted to USD 804.7 million in 2011, a42.7%
year-over-year increase®. In 2011, the largest exports were tobacco
(USD 138.9 million), machinery and mechanical equipment (USD
129.8 million), meat (USD 102.9 million), automotive parts (USD
74.8 million), electronic devices (USD 53.3 million), ceramic goods
(USD 35.5 million) and furniture (USD 34.4 million). Another area

of growth potential involves exports of food products to Japan. As
Japan's self-sufficiency decreases from year to year, agricultural
production will need to be supplemented through increased
imports.

"“Since 2000, the number of Japanese businesses, residents
and tourists in Poland has increased dramatically. There are now

1,295 Japanese residents — a two-fold increase in eight years.”

Warsaw Business Journal, June 2009

Imports to Poland, on the other hand, experienced more moderate
growth of 3.56% year-over-year and amounted to an estimated USD
2.5 billion in 2011. The main items imported from Japan included
optical devices (USD 950.5 million), machinery and mechanical
equipment (USD 671.6 million), automotive parts (USD 418.8
million), electronic devices (USD 98.8 million), iron and steel (USD
63.1 million), plastics (USD 52.5 million) and rubber (USD 41.6
million).

For finished goods, the major imports to Poland included

LCD displays and components, industrial printing machines,
diagnostic equipment, and other electronic devices such as
cameras, camcorders and mobile phones. The vast majority of
finished goods imported to Poland involved complex electronic
and mechanical devices (representing 84% of all final products
imported from Japan). The nature of these importers is very
specific and is dominated by Japanese firms who have a presence
in Poland.

In 2011 Poland recorded a trade deficit with Japan of USD 1.7
billion. However, because the pace of exports to Japan increased
at a faster rate than imports, as at December 2011 the Polish trade
deficit was USD 155 million lower than in 2010.

6 Foreign trade between Poland and Japan published by The Polish Embasy in Tokyo
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Economic cooperation treaties

Japanese-Polish economic relations are supported by an extensive
range of agreements, both bilateral and through EU and other
international bodies. Some examples include:

® a Treaty on Commerce and Navigation concluded in Tokyo in
November 1978

e an agreement on avoidance of double taxation with respect to
taxes and income, signed in Tokyo in February 1980

e an agreement between the government of Poland and the
government of Japan for air services, signed in December 1994

e an agreement in 2004 on mutual exemption from driving test
requirements

® a memorandum on cooperation in peaceful uses of nuclear
energy, signed in March 2010

® an agreement on cooperation in the development of clean coal
technology (September 2010) signed by the Central Mining
Institute in Katowice, the Institute for Chemical Processing of
Coal in Zabrze and JCOAL (the Japanese agency responsible for
implementing Japanese government policy on energy and coal-
based technologies).

The Polish Ministry of Science and Higher Education is conducting
negotiations with Japan regarding an agreement on scientific

and technical cooperation under the Strategic Programmme for
International Cooperation. Under existing arrangements, a priority
area of cooperation under the agreement is to be advanced material
technologies (high-tech material technologies).

Furthermore, in June 2012, the Department of Trade and
Investment Promotion of the Polish Embassy in Tokyo in
cooperation with the Tokyo Chamber of Commerce and Industry
organized a seminar on investment in eastern Poland.

When foreign investors choose destinations for their international
expansion strategies, they consider 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, labour costs, and economic

as well as political stability. VWWhile overseas investment entails a
complex decision-making process, taking many elements into
account, during interviews conducted by KPMG we explored those
factors that appeared to be critical to Japanese investors.
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How Japanese investors
perceive Poland

In the previous chapter we sketched Japanese outward investment
and Japanese investments and trade with Poland. In this chapter, we
aim to convey how Poland is perceived by the Japanese business
community already operating in Poland and what learning points
they have for their fellow countrymen considering entry in Poland.
Itis worth mentioning that Japanese companies have been present
in Poland since the very beginning of Poland’s post-communist
transformation. Therefore, opinions of its executives are often based
on enduring observation rather than shallow impressions.

Our overall findings are that Japanese investors rate Poland
highly, appreciating mainly its highly skilled and conscientious
labour force; however, they also stress generally positive
overall business conditions. Poland is seen as stable, secure and
compatible with Japanese management techniques. Furthermore,
the country is perceived as welcoming and hospitable to foreign
investors and their staff. Many of our interviewees highlighted that
Poles appear to be very interested in Japanese culture and seem
remarkably loyal to their Japanese employers. In addition, the
authorities were described as very helpful, even if some areas for
improvement were mentioned, particularly in terms of use of the
English language, complex labour regulations and time-consuming
administrative procedures and paperwork. The still sometimes
inadequate transport infrastructure was also pointed out. However,
recently some significant improvement in roads, airports and

sea ports were noticed, and many investors simply take such
inconveniences in their stride.

Arecent survey by JETRO of Japanese manufacturing companies
in Europe supports the generally good perception of Poland by
Japanese investors, particularly in comparison with Western
European countries, where labour cost were often mentioned as
hurdles. Poland also compares well with Hungary and the Czech
Republic, as can be seen in the table on the next page.
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Management problems encountered by Japanese manufacturing affiliates

Percentage of respondents (multiple answers allowed)

United )

Kingdom Germany France Czech Republic Hungary Poland
>70% - - - e \/isa/work permits (81.3%) @ Securing engineers (72.0%) -
61%-70% | ® Exchange rates e Labour costs = ® Exchange rates (62.5%) -

(61.4%) (61.7%)
51%-60% - - e Financial crisis (51.4%) | ® Competitors pricing -
(56.5%)
® Financial crisis (56.5%)
46%-50% - - e Labour costs (48.6%) e Securing engineers (50.0%) ® Securing managers (48.0%) e Financial
® Unions / strikes (48.6%) | ® Procurement costs (50.0%) crisis
® Exchange rates (48.6%) (47.8%)
40%-45% | ® Competitors * Competitors * Competitors' pricing e Social charges (44.0%) ® Highways
pricing (43.4%) pricing (44.7%)  (40.0%) * Workforce quality (44.0%) (43.5%)
¢ Financial crisis ® Procurement e Transfer pricing tax (40.0%)
(43.4%) costs (40.4%) - e Competitors' pricing (40.0%)
® Procurement sources (40.0%)
® Exchange rates (40.0%)
* New competitors (40.0%)
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>70% - - - o U SHEIET AT (81.3%) o HEARE et (72.0%) -
61%-70% | &kl — k N - o Lk L— }62.5%) -
(61.4%) (61.7%)
51%-60% - - o &l fERE51.4%) o B AL OEERE E -
E (56.5%)
£ o LflfEkE (56.5%)
m
B | 46%-50% : - o APEE (48.6%) o BT HER(50.0%) o B HEAR48.0%) o
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[l iE (43.4%) DA B E (40.0%) o B OE (44.0%) (43.5%)
o GRELEHS (43.4%)  (44.7%) o BRiRBL (40.0%)
o R R B o BEA M OMEEGE E
(40.4%) (40.0%)

o JiiE=T X 1 (40.0%)
o A% — b (40.0%)
o BBl AR (40.0%)

Source: JETRO survey of Japanese Manufacturing Affiliates (January 2012); KPMG analysis

While the interviewed executives noted certain points of
development, all of them would invest in Poland again without
hesitation. They also clearly recommend it to other decision-makers

in Japan.
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Labour force and employment conditions

Key findings

Labour force and employment conditions

e | ow labour costs

FrE I O BREE

87 LIRS
(- AVNCE 4

¢ Top notch employees with excellent craftsmanship

o M RE A R ONKER

e Polish workers are eager to learn and very loyal

¢ Relatively elaborate and strict labour code

The local labour market needs to be taken into account when
investing abroad, especially for production and engineering
companies. Japanese investors familiar with doing business in
Poland speak very favourably of Polish employees, highlighting their
high skills (even putting their craftsmanship at the level of German
employees) and the competitive cost of labour, although some had
difficulty in finding engineers proficient in English. The executives
stressed Polish employees’ positive approach toward learning and
constant self-development, which corresponds with the Japanese
work ethos. Selected factual data concerning related topics is
presented in the Poland Factsheet section, which confirms the
above views.

“The two greatest advantages of Poland are costs and quality

of labour. Our managers are very happy with Polish employees.
Especially with the loyalty of Polish workers, as well as their
technical skills. People are quite ambitious and sincere, and eager to
develop their career, to achieve good results.”

(Japanese trading company)

“The number one aspect is factory manpower. In this aspect,
Poland is the most positive in Europe. Labour costs are low, and the
quality of the workers is top notch. We can grant our employees
working in the factories a greater range of responsibilities and be
sure that they will carry them out well.”

(Japanese consumer products company)

“The technical skills of Polish employees are very developed to the
point that they are comparable to Germans.”
(Japanese trading company)

“In my opinion, Polish workers are very skilled, especially for
technical jobs. Thanks to them, we are able to correct or fix highly
complex stuff locally.”

(Japanese manufacturing company)

“l appreciate the quality of Polish labour in terms of both skills and
mentality. Employees follow orders, are precise and punctual.”
(Japanese trading company)

“The limited number of people with both engineering skills and
proper English knowledge is a barrier for us.”
(Japanese investor)
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“Poles are eager to learn. They were open to accepting the
Japanese management system.”
(Japanese manufacturing company)

“Labour cost is very low. There are a lot of knowledgeable
employees, and the overall education level of employees of all levels
is very high.”

(Japanese trading company)

On the other hand, Japanese investors noted that Polish labour law
is rather complicated and strict, and that working hours are not well
defined. Some mention that sick leave is too easy to take.

“We have noticed a lot of bureaucracy in Poland. Moreover, the
definitions of certain aspects are unclear; in particular, the labour
code is very unclear. For instance, what constitutes a working day,
hours, break, etc.?”

(Japanese trading company)

“Some Polish workers take advantage of the very generous labour
code. For example, it is very easy to get a doctor’s note excusing the
employee from work in Poland.”

(Japanese trading company)

“Employees taking advantage of sick leave is a standard issue. The
labour code in this country is something | will never understand —
although | must admit that our company'’s sick leave rate is better
than others.”

(Japanese consumer products company)

A few investors mentioned difficulties regarding redundancies,
especially when they purchased state-owned companies and
signed an obligation to maintain certain levels of employment. In
the case of one company, the difficulty in reducing staff was a key
factor in subsequently deciding for a greenfield investment when
increasing the scale of operations in Poland.

“Privatisation is not something we are too keen on. This is because
of the high labour costs that relate to the difficulty in laying off
employees in former state-owned companies.”

(Japanese trading company)

“After our first investment in Poland, we were obliged to maintain

employment levels and we had to struggle to decrease them. Therefore,

for our second investment we decided on a greenfield project.”
(Japanese manufacturing company)

Regardless of such issues, the high quality and relatively low cost of
work in Poland are key factors that allow Poland to stand out when
foreign investors are evaluating locations.

“We decided to relocate from a European country with a more
expensive labour force to Poland mainly because we had previous
experience with the high quality of craftsmanship of Polish
workers.”

(Japanese manufacturing company)
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Tax, legal and regulatory environment

Key findings

Tax, legal and regulatory environment

¢ Relatively investment friendly tax system
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e Government institutions are helpful; but bureaucracy is extensive
and lack English proficiency
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RETARW

e Regulations are subject to changes
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e SEZ's offer a lot of incentives
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We encountered mixed opinions among the investors interviewed
regarding the Polish tax, legal and regulatory environments. A number
of executives appreciated relatively low tax rates and an investment
friendly tax system.

“The tax rate is not high, which makes Poland a good country for the
Japanese to conduct business in.”
(Japanese manufacturing company)

“The legal and tax regime is investment friendly, especially Polish
law. CIT rates are low. Public aid supports investors, and a lot of local
governments co-operate efficiently with investors.”

(Japanese trading company)

However, some experienced investors note the legal and
administrative hurdles that face many entrepreneurs in Poland. Many
Japanese executives mentioned an extensive bureaucracy resulting
in copious paperwork. Furthermore, regulations are perceived as

still being subject to significant changes, which can make business
planning difficult and to some extent uncertain.

“The legal system in Poland is under-developed and can limit the

scope of work. On the surface, it's okay, but deeper down there are

differences compared to Western European or US standards.”
(Japanese trading company)

“The regulatory environment changes often at the national level.
The municipal level is more stable, but the amount of red tape is an
issue.”

(Japanese investor)

“We always seem to have a problem with customs clearances.
There is a lot of bureaucracy and paperwork — requests,
assessments, approvals, certificates, stamps from governing
bodies, etcetera—and when we finally receive our supplies and we
want an additional shipment, we have to go through the process all
overagain.”

(Japanese consumer products company)

“Tender regulations are very strict. Many major companies with
whom we deal are state owned and therefore show a specific
culture of low flexibility. The tender documentation is in Polish, and a
lot of paperwork is required.”

(Japanese trading company)
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Executives also disapprove of the fact that only a few documents are
available in English.

“Most of the legal documents are in Polish, while in other countries
such as the Netherlands they are in two languages.”
(Japanese consumer products company)

In terms of other matters relating to the tax, legal and regulatory
environments, one interviewee complained about difficulties in
obtaining a resident's card. Another executive mentioned differences
between Polish and \Western European bankruptcy law.

“We have problems in obtaining resident's cards. It sometimes

takes more than three months. As we are issued visas for stays

in Poland of only 90 days, we are sometimes forced to leave the

territory of EU and come back in order to prolong our stays.”
(Japanese manufacturing company)

“The bankruptcy system is very different in Poland than in other

Western countries. A company that is being liquidated is not legally

required to inform all of the companies with which it does business.”
(Japanese trading company)

While some executives noted concerns regarding the Polish tax,
legal and regulatory system, it seems the majority of investors
have learned how to deal with it and even see positive aspects of
the system. Support from the local authorities in dealing with such
problems was also appreciated.

“The tax system in Poland is quite okay. WWe haven't had any

problems adjusting to it. Many parts of the VAT are reasonable.

In fact, | think the Japanese should studly the Polish VAT system

because they might learn a few things from it. Poland has multiple

VAT rates, which are beneficial to manufacturers such as ourselves.”
(Japanese consumer products company)

“There were not many barriers that we have encountered, and
the Polish authorities are very helpful. Talking about red tape and
bureaucracy, we're used to it; it's everywhere. Poland is no worse
than other countries.”

(Japanese investor)

Japanese investors operating in Poland appear to be rather pleased
with the competence and fairness of the Polish public authorities.
Perhaps surprisingly, some mentioned that various municipal and
lower-level authorities were more flexible and responsive to their
needs than the national authorities. While a few interviewees took
issue with the time-consuming application process for Special
Economic Zones (SEZs), many manufacturers are grateful for the
benefits. Executives also mentioned the very positive roles played by
the Polish Information and Foreign Investment Agency (PAlilZ) and
Japanese organizations supporting business such as JETRO and the
Embassy of Japan in Warsaw.
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“The local authorities are pretty co-operative. We did some
research and investigated 20 or 30 potential locations. We visited
the sites; we have spoken to the local authorities. Some of them
were pretty supportive, some not, but we selected the ones that
have a very co-operative approach. In the end, we purchased land
for a very reasonable price in a Special Economic Zone.”

(Japanese consumer products company)

“Special Economic Zones (SEZs) create opportunities to apply
Just-In-Time management, as many of our suppliers are placed
nearby. SEZ offers a lot of incentives for us, although the application
process is time consuming and requirements are very high. We
were granted exemptions from CIT, land and local taxes. We
received support from EU funds as well, such as significant cash
grants.”

(Japanese manufacturing company)

“Because of the economic crisis in Europe, we had to adjust
the terms of the incentives. While the Ministry of the Economy
understood, the Ministry of Finance raised objections. Ultimately,
we re seeing some flexibility now.”

(Japanese manufacturing company)

“The municipal arrangements of the SEZ forced us to renegotiate
terms of cooperation every year. This takes a lot of time and makes
it difficult to plan ahead.”

(Japanese manufacturing company)

“The Polish government and other organizations such as PAlilZ are
helpful. Japanese investors can also receive support from JETRO
and the Japanese embassy.”

(Japanese trading company)

“I would say that the local authorities are pretty cooperative. We've
spoken with PAlilZ many times. They seem to be very proactive.
They are making bridges between us and the government. | know
that they organize a series of seminars, so it would be very useful
for Japanese investors to participate in those seminars.”

(Japanese consumer products company)

The potentially beneficial role of the proposed Free Trade Agreement
(FTA) between the European Union and Japan was mentioned
during interviews as an opportunity to further increase trade and
investments. Executives appreciated the positive role of the Polish
government, which supports the idea of the agreement.

“There will be a big impact of FTA. For the time being, such
regulations have been introduced gradually. But | have to admit that
the current 10% difference in taxing is very big. Especially for the
automotive industry, such a cost difference has a significant impact
on producers’ performance.”

(Japanese manufacturing company)

“Regarding the FTA, we appreciate Poland's support in signing
the free trade agreement between the European Union and Japan.
However, | must admit that some Western European countries are
trying to block it.”

(Japanese trading company)

AR E THIHI T, B2 59 2T200
HI0DLFTOFEEATVE LT, RERIZE DA G, ZZ0D
ML RSB LE L, EFICH IR ZAbHIUE £
THRNWEZALHDELIN, B g e B>t ZA
FEEINTROE LT, AT, BOFRIX N IR
THIAEALE LT, |

(HRH L A—T1—)

[ ~DOUEEE N T OUITH D T END, FRFEFX T
DX AN UEALDOREE T DS AU NET, B
BRI IBA A < OB E AR AL LTS 203, 55T
a2 A ETHRHRDDN , BLERENETHRERDTT,
BEAVESBIER, HBL, #FRUTREnE LT, 2HOH4ET
OB LW ST-EUEEE NS OV R— b2 E LT, |

(AR A—H—)

MRRHRE s fEbA SRR, RS2 L 220 U DT £8
ATTUIZ, BEERITEYRZ R U T<NIZb 00, ST R
MBZTEELI, HAHNZ, 7oA Lo > TOET, |

(BRA—H—)

TR R OMIT BIBERHFNC IS & HIRANT W T
Rz UE ST U T ERATULE, ZAUTAYIZHRRE
DY, EHAEED LONEEL LR ET |

(HRA—H—)

R—F 2 RBFOR—7 o iR - SNERET (PAIIZ) Lvo
T OB LB E T, AN LOEEFIL, JETRO
LHARKFEED DB R— L TN TEET, )

(HRpEfE)

TH Y R 3FE R AINIZ L S 2T, R—T0 iR - SME
BEEFT (PAlIZ) SIHELEELE LT, 1513 E THREmAY T
T, WA LB OREE LA LT TWET, #513%<nE
F—FEELTEY., BANSOBEFENR I o= IF—IC
BINTHEETHBEIRDETLLY, |

(FSRIHE T A—T1—)

EU - AR CIRESI OO D ABESE (FTA) 23RO
B CHRREEN DN TH BRI E RS ELE, ZHUdE
5 BN S HITHEINT AR LD 9, A—T 2 NBUF D4
BRI ENONWT, REFHITEH LB LT R—F
FEFRIFTADZE 2 SR L CWET,

FTADFEIREARLDIZARDTLEY, SDEZAITZDLD
BRHRANID LT A S TCETWOE T, BB TD10% D%
WEWIDIIFIEFATRE 2B DT, Hrl2, HEEEERICE ST,
THANSTZI A MIEY S D T E TA—I— DRI R E oA
R NSHTEET |

(HZA—H—)

FTAIZOVYCIE, A—F 2 REUFAEU - BRI OB EZ S E
FERE A R—F L NTW A ZEITOWTHD T BoTnE
7o T2 L FERGEEI IR E RG22 fLIE L&D L LTV B ES
HDHEOTT

GEETW



Business conditions and cultural factors

Key findings

Business conditions and cultural factors

¢ Polish economy is expanding; middle class is growing
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e Stable government; significantly decreased level of corruption

o ZGE LTZBUR, ISR~V IERIRICIER T

* Gateway between Western EU and Eastern CIS markets
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e nfrastructure is underdeveloped, but improving
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Lech Walesa, who led the Solidarity movement, which played a
key role in toppling Communism throughout the region, was asked
in August 1980, "Where do you want to lead Poland?" The future
president and Nobel Peace Prize winner replied, "We are going to
build a second Japan here." He explained that Polish workers were
struggling to build a country like Japan, built on a solid philosophy

of honesty and hard work, discipline and efficiency, originating
from the free will of building their own wealthy country based on
democratic principles.

Over thirty years after that famous quote, and more than twenty
years after the fall of Communism, Poland is a changed country
along the lines described by Walesa. Japanese investors appreciate
the change, seeing the country as stable and steadily growing.
They notice the increasing purchasing power of the middle class
and low and declining levels of corruption, which create a promising
business environment.

“From a financial point of view, we see that the Polish economy is
very stable and many opportunities are becoming more available as
the middle class continues to grow.”

(Japanese investor)

“Poland is an expanding market because the middle class is
growing and therefore consumers’ needs are also growing.”
(Japanese trading company)

“| do not observe much corruption in Poland.”
(Japanese trading company)

“In terms of business conditions, Poland is the best country in
CEE with political stability and a location on the axis from Paris to
Moscow. It can also be a gateway to neighbouring Ukraine and
Belarus.”

(Japanese investor)

Executives further see high potential in Poland’s geographical
location on the axis from Paris, through Berlin, to Moscow. Poland
is seen as a base to export to both Western and Eastern Europe,
with an attractive and growing internal market. However, part of
this potential is lost as a result of underdeveloped infrastructure,
especially highways and the sea ports in Gdarisk and Gdynia.
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“In geographical terms, Poland is the centre of Europe. Therefore,
itis very convenient to export to Western and Eastern European
countries.”

(Japanese consumer products company)

“Briefly speaking Poland is still a gateway to Western European
markets and has a very attractive internal market, mainly because of
its size.”

(Japanese trading company)

“Poland could be in a more attractive position if the highway system was
more developed. The range of hotels in Poland could also be broader.”
(Japanese trading company)

“Infrastructure is still a problem. If the government creates a SEZ,
then it should at least have appropriate infrastructure to facilitate
investments in these zones. Many times this is not the case, and
the infrastructure is very underdeveloped.”

(Japanese trading company)

“Polish sea ports should also be improved. There is no frequent
sea service to Gdynia. Therefore when we are shipping products
from Asia, the shipment has to first go to regional hub ports in
Hamburg or Rotterdam. If Gdynia improves its port infrastructure
and container-handling lead times, demand for sea transport will
certainly increase.”

(Japanese manufacturing company)

“The port in Gdarisk is cheaper than in Germany, but most Asian
companies prefer Hamburg or Rotterdam, as the location of these
ports saves a week at sea and Gdarisk is still building modern
capacity. Warsaw airport is not so good for cargo, both because of
the airport itself as well as a lack of connections.”

(Japanese investor)
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However, Poland has been investing heavily in the development of
the infrastructure, and some executives have already noticed that
improvement.

“We can deliver to anywhere in Poland in one day, so this means
that the infrastructure does not have a negative effect on our bottom
line. We can live with it.”

(Japanese consumer products company)

“The basic infrastructure is a lot better than | expected. There are no
blackouts or water shortages, and I've never had a problem with my
Internet or wireless connections. Poland has really modern facilities.
The infrastructure is satisfactory.”

(Japanese consumer products company)

One issue commonly mentioned during the interviews was currency
exchange rate volatility. Executives complained that volatility

makes planning difficult and often negatively impacts business
performance. One suggestion that was made was for Poland to
consider allowing reporting in other functional currencies such as the
Euro. Again, there were also companies that adapted to the situation
and learned to deal with the issue.

“Foreign exchange rate fluctuations against both the Euro and the
Yen are a significant problem for Japanese companies operating in
Poland.”

(Japanese investor)

“Unfortunately, the Polish Ztoty is very weak and the Yen is strong.
We were not exposed to any foreign exchange risk because we
report in the local currency — but for other investors, this might be a
negative and cause a decrease in the bottom line.”

(Japanese investor)
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“Polish GAAP does not allow the use of other functional currency
such as the Euro in accounting. Because of this, we are highly
impacted by currency exchange rate movements.”

(Japanese manufacturing company)

“In the past few years, fluctuation of the Polish Ztoty had a negative
impact on our business. However, now it is neutral.”
(Japanese trading company)

Among other interesting issues mentioned during the interviews,
our interlocutors highlighted the price orientation of Polish
consumers, which requires adaptations to business strategies from
often quality-oriented Japanese companies. Also, rapid changes in
the Polish distribution environment need to be taken into account,
and lastly, the quality of local vendors was described as good and
their prices as competitive.

“There is a degree of price competition in Poland. Price orientation
makes it difficult to compete with Japanese quality.”
(Japanese trading company)

“The retail environment in Poland is changing rapidly. Retailers are
getting more power. This is an issue for our company. Private labels
are also growing rapidly each year.”

(Japanese consumer products company)

“Co-operation with local vendors is okay. They are providing very
good quality at a good price.”
(Japanese trading company)

Executives were very positive about Polish interest in and empathy
towards Japanese culture and people. Although some interviewees
noted differences in communication styles, the openness and
enthusiasm of Polish employees towards Japan were described as
supporting business exchanges and the everyday lives of expats.

“Polish people like Japan and have positive feelings about the
Japanese. Polish employees are very helpful and respect Japanese
management. Moreover, they are loyal to the company, which is
very important for us.”

(Japanese investor)

“Communication styles are very different. It is common for a Polish
person to prolong a conversation that only requires a simple and
straightforward answer: Yes or No. They don't come right to the
point when asked about opinions.”

(Japanese consumer products company)

“I think Polish employees are loyal. They are proud to work for our
company. Allemployees are interested in Japanese culture and
respect the Japanese character. Some of them travel to Japan.
When returning, they always talk enthusiastically about our culture
and all of the things they saw in Japan. Their openness, enthusiasm
and interest in our culture allow Poland to be a good environment for
Japanese to both work and live.”

(Japanese manufacturing company)
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Everyday life of expats in Poland

Key findings

Everyday life of expats in Poland

¢ Polish people considered welcoming
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¢ Relatively low level of crime
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¢ Japanese expats feel comfortable living in Poland
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® Notable Japanese community in Warsaw
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The quality of daily life of expatriates often plays a role when deciding to
invest in a country. Our interviews revealed that the Japanese based in
Poland are usually happy living here. They praised the high quality of life
and availability of facilities both educational and leisure. Even if Polish
winters were occasionally described as harsh, the Polish climate in
general was acceptable. The executives said their employees and families
feel safe living in Poland and they see Poles as friendly and helpful people.

“The quality of life is high. Japanese expats are happy with living in
Poland.”
(Japanese trading company)

“Winter is quite cold. | was surprised with minus 20 degrees in winter last

year. It was frustrating for me; | even thought the temperature indicator

in my car was broken. However, summer is quite good. Not such high

temperatures as in Japan during the summer and less humidity.”
(Japanese consumer products company)

“[ feel very safe here. There is almost no crime in Poland.”
(Japanese trading company)

“Poland has a very low crime rate. Safety is a top priority if you're
sending people to other countries.”
(Japanese consumer products company)

Similar to the situation in public administration, the lack of information
available in English remains a predicament in everyday life. However,
this is compensated by relatively easy access and competitive prices of
leisure activities such as golf or horseback riding.

“There’s a lack of direction signs and markers in English in public
transportation. For us it's even hard to buy tickets. There's also a lack
of English descriptions in important tourist places.”

(Japanese manufacturing company)

“For me, the biggest barrier is language. However, day-to-day life
gets easier and easier for expats in Poland. Even now we can buy a
fresh tuna fish. We like golf, and a new golf course opened recently
close to Warsaw.”

(Japanese manufacturing company)
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“The prices for certain luxuries are much lower in Poland than in
Japan. I've taken up the hobby of horseback riding, something that
would be out of the question due to economic constraints in Tokyo.
It's an activity | enjoy and that is very cheap in \Warsaw.”

(Japanese manufacturing company)

Alack of direct flights from Warsaw to Japan was also mentioned in
the interviews, but was considered a minor issue.

“There are no direct flights to Tokyo, and Vienna —not Warsaw —is a
hub for Central and Eastern Europe.”
(Japanese trading company)

“Of course it’s better if we have a direct flight to Tokyo, but it’s not
the key factor in making an investment decision.”
(Japanese manufacturing company)

There appears to be a gap between the situation of expats living in
major cities such as Warsaw and those living in smaller cities. As the
Japanese school is located in Warsaw and high-standard English-
speaking medical care is scarce outside of major cities, Japanese
expats living outside major cities usually live alone, while those
working in Warsaw for example tend to have the comfort of living
with their families.

“There’s a Japanese community in Poland. We have a Japanese
school in Warsaw. However, | would expect limited access to those
facilities outside the major cities.”

(Japanese trading company)

“Education for kids and medical care are a problem in smaller cities.
Therefore, Japanese expats who live outside Warsaw usually live
there without their families.”

(Japanese investor)
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Promotion of Poland in Japan

Key findings

Promotion of Poland in Japan

¢ Japanese often not aware of how attractive Poland really is
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* No unique selling proposition, no recognizable traits
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* Need to promote Chopin and other Polish culture in Japan
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® Poland is an important country in Europe
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We have been pleased to hear Japanese executives’ generally high
opinions on living and doing business in Poland, and we have learned that
these executives associate Poland with financial stability and a low-cost
but highly skilled labour force and see Poland as a secure location.

Still, it appears that many companies in Japan remain uninformed
about of the many benefits of the Polish investment climate.
Executives interviewed by KPMG Transaction Services stressed
that Poland should differentiate itself from other European countries
by creating a specific trait (for Japanese citizens) or a Unique Selling
Proposition (for business purposes). The executives put forward
some ideas to enhance the promotion of Poland in Japan, ranging
from cultural events such as a Chopin festival to highly noteworthy
investment projects such as nuclear power plants or the construction
of a high-speed railway network.

“Japanese companies are mainly focused on Asia. However, in
looking at Europe, they see market size as a significant factor, so
Poland is an important country.”

(Japanese trading company)

“Japanese people are not aware of how attractive Poland is. The
average Japanese person doesn't know where Poland is on a
map, apart from knowing that it is somewhere in Europe. Poland
is not recognizable and has no traits that distinguish it from other
European countries. There are no iconic images to associate with
Poland.”

(Japanese consumer products company)

“Poland lacks a Unique Selling Proposition. Overall, everything on
average Is fine, but there are no outstanding features that are widely
known to foreign investors.”

(Japanese manufacturing company)

“Large-scale infrastructure projects can increase awareness.
Especially époque-making projects like a nuclear power plant or the
construction of a high-speed railway.”

(Japanese trading company)

“Organise a promotional Chopin festival. Organise a Polish cuisine
festivall All European cuisines are well represented in Tokyo, but
there's only one Polish place. That is why the Japanese don't know
much about Poland.”

(Japanese trading company)

The consensus among the interviewees seems to be that Poland
should be less shy and position itself clearly as an attractive business
partner for Japanese companies.
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Poland factsheet:
Actual investment
climate

Introduction

As the largest economy to join the European Union (EU) over the
last decade, Poland’s combination of sustainable growth, improving
infrastructure, and economic and political stability is drawing a

great deal of interest from around the world. Fuelled by the growing
number of middle-income consumers and a wave of infrastructure
investments, the economic environment has blossomed, creating
new and enticing investment opportunities. The Polish government
has mobilised its efforts and, with the assistance of the EU, is
facilitating overseas investors through continued liberalisation

of markets, privatisation of assets, and investment incentive
programmes. Indeed, Europe’s fastest-growing economy has
cemented its position in Central and Eastern Europe (CEE) as a
regional economic powerhouse.
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Size of the country

312,679 square kilometers

Population 38.5 million people in 2011
Capital Warsaw, Poland
Currency Ztoty

Average exchange rate in 2011

EUR0.24 = 1 Zioty

Average exchange rate in 2011

USD 0.34 = 1 Ztoty

Average exchange rate in 2011

JPY 27 = 1 Zioty

Source: Central Statistical Office in Poland

Poland’s economy, measured in GDP, has grown to become as
large as those of the Czech Republic, Slovakia, Hungary and Bulgaria

combined, and contributed to more than one third of the total GDP of
CEE in2011. According to the World Bank, GDP per capita for 2011 is
roughly USD 21,300 and has reached 65% of the EU average. Poland
has been a leading economic performer in the region since 2005, with

annual GDP growth rates ranging between 3.6% and 6.8% in most
years. In 2009, it was the only economy in the EU to show positive
GDP growth, and forecasts for the coming years point to continued
steady growth of around 3% per year. For 2011, Poland’s GDP grew
by 4.3%. Arecentarticle in the Wall Street Journal commented on
Poland’s position among neighbouring CEE countries:

“...Poland is a bright spot compared with Hungary and the Czech

Republic... as robust domestic consumption and rising exports
helped the country escape the fate of others in Central and

Eastern Europe dragged down by the troubles in the neighbouring

Euro zone.”

Poland is not burdened by excessive debt. The inflation rate in
2011 was 4.3%, and the reference interest rate is 4.50% as of
15th November, 2012, allowing the government to pursue mildly
expansionist policies.

The Polish banking system has proved relatively resistant to the

recent global financial crisis. It is one of few sectors to not receive any

financial support from the state.
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Polish GDP development / (GEZ5{LaR —EfHik)
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The Warsaw Stock Exchange (WSE) has emerged 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, itis the largest stock exchange in CEE, with 434
listed companies and an approximate market capitalisation of PLN
644 billion (€157 billion) —about 41 percent more than that of the
Vienna exchange, and almost ten 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 featured it on its global list
of 10 Advanced Emerging Markets —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 long-standing 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 VWestern Europe'’s
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, leading the CEE region, according to the World
Investment Prospect Survey. Labour is relatively highly qualified
(above the EU average) 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.
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Political system and government

Poland is a democratic republic with its principles stated in the
constitution adopted in 1997. The basic rule of the separation and
the balance of power between the legislative, executive and judicial
branches underpins the system of government. The country is

led by a president elected in general elections held every five

years. The bicameral parliament, composed of a lower house (the
Sejm, or Parliament) and an upper house (the Senat, or Senate), is
elected every four years in general elections and is responsible for
legislation. The prime minister, nominated by the president to forma
government, chairs the council of ministers and is Poland'’s head of
government.

Poland is a member of the EU, the Schengen area, NATO, the
United Nations, the Organisation for Economic Co-operation and
Development (OECD), the International Monetary Fund (IMF) and
the World Trade Organization (WTO).

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 to0 65% 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. A 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.

Rating/Outlook (July 2012) /#4417 « HiEL (201247 4)

Standard and Poor's Currency Risk ') A+
Fitch Local Currency Long-Term IDR A
Fitch Local Currency Country Ceiling A
Moody's Domestic Currency Rating A2

Note: Currency Risk is defined as “transfer and convertibility assesment”

Sources: The World Bank; Standard&Poors Foreign Currency Risk Rating; Fitch Ratings
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Key Indicators / =2 fE

2009 2010 2011
Nominal GDP (PLN billion) 1344 1413 1525
Real GDP growth 1.,7% 3,8% 4.3%
Unemployment rate 11,9% 12,3% 12,5%
Consumer price index 3,5% 2,6% 4,3%
Average USD/PLN exchange rate 3,12 3,02 2,96
Average EUR/PLN exchange rate 4,33 3,99 4,12
Total public sector debt (% GDP) 49,8% 52,8% 53,5%
Government deficit (% GDP) (74%) (78%) (5,1%)
Goods exported (USD billion) 136,7 159,8 188,9
Goods imported (USD billion) 149,6 178,1 209,4
Trade balance (USD billion) (12,9) (18,3) (20,5)
Current account balance (USD billion) (9,4) (12,7) (12,3)
International reserves (USD billion) 79,6 93,5 979
Inward direct investment (USD billion) 13,7 9,9 14,3

Sources: National Bank of Poland; Central Statistical Office in Poland
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Foreign Direct Investment

Poland is one of the leading emerging economies in Europe in terms
of investment attractiveness. Over the past two decades, Poland
received a steady inflow of foreign capital (as presented in the chart
below), which held up relatively well even during the recent global
recession. Foreign Direct Investment (FDI) inflow increased to USD
18.9 billionin 2011 (from USD 14.3 billion in 2010). According to
forecasts of the Economist Intelligence Unit (EIU), FDI is expected
to resume its growth pattern, sustained by investors’ very positive
perception of Poland. They estimate that the cumulative value of FDI
in Poland will reach USD 213 billion at the end of 2012 and is expected
to grow to USD 276 billion by 2016. Many economic sectors are still
relatively fragmented and undergoing restructuring, and a second
privatisation is providing ample opportunity for investment.
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In the 2011 edition of the World Investment Report by UNCTAD,
Poland was the only country in the EU to be ranked among the top
host economies for FDI. Edged out by only the United States and
the BRIC countries, Poland was ranked sixth in the world as the top
priority host for FDI.
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Top host economies for FDI 2011-2013
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Global Rank

China 1

United States 2
India 3
Brazil 4
Russian Federation 5
Poland 6
Germany 9
United Kingdom 13
Czech Republic 17
France 20

Source: UNCTAD World Investment Report 2010-2012

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 Repubilic 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°Cand 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 has the
largest reserves of coal in the EU (14 billion tonnes) and is the largest
producer of hard coal in Europe, providing roughly 20% of the EU's
demand. The country is in 8th place in lignite production in the World,
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 the next decade.

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 82 billion) of

EU funds allocated to Poland for 2007-2013, as much as €20 billion
(USD 25 billion) is allocated for immediate priorities relating to
transportation infrastructure. Moreover, a large portion of funds
related to Regional Operational Programmes (a combined €17 billion,
or USD 21 billion) is to be spent on infrastructure investment at the
regional and local levels.
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GDP in Poland per capita by voivodship
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Source: Central Statistical Office in Poland

From November 2007 to July 2012, contracts were signed for the
construction of more than 783 kilometres of motorways and 1,320
kilometres of major roads and city bypasses. According to official
statistics, from November 2007 to June 2012 about 2,160 km of
railways were put into use. Official forecasts from the Polish Ministry
of Transport expect that PLN 412 million will be allocated from the
national budget and an additional PLN 270 million of EU funds for the
modernisation of railway facilities in 2012.

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 9th-largest Internet Exchange Point in terms of average
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. Itis 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. Itis 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 inhabitants),
Krakéw (766 thousand), £6dz (742 thousand), Wroctaw (632
thousand) and Poznan (554 thousand).

20074E11 A 5H20124E7TH £ TORIIZ, 783 kml Lo HE)HE
TEFHERR. 1,320 kmPL_ EOEEGER LA /S AROBER AT
IBKIDFERESE Uz, AFHERHC I F4°&. 20074E11H
MH20124E6 E TORIT, 2,160 kmDBSEA BRI EL
T2e W—=F v NEIE D HOARTHITIE, BFTEMHD4
81,2005 R—F 2 R« X7 4T 4 LEURLA B OB IR E 4
2(87,0005 =T K« X474 03, 20124E08kET kI
EYHTHNDEDIETT,

R—=F 2 ROITA 7 71320 ELTRY, I—u v MihfE
LHATEDIEE T L, A F—Fy b I AF =Y
V&, EERBRRE S D TR COBHICKE VA 2 —F% v b
RHIRA L NCTHY, UL DIZHY £,

ANALERE
3,800 ALL EDAAZEIZ BR—F 0 RiL, PHREGEE D
D CHROAADZWET, I—r v 2K TIE8ERDOANZ
#ESTUWET, 160 (voivodships) 124373, ZAVEFLN
IRV OEIRHEERFF>COET, ZLT ZRHOMITEHIZER
(powiaty) 013 =—> (gminy) (Z57VET, UL+ Ui
R—=T U ROEERT, R—F R KOFH T, ULy
X170 ADNEELTEY, TR0 & e U TR
FHUI505NEL 2> TVET, DLy Ui, FHRERGEE D
FERRG - SEROPLTHLHY £, TOMOKREHEE L
TE, BV OTREF BN, T2 bYA= (AH200
FNLE) . 7527 (AAT75756,000N) . Vv F (NH74%
2,0000) . YU~ (AA63/52,0000) . RAF> (657
4,000N) 3B F7,



Tertiary education enrollment rate / 5% =X B E 7%

Poland'’s Position as a Business Partner for Japan | 45

CEE Rank Global Rank
Slovenia 1 4
Poland 3 19
Hungary 6 24
Czech Republic 8 34
Slovak Republic 9 41

Source: UNESCO Institute for Statistics; The Global Competitiveness Report 2011-2012 prepared by the World Economic Forum

Poland ranks in the top three in CEE in terms of tertiary education
enrolment rates, with 18% of people between the ages of 15 and

64 having completed some form of higher education. Poland has

one of the lowest dropout rates in Europe, with only 5.6% of the
population age 18-24 who are not enrolled in some form of primary
or vocational program —compared to the EU average of 13.5%. 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.

Labour market

Labour costs in Poland are lower than in the Czech Republic and
Hungary. Polish workers' exceptionally high level of professional skills
is worth noting. This is the result of high education standards, rapid
development of the market economy, as well as a long-standing
industrial tradition. Redundancy policies are moderate, providing
entrepreneurs with flexibility of employment levels and containing
redundancy costs.

According to statistics published by the European Commission,
the total nominal hourly labour costs increased by 2.5% in Q1
2012 compared to Q1 2011. This was slightly higher than the EU
average increase over the same period (1.7%), but lower than the
neighbouring Czech Republic (2.8%), Romania (5.2%), Bulgaria
(6.8%), and Estonia (7.2%).
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Hourly labour costs in 2011
2014EIRES 720 5 5
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The high quality of Poland’s tertiary education system, coupled with R—T 2 ROFEZIRHE VAT LOEDESIIONTIL, —
reasonable labour laws have made the Polish worker among the F v RNFBEZ I —a o TR AEEEEE LA
most productive in all of Europe. According to data published by the RFENEE BB LTWET, BUNEES (—r A&y M) &
European Commission (Eurostat), Poland is a leader in the CEE in ROT—HZLIUR, FEE AR5 B ER TR
terms of real labour productivity, measured as real output per unit of D FEEIFEAEFEMEDE T, AN—T o FIFZFHRIKGEETY—R
labour input. Poland is also the only country in all of Europe that has LTWET, A—T72 Ri&, 2009FLBRAEEOHIIN ML R
achieved a consistently increasing trend in productivity since 2009. WS TWAME—DETHH Y £,

Real labour productivity y/o/y change " Redundancy costs (in weeks of salary)
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2009 2010 2011 CAGR CEE Rank Global Rank
Poland 2.2 3.6 3.7 3.1% Romania 1 15
Slovakia -2.3 4.2 2.4 1.4% Poland 3 21
Czech -1.6 2.7 2.6 1.2% Czech Republic 5 42
Republic Slovak 8 51
Germany 2.5 1.4 1.4 0.1% Republic
Italy -2.2 2.3 0.2 0.1% Hungary 13 72
Slovenia -6.3 3.7 2.4 -0.1%

Sources: The Global Competitiveness Report 2011-2012 prepared by

Hungary -3.2 1.3 0.4 -0.5%

World Economic Forum

Note 1): Real labour productivity per hour worked is calculated as real output (deflated GDP
measured in chain-linked volumes, reference year 2005) per unit of labour input (measured

by the total number of hours worked).

Source: Eurostat; KPMG analysis



Labour law

Employment contracts

The Polish Labour Code provides for three types of employment
contracts:

e for an indefinite period
e for a defined period
e for the time of completion of a specified task.

Each of these types of contract may be preceded by employment for
a trial period of up to three months. An employment contract covers
key issues governing the employment relationship, while other
issues may also be governed by internal by-laws introduced by the
employer. Both parties may terminate the employment contract. In
principle, an employment contract is terminated with the observance
of arelevant notice period which ranges from two weeks to three
months (depending on the period of employment with a certain
employer). An employment contract concluded for a defined period
terminates on the last day of the period for which it was concluded.

An employment contract may be also terminated upon:
e mutual consent of the parties

¢ a declaration of one of the parties without observing the notice
period (instantly) —only in cases determined in the Labour Code
(i.e. material breach of key obligations of an employee/employer or
sickness of an employee exceeding 180 days).

Working hours and overtime

Generally, employees in Poland work for eight hours per day and
40 hours in a five-day work week. Overtime work is allowed if

itis justified by special needs of the employer; however, it must
not exceed eight hours per week or 150 hours per calendar year.
Employees are entitled to additional remuneration for each hour of
overtime work:

* 50% of basic remuneration: for overtime work on business days

® 100% of basic remuneration: for overtime work at nightand on
Sundays.

Temporary incapacity to work

In general, an employee temporarily unable to work due to aniiliness
retains the right to 80% of his or her remuneration. The employer
pays the employee this remuneration for a total period of 33 days in
a calendar year. After the 33-day period, the remuneration is paid by
the Social Insurance Office.

Holiday leave

Under the Labour Code, each employee has the right to annual paid
leave of 20 or 26 days (depending on the total period of employment).
Basically, holiday leave is granted in the period agreed with the
employer. During their annual leave, employees receive their full
remuneration.

Retirement age

Currently, an employee acquires the right to retire at the age of 60
(women) and 65 (men). However, according to recent legislation,
the retirement age will be gradually increased to 67 years (for both
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women and men). This process shall be completed in 2040 (women)
and 2020 (men). Employees who have less than four years until
retirement age are subject to special protection: in principle, their
employment contracts may not be terminated.

Social insurance

In Poland, payment of social security contributions related to employees
is split between the employer and the employee. The part payable

by the employee is withheld by the employer from the employee’s
remuneration. The contributions are calculated based on the employee’s
gross remuneration, and amount to 13.71% for the employee and up to
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22.67% for the employer. Additionally, employees pay a national health
insurance contribution amounting to 9% of their gross remuneration
after deduction of the remaining social security contributions (withheld
by the employer). Following the employee’s retirement, the employer
is no longer involved in, nor responsible for, the payment of retirement
benefits, which are paid by the social security agency.

BN DI NET,

Comparison of selected aspects of labour systems

Category Poland Japan
® 8 per day and 40 per week (can be
Length of working day and week (hours) ¢ 8 per day and 40 per week extended by agreement between
employee and employer)
Maximum number of overtime hours per 150 © 360 (can be extended by agreement

year (hours)

between employee and employer)

® 20 or 26 (depending on the employment

Length of annual holiday (days) beriod)

¢ 10 - 20 (depending on the employment
period)

® 140 - 259 days (depending on the number

Maternity leave (days) of children born at one birth)

® 98 or 154 days (more than one child born
at one birth)

¢ notice period from 2 weeks to 3 months

Ki lici ; .
ey redundancy policies (depending on the employment period)

® 30 days

Age of retirement e currently: 60 (woman) and 65 (man)

¢ by 2040 (woman) and 2020 (man) it will
be progressively increased to 67 years

® protection against termination of
employment for employees with less
than 4 years remaining until retirement

e currently: 64
e from 1 April 2013: 65
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Taxation regime
Corporate Income Tax (CIT)

An entity is deemed to be resident in Poland if it is incorporated
ormanaged in Poland. Companies resident in Poland are liable for
corporate income tax on their worldwide income irrespective of
whether it arises from domestic or foreign operations.

Non-resident companies are subject to corporate income tax on
their Polish source income. Foreign entities doing business in Poland
may establish branches or representative offices. As a general rule,
a foreign company should be subject to tax on the profit of a Polish
branch (if the branch constitutes a permanent establishment) and
any other income from Polish sources subject to the provisions of
agreements for the avoidance of double taxation.

The corporate income tax rate is 19% in 2012 and applies irrespective
of the level of taxable income. Tax settlements are made on a
monthly basis, and an annual tax return is required.

All expenses incurred by a company for the purpose of generating
income or retaining or protecting sources of income that are not listed
in the catalogue of non-deductible expenditures constitute tax-
deductible cost for the taxpayer.

Thin capitalization rules limit the deductibility of interest on loans from
certain related parties. WWhere a company is thinly capitalized, the
proportion of interest that exceeds the debt-to-equity ratio of 3:1 is
not deductible.

Losses may be carried forward for five years, but only 50% of the
loss may be set off in a given year. Loss carry-back is not allowed.

CIT law contains transfer-pricing provisions that are in line with OECD
regulations.

Personal Income Tax (PIT)
Individuals are deemed Polish residents if they:

e stay in the territory of Poland for longer than 183 days in a tax year,
or

¢ have a centre of personal or economic interests in Poland (centre of
vital interests).

Polish residents are subject to PIT in Poland on their worldwide

income. Non-residents are taxed on Polish source income. Taxes are

generally calculated on the basis of cash and in-kind earnings paid to
or put at the taxpayer's disposal.

As a general rule, progressive taxes at 18% and 32% are levied
on total income (with the exception of income earned from, e.g.
dividends, interest on loans and proceeds from property disposal).

Value Added Tax (VAT)

Asarule, VAT is charged on the following transactions:

e the supply of goods and provision of services within the territory of
Poland

¢ the export and import of goods

¢ intra-Community acquisitions of goods performed in the territory of
Poland

¢ intra-Community supplies of goods.

Entities should register for VAT before they conduct any taxable
activity. The entity receives a VAT number. If the taxpayer plans to
perform intra-Community transactions, an EU VAT number should
also be obtained.
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The standard VAT rate is 23% (this rate applies to most goods and
services). The 8% VAT rate covers e.g. building and construction
services relating to housing for individuals, pharmaceuticals and
medical equipment, passenger transport and agricultural products.
The 5% VAT rate applies mainly to agricultural products, food and
books. A 0% rate applies to the intra-community supply of goods and
exports of goods. Under EU Directives, exemptions apply to, inter alia,
medical, financial, insurance and educational services.

VAT returns are submitted to the tax authorities on either a monthly
or a quarterly basis. The VAT return must be submitted and the VAT
liability must be paid no later than on the 25th day of the following
month.

Tax on civil law transactions

The tax on civil law transactions (PCC) is charged on contracts of sale
or exchange, loan agreements, articles of association and a number of
other contractual arrangements. It applies to transactions that concern
assets located or rights executed in Poland and the purchase of assets
located or rights executed abroad by a Polish individual or company if
the transaction takes place in Poland.

Examples of the charges are as follows:
e articles of association (as a percentage of capital): 0.5%
e sales contract:

a. movable goods, real estate and certain rights (e.g.
perpetual usufruct right): 2% of market value

b. other property rights (e.g. shares): 1% of market value
e | canagreement: 2% of the loan amount.

Customs

As a member of the European Union, Poland belongs to a customs
union. Community customs regulations are provided for by the
Community Customs Code and other EU customs regulations.

Customs duty is payable on the import of goods from outside the EU
and into Poland or another EU country. Once the applicable customs
duty is accounted for in one member state, the imported goods can
be moved to another member state without any custom duty.

Excise duty

Polish provisions regulating excise duty result from European Union
law, which provides general regulations concerning the common
treatment of certain groups of goods in all EU member states. The
categories of goods subject to EU excise duty are energy products
(including mineral oils and coal), electricity, alcoholic beverages and
tobacco products. In addition, in Poland, excise tax is also levied on
passenger cars.

International aspects

\When planning investment in Poland, interposing a holding company,
in an advantageous tax jurisdiction, between a Japanese investing
company and its Polish subsidiary could be considered. For instance,
a Dutch or Swiss company can be holding a Polish subsidiary in order
to enable tax-efficient repatriation of profits, among other benefits.
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Tax system comparison

Category
ClIT rate

Poland
19%

Japan

25.5% (before local taxes, and before special
reconstruction corporate tax of 10% which is
applicable from 1 April 2012 to 31 March 2015)

Withholding tax rates

Dividends 19% (dividends paid to EU, EEA and Swiss 20% (7% on dividends from listed companies,
parent companies exempt under certain until 31 December 2013; 15% thereafter);
conditions) (rates before special reconstruction income tax of

2.1% which is applicable from 1 January 2013 to
31 December 2037)

Royalties 20% (exemption on payments to specified EU  20% (before special reconstruction income tax of
and Swiss related companies available from 2.1% which is applicable from 1 January 2013 to
1 July 2013; until then transitional period for 31 December 2037)
the application of the Interest and Royalties
Directive; withholding tax at 5 percent after
1 July 2009, after 30 June 2013: 0 percent).

Interest 20% (exemption on payments to specified EU 20% (interest on loans used for operating a
and Swiss related companies available from business in Japan);
1 July 2013; until then transitional period for 15% (interest from financial institutions or banks);
the application of the Interest and Royalties (rates before special reconstruction income tax of
Directive; withholding tax at 5 percent after 2.1% which is applicable from 1 January 2013 to
1 July 2009, after 30 June 2013: 0 percent). 31 December 2037)

VAT rate 23%, 8%, 5%, 0% 5%, 0%

PIT rate progressive 18%, 32% (over PLN 85,528) progressive; top rate 40% (over JPY 18 million)

PIT flat rate (applicable to e.g.
capital gains, interest, taxation
of business activity conducted
by individual person)

19%

Tax on civil law transactions

0.5-2%

Capital duty

0.5%

TR N
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Incentives for foreign investment
Foreign Investors in Poland can obtain various investment incentives,
including the following:
1. Tax incentives:
® income tax exemption in Special Economic Zones,
¢ real estate tax exemption,
e preferential tax deductions on purchases of new technology,
e preferential tax deductions for R&D centres.

2.Cashgrants:

e incentives from Polish government and national programmes
(R&D projects, environmental projects, the Multi-Annual Support
Programme),

¢ grants co-financed from European Union funds.

3. Technological parks, which offer infrastructure for high-tech and
R&D companies.

Incentives obtained by the investor in Poland are subject to Polish
and European Union state aid rules which determine, among other
matters, the maximum level of support, the beneficiaries and the
detailed conditions of support. The limit of state support is calculated
as a percentage of the investment costs eligible for support or two-
year's labour costs, should the latter be higher. Depending on the
region, the limitis 30%, 40% or 50% for large companies.
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50% maximum aid intensity
B 40% maximum aid intensity
B 30% maximum aid intensity

Source: KPMG, based on the Council of Ministers regulation of 13 October 2006 setting out the regional aid map (Journal of Laws no. 190, item 1402).



Income tax exemption in Special Economic Zones

Among the mechanisms designed to support FDI, a key role is
played by Special Economic Zones (SEZs). At present there are 14
special economic zones operating in Poland. Each of the zones is run
by management authorities in the form of a commercial company
controlled by the State Treasury or local government.

All of them have subzones covering almost all parts of Poland. It
is possible to establish SEZ on the plot chosen by the investor,
however certain conditions on minimum value of investment
expenditures or/and the minimum number of newly created
workplaces have to be met.

The main benefit from investing in SEZ is the possibility of income
tax exemption for entrepreneurs undertaking investments. Additional
encouragement for the companies may also be a real estate tax
exemption (in selected communes) and infrastructure that is
prepared for investment purposes in the zones.

Investment costs eligible for refund include:

e land purchases

e construction or purchase of buildings and equipment
e intangible assets.

In order to operate in a SEZ and benefit from the above exemptions,
a permit issued by SEZ authorities is required. The investment and
newly created jobs resulting from the project should be maintained
for at least five years from the date of their creation (by a large
company).

Real Estate Tax Exemption

This type of exemption is a local incentive granted by the municipal
council and usually depends on the number of new workplaces
created and/or value of investment.

Preferential tax deductions on purchases of new technology

This incentive is available for entities operating outside of Special
Economic Zones and allows reduction of their tax base by a half of
total capex on new technological intellectual property (for example
know-how or patents rights).

Preferential tax deductions for R&D centres

R&D centre status is granted by the Ministry of Economy for an entity
conducting research and development works and allows such an
entity for monthly deductions for innovation fund — those deductions
decrease the tax base. The innovation fund is used to cover the

cost of R&D works and costs associated with obtaining a patent.

A company with R&D centre status is also exempted from real estate
tax of land and buildings used for R&D activity.

Incentives from the Polish government and national
programmes

Foreign investors may also look for financial support from Polish
government. The cash support on the basis of Multi-Annual
Support Programme (MASP) by the Ministry of the Economy can
be applied exclusively for entrepreneurs planning new investments
in the following priority sectors: automotive, electronics, aviation,
biotechnology, modern services (BPO, shared service centers) and
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research and development. MASP provides support in the form of
employment or/fand investment grants.

Investors, who would like to improve their products or services

or even create new products on the basis of R&D works, may

also benefit from state aid to support research and development
activities. State aid is granted for activities aiming to develop new

or significantly modified products, services or technologies that

are later implemented into company’s economic activity. It is worth
mentioning that R&D centres of international corporations which
carry out research in Poland as a part of an international project, may
also apply for R&D grants.

Grants from European Union funds

For the 2007-2013 programming period, Poland received the highest
amount of European Union structural funds. Investors could obtain
various investment incentives, in particular designed for:

¢ investment and employment
* R&D activities

e other activities such as environmental protection, training, logistics
and renewable energy sources.

Currently, because of the end of the programming period, the range
of potential support is gradually decreasing. However, many co-
financing opportunities may still be available for investors. The new
programming period starting in 2014 will introduce new EU funding
sources for entrepreneurs in Poland. Details regarding the new
programming period are currently being negotiated. It is assumed
that in the new programming period (2014-2020) Poland will obtain
funds of a value comparable to current programming period (2007-
2013), especially for activities supporting R&D& activities.

Other incentives

Apart from the tax incentives in SEZs, national sources and EU
structural funds, investors in Poland can also take advantage of other
sources of state aid, for example:

e grants for investments from European Economic Area Funds and
Norway grants, Swiss Funds

e grants for R&D under 7. Framework Programme for Research and
Development in Europe

¢ environmental grants from national resources (for example, the
National Environmental Fund and the Ministry of the Environment)

e tax incentives for research and development activity
e preferential loans.
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Research objectives
and methodology

As the opinions of investors dealing with the Polish business
environment on a day-to-day basis are the best source of information,
KPMG interviewed senior executives of Japanese companies
present on the Polish market. This research was supported by desk
research and analysis of data provided by JETRO, PAlilZand the
Ministry of Economy of the Republic of Poland.

KPMG Transaction Services performed in-depth interviews with
representatives of 14 different companies of Japanese origin
operating in Poland (referred to in the report as ‘Japanese executives’,
‘Japanese companies’, etc.) as well as JETRO. These interviews
enabled us to gain insight into the executives’ perceptions of Poland
as an investment target, the strengths and weaknesses of the

Polish business environment, and daily life in Poland for Japanese
expatriates.

We are grateful to representatives of the following companies for
sharing their time and experiences with KPMG Transaction Services:
Ajinomoto Poland, Bank of Tokyo-Mitsubishi UFJ (Polska), Kajima
Poland, Lotte Wedel, Mitsubishi Corporation, Mitsui & Co, Nissin
Logistics Poland, NSK Europe, ORIX Polska, Saginomiya Europe,
Sharp Manufacturing Poland, Sumitomo Corporation Europe,

Suzuki Motor Poland and Toyota Motor Poland. We believe that our
common work will be beneficial for both the community of Japanese
investors and the Polish public administration and citizens.

Citations in this report typically include the industry in which the
interviewed company 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 ‘Japanese investor' comments.

The desk research gave us a clearer view of the extent of Japanese
investment already realised in Poland, and of its forms and main
drivers. It also provided us with a broad view of global processes
that lead to an increasing level of Japanese outward foreign direct
investment. Information was sourced from Polish and Japanese
institutions (including PAlilZ, JETRO, the Central Statistical Office
(GUS), the National Bank of Poland, the Polish Embassy in Tokyo,
the Ministry of Economy of the Republic of Poland and the Bank

of Japan) as well as independent international sources (such as

the International Monetary Fund, the World Bank, the European
Commission, OECD, UNESCO, UNCTAD, the Economist
Intelligence Unit and the World Economic Forum). Some of the
information presented in this document is the result of KPMG
analysis performed on such data from published sources. Conversion
between Euro (€), USD and Polish Ztoty (PLN) was performed based
on the exchange rate as at 31 July 2012.

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 153 countries and has 145,000 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, Krakéw, Poznan,
Wroctaw, 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

® transaction services

® market analysis and entry strategy

e integration & completion services

e corporate finance

e grants & incentives

e tax advisory

® |egal advisory

® audit and review of financial statements
® 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 (PAlilZ),
helps investors to enter the Polish market and find the best ways to
utilise the possibilities available to them. \We guide investors through
all of 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 complex information relating to legal

and business matters regarding the investments and help in finding
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 have
established a network of Regional Investor Service Centres across
Poland, which have as their goal the improvement of the quality

of the region’s investor services and ensuring access to the latest
information (such as the latest investment offers) and regional micro-
economic data. These specialist offices hire professionals who have
been trained by PAIlilZ and are financed by local authority funds. They
also work as links between investors and the local authorities.

Before PAIilZ was established

The Polish Information and Foreign Investment Agency (PAlilZ) was
established on 24 June 2003 after the merger of the State Foreign
Investment Agency (PAIZ) and the Polish Information Agency

(PAI). In carrying out its activities, the agency 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
to support Poland’s economic development through activities that
raised the inflow of foreign investments. At the VIII World Convention
of Investment Promotion Agencies in 1997, PAIZ received the title of
the Best European Investment Promotion Agency.

The Polish Information Agency (PAl) was setup in 1991 as a
redevelopment of the Polish Interpress Agency from a government
agency to an institution whose main goal was to promote Poland
abroad. Over 12 years, PAl realised this goal through information,
publishing, exhibitions and press activities.
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Interested in investing in Poland?

Contact our Transaction Services team:

Marek Sosna

Partner, Head of Transaction Services

T: +4822528 1200
E: msosna@kpmg.pl

Our Japanese contacts:

KPMG Global Japanese Practice in Tokyo

Eishi Hoshi

1-2 Tsukudo-cho, Shinjuku-ku,

Tokyo, 162-8551, Japan
T +81 33266 7543
E: Eishi.Hoshi@jp.kpmg.com

Masashi Yamada

1-2 Tsukudo-cho, Shinjuku-ku,

Tokyo, 162-8551, Japan
T. +81 33266 7543

E: Masashi.Yamada@jp.kpmg.com

Other contacts relevant to your market entry needs:

André Schuurman

Strategic & Commercial
Intelligence

T +4822528 1131
E: aschuurman@kpmg.pl

Jacek Kulpinski
Financial Due Diligence
T. +48225281143

E: jkulpinski@kpmg.pl

lwona Sprycha
Integration & Completion
Procedures

T +48225281144

E: isprycha@kpmg.pl

Krzysztof Klamut
Corporate Finance
T +48225281220
E: kklamut@kpmg.pl

Mark Kalogeras
Audit

T +4822528 1023

E: mkalogeras@kpmg.pl

Katarzyna Nosal-Gorzen
M&A Tax

T +48225281017

E: knosal@kpmg.pl

kpmg.pl

Takayuki Suzuki

Global Japanese Practice
in Poland

T. +48225281184

E: tsuzuki@kpmag.pl

Marcin Rudnicki
International Tax

T. +4822528 1177

E: marcinrudnicki@kpmg.pl

Kiejstut Zagun
Grants & Incentives
T +48225281007

E: kzagun@kpmg.pl

Mirostaw Michna
Special Economic Zones
T: +48 124249409

E: mmichna@kpmg.pl

Tadeusz Jacek Dudzinski
Legal Services

T +48225281303

E: tjdudzinski@kpmg.pl
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