
In the Wake of Revised Schemes for France’s  
35 Hour Work Week, Reforms Are Set for Profit 
Sharing Schemes  By Nicolas Zouaghi-Maulet

Earlier this year, France revamped its working 
week regulation, keeping  the standard 35 hour 
work week while relaxing the 1998 working time 
regulations in several ways.

Possibility to work above the existing maximum 
annual overtime allowance  

The overtime allowance was raised from 180 hours 
to 220 hours following a decree of December 21, 
2004. In addition to the statutory extra time-off 
allowances for overtime compensation, employees 
will have the choice to either (i) receive overtime 
payments in cash or, (ii) convert overtime entitle-
ments into extra time-off. Subject to a number of 
rules, employers in small companies may resolve to 
grant cash in lieu of time-off. 

Smaller size entities employing less than  
20 employees

Small companies will keep the benefit of the 10% 
discounted  rate on weekly overtime pay due from 
the 36th through the 39th hours, while entities 
with payrolls in excess of 20 employees will pay an 
additional 25% on overtime hours. Although these 
provisions are scheduled to end on December 31, 
2005, the government is expected to extend them 
until December 31, 2008.

Relaxation of time savings schemes 

Where they apply, time savings schemes allow 
French employees to save overtime entitlements 
for later use or to collect cash in lieu of time-off. 
The new law has extended the maximum number 
of days an employee can credit to such schemes on 
an annual basis. Also, the statute suppressed the 
former maximum five-year period beyond which 
the employee’s entitlement used to elapse. 

Most importantly, employees can now convert 
their saved time-off entitlements into paid wages. 
Employers cannot make the time savings scheme 
mandatory. Participation must remain up to the 
employee. 

A more ambitious reform of profit sharing schemes 

 
 
Under French law, two types of profit sharing 
schemes are available. First, all employers with 
more than fifty employees are obligated to negoti-
ate a mandatory profit sharing scheme with their 
workers’ representatives. Each fiscal year, these 
employers must set aside a profit sharing reserve 
for an amount calculated pursuant to a statutory 
calculation formula based on the employers’ net 
taxable income. The statutory formula is as fol-
lows:
                                                              
  1/2   ( P -  5E/100  ) × (  S/AV  )                        
                            
(Where P is the after-tax profit of the company; 
E is the aggregate of the company’s equity, its 
retained earnings and reserves which have been 
taxed or which are exempt from tax; S is the aggre-
gate salaries paid by the company; and AV is the 
added-value of the company.)

This formula represents the minimum required, but 
an employer may implement a more favorable one. 
In order to benefit from a favorable tax regime, 
employees’ entitlements are invested and frozen 
for a period of five years in specific investment 
schemes.

Failure to set-up a mandatory profit sharing 
scheme subjects the employer to a “default” profit 
sharing regime, with a partial loss of its favorable 
tax treatment.
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A mandatory profit sharing scheme                       



An optional profit sharing plan 

In addition to mandatory profit sharing schemes, employ-
ers may implement an optional plan, if the employer meets 
its obligations with respect to the workers’ representatives. 
Under the optional profit sharing scheme, employees are 
paid sums calculated according to the profits or perfor-
mance generated by the employer. 
 
Where optional profit sharing schemes meet the legal 
requirements, all sums paid  out of the scheme are, 
subject to an annual cap per employee, deductible from  
the employer’s corporate income tax. These sums are 
exempt from social security contributions, but neverthe-
less treated as taxable salary. When held for a minimum 
of five years in a company’s savings plan account, the 
employees’ entitlements become almost 100% tax free. 
 
Primary changes to the current profit sharing regime 

A new statute modifying the current profit sharing regimes 
should be adopted no later than June 2005. The main 
changes are anticipated as follows: 

Allowing early withdrawal of sums saved from mandatory 
profit sharing plans 

To benefit from favorable tax treatment, annual prof-
it-sharing awards currently cannot be withdrawn 
for five years. The government would like to allow 
early withdrawals of such sums to stimulate consumer 
demand in France. The tax treatment of such early 
withdrawals remains, as of today, unclear. In June, the 
government will determine whether these sums will 
be subject to a partial or total personal income tax. 
 
Extending optional profit sharing schemes’ benefits  to a 
company’s executive officers and their spouses – whether 
they are a business partner or an employee

As of today, only employees can benefit from an optional 
profit sharing scheme. The draft statute provides for the 
above extension of benefits to corporations employing less 
than one hundred employees.

 

Simplifying transfers of profit sharing entitlements from 
one scheme to another  

The new law would make transfers more flexible and 
feasible. This would facilitate transfers after a change in 
the company’s ownership or a change of job or employers.        
 
Merging mandatory and optional profit sharing schemes

This would make it possible for a corporation employing 
less than 250 employees to set up an optional profit shar-
ing scheme instead of a mandatory scheme, but only if 
the former is more favorable to employees than the latter 
scheme.

The new reforms will therefore make profit sharing 
schemes more attractive to employers in France and help 
employees, through a favorable tax regime, to build their 
pensions.
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