4

§

! . R
e
“--5

H‘

_—
-J:z
1
.‘:_
L=

j =
-f“ ~=

. -

Sustainable

Development RE DOIT

Report on our economic, social
and environmental responsibility in 2003

Schneider
'Electric

Building a New Electric World

|__Merlin Gerin_|



Methodology

Use of the Global Reporting Initiative
as a reference

We have used the Global Reporting Initiative
(GRI) as a reference in defining and assessing
our social and environmental performance.
Created in 1997, the GRI international
benchmark grew out of work involving

the United Nations Environment Program,
private companies, non-governmental
organizations and specialized groups.
Reflecting our commitment, GRI indicators
for each section are listed in the table

of contents on page 1.

Compliance with France’s NRE legislation

This report has also given us the opportunity
to address the requirements of France’s NRE
legislation more specifically and exhaustively.
Article 116 of the NRE Act requires listed
companies governed by French law to release
information on 46 quantitative and qualitative
criteria assessing their social and environmental
performance.

This information is presented on pages 49

to 56 of our 2003 Annual Report, which can be
downloaded at
www.schneider-electric.com/en/chiffres/cptes.htm
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INnterview

of Schneider Electric

Henri Lachmann
Chairman and Chief Executive Officer

How do you define
sustainable development?

Sustainable development is how we meet
our responsibilities to the community in
today’s world.

Our mission of giving the best of the

New Electric World to everyone, everywhere
at any time naturally integrates the idea

of progress and responsibility.

Schneider Electric is a global company
present in 130 countries.

Wherever we operate, we need to be
deeply committed at the local level.

We can only move forward if we constantly
integrate contributions from all cultures
and all the professions of Electrical
Distribution and Automation & Control.

We want to take advantage of our diversity,
with the goal of cultivating differences and
creating wealth in all our host countries.

How is Schneider Electric
responding to the challenges of
sustainable development?

Sustainable development is a major focus

of our NEW2004 program, with a dedicated
challenge devoted to Corporate Community
Responsibility. We have defined overall
objectives with specific indicators adapted

to local conditions. In this way, we can track
progress in meeting our commitments
everywhere we operate.

We have also created a Sustainable
Development department at the corporate
level to raise awareness across the Company
and to ensure that improvement programs
are implemented properly.

It's crucial that each and every one of us
embraces these challenges and goals.
Lastly, | have asked a non-executive member
of the Board of Directors to regularly monitor
our sustainable development commitments
and our progress in meeting them.
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Chairman and Chief Executive Officer Henri Lachmann
explains how a company like Schneider Electric
integrates the challenges of sustainable development.

What has the concept of
sustainable development brought
to your Company?

By raising the issue of our social, societal
and environmental responsibilities, the
concept prompted us to develop guidelines
entitled Our Principles of Responsibility.

For a company like ours, which every

year takes on several thousand new
employees worldwide, this was a highly
structuring process. We then deployed
improvement objectives, such as providing
basic social coverage for all our employees
around the world or ensuring that all

our plants are certified to ISO 14001
standards by year-end 2004.

Another example concerns helping
disadvantaged youth enter the workforce;
teams at more than 400 of our sites are
fully committed to supporting dedicated
local associations involved in this area.

What are the major challenges
for the future?

Climate change and the efficient use of
natural resources are the most important
challenges, both now and in the future.
We're fully aware of the stakes and intend

to help build a sustainable world by providing

customers with environmentally friendly
products and solutions. In particular, our
innovations are helping to improve energy
efficiency and reduce energy consumption.

Our acquisition of TAC in 2003 will further
enhance our ability to convince customers
that, by reducing energy consumption,
we can not only cut costs but also make
a responsible commitment to future
generations.

Does being a leader entail special
responsibilities?

When we say that the future will be
increasingly electric, with new types of
generation and fresh applications, we are
also making a commitment to support
research initiatives in combined heat and
power, for example, and to ensure that
every time we consume energy we do so
more efficiently. In other words, we have
the important advantage of being part of
the solution, not part of the problem.

We have great potential,

and our commitment and achievements
will make the difference.

Qe anis

Henri Lachmann

Chairman and Chief Executive Officer
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06 Schneider Electric, an industry leader

10 Towards a New Electric World

12 Impact of our businesses

Electricity is an integral part of our daily lives and
indispensable in the production of most of the products
and services we use.

The challenge today is to discover ways to consume
this energy more effectively, to innovate for greater
efficiency, and to find the technical and financial
resources that will allow us to share electricity and
support its development.

With this in mind, we intend to help build a more
sustainable world in all the regions in which we operate
by providing customers with products and solutions
that facilitate access to energy and help reduce energy
consumption.

Giving the best of the New Electric World
to everyone, everywhere, at any time.
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Schneider Electric,
an industry leader

Schneider Electric is the only global company devoted

exclusively to Electrical Distribution and Automation & Control.
The Schneider Electric family comprises three major global brands
(Merlin Gerin, Square D and Telemecanique), specialist brands
(including Crouzet, MGE UPS Systems and TAC) and local brands
(Eunea, Feller, Federal Pacific, etc.).

A leader and a specialist Products for the international market represent
40% of sales, but we also tailor our lineup to
local expectations, specifications and needs with
the support of nearly 80 product development
sites in 25 countries.

This local presence enables us to pursue sales
opportunities wherever they arise and reduces
exposure to business cycles in local markets.

Schneider Electric develops products, equipment
and services for controlling, monitoring, protecting,
and supervising machines and networks.
Generally integrated into complex installations
and invisible to end-users, our products are
indispensable at every stage of the power
transmission and distribution chain in four core
markets: Residential, Buildings, Industry, and
Energy & Infrastructure (see pages 8-9).

We are one of the international marketplace’s
leading suppliers of switchgear and low-voltage
equipment, as well as of medium-voltage devices
and programmable logic controllers.

Today, Schneider Electric is the only company

in the world focused exclusively on Electrical
Distribution and Automation & Control.

Our competitors include large, diversified broadline
manufacturers such as ABB, General Electric,
Mitsubishi Electric and Siemens; multinational
specialist manufacturers like Omron and Rockwell
Automation; and medium-sized providers of
electrical distribution equipment with a more
regional presence, such as Eaton, Hager and
Legrand.

Global and local

In 2003, Schneider Electric had operations in

130 countries on all continents, including

177 production sites and 60 logistics centers.
With 74,276 employees, we generated sales of

€ 8,780 million.

While sales outside Europe and North America
have tripled since 1993, the number of expatriate
employees has remained unchanged, as we have
been able to meet most of our new human
resources needs through local hiring and training
initiatives, internal promotion and mobility programs
(see page 33).




A strategy of
geographic redeployment

Schneider Electric makes 55% of its sales in
Europe, 25% in North America and 20% in the rest
of the world. Our greatest growth potential is in
emerging markets like China, Brazil, India and
Eastern Europe, as well as in certain industrialized
countries, such as Australia, Japan and South
Korea.

To anticipate these developments and serve
growth markets locally, we initiated a strategic
redeployment program in 2002 designed to move
our production sites closer to customers.
Research and development is also organized at
the global level to meet a broad range of customer
expectations, with development centers in Europe,
the United States and Asia and customer support
centers near supplier regions for emerging
countries, in Mexico and soon in China.

This redeployment entails changes in the location,
organization and number of jobs, but in the long
run it will benefit the entire organization—even

in more mature markets—and enables us to extend
our operations worldwide in a responsible manner.

North America "

More than
16,000 people*

Asia — Pacific
More than
15,000 people*

*Estimate: April 2004

Our vision and responsibilities ==
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From manufacturing to assembling

Founded in 1836, Schneider & Cie steadily built a presence in heavy
machinery and transportation equipment through the mid-20" century.
Having established a position in electricity in the late 19" century,

the Company gradually refocused on this industry with the acquisition
of Merlin Gerin in 1981, Telemecanique in 1988 and Square D in 1991.
The refocusing process was completed in 1997 with the divestment
of Spie Batignolles. In 1999, the year in which it acquired Lexel A/S,
the Company changed its name to Schneider Electric SA, which owns
all outstanding shares of Schneider Electric Industries SAS.

Today, Schneider Electric assembles and develops products and
solutions. Its purchases are comprised largely of finished, machined
components (see page 12).

South Americai 4-'!
and Caribbean 1 .

More than
1,500 people*

Europe
More than
43,000 people*

4

. More than !
Africa ¢ L
More than - '-—‘?’100 piczple ,
1,200 people* s o

AW
g



08

Schneider Electric, an industry leader

Growth opportunities in four core markets

The need for a steady, reliable, monitored
supply of electricity is universal, from
production facilities to transportation
infrastructure, buildings and single-family
homes.

By controlling, monitoring and protecting
equipment and people, our products make
using electricity safer, simpler and more
efficient for everyone.

Energy & Infrastructure

Optimizing availability, safety
and operating costs

Lineup

Our solutions, products and services cover:
e Power generation and distribution.

e Energy metering and quality.

e Water transportation and treatment.

e Passenger and freight transportation.

e Telecommunication infrastructure.
e Gas and oil infrastructure.
e Multi-site remote management.

Business environment

Growth is being driven by the operation

of Internet-related infrastructure, the privatization
of public infrastructure, the development

of renewable and distributed energy, stricter
environmental legislation, heightened safety
requirements and the extensive outsourcing

of services, as well as by the need for
infrastructure for passenger and freight
transportation, due to globalization,

and for water treatment, due to depletion.

Main customers

Systems integrators, OEMs, electric companies,
large industrial companies, service firms, public-
sector investors and supervisory authorities.




Our vision and responsibilities ==
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Buildings

Optimizing comfort,
safety, communication
and operating costs

Lineup

Our solutions, products and services cover:

e Electrical supply and distribution.

e Utilities management (lighting, air
conditioning, elevators, access control, etc.). .
e Data exchange (Voice-Data-Image, landline,
power line carrier technology, and radio).

Indu stry e Multi-site remote management for office
buildings, shopping malls and stores, industrial

Optimizing productivity, flexibility, buildings, ships, hotels, hospitals and schools.

safety and traceability Business environment

Lineup There is significant growth potential in

the management of industrial and commercial
buildings through Transparent Ready™ solutions™
and services offerings.

Our solutions, products and services cover:
o Machine control.

e Process automation.

e Electrical supply and distribution. Main customers

e Single or multi-site production data management. . . :
Developers, engineering offices, contractors

Business environment and panelbuilders, electrical equipment distributors,

All sectors are served, including the food and systems integrators and operating companies.

beverage, packaging, automobile, pharmaceuticals,
electrical components and chemicals industries.
Major growth paths include global partnerships
with strategic accounts and OEMs, as well as

Transparent Ready™ solutions™. Residential

Main customers Optimizing availability,
Engineering firms, systems integrators, OEMs, safety and operating costs
large industrial companies, panelbuilders and .

electrical equipment distributors. Lineup

Our solutions, products and services for single-
family homes and apartment buildings cover:

e Electrical distribution (protection and installation
systems).

e Monitoring and safety.

e Home automation and data exchange systems
based on advanced technologies (Voice-Data-
Image, landline, power line carrier technology,
and radio).

Business environment

This is a dependable, steady market in which
renovation accounts for 50% of demand.

There are substantial growth opportunities linked
with expansion in emerging markets and

the development of new technologies.

R eauys Main customers

" Transparent Ready™ allows customers to manage Architects, building owners, developers, building

electrical distribution and automation data on one - . .
or more sites. contractors, electricians, electrical equipment

For more information: www.transparent-ready.com distributors, and DIY superstores.
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Towards

a New Electric World

in the future.

sacrificing comfort.

Energy efficiency is a primary
concern for Schneider Electric, now and

Our offer enables customers to enhance
environmental protection without

Electricity, energy source
of the future

The future will be increasingly electric.

As electricity, automation and communication
technologies converge, smart homes, information
highways and transparent factories will become
part of our daily lives.

With this in mind, Schneider Electric is focusing
on its mission of providing the best of the New
Electric World to customers in its various markets
with reliable, innovative, high-performance systems
and services that improve competitiveness,

safety and comfort.

In industrialized countries, expectations are
evolving. Customers want us to help them optimize
energy management with the goal, among others,
of reducing electricity consumption and widening
the choice of energy sources.

These expectations are opening new outlets

for our products and services while enabling
customers and end-users to meet their own
sustainable development goals.

In developing markets, customers focus mainly
on implementing solutions that make electrical
installations viable, thereby facilitating widespread
access to electricity or water.

Sustainable development,
a strategic opportunity

In the New Electric World focused on energy
performance, the principles of sustainable
development are a growth driver for Schneider
Electric. Energy has become a critical resource
for customers in terms of both risk and costs and
we are positioned to provide appropriate
technological solutions.

To take advantage of these opportunities,

we are pursuing a strategy focused on five growth
platforms: secured power, energy efficiency,
building automation, building safety and
components for repetitive applications.

These platforms are intended to develop future
core businesses aligned with our current
operations; three of them directly support
sustainable development measures and target
markets that are currently growing by 6% to

10% a year.

The energy efficiency platform develops products
and services to monitor energy use and improve
energy performance in electrical installations.
These include smart meters that, at certain times,
allow for intelligent load shedding.

The building automation platform develops
solutions that do things like automatically close
shutters or regulate temperatures with the goal
of reducing energy loss.

Lastly, the secured power supply platform
indirectly impacts issues concerning energy
source selection and management. The guarantee
of uninterrupted supply entails upgrading and
optimizing electrical systems, thereby generating
energy savings.



To develop this secured energy platform,

we have invested some 6 million in start-ups
involved in alternative energy sources like fuel
cells and gas turbines.

Our strategic targets include customer families
closely linked to sustainable development
challenges, in particular strategic accounts

(see page 31).

These include water distribution companies,
through electrical distribution and automation
solutions that enable them to upgrade their
facilities, and urban mass transit organizations
that will expand in an environment that promotes
alternatives to the automobile and the use of wind
turbines or other renewable energy sources.

Our vision and responsibilities ==
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“Energy efficiency means the same level
of comfort or service at lower cost."

Interview/ Odd-Even Bustnes,

Special Aide to CEO and Consultant for Energy Resources
and Commercial and Industrial services

at the Rocky Mountain Institute

Rocky Mountain Institute is an entrepreneurial nonprofit organization that
fosters the efficient and restorative use of natural, human and other capital
to make the world more secure, just, prosperous, and life sustaining.

- What is the market principle of energy efficiency?

The idea is to find a balanced trade-off between efficiency and energy
supply—to let the two compete on a level playing field through rewarding
efficient end-use and load management, unbundling service attributes,
and shifting suppliers’ mission, structure, and culture, to name a few.
Under the current system, consumers reap all the benefits of reducing
energy consumption, leaving suppliers with one single incentive:

to sell more electricity. What we need is a market framework that allows
consumers to reduce their bills through reduced consumption while
rewarding energy producers with higher margins through lowered
capital expenditures and through a rate structure tied to how much their
consumers have reduced kilowatt-hour usage. In sum, lower usage
should give higher rates to the utility and lower bills to the customer.
Market rules in some States already enable this.

-> Where are the potential reservoirs for energy savings?

In the US, we have considerable potential for energy savings.

To give an example, industrial, domestic and other motors typically
consume electricity worth their own capital cost multiple times per year.
These also consume over half of total electrical output, yet on average
these are quite inefficient. This consumption could be reduced by 25%
if we used the most efficient motors available in the market.

The energy used by air conditioning could be cut by 50% to 75%,
notably by improving building insulation.

=> How can we shift from a traditional business model based on selling
a service (power distribution), to one based on energy efficiency,
in which the provider is paid in relation to the energy savings achieved?

TAC has developed a good model with its performance contracts.
Schneider Electric should provide its customers with a comprehensive
energy solution rather than an energy automation package, with explicit
pricing of service attributes (not power delivery) such as enhanced
reliability and provision of heating and cooling services.

=> Don’t you find it unfortunate to use the term "negawatts" to express
a gain for companies and the planet?

"Smart energy use" would perhaps be better, the point being that energy
efficiency allows people to benefit from having the same level of comfort

or service at a lower cost.
WWw.rmi.org
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From the purchase
of raw materials to
the end of product
life, our businesses
impact society

and the environment.

The most significant
effects are indirect,
notably through
reducing customer
energy consumption
and influencing
suppliers’ social
and environmental
practices.

Impact of our businesses

Purchases

Raw materials
and production
resources

Processed
components g

Gy
Wy, V)
Ui <

I L
Ui s

Electrical

and electronic
products and
components
Non-
production

> Profile

* 750 Schneider Electric employees are involved
in purchasing.

* They represent the equivalent of 4,800 indirect
supplier jobs.

» 128 of our suppliers have signed the Global
Compact.

* (see page 27)

> Effects

Mainly in the chemicals or mining industries,

in the areas of energy consumption, air and water
pollution, waste, and the destruction of natural
surroundings and biodiversity.

> Influence

Limited room for action due to Schneider Electric’s
marginal share of purchasing markets and
dependence on spot market prices, and relatively
little overall understanding of suppliers’ social

and environmental conditions.

> Improvement plans

* Improve understanding of our suppliers and of
their suppliers, who provide raw materials.

¢ Include more social and environmental criteria
in the supplier selection process.

Production

> Profile

* 119 of our 177 production sites serve local
markets.

* 43,944 employees work at these sites, most

of which have fewer than 300 employees.

* 74% of our production facilities were ISO 14001
certified at year-end 2003.

> Effects

Relatively small environmental impact for

the business, which essentially involves assembling
products. Impact mainly through the consumption
of raw materials and energy. Airborne emissions
not significant and below regulatory limits.

> Influence

Direct influence on the manufacturing base.
Schneider Electric’s decision to produce close
to local markets limits the environmental impact
as it means smaller production units and less
transportation.

> Improvement plans

* Ensure that all production sites and logistics
centers are ISO 14001 certified at year-end 2004.
* Extend the use of Best Available Techniques
(BAT).



Distribution

Distributors

Contractors
and systems
integrators

Strategic
accounts

> Profile
e Direct and indirect sales
- 7,000 Schneider Electric sales staff and

100 global strategic accounts (8% of sales).

- 13,000 distributor sales outlets (50%
of sales).
* Products most often integrated into

complex installations, invisible to end users.

* 70% shipped by road, 15% by sea and
10% by air.

> Effects

Mainly from road and air shipment
(energy consumption, greenhouse gas
emissions and air pollution).

> Influence

Direct influence on the choice of transport
and supply chain organization; indirect
influence on shippers’ environmental
performance.

> Improvement plan
Move production sites closer to their
markets.

Our vision and responsibilities ==

> Profile

* More than 79% of sales in Europe
and the United States.
* Sales by market

9% ® Energy &
17% Infrastructure
42% Industry
@ Buildings
32% @ Residential

> Effects and influence

* Because fossil fuels are the source

of most of the electricity produced worldwide,
energy savings generated by Schneider
Electric’s products, solutions and services
help reduce greenhouse gas emissions.

» Schneider Electric has a direct influence

on the safety of product users.

> Improvement plan
Develop energy-efficient products,
either internally or through acquisitions.

Buildings and

esidential market

Energy and
infrastructure

13
End of life
Disassembly/
recycling
channels

Landfilling

> Profile

* Average product life: 10-20 years.

* 57% of global products eco-designed at
year-end 2003.

* Treatment of end-of-life products available
in Europe.

> Effect

Linked to product incineration and
landfilling (greenhouse gas and toxic
substance emissions) and the presence of
hazardous substances in certain products
(polychlorinated byphenyls, SF6 gas,
asbestos, batteries, etc.).

> Influence

Direct influence on making products
environmentally friendly, through the
development of eco-design and end-of-life
processing solutions.

> Improvement plans

* Ensure that 100% of new global products
are eco-designed in 2004.

* Develop end-of-life treatment solutions.

¢ Improve understanding of the end-of-life
product channel.
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Our approach
to sustainaple
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16 Corporate governance
and sustainable development organization

18 Managing our approach

22 Scorecard

A company’s long-term viability depends on its ability
to respond to economic, social and environmental
challenges. At Schneider Electric, responsibility is an
integral part of our strategic vision and improvement
program. More than a philosophy or business culture,
responsibility is a strategic commitment that enables
us to federate our entire organization around tangible
objectives, as part of our corporate mission.

This allows our teams around the world to buy into
our sustainable development approach and adapt it
to local laws and practices. With this in mind, we have
established and aligned global and local objectives

to which all units and employees contribute directly.

“"Responsibility is a state of mind, a lever

for improvement, that ensures being able to meet
the challenges presented to us."

Henri Lachmann
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Corporate governance
and sustainable development

organization

With sustainable development,

our challenge is to create a community
of active, effective process managers
throughout the organization.

This commitment at the local level gives
our approach its global scope.

The Schneider Electric Board of Directors
comprises thirteen members, eight of whom are
independent Directors, as defined in the Bouton
report on corporate governance.

Foreign representation is also significant as

the Board includes five non-French Directors.
Employee shareholders are represented by

a Director who sits on the Supervisory Board of
the "Schneider Actionnariat" corporate mutual fund.
The average age of the Board members is 61.

In March 2003, the Board approved a set of
operating rules and procedures that include

and expand on previously adopted resolutions
concerning the organization and operations of

the Board and its committees (Remunerations/
Appointments and Audit).

Schneider Electric has also adopted a code of
ethics for Directors and employees.

Two committees—the Remunerations and
Appointments Committee and the Audit
Committee—assist the Board in its mission.

One Director and member of the Audit Committee,
James Ross, has been assigned on behalf of

the Board to develop specific expertise in the area
of sustainable development.

Involvement at the highest levels

The new Schneider Electric organization
implemented in 2002, which separates strategic
deployment from operational management, is
aligned with the main guidelines of sustainable
development policy.

The organization includes:

» A Chairman and Chief Executive Officer who
oversees strategic deployment and two functional
divisions (Finance & Control-Legal Affairs and
Human Resources & Communication).

» A Chief Operating Officer, who oversees three
corporate divisions (Customer & Market, Product
& Technology, and Globalization & Industry) and
the operating divisions (Europe, North America,
International & Iberia, and Asia & Pacific).

In 2003, five executive committees were created:
Direction & Strategy, Acquisitions, Operations,
HR and New Products.

Interview/ Morgan Carval,
Analyst, Industrial Goods
and Services, BNP-Paribas
Asset Management,
Sustainability Research

BNP Paribas Asset Management

is the investment management arm
of BNP Paribas, the leading bank in the euro
zone in terms of net profits. A subsidiary with its
own resources, BNP Paribas Asset Management
has €167.7 billion of assets under management
and is one of the leading players in European
fund management.

-> What are the main criteria used
by BNP-Paribas Asset Management for
its non-financial assessments?

In addition to traditional financial evaluation,

we try to uncover sources of value creation or
destruction in the area of corporate governance,
social and environmental responsibility.

We look at issues such as shareholders’ rights,
human capital management, pollution risks and
a range of other sector-specific issues.

-> What trends do you anticipate for
Schneider Electric’s industry?

Tighter environmental legislation will create new
responsibilities for manufacturers. This concerns
both product content, through the banning of
toxic compounds, and end-of-life management,
with new recovery and recycling requirements.
On the other hand, the potential increase in
electricity prices and development of renewable
energy sources will create new requirements
for industrial customers. On the social side,
investors’ concern over employment practices
and labor standards will increase as the industry
expands in emerging countries.
www.bnpparibas.com

Schneider Electric has a clearly defined
environmental strategy and a history of social
responsibility inherited from Merlin Gerin,
Telemecanique and Square D.

Today, Our Principles Of Responsibility have given
our commitment greater alignment.
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Corporate Governance: legal obligations, recommendations & expectations Schneider Electric’s performance
Directors At least 30% of Board members Percentage of independent Board of Audit Appointments and
with regards to and 50% of Remunerations Directors Directors Committee | Remunerations Committee
Management Committee members should
o be independent Directors A Bouton report definition* A 53% 100% 40%
o
S Average term of 5 years for Directors A 4 years
°
G  Auditors No consulting services sold by auditors A H True
S  with regards to
2 Management Meetings between auditors and Directors Twice with external auditors
- without senior management ® A Four times with internal auditors
Directors among  No cross-Directorships, no seats on the same Boards 46%
themselves and no shared past (education, career or family) ¥
Directors Number of meetings and average attendance rate ¥ 8 three-hour meetings, 91%
Audit, Appointments and Remunerations Committees A Audit Appointments and
Committee Remunerations Committee
= Number of meetings A 5 4
=
% Attendance rate A 100% 100%
E Assessment of Board operations every three years A Assessed in 2002, reviewed in 2003
o
‘@ Shareholders Attendance at Annual Meetings ¥ 40%
o
3 Percentage of decisions submitted to a vote by shareholders ¥ 0%
=
‘o Other Directors representing employees or other non-shareholder stakeholders 0%
© stakeholders and percentage of their proposals approved ¥
o
Number of corporate social responsibility resolutions voted and approved at 1

the Annual Meeting ¥

Number and percentage of questions at the Annual Meeting about
corporate social responsibility issues ¥

Obligation - Recommendation

8 questions on corporate social responsibility out of
a total of 17 (47%)

A Viénot or Bouton reports B Sarbanes Oxley Act ¥ Other issues expressed by stakeholders

*For the company or its group, the Director is not an employee or corporate officer (mandataire social) and has not been one during the previous five years; is not a corporate officer of a company
in which the company holds, either directly or indirectly, a directorship; is not a customer or supplier (going back five years) that is material for the company or its group; does not have any close
family ties with a corporate officer of the company; has not been an auditor of the company over the past five years; and has not been a Director of the company for more than twelve years.

A dedicated organization

Following the creation of a Sustainable
Development department in 2002, two specific
groups were formed in 2003:

» The sustainable development council, which
sets strategic objectives for the Company’s
sustainable development improvement plans.
Members meet with the Chairman once a year to
confirm compliance with sustainable development
principles in their respective areas.

» The sustainable development committee, which
brings together representatives from the functional
and operating divisions. With the Vice-President
Sustainable Development, it deploys sustainable
development improvement plans within the
Company and ensures their consistency.

Correspondents
across the organization

Our sustainable development approach is relayed
by an extensive network of correspondents
throughout our organization. Each production site
has its own environmental management officer
reporting directly to the plant manager who, in turn,
reports to the country manager. This network

of 160 correspondents is supported by an
environmental policy manager in the Globalization
& Industry department.

Our eco-design strategy is supported by the
Science and Technology Division, which coordinates

its application with product managers who oversee
environmental issues. Dedicated intranets within
each of these networks centralize information

on strategy, regulations and best practices.
Regarding social strategy, operating division
executives are responsible for effectively managing
human resources in subsidiaries under their
management. They are in charge of implementing
and tracking the NEW2004 program and deploying
Our Principles of Responsibility. Information

on social strategy is continuously exchanged on
He @rt, the Human Resources intranet.

-

Interview with James Ross,
Independent non-executive Director of Schneider Electric,
Chairman of National Grid Transco

- How does the concept of sustainable development benefit
shareholders?

We’re living in a transparent, interconnected world. Shareholders no
longer accept that a company can create wealth without respecting
the law or the interests of other stakeholders, including employees.

-> What is your approach to sustainable development?

| think it has to be part of a very broad vision that takes into account

the Company’s long-term interests. If we can match these interests

to those of the larger community, then we have a very powerful lever.

At Schneider Electric, we’re beginning to see involvement in these issues
at the operating level. Senior management believes fully in sustainable
development. As a Director, I’'m committed to seeing how and to what
extent the Company is meeting its sustainable development commitments.
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NVanaging
our approach

In a globalizing world,

Our Principles of Responsibility provide

a reference that informs the decisions

and actions of everyone in the organization.
These principles define the Company’s
commitment to each of its stakeholders
and align all our policies.

Our Principles of Responsibility,
the Company’s reference

Implemented in late 2002 and early 2003,

Our Principles of Responsibility were developed
by 600 team members in some 15 international
working groups. Today, it is the document of
reference for individual employees and teams.
Non-compliance with the Principles constitutes
gross negligence. The Executive Committee
approved the document and its deployment
procedures in December 2002.

Commitments made for the Company as a whole
were met in 2003:

» Internally, we communicated extensively with

the entire worldwide workforce to inform employees
about Schneider Electric’s commitments.

Some 65,000 copies of the NEW World in-house
newsmagazine were distributed in French, English
and Spanish.

» The finalized Principles of Responsibility are
included in all new work contracts worldwide.

» Local policies are based on the document.
Broad-based deployment began in the country
organizations in 2003 and will be finalized in 2004.

Our Principles of Responsibility have been
translated and given to each employee in China,
Hungary, France, the United States, Spain, South
Korea, Greece, Japan, Germany, Turkey, Brazil
and other countries.

To find out more, go to: www.schneider-
electric.com/fr/pdf/principes_resp_fr.pdf.
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Our Principles of
Responsibility in Taiwan

Schneider Electric Taiwan distributed the
Company's Principles of Responsibility to
its 80 employees. Each was asked to sign

a form acknowledging receipt of the document
and to take a quiz to demonstrate his or

her understanding of the concepts.

The Principles of Responsibility are also
handed out to all new employees, included
in work contracts, posted in offices and on
the intranet, and printed on pay slips.
Management discusses the Principles at

its meetings and all team members are
regularly tested on their proper deployment.
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Major challenges and how we are meeting them

Economic challenges

Social challenges

Environmental challenges

A Develop the market € Ban forced labor/child labor A Improve the energy
® for energy efficiency and & Promote human rights @ efficiency of our products
FEEEEE GOmELu e A Reduce product size
A Foster better health
® Innovate " ®
B and safety conditions
Achieve a balanced fit A R + and . A Pursue research and
between renewal markets in & es,plez, ?n promote ® development of alternatives
industrialized countries and social dialogue B to hazardous substances
investment markets in A Increase salary and career A Reduce toxic airborne
emerging economies ] rtunit it T
opportunity equity ® emissions from products
A Invest in emerging economies 4 Promote diversity and through eco-design and
% to contribute to their economic g pan discrimination within improvements in leak-tightness
growth the Company and manufacturing processes
* Maintain a balanced presence 4 Make management ® Minimize products’ end-of-life
) v (e, m positions available to local impact
production and sales shared people
equitably among all continents) ® Develop solutions for
. ) Restructure responsibly end-of-life waste, notably
A Maximize local economic through the recovery of
impact for our operations A Develop staff employability materials and energy
A Make a meaningful V  Ensure supplier compliance ® Reuse and reduce production
B commitment in our host regions with ILO conventions waste
B Aim for total product qualit
P 9 y - Fost.e_r employee ® Eliminate soil pollution on
A Foster equitable relationships LI [t el 'h .Ic‘>ca.1l production sites
¥ with suppliers development initiatives
® Limit the procurement chain’s
A Eliminate UnCOmpetitiVe environmental impact
practices and corruption
® Promote improvements

in safety conditions for product
use

B Adjust base costs to business
conditions

Environmental issues

In 1992, Schneider Electric published an
environmental policy that has recently been
redefined to take into account changes within
the organization (i.e., the NEW2004 program),
as well as external developments such as the
emergence of new environmental regulations
and procedures.

The policy is designed to improve production
processes, strengthen eco-design methodology
for products and integrate customers’
environmental protection concerns.

Social issues

Our Principles of Responsibility also serve

as a social charter, replacing the Management
Charter introduced in 1994.

In particular, the Company’s employees "can
express their cultural diversity and are managed
without discrimination. They are encouraged to
develop their team spirit and new competencies,
and are recognized for their initiative and risk
taking in contributing to the Company’s growth"
(first commitment in Our Principles of
Responsibility).
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A Principles
of Responsibility

® Environmental policy
m Company program

% Manufacturing policy

V¥ Supplier relations

@ Global Compact
commitment
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Management systems

Eco-production and eco-design

Schneider Electric has set two major environmental
objectives for year-end 2004: achieving ISO 14001
certification for all production sites and applying
eco-design methodology to all new global products.
Since the introduction of the ISO 14001 standard
in 1996, we have been fully involved in a plant
certification process, with the goal of obtaining
accreditation for all production sites by year-end
2004.

This commitment requires plants to constantly
upgrade their processes through the use of Best
Available Techniques.

In addition to our eco-design initiatives, we have
set four priority improvement objectives: eliminating
hazardous substances in electrical distribution
products, reducing product energy consumption
during manufacture and use, reducing consumption
of natural resources, and cutting the amount of
product-generated waste.

We use life cycle analysis methods to assess

the environmental impact of our products, identify
significant effects and measure improvements

(see page 43).

Increasing employee commitment

Human resources objectives, integrating both
local and global issues, are an integral part of our
company program. They focus on promoting

the best possible working conditions for our
74,276 employees around the world.

With a special emphasis on respecting cultural
differences, these objectives promote employee
development through training, international mobility,
meaningful dialogue and social coverage.

These actions comply with guidelines defined by
the International Labor Organization.

Deployment indicators
as of December 31, 2003

» 74% of production sites and logistics centers
are certified to ISO 14001 standards

» 57% of new global products are eco-designed

» 75% of employees take part in satisfaction
surveys

» 60% of employees have a variable salary
component linked to local and Company-wide
results

>» 100% of employees benefit from basic social
coverage

» 84% of sites are involved in the Schneider
Electric Foundations’ campaigns

=@ TeSysU
| Motor starters

Masterpact NT
Low voltage
circuit breakers

Sepam serie 40
Protection relays



Involvement and outreach

Informing employees and raising their
awareness of the issues are two key
components of Schneider Electric’s
sustainable development approach.

This approach has been enhanced through
certain team members’ active involvement
in various organizations.

Within the Company

» For all employees

Each issue of NEW World, our in-house
newsmagazine, includes a special sustainable
development section. Topics covered recently
include Our Principles of Responsibility, eco-
design, the Schneider Electric Foundation and
the Global Compact.

With a print run of 65,000, the magazine is
published four times a year in three languages:
French, English and Spanish.

» For managers

Training programs at the Schneider Management
Institute systematically include an initiation to our
new sustainable development commitment.

In 2003, 434 managers from 62 countries took
part in these seminars.

One group in the Profession Manager 2004
program worked specifically on sustainable
development issues, helping to define challenges
facing the Company and identify best practices.

» For the functional divisions

Special environmental training programs are
organized with modules tailored specifically to
the needs of marketing and production managers
and buyers.

Outside the Company

» Global Compact

Launched in 1999 at the initiative of UN Secretary
General Kofi Annan, the Global Compact brings
together, under the auspices of the United Nations,
private companies and non-governmental
organizations to unite "the powers of the market
with the authority of universal ideas."

Signatory parties pledge to respect nine major
principles in the areas of human rights, labor rights
and the environment. By signing the Compact in
December 2002, Schneider Electric publicly
expressed its support for these universal values.

In 2003, initiatives focused on encouraging
partners to share in our commitment.

To date, 128 Schneider Electric suppliers have
signed the Global Compact.

Managing our approach ==
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Five international managers in the Profession Manager 1
training program chose as their team project "Making our
global responsibility local."

» Observatoire Social International

Schneider Electric is also involved in projects
undertaken by Observatoire Social International,
a French organization that seeks to create

a balance between business and social needs.
The Company has signed the "Right to life-long
education and training," which promotes
partnership and co-responsibility between
companies and educational and professional
training organizations.

» Other associations

Schneider Electric leads discussion groups on
management and social issues at the Institut de
'Entreprise and, since 2001, has been a member
of ORSE, an organization that monitors corporate
social responsibility.

For many years, the Company has also actively
supported ADMICAL, a French association that
promotes the development of corporate
sponsorship through Europe’s CERES network,
and IMS, an institute for social patronage.

» Professional organizations

In 2004, Schneider Electric’s Chief Executive
in France was elected President of GIMELEC,
the French industry association for electrical
equipment, automation and related services.

» Standards organizations

Schneider Electric plays an active role in AFNOR,
France’s standards organization, where it
participates in the sustainable development
working group. Other commitments include:

> In France, UTE, a French electrical engineering
standards organization.

> In Europe, CENELEC, the European Committee
for Electrotechnical Standardization.

> Globally, the International Electrotechnical
Commission and the International Organization
for Standardization.
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Scorecard
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Corporate

Community
Responsibility

Sustainable development
as a management tool

Designed to drive sustainable, profitable growth,
our NEW2004 (New Electric World) company
program includes six challenges, one of which is
specifically related to sustainable development.
The program has established quantitative
objectives and time frames for meeting
environmental, social and community responsibility
goals.

The five other NEW2004 challenges (Be More
Customer-Centric, Be Committed to Quality, Be
More Global, Increase our People’s Commitment
and Think Innovation) also support our sustainable
development initiatives through such actions as
reducing the cost of non-quality by 50% or
conducting satisfaction surveys of all employees
every two years.

NEW2004 objectives are gradually being met
through operational improvement plans deployed
in our units, which may also set related local
objectives. In France, for example, specific hiring
targets include filling more than 4% of job
vacancies through internal promotion and 2%
through hiring the disabled, as well as increasing
the number of student internships by 10%.

Employees

Indicators

Introduce a variable salary component
linked to local and Company-wide results

for all employees
ploy 100%

Performance
As a % o
52.5% 60%
17.8% I
2001 2002 2003 2004

objective

Conduct professional satisfaction
surveys for all employees

every two years 1005
‘o

Performance
As a % 75%
o,

2001 2002 2003 2004
objective

Achieve a cross-border mobility rate
of 20% for international executives

Performance

Asa % 22.4% 22.3% 20%
16.2% . . .
2001 2002 2003 2004

objective

Familiarize all employees with Schneider
Electric s fundamentals, as expressed in our

Vision for a New Electric World 1005
Performance

As a % 61.5%

2003 2004
objective

Provide basic social
coverage for all employees

Performance 97% 100% 100%
As a % I
2002 2003 2004
objective

2004 improvement plan

Complete deployment of
Our Principles of Responsibility.

Integrate diversity concerns more fully.

Implement a workplace health and safety policy
for the entire organization.



Local communities

Indicators

Ensure that 80% of our sites have a long-term
commitment with the Schneider Electric
Foundation

Performance o 84% 80%
Asa % 74%
50% I I I
2001 2002 2003 2004
objective

Environment

Indicators

Obtain ISO 14001 certification for
all production sites and logistics centers

Performance 100%
As a %
o 74%
60% 67%
2001 2002 2003 2004
objective

Use eco-design methodology
for all new global products

Performance 100%
As a %
57 %
13%
||
2002 2003 2004
objective

2004 improvement plan

Improve the overall environmental impact
of our production chain.

Introduce a plan for reducing consumption.

Implement a workplace health and safety policy
for the entire organization.

Managing our approach ==
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Business partners

Indicators

Achieve a 40% rate of
"very satisfied" customers

Performance
Aoate 39.7% 40%
7% o, Y%
32.9% 87.5%
2001 2002 2003 2004
objective

Commit to quality by reducing
the cost of non-quality by 50%

in € million

€198m €190m

I I € im 1

2001 2002 2003 2004
objective

2004 improvement plan

Develop our partners’ community commitment,
notably through the Global Compact.

Develop special lineups that make a direct impact
on energy efficiency.

Upgrade product literature to systematically
include the environmental features of our products,
solutions and services.

Corporate Governance

2004 improvement plan

Systematically include the various components
of our sustainable development commitment in
corporate audits of the units.

Assess the quality of reported social and
environmental data.
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26 Economic performance

32 Social performance (Employees,
host-community residents and business partners)

42  Environmental performance

46 Ratings and indices

The following pages show how Schneider Electric
is applying its sustainable development approach
across the organization, the results we’ve obtained
in terms of economic, social and environmental
performance, and the leading ratings agencies’
assessment of the Company’s commitment.
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Economic performance

Schneider Electric How we generate and use our income
is dedicated

to creating value

for shareholders, / Customers

as well as
for customers, €8,780 million

employees, suppliers I 2008, Sehneider Electric's sal

. n , Schneider Electric's sales
and the community. totaled €8,780 million, for operating
income of €1,007 million and net
income attributable to Schneider :
Electric SA of €433 million. 4
Together, the United States and
France account for more than 36%
of sales.
China, India, Brazil and the Eastern
European countries represent
the Company's major development
regions.

\/
Schneider

é} Electric :

7 Investments
€95 million

Schneider Electric’s strategic
investments generated €95 million
in interest and dividends in 2003.

/ Retained
€841 million

Schneider Electric retained €534
million to cover depreciation and

amortization and €164 million to cover
provisions.

An additional €125 million was held

in reserves. Losses from companies
accounted for by the equity method
totaled €18 million.
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Suppliers
€4,338 million

Schneider Electric made 85% of

its purchases from 20,000 suppliers
and subcontractors.

Electrical and electronic components
accounted for roughly €1 billion,

raw and processed materials

for nearly €2 billion and services

for €1 billion, of which €350 million
for shipping.

Employees
€2,998 million

Schneider Electric paid out nearly
€3 billion to its 74,276 employees,
two-thirds in gross salary and

one-third in payroll expenses and
individual and team benefits.

~ Shareholders
€329 million

Schneider Electric paid:
e €308 million in dividends to
holders of 231,842,000 shares in

the Company.

e €21 million in minority interests.
Between year-end 2002 and
year-end 2003, the share price rose
by €6.81, or 15%.

Banks and

bondholders / 4
fCorporate income
€148 million and local taxes

Interest on debt, write-downs Oy

of equity investments € 22 1 Ml I | 10N

and exchange gains and losses

totaled €148 million. Schneider Electric’s financial
contribution to its host countries
amounted to €127 million in
corporate income tax and €94 million
in local taxes.
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Economic performance

With its partners, Schneider Electric
provides tailored solutions to help
customers improve their environmental
and economic performance and reduce
energy consumption.

Creating value for customers
through energy efficiency

The potential market for energy savings currently
represents between €5 billion and €10 billion.
With an estimated growth rate of 15% to 20%,
this could well rise to tens of billions of euros in
the long term.

Schneider Electric is positioned as a powerful
player in this market, developing products and
services for customers that help them significantly
reduce their energy consumption.

These products and solutions are present at every
link in the energy chain:

» Remote monitoring of energy consumption
Experts remotely monitor energy consumption via
computer links to the customer and the customer’s
electrical installations. Based on data collected,
the expert makes recommendations that the
customer can apply in real time. Remote monitoring
can reduce energy consumption by an average
10% a year and pay for the measuring instruments
and expert appraisal in less than one year.
Introduced in 2002, remote monitoring programs
are underway in some 20 Schneider Electric
production sites in France.

» Variable speed drives

Our range of variable speed drives offers more
efficient management of energy-intensive
applications such as ventilation, pumping and
compressed air installations.

Our products can be integrated into new machines
(sometimes designed in partnership with OEMs)
or used to upgrade existing equipment.

Savings from variable speed drives can amount
to as much as 30%, especially for pumps and
ventilators.
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» Transparent Ready™

Our Transparent Ready™ lineup delivers solutions
for optimizing electrical installations.

These solutions, which comprise an extensive
range of products, equipment, PLCs and
automation devices, can reduce the energy
consumption of a hypermarket or office building
by around 20%.

» Dedicated contracts

Through our TAC subsidiary (see box on page 30),
we also offer energy performance contracts that
guarantee savings of 20% to 30% depending on
the application.
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Lubio in France’s Ain region

Public lighting accounts for 1% of worldwide
electricity consumption. According to a study by
France’s Environment and Energy Management
Agency (ADEME), community lighting systems
in France’s Ain region represents 17% of
consumption but 23% of energy expenditure.
With the Merlin Gerin Lubio lineup, Schneider
Electric won the largest public lighting system
renovation contract ever awarded in France to
supply the region with 138 fixtures.

Lubio: a highly
effective public lighting solution

In public lighting, the Merlin Gerin Lubio system reduces electricity
consumption 40% by adjusting light flows to local needs.

If it were installed in public lighting systems around the world,
Lubio could lower CO2 emissions by 42 million metric tons a year,
the equivalent of all emissions from a country like Switzerland.

Interview with Patrick Chaize,
Director of the Intercommunity
Agency in France’s Ain region

= Why did you contract with
Schneider Electric for an energy savings
program?

The electricity agency in the Ain region

has been looking for ways to save energy
for the past ten years because public lighting
is the easiest target area for reducing energy
consumption. In all other sectors, savings
are related to user behavior, while with
public lighting, the machine is in control.
Nonetheless, we were unable to achieve

the savings we expected because the market
didn’t have the kind solutions we needed.
Schneider Electric was the first company to
offer a service that met our requirements.

-> Is electricity an expenditure with high
potential for savings?

Studies conducted by regional authorities
estimated that integrating astronomical
clocks and voltage regulators saved some
€340,000 a year for rural communities, which
account for half of the Ain’s municipalities.
Adjustable astronomical clocks are more
reliable than the more frequently used
photoelectric sensors, whose sensitivity
changes over time.

= What other solutions could Schneider
Electric offer to further reduce energy
consumption?

To significantly lowering energy
consumption, people need to change their
behavior. Schneider Electric should support
this kind of change with smarter, easier-to-
use equipment that can be integrated into
homes.
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TAC wins contract with
City of Dallas

; TAC, a new subsidiary and new markets
In early 2004, TAC was awarded a $9 million

performance contract with the City of Dallas
covering public facilities, including Dallas City Hall

In June 2003, Schneider Electric acquired Sweden-based TAC,

a major participant in the global building automation and control
and the Central Public Library. market. Managing energy through product solutions, performance
The project calls for upgrades or rep|acements contracts and guaranteed energy savings is a key component
of lighting, air conditioning, heating and ventilation of TAC’s offer.
systems in six buildings, with the TAC Vista®

Covering both electrical distribution and automation, the acquisition
automation system to monitor and control the gives Schneider Electric a forefront position in a growth market
mechanical systems and energy consumption. closely related to its current businesses.

The contract will be the first large project to be www.tac.com

tracked by the Environmental Protection Agency

(EPA), with the goal of developing a model to
quantify emissions benefits after building upgrades

and integrating the results into Texas’ emissions
reduction plan.

Xenta 511
Server for LonWorks
networks
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Interview with Jean-Pierre Vignes,
Vice President MRO Purchasing,
Carrefour France

TAC, a Schneider Electric subsidiary is
finalizing a contract with Carrefour as part
of the hypermarket chain’s energy savings
program.

-> Why was Schneider Electric selected for

this energy savings program?

For several years Carrefour has been studying
performance contracting offers in Northern
Europe. Until now, however, no French company
delivered a comprehensive electrical energy
savings solution that met our needs. TAC is

the first company in the market to do so.

- What does the offer include?

TAC’s performance contracts begin with

a thorough audit of a site and the definition
of quantified energy savings objectives.

As part of its performance commitment, TAC
is paid only if the objectives are effectively
met. The expected savings of 10% to 20%

on Carrefour’s electricity bills will be used to
pay for TAC’s services, to finance improvements
in the electrical network and to install new,
more efficient automation devices, and to
reduce Carrefour’s expenses.

- Is this a new type of contract for Carrefour?

Yes, it is. What’s really new is that existing
installations will be upgraded at all Carrefour
stores to optimize energy use while limiting
investment costs. Carrefour France has focused
on reducing its electricity bill for years, but

until now initiatives were always decentralized
and uncoordinated.

www.carrefour.fr
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ALEO program with Air Liquide

The energy used to produce compressed air
accounts for 10% of an industrial process’ total
electricity consumption. To reduce consumption,
Air Liquide and Schneider Electric developed an
innovative system in which a single variable speed
drive successively adjusts the speed of several
motors depending on airflow. A PLC controls

the startup sequence, switches from one motor’s
speed drive to another and controls the speed.

In this way, it constantly adjusts air production
and consumption to avoid waste and releases into
the atmosphere. Two prototypes of this variable
speed drive successfully developed in Schneider
Electric facilities beginning in 2000 have reduced
motor energy consumption by 20% to 25%.

In early 2001, Schneider Electric and Air Liquide
signed a cooperation agreement to create ALEO
(Air Liquide Energie Optimisation), which the
partners are actively promoting in both the new
building and renovation markets.

In 2002, ALEO received an award from ADEME,
France’s Environment and Energy Management
Agency, and Industrie et Technologies magazine.
The innovation combines Schneider Electric’s
technical capabilities in variable speed drives

with Air Liquide’s expertise in on-site applications.
The installations are fully financed through energy
savings.
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Social performance

Employees

The Company’s employees are its main assets.

They can express their cultural diversity and are managed
without discrimination.

They are encouraged to develop their team spirit

and new competencies and are recognized for their initiative
and risk taking in contributing to the Company’s growth.
(From Our Principles of Responsibility)

Promoting quality working
conditions and improving personal
safety at the work place

Jobs

In 2003, the economic environment led to

the introduction of rightsizing programs, notably
in the United States, Ireland, Italy and France.
In all cases, the Company initiated employee
support programs that went beyond local legal
requirements.

» In Ireland

Following the closure of the Celbridge site in
20083, job-search measures were introduced and
a resource center was set up in the plant.

An external job placement agency also provided
support. Plant management organized numerous
contacts with leading local employers, including
on-site job interviews.

» In France

As part of various transformation programs in
France, some of them entailing job cuts,
Schneider Electric signed a framework agreement

concerning a Jobs Planning System with employee

unions in 2003. The agreement has two objectives:
> Share recent developments with unions and
keep them informed of discussions underway in
the Company that could have an impact on jobs.

> Define working methods and operating
procedures to implement a practical system for
planning the jobs and skills that the Company will
need for the future.

Workplace health and safety

In 2003, the North American Operating Division
updated its workplace health and safety policy

in line with the Company’s vision and Principles
of Responsibility.

At the corporate level, special attention has been
paid to aligning health and safety practices, with
the goal of introducing a Company-wide health
and safety policy in early 2005.

» Social coverage

One of the NEW2004 sustainable development
indicators calls for the provision of basic social
coverage for all employees.

A six-month survey of all units was conducted
in 20083 to identify existing programs and an
improvement plan was implemented to enhance
employee social benefits.

Work/study program: Every year, tutors provide training
for young people through work/study programs.

Our customers support this initiative by offering long-term
employment opportunities to program graduates.
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Providing everyone with equal
opportunity in recruitment, jobs
and mobility

» Geographic mobility

As part of the NEW2004 program, Schneider
Electric set a geographic mobility target of 20%
for international executives by 2004.

The annual result of 22.4% in 2002 exceeded
this target. In 2003, the rate stood at 22.3%,
representing 160 managers working outside their
country of origin.

» International hiring and local management

To support its growth objectives and adapt to
market developments, Schneider Electric
introduced an international hiring program called
Marco Polo in 2001.

The program provides young graduates and

high potential, international-profile managers with
an opportunity to get initial job experience in

a foreign assignment.

While not intended to replace more traditional
hiring systems, the program has significantly
improved diversity in terms of profile, gender and
culture. In three years, more than 100 recruits (of
which 21% women) representing 40 nationalities
have been posted in 32 different countries.

Employees

All data in this section are consolidated using a
comprehensive system. A Company-wide reporting
process has been used to prepare annual human
resources scorecards for the past four years.
These data are then reconciled with information
from accounting and purchasing reporting systems
to ensure consistency.

All of the workforce and environmental data cover
the Company as a whole unless stated otherwise.
Nonetheless, because of significant recent changes
in the scope of consolidation, it was not possible
to include data extending over several years.
These data will be included in the next report.

2003 at 2002 scope 2003
of consolidation
Average weighted workforce 71,245 74,276
Temporary and permanent contracts
(end 2003) 69,965 71,850
New hires 9,535 9,924
Departures 9,145 11,996

Men / Women

65.6%

34.4%

O

(2003 data at 2002 scope of consolidation:
65% - 35%)

® Men ® Women

10.3% 6-2%

28.3%

26%

O

2%

® <25 ® 45-54
® 25-34 ® >55
© 35-44

Breakdown by operating division
20

B

22%

58%
® North America

® Europe
@ |International

Number of days of training

3

w

O B

(2003 data at 2002 scope of consolidation:
25.7% - 28.3% - 46%)

27%

29%

® Engineers and managers
©® Non-executive staff and technicians
® Line employees

2.8%
15%

31.4%
21.5%
29.3%

® 25-34 years
® > 35 years

® < 5years
© 5-15 years
® 16-24 years

Work accidents

Seriousness rate
0.02

Frequency rate
3.06

0.11
7.33

0.26
20.09

® Engineers and managers

©® Non-executive staff and technicians
® Line employees

Total training costs

18.4% 10.3%
36.8%
14.2%
46.7%
19.1%
28.8%
. 25.7% .
® Line employees ® Line employees
® Administrative staff ® Administrative staff
® Technicians and supervisors ® Technicians and supervisors
® Engineers and managers ® Engineers and managers
Cumulative days of training by type
Line  Admin. Technicians Engineers Total
employees staff and and
supervisors  managers
Total training costs (in € thousands) 2,716.11  3,772.93 7,620.59 12,382.62 26,492.25
Total days of training 36,150 37,380 50,386 72,293 196,209
Foreign languages and IT 2,424 11,653 9,441 15,292 38,810
Health and safety 8,468 1,986 3,619 1,925 15,998
Technical 15,317 8,749 17,271 21,487 62,824
Management 388 5,452 7,241 18,394 31,475
Other 4,073 6,103 11,704 8,700 30,580
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Social performance

Employees

Ensuring employee development
and employability

Managing and developing skills

» Initial training

In France, where nearly 4,500 young people have
taken part in work/study programs since 1993,

we have developed proven school-to-work
capabilities, tools and quality standards. 90% of
participants have earned their diplomas, regardless
of their level, and all have acquired a job through
the program. In 2004, 250 new apprenticeship or
certification contracts are being offered. Priority is
given to young people who have disabilities and/or
are working towards vocational diplomas.

» Continuing education

The Schneider Management Institute prepares
programs for high-level managers and experts.

All programs give extensive coverage to our vision
and strategy and to the objectives of the NEW2004
company program, thereby helping to inform

and train managers about our challenges

and commitments. Some 434 managers from

62 countries attended Institute seminars in 2003.

» Relations with schools and universities

We have forged powerful ties with leading schools
and universities through more than 84 partnerships
worldwide. These partnerships enable young
people to take part in internships while providing
us with a pool for recruiting new talent.

In 2004/2005, a specific project is being introduced
to develop and organize these partnerships,
particularly in China, the Middle East, India and
Eastern Europe.

Managing skills

» People review

The people review is a human resources
management process conducted for employees

in all units. The review is first prepared and
validated within each unit.

At the corporate level, it mainly concerns high-
potential managers and people in key positions.
The review has three objectives: to identify high-
potential employees, prepare succession plans for
key positions and validate development programs.
Its aim is to systematically provide a better
understanding of the Company’s resources.

For international positions, it plays a major role

in developing human resources from all countries,
regions and businesses.

The review naturally promotes diversity among
managers and plays a major role in providing
equal opportunity.

Involving employees
in the life of the Company

Employee share ownership

In 2003, Schneider Electric launched a third
worldwide Employee Stock Purchase Plan.

The campaign had a moderate participation rate,
with 5,100 employees (or 8% of the workforce)
subscribing a total of more than €40 million.

On the other hand, the plan helped created a better
geographic balance of employee shareholders

with 60 countries taking part, compared with 40 in
1999 and 38 in 1997. Schneider Electric employees
increased their stake from 3.11% of outstanding
shares to 3.62%, accounting for 6% of voting rights.
The principle of a new share issue for employees

in 2004 has been approved.

Variable salary component

The NEW2004 corporate program includes an
objective to introduce a variable salary component
linked to local and Company-wide results for 100%
of employees by year-end 2004.

This improvement plan is designed to:

> Offer all employees an equal opportunity to share
in the Company’s results in line with local
conditions.

> Increase employee motivation in meeting local
and Company-wide objectives.

> Adapt payroll to the economic environment.

At September 30, 2003, 60% of our employees
had a variable salary component.
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Cultivating an open relationship
with employee organizations

Social dialogue

» Group Committee

Comprised of 30 employee representatives,

all of them French, the Schneider Electric Group
Committee is chaired by the Executive Vice-
President Human Resources. At its meetings,
managers are free to express their opinions on
topics of general interest.

» European Works Council

As part of a commitment to fostering meaningful
dialogue with employee representatives,

a European Works Council comprising

31 representatives from 19 host countries meets
under the chairmanship of the Executive Vice-
President Human Resources. The agreement

on the council’s operating procedures is more
favorable to employees than is legally required.
The council’s scope, established upon its creation
in January 1998, took into account the larger
European economy, with the inclusion of such
countries as the Czech Republic, Hungary and
Poland.

We also voluntarily set up ad hoc commissions
to study specific issues.

This was the case for the Legrand transaction,
which involved a long, complicated procedure.

In the same spirit of ongoing dialogue, new rules
have been adopted to schedule quarterly meetings
of the officers, beginning in 2004, with two
meetings a year held outside France.

The first took place in Barcelona.

» Professional satisfaction

We have conducted ProSat satisfaction surveys
since 1997. Deployed locally by country
organization, they are always followed by
operational action plans. These surveys have been
integrated in the NEW2004 company program,
with a goal for year-end 2004 of interviewing all
employees every two years.

At the end of 2003, 75% of employees had had
an opportunity to take part in a survey of this type.
Throughout the corporate community, respondents
highlight their commitment to the Company, to
customer satisfaction and to high-quality work.
Overall, employees like their jobs and feel that
they have good relations with management and
are sufficiently empowered.

The most frequently mentioned expectations
concern the ProSat system’s effectiveness and
employability issues, meaning opportunities for
professional development, for promotion within the
Company (through training programs and
management assessment) and for support in team
building. Since its creation, the ProSat survey has
been modified only slightly, so as to provide each
unit with a long-term outlook.

Human rights and respect
for minorities

Schneider Electric’s dedication to human rights
and respect for minorities is above all a public
commitment to its role as an upstanding corporate
citizen. That's why we’ve encouraged our partners
to join us in signing the UN Global Compact.

Our Principles of Responsibility also include

a number of pledges to support human rights.
Generally speaking, the Company takes part in

a large number of programs that support social
cohesion, working alone or with host communities.
Through the Schneider Electric Foundation,
created in 1998, we take action to help young
people enter the workforce and encourage

our team members to get involved as well (see
page 37).

In the United States, the Columbia, South Carolina
plant has employed the visually impaired for the
past 20 years. In Denmark, the LK plant’s shipping
department includes 18 disabled employees.

In France, Schneider Electric works alongside
other companies in a 2002 initiative launched

by SOS Racisme to help 1,000 young people find
jobs that correspond to their level of schooling.
Employing the disabled is also one of the
objectives of the NEW2004 program in France,
where handicapped employees represented 7%
of the workforce and 30 disabled interns and
work/study participants were active in 2003.
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Social performance

Host-community residents

Schneider Electric products
contribute to development

Schneider Electric is committed to designing
products and services that support development by
improving the quality of life for people in emerging
markets. Our new microgeneration technologies,
for example, promote the development of local
electricity production.

Conlog, a Schneider Electric subsidiary acquired

in 2000, offers electricity and water prepayment
solutions adapted to the needs of developing
countries. More than three million special electricity
meters for use with prepayment cards have been
installed, enabling users who manage their own
consumption to be connected to water and
electricity grids.

While these offers currently account for just a small
portion of sales in developing countries, we intend
to examine more closely how our products and
solutions can meet the specific needs of local
residents, notably in the area of energy efficiency.

Interview with
Francois Jung-Rozenfarb,
Head of Development, CARE France

CARE is a global network dedicated to

ending poverty, with emergency assistance
and development programs in more than

75 countries in Africa, Asia and Latin America.

=> Does facilitating access to electricity
for the world’s poorest people represent
a development challenge?

Alongside water, education and health care,
access to electricity is an essential service for
the development of the world’s poor. It’s a major
development challenge and companies that can
make electricity more accessible should take this
into account. Electrical distribution companies
can be key players in this process.

That’s why Schneider Electric needs to assume
its responsibilities and role in bringing electricity
to countries in the Southern Hemisphere and
clearly state this role in its sustainable
development report.

- How do you justify supplying communities
with an essential service that is not profitable
for the Company?

Schneider Electric should allocate R&D
resources for services to the world’s poor and
find a business model that provides everyone
with access. The prepayment card system is
an interesting idea, but the results need to be
analyzed. If they’re encouraging, the system
should be expanded; if they’re disappointing,
improvements should be made.

www.care.org
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The Schneider Electric Foundation

In the spirit of other initiatives pursued near
Schneider Electric sites, the Schneider Electric
Foundation plays a local role in each of our
host communities, helping young people to get
a start in life. The originality and strength of
this approach lies in the voluntary commitment
of our employees, who are active in training,
workplace integration, support and social
cohesion programs.

The actions presented in this report represent
a total budget of roughly €5 million.

One of our NEW2004 objectives is to ensure that
80% of our sites have a long-term commitment
with the Schneider Electric Foundation.

The Luli fund-raising campaign, launched in 2002,
was held again in June 2003, when 82% of

our sites took part in projects with 160 community
associations in 70 countries.

Luli is now a long-term action, recognized and
showcased as part of our company program and
our sustainable development commitment.

Jean-Francois Pilliard, Executive Vice-President Human
Resources, and Gilles Vermot-Desroches, Vice-President
Sustainable Development and Director of the Schneider
Electric Foundation, receive a corporate philanthropy award
from Jacques Rigaud, President of ADMICAL, a French
association that promotes the development of corporate
sponsorship.

Algeria: emergency aid
and a long-term presence

Present in Algeria for 40 years, Schneider Electric
created a subsidiary there in 2000, which today
employs 80 people.

For several years, our teams have been involved
in their local communities.

In 2000, the subsidiary, its employees and the
Schneider Electric Foundation provided financial
support to an aid program for abandoned children
in the village of Draria. The following year, an
emergency program to assist 60 families affected
by the Bab EIl Oued floods was financed by
contributions from Schneider Electric employees
around the world, the Algerian subsidiary and
the Foundation.

In 2002, the subsidiary, its employees and the
Foundation provided educational materials for

a trauma-healing center operated by a national
association for disadvantaged children (ANSEDI).
In 2003, Schneider Electric Algeria, local team
members and employees of other subsidiaries
again joined forces for an emergency action
following the May earthquake, providing support
for the families of eight employees affected by
the disaster and helping to re-equip 13 destroyed
vocational training centers.

Lastly, in June 2003, Schneider Electric Algeria
and its employees decided to support

the El Baraka association as part of the Luli
campaign, with help from the Foundation.

This support focused, in particular, on a program
to build a functional rehabilitation center.
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The Schneider Electric Foundation

Partnership in the US
with Habitat For Humanity

Some 2.5 million American families live in poverty
housing or have no homes at all.

Habitat for Humanity builds and renovates modest,
yet good quality housing with help from each family.
Schneider Electric US is a National Partner with
Habitat and has donated $6 million worth of
panelboards and circuit breakers over three years
(2001-2003) for all homes built by the organization
in the US.

At the end of 2003, over 9,000 homes were
equipped with Schneider Electric products and
the project has been renewed for an unlimited
period. Schneider Electric Canada has also
recently entered into a partnership agreement
with Habitat as well.

Schneider Electric team members have also
donated their time and energy to Habitat for
Humanity. Volunteers from many of our locations
have assisted in home building and other activities
and the Company promotes this type of
involvement with all employees.

Turkey:
a program to educate girls

Employees of Schneider Electric Turkey provide
support for Cagdas Yasami Destekleme Denergi,
an Istanbul-based association that promotes
education for girls. In rural areas, large families
often devote their limited resources to educating
boys. Because few programs exist in Anatolia,

the country’s poorest region, our Turkish employees
chose to help girls there who had completed
elementary school but lacked the means to
continue with secondary studies.

To provide them with the necessary resources,

our Turkish subsidiary re-allocated funds generally
used to purchase year-end presents for customers,
who were informed of the initiative in New Year’s
cards. The program financed studies and social
integration projects for 150 girls and organized

a graduation ceremony for 48 secondary school
students. Schneider Electric Turkey also encouraged
employees to make their own donations.
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(i) UNHCR
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The UN Refugee Agency

Interview with Emmanuelle Rouffi,
United Nations High Commissioner for Refugees,
Head of the Association in France

The mission of the United Nations High Commissioner for Refugees
(UNHCR) is to protect and help refugees around the world. It is a frontline
organization, active wherever emergency situations occur.

-> What projects are the UNHCR and Schneider Electric pursuing together?

Schneider Electric has supported three of our projects, through a financial
contribution in Afghanistan in 2001 to protect people displaced by the war
and two education programs, in Congo in 2002 and Tanzania in 2003.

- Is the UNHCR satisfied with this partnership?

In France, Schneider Electric is a model of corporate investment in
humanitarian programs. With the Schneider Electric Foundation we feel
we’re working with humanitarian activists who not only provide major
funding—a demonstration of management’s commitment-but also with

a fully involved workforce. At all levels of the Company, we get the feeling
that the Foundation was created with the goal of making a difference over
the long term. It’s a full-fledged unit within the organization, just like

the Company’s other divisions. Employees working for the Foundation
were not assigned for lack of anything better. They’ve truly found their
place and understand the projects in which they’re involved. With other
French corporate partners, we don’t always feel we’re a priority.

That’s not the case with Schneider Electric.

- Does Schneider Electric require you to justify the use of funds
for these projects?

Project results are assessed, of course, and Schneider Electric asks
to see how funds are used. This is the subject of a report prepared by
the UNHCR and submitted to the Company.

-> How do you envision the future of your partnership with
Schneider Electric?

We would like to see greater involvement on Schneider Electric’s part,
notably with a larger project to increase cooperation in the field between
their teams and ours. We would also like Schneider Electric to communicate
more extensively on its commitment. Often the problem with the most
committed companies is their lack of external communication.

Companies just beginning to get involved need to know that other firms
have conducted successful humanitarian aid programs.

=> Are the partnerships initiated by the UNHCR meant to last?

Obviously, we would like our partnership with Schneider Electric to
continue as long as possible. Our goal is to forge three-to-five-year
alliances, because creating a partnership with a company that lacks
Schneider Electric’s humanitarian culture requires a great deal of time
and human investment.

www.unhcr.org




Social performance

Our business partners

With customers, our goal is to behave with
integrity and respect in a spirit of creation

of shared value. Regarding suppliers,

the Company is committed to qualifying
primarily those suppliers who are committed to
acting in a responsible manner with respect to
people, the community and the environment.

Customer relations

We access our markets through a wide range of
channels around the world. These can be divided
into several families: distributors (accounting for
50% of sales), contractors, architects, specifiers,
consultants, and global strategic accounts (8%).
Quality and customer satisfaction criteria are

included in our NEW2004 objectives (see page 23).

The Image and Satisfaction Barometer (BIS),
conducted every two years to survey our different
customer segments in 40 countries, allows us

to deploy tailored improvement plans locally.

A summary of these surveys is being organized
and may be presented in a future report.

It will provide an overall view of results from

17 countries that account for 80% of sales.

The Partners in Quality initiative, focused on our
global strategic accounts, is designed to develop
accurate metrics for assessing perceived and
expected quality by analyzing how customers use
products in their facilities.

So far, some ten Partners in Quality agreements
have been signed.

Global strategic accounts are more receptive than
our other partners to offers that improve energy

efficiency and, more generally, to our commitments.

In 2003, we organized an initial meeting with them
to present our sustainable development approach.
A second event was held in 2004.

Our growth strategy

Schneider Electric is developing through organic
growth, as well as through acquisitions and
partnerships. We are focusing on growth regions
like Asia and the Pacific, selected markets such
as residential homes for ultra terminal equipment,
and a host of new specialties.

Many of these revolve around energy efficiency,
secured power, building control and high value-
added services to optimize energy and industrial
productivity.

Among 2003’s acquisitions was Sweden’s TAC,

a world leader in automation and building control.
The transaction strengthened our position in

the Building market and enabled us to enhance
our offer in terms of flexibility, safety and energy
savings (see page 30).

The risk of corruption

Our ambition, included in the Principles of Responsibility,
is to behave with integrity with regard to customers

and suppliers. As a signatory of the UN Global Compact,
we want to add a tenth principle regarding corruption.
This issue was discussed by signatory organizations

in 2003.

Sales by country risk, according to
Transparency International’s 2003 Corruption Perception
Index, with countries rated 0 to 10
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Relations with suppliers
and subcontractors

As stated in Our Principles of Responsibility,
Schneider Electric is committed to qualifying
primarily those suppliers who are committed

to acting in a responsible manner with respect
to people, the community and the environment.
Our ambition is to behave with integrity and
establish fair contractual relations with suppliers.
Our influence with suppliers varies considerably
depending on the type of product or service and
on whether purchases are made from small and
medium-size companies or from large groups.

From a practical standpoint, we have several ways
of influencing production conditions:

» As a purchaser, we include social and
environmental criteria in our specifications and
supplier selection standards. Article 20 of our terms
of purchase clearly expresses our commitment

to complying with the OECD’s guidelines for
sustainable development and with regulations
defined in the ISO 14001 standard, notably

with regard to environmental protection.

Our suppliers must also respect these principles
and demonstrate their compliance if requested by
Schneider Electric. Today, this approach covers
18% of purchases.

» In the case of raw materials, the approach can
only be applied to tier-one suppliers who most
often process rather than produce raw materials.

In general, our purchases represent a small
fraction of global markets and shortages of certain
products, such as magnetic sheet metal and
carbon, lessen our ability to make an impact on
suppliers’ social and environmental performance.
We are also committed to ensuring fair trade
conditions among suppliers.

At the 2003 Commodity Managers Forum, which
brought together nearly 100 people from around
the world, we defined new purchasing and
efficiency guidelines that call for such things as
increasing the number of suppliers from emerging
economies.
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Henri Lachmann, Chairman
and CEO of Schneider Electric,
and Gilles Vermot-Desroches,
Vice-President Sustainable
Development, lead a “shared
responsibility” meeting with
suppliers.

Menzolit, Metalor, Nief Plastic Holding, Ruget
and Semikron.

contained in the Global Compact, with suppliers
required to conduct audits if requested.

At present, 128 of our suppliers have signed
the Global Compact.

These charters call for a joint annual review to ensure
application of social and environmental commitments

Charters inspired by the Global Compact

As part of our commitment to the Global Compact, we signed
an environmental and social charter in June 2003 with ten
of our main suppliers—Amtek, DSM, Ferraz, Gindre, Kuvag,

THE € LOYRAL
COMPACT

*Article 20 of the terms of purchase:

Schneider Electric undertakes to abide by the OECD

guidelines concerning sustainable development and the rules
defined in ISO standard 14001, in particular those pertaining

to environmental protection.

The Supplier testifies to being fully aware of the aforementioned
guidelines and rules, and undertakes to respect them and
implement all the industrial and human resources necessary
(notably through their environmental and human resources policies)
to ensure the said guidelines and rules are properly applied.
The Supplier further undertakes to provide Schneider Electric
with evidence of their implementation immediately upon
Schneider Electric’s request.
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Environmental
poerformance

and our products.

Respect for the environment

is one of our strategic priorities.
We are fully engaged in a process
of continuously improving

the environmental performance
of both our production sites

uti

Osiswitch,

Osiprox, Osiris

Global detection photoelectric
sensors, proximity sensors
and limit switches

The eco-design process

Our NEW2004 program includes an objective
that calls for all new global products to comply
with eco-design methodology. At year-end 2003,
the compliance rate was 57%.

Whether intended for large regional markets or
the global market, these products must meet
customer requirements as effectively as possible
with a minimal environmental impact throughout
their life cycle.

Formalized in 2002, the eco-design process is
based on a Life Cycle Analysis approach that
complies with ISO 14062. Projects are carried out
using Environmental Information and Management
Explorer (EIME) CAD software co-developed

by a pool of manufacturers of which Schneider
Electric is a member.

The process takes into account the product’s
impact on water, soil and air at every stage in

its life cycle, from extraction of raw materials,
through production, distribution and use,

to end-of-life recovery.

Evolis
Medium voltage circuit
breaker

We also offer end-of-life product management

in Europe, in anticipation of the European Waste
from Electrical and Electronic Equipment (WEEE)
Directive, which will be applicable in 2005 mainly
for household appliances. More generally,

we inform customers of our products’ impact and
provide advice for disassembly.

In 2003, some one hundred Schneider Electric
designers were trained in eco-design methodology
and R&D teams integrated these techniques into
all new global products.

The European
RoHS directive

Published in the February 13, 2003 Official
Journal of the European Communities,

the European Restriction of Hazardous
Substances directive bans the use of lead,
mercury, cadmium, hexavalent chromium,
and two polybrominated fire-retarding agents
(PBB and PBDE) in low-voltage electrical
and electronic products sold in the EU as
of July 1, 2006.

Schneider Electric has decided to eliminate
these substances from its low-voltage
electrical distribution and industrial control
products and has prepared a program to
implement appropriate actions in the areas
of design, process engineering, purchasing
and production.
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Reducing the environmental
impact of our products

To improve eco-efficiency from the design phase,
we analyze the environmental impact of our
products at virtually every stage of their life cycle.
Although the end-of-life phase is integrated by
our EIME software, it is not included in the charts
on this page.

Reducing environmental impact represents

an area for improvement for Schneider Electric.
Study results show that, aside from the
consumption of raw materials during production,
our products’ most significant effects arise during
use. Therefore, our most important contribution
involves substantially reducing the environmental
impacts stemming from the use of each new
product or each new generation of a product.
This analysis of environmental performance,
which is part of a continuous improvement process,
is already applied to all new global products and
will be gradually extended to all new products.
Constantly diminishing the environmental impact
of our products and solutions is a service that
we are committed to providing to customers
through our eco-design policy.

Products and solutions that are safer, more
environmentally friendly and more energy efficient
provide a source of competitive advantage.

Work being done on electrical distribution
architectures is part of this process.

An impact study has demonstrated that the new
“pooled source” distribution architectures developed
and marketed by Schneider Electric reduce
environmental impact by an average of 40%
compared to traditional centralized distribution
systems.

The following two charts show the results of studies conducted

for the Prisma Plus 1000 A switchboard and for a typical contactor,
two products that are highly representative of each of our core
businesses: Electrical Distribution and Automation & Control.

Significant environmental impacts of
the Prisma Plus 1000 A switchboard by life-cycle phase
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of a contactor by life-cycle phase
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impacts of “pooled source” and

centralized electrical distribution architectures
(Base 100: centralized architecture)
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The Prisma Plus 1000 A

is a low voltage switchboard
that meets the electrical
distribution and
control/monitoring needs

of building utilities.

m Use
mm Distribution
B Production

The TeSys U contactor
covers all needs and
applications for motor
starters, electrical
distribution, lighting and
heating systems, etc.
for power ratings up

to 37 kW.

m Use
mm Distribution
B Production

mm Centralized architecture

mm “Pooled source”
distribution architecture
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Environmental performance

Research and
development programs

R&D programs, which represent a budget totaling
more than 5.5% of sales, are conducted in

25 countries by 4,500 research and development
scientists. Their mission is to continuously
enhance product and solution technology, notably
with regard to energy performance analysis and
consumption management.

We invest, for example, in the development

of products that support the emergence of micro-
generation technology. Co-generation makes it
possible to increase the energy output of current
electrical production infrastructure by 40% to 85%
and to reduce losses related to transmission

and distribution.

Environmental management

The NEW2004 company program has set an
objective of certifying all our production sites to
ISO 14001 standards by year-end 2004.

At December 31, 2003, 74% of our sites were
ISO 14001 accredited. A number of facilities
obtained ISO 14001 certification during the year,
including the Chennai and Nashik plants in India
and production units in Brazil, China, the US,
France and the Czech Republic.

At all sites, we have found that the environmental
management system pays for itself in just two
years by lowering electricity consumption, related
expenses and waste management costs.

We have also deployed procedures to remotely
track and audit electricity consumption at a number
of sites in the United States, Spain and France.
In France, our goal is to cut consumption at

20 manufacturing sites by 10%, resulting

in €1 million in savings out of €13 million in total
energy expenditures.

Risk prevention

We have 177 production facilities, of which the
vast majority have fewer than 300 employees.

As a result, the impact of manufacturing operations
on the surroundings is limited. Our atmospheric
emissions are not significant and below regulatory
thresholds. In 2003, we conducted our annual
review of pollution risks at all our manufacturing
sites.

None of our 177 production facilities is classified
Seveso. We continuously track 19 facilities,

of which 12 in France, often because of their past
manufacturing history (in France, this corresponds
to sites that require special environmental
protection authorizations). Lastly specific measures
have been implemented for 20 facilities, of which
four in France.

In 2003, we formalized our monitoring, tracking
and alert procedures and defined provisions for
environmental risk.
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Eco-production indicators

Number of employees
at our manufacturing sites

2002 36,983
2003 43,944

Amount of waste produced (in metric tons)
2002: 109,357  2003: 93,736

Amount of waste per

production site employee (in metric tons)
2002: 3.0 2003: 1.901

Percentage of waste recovered
2002: 53 2003: 65 (85% in France)

Equivalent energy consumption (in MWh)
2002: 538,111 2003: 674,967
Energy consumption per

production site employee (in MWh)
2002:14.6 2003:15.3

Water consumption (in cubic meters)
2002: 1,805,608 2003: 1,643,483

Water consumption per

production site employee (in cubic meters)
2002: 49 2003: 37.4
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Reducing SF6 emissions

In response to worldwide concern over the greenhouse effect,

Schneider Electric deploys significant resources to reduce greenhouse
gas emissions over the long term. As part of our voluntary commitment,
we have implemented a number of measures concerning sulfur
hexafluoride (SF6), a gas extensively used in medium and high voltage
appliances because of its unique properties of inertness, insulation

and safety, and its effectiveness in quenching electrical arcs.

The seven Schneider Electric plants that use SF6 are all ISO 14001
certified and have set zero emissions objectives for the long term.

In 2003, average emissions were less than 4%, compared with 8% in 2000.
We have extended the use of a sealed pressure system that eliminates
the need to handle the gas during the product’s life and limits the leak
rate to less than 0.1% a year.

Lastly, as part of a cooperation program, we are developing initiatives
that promote traceability and the implementation of best practices to
make end-of-life materials processing more environmentally friendly.

In particular, all instructions for product use will indicate the presence

of SF6 and appropriate disassembly procedures for avoiding atmospheric
emissions.

As part of this commitment, we are proposing solutions to integrate

into revised international standards a description of SF6 recycling
procedures and recycling rates, requirements for product marking,

and a reduction in acceptable leakage*. To ensure that all equipment
containing SF6 is tracked and recovered, we have defined procedures
that are gradually being implemented, with an initial goal of deployment
in all European countries.

At present, the service is operational in France, the United Kingdom,
Germany and Norway and is being developed in the Netherlands, Belgium,
Spain and Sweden.

*IEC 61634 Use & Handling of SF6 in High Voltage switchgear and 60694 Common
Specification for High Voltage switchgear.

The increase in energy consumption from 2002
is attributable to the following factors:

» In 2003, all consumption was taken into
account, including gas and fuel-oil heating.

» The figures also reflect changes in the scope
of consolidation.

» Lastly, some data include consumption related
to manufacturing as well as to administrative and
logistical operations.

Site clean-up at France Transfo

The France Transfo plant in Maiziére-les-Metz has manufactured
oil-immersed distribution transformers since the early 1970s.

Until 1985, its catalog included a range of PCB-based transformers

for use where fire was a particular hazard. Sold in France under

the Pyraléne brand, the highly heat-resistant PCBs replaced mineral oil
as an electrical insulation fluid in transformers.

Despite precautionary measures, hydrocarbons and PCBs accidentally
spilled into the soil over the years. In response, a system was introduced
in the early 1990s to regularly monitor the quality of groundwater

and runoff.

In the summer of 2003, after nearly ten years of sub-alert level results,
several test points yielded measurements that substantially exceeded
thresholds.

The causes of pollution were identified during a four-month study,

and clean-up measures were submitted to France’s Regional Office for
Industry, Research and the Environment (DRIRE) in February 2004.
These measures were subsequently approved. A detailed risk analysis
will be conducted once the causes of pollution have been treated.




h Ratings and indices

Schneider Electric’s economic, social and environmental
performance compared with industry benchmarks

-
Dow Jones indices o

www.sustainability-index.com

The section presents the findings of the leading sustainable
development ratings agencies and a number of ethical investment

funds that assessed Schneider Electric in 2003. After its initial selection in 2003,

Schneider Electric is included in 2004 in both

In most cases, these results allow for comparison with an the Dow Jones Sustainability Index World and
industry benchmark. the Dow Jones Sustainability Index Stoxx (for
Europe).

Sustainable Asset Management, a Swiss
investment manager, conducts research on
corporate sustainability for this family of indices.

ASPI Eurozone index Sustainability Scores

Total Score Environmental Dimension
Www.vigeo.com
Since 2001, Schneider Electric has been included
in the ASPI Eurozone® (Advanced Sustainable 0% 50% 100% 0% 50% 100%
Performance Indices) family of indices, which track Economic Dimension Social Dimension
the financial performance of 120 leading Eurozone
sustainability performers from the DJ EURO
STOXX benchmark financial universe. 0% 50% 100% 0% 50% 100%
The ASPI uses the rating system developed
by Vigeo, an agency that rates and assesses
corporate social responsibility.

Industry Average on a Global Basis I Schneider Electric SA

[ Best Company on a Global Basis within Industry Group

Benchmark : company / industry sector

criteria previous current
in - i i 300 300 .
(min --/ max ++) rating rating - - CoreRatlngS
Employees ++ ++ .
w0 —@ 8 ® e www.coreratings.com
Environment + + 150 9 150
Customers & Suppliers - N 0 @ © o (S] 9 |, CoreRatings, a European ratings agency founded
50 50 in 2002, awarded Schneider Electric its highest "A"
Shareholders = = . .
0 - 0 rating this year.
Community & Society T+ T+ Employees  Environment Customers & Shareholders Community &

Supplers Society Only 5% of companies assessed by CoreRatings
-- unconcerned - below average = average + advanced ++ pioneer © maxsector @ minsector @ Schneider Electric received an A

Investment Risk Management

FTSE4Good Index series

Environmental

www.ftsedgood.com ]
Schneider Electric’s first application for inclusion Social

in the FTSE4Good indices was refused. L
For a number of years, the UK’s Ethical Investment Employment

Research Service has provided the assessment I
data for these indices. The arguments against Ethical

including Schneider Electric mainly concerned its ]

naval contracts.
We have initiated a dialogue with FTSE4Good, Investment Risk Weighting
supported by the following facts:

» Naval contracts represent less than 1% of total
sales.

» These contracts cover standard electrical
distribution products that require no special
manufacturing processes.

Ethical

Environment

Employment

Social



Economic, social and environmental performance ==

Bank Sarasin
www.sarasin.ch

Based on its 2002 performance, Schneider Electric
was included in a number of Bank Sarasin’s ethical
investment funds, The Switzerland-based bank
rates companies both for its own purposes and for
its customers, mainly pension funds.

Environmental Profile

Industry Average m Company

Strategy

| | |
EMs #
| |
Pre-Production H
| |
Production #
| | |
Products &
Services
| |

0% 20% 40% 60%  80%  100%
Social Profile
Industry Average m Company
Strategy #
. .

SMS

General Public

JI

Investors

Suppliers _‘ ‘ ‘
Employees %
Clients #
Competitors # ‘
d% 26% 46% sc;% 80%  100%
Innovest

www.innovestgroup.com

Innovest has tracked Schneider Electric with its
EcoValue’21 (EV21) methodology since 1999
and its Intangible Value Assessment (IVA) model
since 2002. Founded in 1995, Innovest is an
investment research and advisory firm specializing
in analyzing corporate performance on
environmental, social and strategic governance
issues.

With operations in France since 2002, Innovest’s
rating system is based on a “best in class”
approach.

Schneider Electric has received an AA rating
with the EV21 methodology and a B rating using
the IVA model.

47

Interview / Carl-Johan Francke,
Sustainability Analyst, electrical
equipment and components,

SAM Sustainable Asset Management

- How does SAM establish its corporate sustainability assessment
of Schneider Electric?

Here at SAM, we draw up criteria based on trends and developments

we see in the economy, society and the environment. We translate these
developments into industry challenges that corporations should meet to
take full advantage of business opportunities and minimize related risks.
Apart from general considerations such as corporate governance,
human resource management or environmental management system,
we look at industry specific criteria for Schneider Electric, including its
strategy on climate change and the integration of environmental aspects
into product development.

=> What will be the main criteria of the future?

| think that climate change will continue to be a key issue. This creates
attractive prospects for equipment manufacturers who can offer businesses
solutions that are substantially less carbon intensive. As equipment
manufacturers shift manufacturing capacities and procurement to emerging
markets, human rights will become another major challenge. Schneider
Electric’s policies towards suppliers are exemplary in this respect, as

they are much more demanding than the general practice in the industry.

= Why has Schneider Electric been selected for the Dow Jones Sustainability
Index (DJSI)?

The selection process for the Dow Jones Sustainability Index follows a
transparent and audited research process. Based on SAM’s assessment
of corporate sustainability, the top ten percent in each industry among
the 2,500 largest global corporations are selected for the DJSI. In 2003,
Schneider Electric was among the top ten percent.

www.sam-group.com

Interview/Eckhard Plinke,
Head of Sustainability Research,
Bank Sarasin

=> In your opinion, what are Schneider Electric's
priority areas for improvement?

We included Schneider Electric in our investment portfolio because of

its good financial prospects (while our sustainability rating is “average”).

I'd say the main areas for improvement include the treatment of labor issues
arising from outsourcing production in countries like China, where workers
have little protection, and the application of human rights standards among
suppliers. Schneider Electric could also improve by publishing more
environmental data.

-> What about corporate governance?

Schneider Electric falls within the industry average in this area, although

it does stand out for its good financial communication.

That said, the Company restricts voting rights and the independence of
the Supervisory Board vis-a-vis the Management Board could be improved.
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Glossary

ADEME: France’s Environment and Energy
Management Agency. www.ademe.fr

Best Available Techniques (BAT): Techniques
that most effectively limit the harmful effects of
a business on its environment.

These techniques function as yardsticks and as
bases for improvement.

DRIRE: France’s Regional Office for Industry,
Research and the Environment.

Eco-design: A methodology that integrates
environmental protection concerns into the design
of goods and services. Eco-design aims to reduce
the environmental impact of products throughout
their life cycle, each time a new product is created
or a line is renewed.

Global Compact (UNGC): An initiative for

the 21¢ century initiated by the United Nations.
The Global Compact invites multinational
companies to voluntarily support nine sustainable
development principles. www.unglobalcompact.org

Greenhouse gases: Gases responsible for
creating the greenhouse effect and fostering
climate change, including carbon dioxide (CO2),
water vapor (H20), methane (CH4), nitrogen
dioxide (N20), chlorofluorocarbons (CFC),
fluorinated hydrocarbons (HFC), perfluorocarbons
and sulfur hexafluoride (SF6).

ISO 14000: The internationally recognized ISO
14001 and 14040 standards define environmental
management and Life Cycle Analysis (LCA)
systems. www.afnor.fr

Life Cycle Analysis (LCA): A management tool
used to assess the environmental impact of

a product or solution at all stages of its life, from
raw materials extraction to end-of-life processing.

Negawatt: A unit of measure for energy efficiency,
corresponding to one megawatt saved.

PCBs: Polychlorinated Biphenyls, a group of
non-biodegradable organic compounds that
contain chlorine. Used in electric transformers
and capacitors for their insulating and fireproof
properties, PCBs are being phased out and
replaced.

RoHS: The European Restriction of Hazardous
Substances (RoHS) Directive, published in the
February 13, 2003 Official Journal of the European
Communities. It bans the used of lead, mercury,
cadmium, hexavalent chromium, and two
polybrominated fire-retarding agents (PBB and
PBDE) in low-voltage electrical and electronic
products sold in the EU as of July 1, 2006.

The directive does not apply to all electrical and
electronic equipment (EEE).

SF6: Sulfur hexafluoride. A stable, inert gas listed
as a greenhouse gas in the Kyoto protocol.

It is used in metallurgy, electronics, consumer
goods and other industries as well as in medium
and high-voltage electrical equipment for its
exceptional insulating properties.

Stakeholders: All parties that may be affected by
a corporate decision, through their relations with
a company or their involvement in its operations.
These may include shareholders, employees,
customers, distributors, suppliers, creditors, local
communities, public institutions and lobbies.

Sustainable Development: "Development which
meets the needs of the present without
compromising the ability of future generations to
meet their own needs." Bruntland Commission,
Our Common Future, 1987.

UNEP: United Nations Environment Program.
www.unep.org

WEEE: Waste of Electric & Electronic Equipment.
Published in the February 13, 2003 Official
Journal of the European Communities, the
European WEEE Directive is intended to reduce
waste generated by end-of-life electrical and
electronic equipment (EEE), which, as of August
13, 2005, must be collected and recovered.

The directive does not apply to all electrical and
electronic equipment.
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