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Why Is Switzerland attractive?

e Switzerland Is not a "tax paradise”, there are
countries with lower (nominal) corporate tax
rates, BUT...

e Switzerland acknowledges that a favourable
tax environment is an important factor to
attract business; and

e actively engages in tax competition
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# LAWYERS & NOTARIES

Why Is Switzerland attractive?
Correlation of corporate and individual taxes

(Source: BAK Taxation Index 2007)
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Presentation Overview

e Background of Swiss (Corporate) Tax System
e Tax Competition

e Tax Law Harmonisation

 Main Types of Taxes for Corporations

 Profit & Capital Taxes for Businesses

* Value Added Tax (VAT)

 Withholding Tax

 Recommendations
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Background of Swiss Tax System

 All 3 levels of government can raise taxes

* Federation may only raise taxes expressly
specified in the federal Constitution

e Cantons can raise any types of taxes unless
barred by the Constitution (e.g. VAT)

e Cantons decide on how much taxes; however,
regressive tax rates are unconstitutional

* Municipalities can only raise taxes In
accordance within the cantonal tax laws
(delegated fiscal sovereignty)
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Tax Competition

The vast majority of Swiss governments explicitly
supports tax competition, which results In:

— Governments compete for lower tax rates and
favourable tax environments for companies

— Tax authorities do not see themselves as mere "tax
baliliffs”, but as business partners

— Tax authorities issue binding advance rulings
regarding tax implications for new, relocated or
restructured businesses

— Federal and cantonal tax holidays as incentive for
(start-up) companies



Tax Law Harmonisation

e 27 cantonal and federal tax laws require some
harmonisation to make the tax system efficient

e Federal Act on the Harmonisation of Direct
Cantonal and Communal Taxes (1993):

— Uniform principles regarding tax liability, taxable
entities, assessment periods, procedure

— Tax relief for holding and domiciliary companies

* Federal Act on Direct Federal Tax (1995):

— Aligns federal direct taxes as closely as possible to the
harmonised cantonal / municipality taxes



Main Types of Taxes for Corporations

Taxes on Income & Wealth Taxes on Consumption,
(Direct Taxes) Property & Expenditures
(Indirect Taxes)
Federation
« Tax on Company Profits » Value Added Tax (VAT)
« Withholding Tax « Stamp Duties

Cantons & Municipalities

« Tax on Company Profits o Stamp Duties
« Tax on Company Capital
» Capital Gains Tax

» Real Estate Tax
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Taxation of Corporations

* Profits of incorporated businesses (e.g. AG or
GmbH) are subject to corporate income taxes; the
legal entity making the profit is liable for the tax

e Earnings from unincorporated businesses (e.g.
sole traders, partnerships) are subject to income
tax raised directly from the business owner

e Corporations are subject to capital tax

* A business/corporation is taxed at its domicile or
at the actual place of its economic activity

e Cantons administer and collect federal taxes on
behalf of the Confederation



Tax on the Capital of a Corporation

o Swiss Federation does not raise a capital tax, but
levies a Stamp Duty of 1% on newly issued shares
and capital increases above CHF 250,000

e Capital tax of the Cantons and municipalities:
— |Is calculated based on proportional tariffs
— Tax on paid-up nominal capital and certain reserves
— Range: 0.08%-0.79%; depends on Canton/municipality
— Reduced tariffs for holding & domiciliary companies
— Example: taxable company capital 100,000
 in Basel: 100,000 x 0.525% = CHF 525
* in Zurich: 100,000 x 0.171% = CHF 171



Corporate Income (Profit) Taxes (1/5)

* The company’s purpose determines whether it
will be taxed normally or preferentially

 For taxation it’s relevant whether the business is:
— an operating company:
manufacturing, trading or provision of services
— a domiciliary (or principal) company:
primarily engaged in business activities abroad
— a holding company:
primarily holds participations in other companies
* Relatively little administrative work involved in
preparing tax returns and complying with laws
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Corporate Income (Profit) Taxes (2/5)

e Tax laws are based 1 year tax periods and current
assessment principles (postnumerando)

e Calculation of taxable net income based on P&L
statement (with certain adjustments)

e Federation & most Cantons allow deductions for
losses carried forward (maximum 7 yrs) &
dedicated reserves (e.g. restructuring)

» Generous depreciation provisions,; depreciation
rates vary according to life span of the asset

* Transfer Pricing not explicitly regulated; OECD
principles respected, but generous practice (e.g.
no or little documentation requirements)



Corporate Income (Profit) Taxes (3/5)

e The effective tax rate is lower than nominal tax rate,
because taxes paid are a deductible expense:
eT =nT/((100+nT)/100)

[eT = effective tax rate; nT = nominal tax rate]

 Federal profit tax is proportional to the taxable profit:
-nT = 8.50% (of profit before tax)
-eT = 7.83% (of profit after tax)

* Most Cantons calculate the profit tax on the bases of
proportional tariffs; but mind the different rates!

» Total average tax rates for corporate income (2007)
- Nominal (NATR): approx. 25%
- Effective (EATR): approx. 20% (OW: 11.5%, BL 22.9%)
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Corporate Income (Profit) Taxes (4/5)



Corporate Income (Profit) Taxes (5/5)
Total Tax Rate (TTR)

Economy Time Profit  Labor Other Total tax Easetopa vy
(hrs) tax (%) tax (%) taxes (%) rate (%) tax (rank)

OECD 183.3 20.0 22.8 3.4 46.2

Australia 107 (239 26.9 22.2 1.5 50.6 (122nd) Rank 41

Germany 196 (65") 21.6 21.7 7.5 50.8 (124") Rank 67

lreland 76 (9t 14.2 12.1 2.6 28.9 (239  Rank 6

Switzerland 63 (6%) 8.4 17.2 3.6 29.1 (24")  Rank 15

(Source: Paying Taxes 2008, www.doingbusiness.org, World Bank & PWC)

The Total Tax Rate (TTR) measures the amount of all taxes and mandatory contributions borne by the
business in the second year of operation, expressed as a percentage of commercial profits. It includes
profit or corporate income tax, social contributions and labour taxes paid by the employer (for which all
mandatory contributions are included, even if paid to a private entity such as a requited pension fund),
property taxes, turnover taxes and cascading sales taxes including irrecoverable VAT, and other small
taxes (such as municipal fees and vehicle and fuel taxes).
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Tax Holidays for Start-up Companies

* Federal law ("Lex Bonny") to promote the creation
of jobs in economic "redevelopment areas"
(e.g. Uri, Jura, Solothurn, Ticino, Grisons, Valais,
St Gallen, parts of Berne and Vaud)

* Federation grants "Lex Bonny" tax breaks on profit
taxes only If the cantonal government does so too

» Other cantons also give tax holidays for start-ups

e Extent and duration of tax breaks depend on jobs
created, local investment, benefits for local supp-
liers and collaboration with local research institutes



Branches of Foreign Businesses

* A branch is a business entity belonging to an
iIndividual or a corporation based abroad

e Branches of foreign corporations are taxed like
operative Swiss share companies

* A branch is subjected to Swiss taxation if it
maintains a permanent business facility that
contributes to the profits of the corporation or Is
Important for the operation of the business

* Branches are taxed only on earnings attributable
to the operation in Switzerland



Domiciliary or Principal Companies

* The company's purpose is not limited

e NOo commercial activities within Switzerland, cannot
employ own staff or have own offices

e Rationale Is to unite organisational functions from

various commercial activities abroad
(e.g. financing, asset management, marketing advice)

* Relief or exemption from taxes at cantonal level,
out not at the federal level

* Depending on Canton domiciliary/principal
companies pay either no or a reduced profit tax
ranging from /. to /,, of the regular net income




Example: Domiciliary Companies
« Company domiciled in Wollerau (Canton Schwyz); no own
offices or employed staff in Switzerland

« Company business: buying and selling licences of used
software through agents abroad

* Holds trademarks, coordinates marketing & finance

» Share capital 100,000, reserves 300,000; net income 450,000

 Federal taxes: - profittax: 8.5% x 450,000 = 38,250
- Capital tax: none

e Cantonal taxes: - profittax: The taxable income is 10% of net
income after tax (45,000)

2% x 20,000 x 217.3% = 869
4% x 25,000 x 217.3% = 2,173
- Capital tax: 0.0025% x 400,000 x 217.3% =(min.) 100

 Total taxes: CHF 41,392 (9.2% after tax, 8.42% before tax)
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Holding Companies (1/2)

 Definition: Holding participations in other

companies Is primary or sole purpose
(minimum retention 1 year, no ‘intensive’ share trading)

e Holding of at least 20% or CHF 2 million of the
nominal capital of another company

e In the long term 2/3 of assets have to be
participations, or 2/3 of revenues have to be
earnings from dividends & participations

* Holdings are not allowed to engage in trade,
manufacturing or commercial activities in
Switzerland (group management allowed)



Holding Companies (2/2)

* Federation and Cantons grant preferential
treatment, I.e. reduced taxes on earned dividends

* The reduction of the tax depends on the ratio of
the (net) dividend income to gross profit

* Pure holding companies do not pay federal
(participation deduction) or cantonal profit taxes
(holding privilege), they pay taxes only on capital

e Taxable profits (e.g. income from real property in
Switzerland, certain royalties) are taxed according
to ordinary tariff



Example: Holding Company (2008)

Pure holding in Baar (Canton Zug)
Capital: CHF 10 million, Profit: CHF 750,000 (all from dividends)
- Profittax:  No tax on profit/income from dividends = 0

- Capital tax: capital x capital tax tariff x current tax rate
10,000,000 x 0.002% x 150.387% 300

Total tax (federal, cantonal & communal) = 300

Mixed holding in Baar (Canton Zuq)
Capital: CHF 10 million, Profit: CHF 750,000
(600,000 dividends; 150,000 property)

- Federal profit tax: 150,000 x8.5% = 12,750

- Cantonal profit tax: 100,000 x4.0% x 150.387% = 6,015
50,000 x7.0% x 150.387% = 5,264
- Capital tax: 10,000,000 x 0.002% x 150.387% = 300

Total tax (federal, cantonal & communal) = 24,329
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Value Added Tax (VAT)
e Introduced 1995, modelled after EU VAT

* VAT rate generally 7.6% (lowest VAT In Europe)

* Reduced rates on goods for personal consumption
(2.4%), hotel & holiday accommodation (3.6%)

e Taxable are imports to & sales within Switzerland

« Exemption for companies with annual turnover
/CHF 250,000, if VAT tax burden is < CHF 4,000

e Companies with annual turnover 7CHF 3 million &
annual tax liability < CHF 60,000 can settle VAT on a
fixed rate bases depending on their industry



Withholding Tax

« Withholding tax Is an anticipatory tax deducted at
the source on income derived e.g. from:

—Movable assets (e.g. interest & dividends, tax rate 35%)
—Insurance payments (tax rate 8 or 15%)

e Rationale Is the prevention of tax evasion

e SWISS residents may reclaim the withholding tax, if
they properly declare the income

e Recipients of income with residence abroad cannot
reclaim the withholding tax unless a double taxation
treaty provides for reimbursement



Recommendations

e Taxation should be integral part of the decision
making process regarding where to set-up business

 Define your future business as detailed as possible
(e.g. capitalisation, business model, investments, number of
employees, revenue, cost & profit)

* Use the offerings of the various cantonal business
development agencies

 Involve a tax specialist in an early state of planning

«"Shop around"” & request tax rulings from the
cantonal authorities of potential business locations



Recent Developments & Outlook

e Switzerland now officially recognises trusts and has
clarified the taxation of trusts in Switzerland

* Regressive tax rates are unconstitutional, but pro-
portional tax rates can be constitutional (OW: 13.8%)

e Corporate Tax Reform |l was passed a referendum
In February 2008 and will bring further tax benefits
for shareholders from 2009

e Easy Swiss Tax: there are several initiatives to
simplify the Swiss taxation system (e.g. flat tax)

e Ongoing pressure of the European Union to remove
certain tax privileges (e.g. for domiciliary companies)



Recent Developments & Outlook
"We do not

« Easy Swiss Tax: there cpeak
are several Initiatives
alm_lng (0 Slmp“fy the "Let me explain
Swiss taxation system _ whatthe
antons are...
(e.qg. flat tax)

« Ongoing pressure of
the European Union to
remove certain tax
privileges (e.g. for
domiciliary companies)

(Source: NZZ 18.2.2007)
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