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Update on third round of corporate tax reforms (CTR Ill)

After some hard bargaining, the Swiss Parliament has ironed out the re-
maining differences between the Council of States and the National
Council on the third round of corporate tax reforms (CTR Ill) and passed
the bill the last day of the parliamentary summer session, on june 17,
2016. Thus the legislators have finally provided the long-needed an-
swers to a tax dispute with the EU that has been going on since 2005
and which centred on the abolition of the Swiss tax privileges for com-
panies with special tax status. In doing so, the Parliament has partly
taken into account the most recent international developments, such
as the efforts of the OECD/G20 to stem base erosion and profit shifting
(BEPS Project).

Below we present an overview of the key elements of CTR Ill and the
next steps, as well as our assessment.

Key elements of CTR 1lI

1) Tax privileges for companies with special tax sta- 2) A cantonal patent box system (privileged taxa-
tus (holding / mixed / domiciliary / principal compa- tion of royalties from patents and intellectual prop-
nies, and Swiss finance branches) will be abolished. erty rights) will be introduced in line with interna-
Harmonized federal rules on the tax-privileged dis- tional standards (OECD, EU). The maximum tax relief
closure of hidden reserves, effective from the on patent box earnings is 90%.

change of status, will partially compensate for this.
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3) The new law aims to give the cantons the option to
allow deductions of domestically incurred re-
search and development (R&D) costs from
the tax assessment base at more than 100% of real
costs. The deductions are capped at 150% of do-
mestically incurred R&D expenditures.

4) The cantons are free to grantrelief on capital
tax on patents and participations, and on loans to
group companies.

5) Interest-adjusted income tax. The cantons
may opt to grant an imputed (notional) interest de-
duction on surplus equity capital. At the federal
level, the deduction is mandatory. The introduction
of the interest-adjusted income tax at cantonal
levelis, however, linked to a minimum taxable share
(60%) applicable to the partial taxation of dividends
for individuals (see item 7 below). The measure aims
to retain mobile financial companies and the financ-

ing activities of corporationsin Switzerland.

6) Cap on new tax breaks. The overall tax relief in
relation to patent box income [item 2], input promo-
tion [item 3] and interest-adjusted income tax [item
5] should not exceed 80% of the taxable net profit.
In calculating the 80% threshold, tax privileges on
hidden reserves (including goodwill) that were dis-
closed by the end of the tax treatment for a hold-
ing, domiciliary or mixed company must be factored
in [item 1]. The legislators thus want to avoid zero
taxation. The cantons are free to set alower cap.

7) Partial taxation of dividends. The cantons may
introduce an interest-adjusted income tax for cor-
porations only if they concurrently levy income tax,
at shareholder level, on dividends from qualified
participations (of 10% or more, as at present) on at
least 60% of the dividend received. The link be-
tweeninterest-adjustedincome tax and partial tax-
ation of dividends is not compelling from a fiscal
point of view; it is merely the result of a political
tug-of-war about the acceptability of the overall
bill.

8) Theintroduction of acapital gains tax for individ-
uals wasrejected.

The tonnage tax for shipping companies and the
proposedabolition of capital issuance tax were
hived off into separate bills, which will be subject to
consultation processes and parliamentary deliberation
at alater time.

While areduction in cantonal corporate tax
rates is not an explicit part of the reforms, it nonethe-
lessis a central elementin cushioning the impact of the
abolition of special-status tax privileges [item 1]. It re-
mains a matter for the individual cantons, however,
and is not part of the CTR Ill bill. The cantons gained
some financial leeway with the increase in their share
of the direct federal tax from 17% to 21.2%. On March
20, 2016, the Canton of Vaud approved, with a clear ma-
jority, an overhaul of cantonal corporate taxation, in-
cluding a reduction of the overall corporate tax rate
from 21.6% to 13.8%. Numerous other cantons (how-
ever, not Zurich) have since voiced their intentions or

plans tolower the effective tax rate.
Next steps

- After the Parliament passed the CTR Il bill, the So-
cial Democratic Party (SP), among others, was quick
to confirm its intention to call a referendum. It has
to be assumed that thisreferendum will take
place (deadline: 100 days; signatures required:
50,000). The popular vote could then be held in Feb-
ruary 2017. If the voters decide against CTR Ill, a
new bill will have to be drafted immediately, since
international developments dictate timely adjust-
ments.

- If the voters accept the bill, the Federal Council will
set the date of its entry into force. The Federal
Council is likely to enact CTR Il first at federal level
and, after a delay, at cantonal level. This means that
CTR Il would become effective at cantonal level as
of January 1, 2019; in other words, the cantonal tax
regimes would have to be abolished by that time
without exception. This would most likely occur
even if the current bill were to fail in the popular
vote and another set of reforms had to be worked
out.
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Our assessment

The parliamentary approval of the CTR Il bill was an
important step in achieving an internationally ac-
cepted corporate taxation regime. The reforms
bring more legal and planning certainty to the com-
panies affected in Switzerland. Their significance
for the future of Switzerland s pivotal.

The new cantonal tax breaks in relation to patent
box and R&D costs will hardly, or only minimally,
benefit international trading companies. For these
companies, a decrease in the overall cantonal cor-
porate tax rate remains the central aspect.

Tax Partner AG

Zurich, June 2016

The hived-off tonnage tax is hardly significant for
Switzerland as a whole. In contrast, the deferred
abolition of the capital issuance tax (a one-off capi-
tal duty on equity) would clearly bolster Switzer-
land's significance as an investment location. How-
ever, the increase in the cantons’ share of the di-
rect federal tax suggests that the Federal Council
will not abolish the issuance duty in a timely man-
ner.

It should not be forgotten that CTRIllis a winner for
Switzerland's SMEs. They stand to benefit from
lower cantonal tax rates and (in some cases) from
the new tax breaks.
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Tax Partner AG, Taxand Switzerland

Tax Partner AG, Taxand Switzerland, is focused on Swiss and international tax law and is recognised as an impor-
tantindependent tax boutique. With currently 12 partners and a total of 38 professionals, the firm has been advis-
ing multi-national and national corporate clients as well as individuals since it was establishedin1997.

Tax Partner offers the fullrange of tax advice thereby offering a unique in-depth service quality toits clients.

As a part of its growth and continuously expanding international relationships, Tax Partner co-founded Taxand in
2005. Taxand is the world's largest independent tax organisation delivering high quality integrated tax advice
worldwide.

Tax Partner has repeatedly been nominated as aleading tax firmin Switzerland in several international rankings.
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This publication highlights certain issues and is not intended to be comprehensive or to provide tax or legal advice. Tax Partner AG is not liable for
any damage resulting from the information provided. To unsubscribe, send an e-mail to unsubscribe@taxpartner.ch.



