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Limited liability companies and genera and limited partnerships are most often used if the foreign
investor has a need for a tax conduit. In particular, the limited liability company (LLC) can be
structured in ahybrid way, i.e., the LLC is considered for Swiss tax purposes as a legal and taxable
entity whereas foreign tax jurisdictions treat it as a flow through entity. This hybrid character may
offer attractive tax planning opportunities.

One of the reasons to establish a share corporation is the relatively free transferablity of its shares
whereas the equity interest in LLCs can be transferred only in connection with a notarial deed (a
written contract will suffice under proposed legislation) and a corresponding entry in the local
commercia register to which the public has access. Considering this, the share corporation
provides increased or total anonymity either by registered or bearer shares. Another advantage of
the share corporation is of course its limited liability, but this aspect also appliesto LLCs and the
limited partners of alimited partnership.

Finally, market perception is also an important factor when a foreign investor is deciding on the
type of corporate vehicle to form or incorporate. One should note that the public considers a share
corporation as a more serious business undertaking thanan LLC, i.e., an LLC is still considered the
preferred investment vehicle of small investors.

Establishment of a Branch

The establishment of a Swiss branch of a previously formed foreign company may offer
interesting tax planning opportunities in comparison with the formation of a Swiss company. The
use of abranch may be beneficial if the domestic tax law of the foreign enterprise or the applicable
tax treaty provides for a tax exemption of the Swiss branch?s profits for taxes paid in Switzerland.

One should also consider that a profit repatriation from a Swiss branch to its foreign headquarters
is not subject to the dividend withholding tax of 35 percent as is the case with a dividend
distribution from a Swiss subsidiary to its foreign parent company. Though most Swiss tax treaties
provide considerable reduction of the withholding tax, the zero withholding tax rate of a Swiss
branch may provide for even greater tax advantages. In particular, if no tax treaty is available, or if
the portion of the Swiss withholding tax that cannot be recovered from the Swiss federa tax
authorities cannot be used as a deduction or credit on the foreign tax return, establishment of a
Swiss branch may be the more prudent vehicle from atax perspective.

The level of branch profit taxation in Switzerland is - generally speaking quite low since the same
expense deductions that are available to Swiss subsidiaries of foreign parent companies are also
granted to a Swiss branch. Also, the Swiss tax authorities usually accept that an arm?s length
interest rate is presumed on that portion of funds received from the foreign headquarters, which is
not treated as equity.

Another issue of branch taxation in Switzerland pertains to profit alocation. Though the various
state tax authorities in Switzerland have different approaches, they tend to assume in international
cases the "separate entity” approach, since the Swiss tax treaties usually provide for that method. In
other words, the taxable income or the taxable loss of a Swiss branch is determined on its separate
accounts and without taking into account the total group results. In other words, the set-off of an
overall group lossin favor of the Swiss branch?s profit is not allowed.

Company Taxation

General Aspects



The federalcorporateincometax in Switzerlandis 8.5 percentwhich is quite low in comparisol
with othertaxjurisdictions.However,unlike othercountrieswherefederaltaxationconstituteghe
main tax burdenboth for companyandindividual taxpayers Switzerland?stateincometaxesare
usually more burdensomehan the federalincometax. Accordingly, it makessensefor foreign
investorsto choosetheright state(canton),and,within thatstate the right community,to establist
jurisdiction, since communitiesare also entitled to levy income and capital taxesbasedon a
communitymultiplier appliedto the statetax rate.

The morefavorablecorporatestatetax regimesinclude the Cantonsof Schwyz,Zug and Zurich,
which have corporatestate and local tax ratesbetweenl12 and 25 percent,dependingon the
communitymultiplier, which resultsin anoverallfederalandstatetax rateof 20.5percentto 33.5
percent.

Repatriation of Corporate Profits

Thereareno restrictionson the repatriationof profits andcapitalgainsfrom Switzerland Froma
tax perspective pne exceptionmay exist. The taxing authorities,both on the federal and state
levels,usuallyrequirethe existenceof a minimum debt-equityratio of 70/30which may resultin
reclassificationof interestpaymentsas dividend payments.In the caseof reclassification the
subsidiarymay be confrontedwith a 53 percentwithholding tax (35 percentgross-up)on the
reclassifiednterestpayments.

Another exceptionis in the corporatelaw requirementfor building up mandatoryreserve:
(so-called"generalreserves”)Five percentof annualnetincomemustbe allocatedto the genera
reservesuntil suchgeneralreserveattains20 percentof the paid-in sharecapital. After that, 10
percentof dividendswhich are paid in excessof a dividend of five percentand any proceed:
receivedin excesf the parvaluein the caseof further shareissuancenustalsobe allocatedto
generalreservesTo the extentthatgeneralreservesio not exceedb0 percentof the sharecapital,
generalreservesanonly be usedto coverlossesor to preventor mitigateunemploymenbr other
such measuresSpecial provisions on the establishmenf generalreservesapply to holding
companiesandlicensedransportatiorandinsuranceusinesses.

Dividends-Received Deduction

Corporateancometax lawsin Switzerlandprovidefor economicdoubletaxationby levyingincome
taxesboth on corporateprofits andon dividendincomereceivedby the shareholderdn situations
where an additionalcompanyis interposedoetweenthe shareholdeand the operatingcompany
theresultwould be economidriple taxation.

In order to avoid such excessivetaxation, Switzerlandpermits a companyreceiving dividends
derivedfrom qualifying holdingsto reduceits federalandstatecorporateaxesby a formulaonthe
ratio of netqualifying dividendovertotal netprofits. To qualify for the tax relief describedcabove
a Swisscompanymustown at least20 percentof the registeredcapital of anothercompanyor a
participationexceedinghefair marketvalueof CHF 2 mio.

Holding Companies

First of all, oneshouldnotethatthe holding companyconceptin Switzerlandis purely a statetax
law concept,i.e., on the federallevel, thereis no generaltax relief for holding companiesOne
exceptionis of coursethe above dividends-receiveddeduction.As a result, a pure holding
companyis totally exemptfrom federalcorporatencometaxesearnedhroughqualifying dividend



income.

Secondthe federaltax reform act of 1997 introduceda favorabletax treatmentfor capital gains
realized on companyparticipationsof more than 20 percentheld for more than one year and
acquiredafter Januaryl, 1997.As of Januaryl, 2001,the cantonsareallowedbut not requiredto
introducea similar tax relief on the statelevel. As an example the cantonof Zirich hasenacte«
suchatax relief asof this date.Non-qualifyingholdingsacquiredbeforeJanuaryl, 1997,canbe
soldin Zurichwith atax-freecapitalgainonly afterJanuary, 2007.

In addition,mostof the cantonsin Switzerlandhaveadopteda holding companyconceptfor tax
purposes.Such holding companiesare exempt from any state corporatetax income. This
exemptionincludesincomefrom dividends,nterestroyaltiesandall capitalgains.

Domiciliary companies

Domiciliary companiesmay not have any administrativeactivity in Switzerlandand must be
exclusively engagedin commercial activities abroad. They can range from small letterbox
companies without any staff or other infrastructure to large operational headquartersof
multinational companies. The activities of domiciliary companies typically include the
managementof investmentssuch as real estateor securities,ancillary financing, brokerage
accounts or commissions, exploitation of intellectual property, invoicing etc. However
acquisitions,market researchand trading, agencyand fiduciary activities are not allowed. The
same is true for any sales activity in the territory of Switzerland whereasby contras
foreign-foreignsalesareallowed.

The conceptof a domiciliary companyis a statetax conceptj.e., the tax reliefs providedto those
companiesare not availablefor federaltax purposesCompaniesgualifying for the statusof a
domiciliary companyare completelyexemptfrom stateincome taxeson dividendsand capital
gainsfrom financial participations.

Furthermore foreign-foreignsalesof domiciliary companiesare only marginally taxed,which is
the main reasonfor choosingthis tax status,i.e., only a fraction of net income derived from
foreign-foreignsalesconstitutedaxableincome.By way of examplejn the cantonof Zurich, only
five percentof suchnetincomeconstituteghe tax basiswhichis thentaxedatthe ordinarytax rate
of about25 percent(dependingon the communitytax multiplier), which resultin substancen tax
rateof only 1.25 percent.

A further advantageof the domiciliary companyis the so-called fifty-fifty practice,i.e., a
domiciliary companymay distribute50 percentof its grossprofits in the form of managemenor
royalty fees without substantiation.Such tax relief can be requestedunder federal, state and
community tax laws. The fifty-fifty rule is aimed at minimizing the numberof tax litigation
revolvingaroundthe evergreenssuesf deductibility of expensesndconstructivedividends. Any
paymentin excessof 50 percentmustbe justified. From the remainingincome,only manageria
expensesto a limited extent)andtaxespaid maybe deducted.

Mixed Companies

Otherthandomiciliary companiesso-calledmixed companiesnay haveto someextenttheir own
businessactivities. However,this businessactivity is predominantlyforeign related.In the cantor
of Zurich for instance a predominantlyforeign relatedbusinessactivity is assumedf 80 percen
of netincomestemsfrom foreign sourceslIn addition, the Zirich tax authoritiesrequirethat 80



percentof thebusinesexpensesnustbeincurredin connectiorwith foreignbusinessctivities.

Here again,only a fraction of netincomederivedfrom foreign-foreignsalesconstitutestaxable
income. The cantonof Zirich allows asa tax basisbetweenl0 and 20 percentof the netincome
derived from the foreign-foreign saleswhich is again taxed at the ordinary tax rate. Mixed
companiesnayalsobenefitfrom the abovefifty-fifty rule.

Service Companies

If a Swissgroupcompanyprovidesservicego othergroupcompanie®f a multinationalenterprise
eitherin Switzerlandor abroad thoseservicecompaniesanapply for specialtax relief whereby
incometaxation- both on the federalandthe statelevels- takesplaceon a costplus basis.In the
cantonof Zurich, the cost plus methodis (a) either 5 percenton all expensesncluding income
taxesand other taxesor (b) 8.33 percenton the salaryexpensesThe cost plus taxationis very
often subjectto particular tax rulings in order to avoid unnecessarytax litigation. Service
companiesusually provide intragroup servicessuch as technical, administrativeor scientific
assistancencludingresearctor promotionactivities.

Newly Established Enterprises

For federaltax purposesnewly establishe@nterprisesregrantediinancialassistancen a caseby
casebasisin theform of interest-fredoansor bankguarantees.

On the stateandcommunitylevels,therearetax privilegesfor newly establisheanterprisegimed
at benefitingthe stateeconomy.Usually, thosetax privilegesincludea completetax exemptionof
up to ten yearsafter the formation of the businessEnterprisesnot receivingthe maximumtax
relief can expecttax reductionsof between30 to 50 percentover varying periodsof up to ten
years.

All suchtax relief dependn thetype andamountof investmentthe numberof jobs createdand
theregionaldevelopmenbpportunitiesa particularenterprisemay bring to the state Not only have
manufacturingenterprisedeengrantedsuchtax relief, but also banks,insurancecompaniesand
accountindirms.

Venture Capital Firms

Effective sinceMay 1, 2000,the SwissParliamenthasenacteda FederalLaw Act on the Taxation
of Venture Capital Firms. Qualifying venture capital firms are therebyfreed from paying their
stamptax which is currently 1 percentfor a sharecapitalexceedingCHF 250’000. Theseventure
firms may also qualify for the dividends-receivedleductionas explainedaboveif they have
holdings exceedingb percent(insteadof 20 percent)or exceedinga fair marketvalue of CHF
250’000 (insteadof CHF 2 mio.). Furthermore private investorsgranting subordinatedoansto
qualifying venturefirms may be grantedsometax relief on their federaltax return. Somestate:
havealsointroducedsimilar legislation.

In orderto qualify for suchtax relief, the venturecompaniegnustinvestat least50 percentof their
fundsin so-calledinnovativeandinternationallyfocusedprojects.Also, they mustbe registeredn
Switzerlandand they are requiredto conduct substantialoperationalactivities in Switzerland
Furthermore,the sharesof such a venture company must not be publicly traded and major
companieshavingmore than 100 employeesannothaveshareholding®f morethan25 percent
Finally, the qualifying venturecompanyis requiredto makeits investmentswithin the first five



years after the business begins its activity.
Taxation of Individuals
Taxation of Individualsin General

There is no room to address the income and wealth taxation of individuals residing in Switzerland
or the taxation of their investments in Switzerland. Generally speaking, however, and depending
on the state and the community in which the individual seeks hasitstax residence, there are usually
very interesting tax rates available, which makes it easier for businesses to attract qualified
professionals. The following section addresses three tax planning tools where Switzerland can
make a difference taxwise and compares Switzerland with other European and non-European
countries.

Tax Freedom from Capital Gains

If anindividual taxpayer in Switzerland sells privately-held assets, there is no tax on capital gains.
Exceptions apply only to so-called professiona investors who use, for instance, options or other
derivative financial instruments as leverage. According to various Swiss Federal Supreme Court
decisions, the following actions or characteristics may result in the qualification of an individua
taxpayer as a professional investor: short holding periods between trades, particular professional
knowledge, a certain level of trading frequency, or a strategic investment approach. If an
individual taxpayer is deemed to be a professional investor, he or she will be subject to income tax
on the capital gains from the transactions. There are no special capital gains tax rates in
Switzerland, i.e., acapital gain istaxed at regular income tax rates.

Lump-Sum Taxation

A particularly attractive form of tax relief is available to persons who intend to reside in
Switzerland for the first time or after an absence of more than 10 years if they do not engage in a
professional activity, either self-employed or otherwise, in Switzerland. The individual may
engage in a professional activity outside Switzerland. The second condition in order to qualify for
the tax relief to be discussed below is that if the person was absent from Switzerland as described
above, for more than 10 years, during the 10 year absence from Switzerland, the individual must
not have developed any professional activity in Switzerland while abroad. This tax relief is often
viewed as aretirement tax relief.

Under available lump-sum taxation, the taxable basis is the cost of living in Switzerland and
abroad, i.e., the taxable income itself is not the tax basis. In practice, the taxable living costs are
subject to negotiation with the competent state tax authorities; however, expenses for food and
clothing, housing, employees, leisure, vacations, cars, boats etc. are usually included.

Furthermore, the state tax authorities require that the amount of tax payable must exceed the
income tax which would be due on certain Swiss source income such as income from real estate
situated in Switzerland or other financial assets invested in Switzerland or income from intellectual
property rights applicable in Switzerland. Also, the tax on foreign source income for which a
partial or total reduction of foreign taxes is requested under a tax treaty must also be higher. This
comparative calculation must be made on an annual basis.

Absence of Inheritance Taxes



On the federallevel, thereis no tax on inheritance.On the statelevel, thereare more and more
cantonswhich renouncethe levy of inheritanceor estatetaxes.Currently,the cantonof Schwyz
does not have any inheritancetax and other cantonssuch as Zurich have recently abolishec
inheritance tax for children or other descendantswhich opens interesting tax planning
opportunities.

Employee Participation Programs

Employee participation programs have become overwhelmingly popular in Switzerland. In
particular,companieseekinga stockquotationin Switzerlandor elsewhereareusuallyconfrontec
by financial analystsaskingwhetherthe companyhasa stock plan or a stock option plan at least
for its managementStock and stock optionsareincreasinglyissuedby privately-heldcompanie:
too.

An interestingtax planningopportunityin Switzerlandis that both stocksand stock optionsare
usuallytaxedwhengrantedandnot whenexercisedAccordingly,any subsequenhcreasen value
is usuallyconsidered tax-freecapitalgain for individual taxpayersin addition,therearevarious
discountsavailableif the stocksor stock optionsare vestedfor a certainperiod of time, which
furtherreducesgheincometax burden.

Immigration
Current Legislation
a. Self-Employment

Professionalsseeking a self-employedprofessionalactivity are still subjectto considerabl
immigrationbarrierssincethe work permitsdiscussedbelow- with the exceptionof the C-Permit-
are all issuedonly in connectionwith employmentthrough an establishecemployer.A foreign
entrepreneucan establisha legal entity - a sharecorporationor a limited liability company,for
instance- which itself employsthe entrepreneurthoughthe particular requirementsvary from
stateto statein Switzerland.Thereare manyrulesregardingsucha proposal.Most notably, it is
importantto recognizethat minority shareholdingsare acceptedin most states,i.e., where an
entrepreneutholds, for instance,a 10 percentstakein a corporationand is at the sametime
employedby that corporation,sucha situationmay entitle the entrepreneuto a work permit. In
such a case,additional shareholdingsvould be subjectto individual negotiationwith the state
immigration authorities.In otherwords, the stateimmigrationauthoritieshavesomediscretionin
decidinga particularcase andthe stateshavethe tendencyto construemmigrationlawsin amore
liberal way in order to attract foreign businesseghat will benefit the citizens of its state

b. Employment

Professionalseekingemploymenin Switzerlandcanapplyfor threetypesof working permits:(a)
the so-calledl20Day Permit,(b) the B-Permit,and(c) the C-Permit.

The 120 Day Permit, as the nameimplies, allows a foreign employeeto work and live in
Switzerlandfor an aggregatef 120 daysperannumin Switzerland It is renewableon anannua
basis (for instance,supervisinga Swiss subsidiarytemporarilyor for a limited period of time).
Thereareno quotasfor the 120 Day Permit.

TheB-Permit is aworking andresidenceermitwhich allows a foreignemployeeo live andwork



in Switzerland for a period of 1 year. Beside the 120 Day Permit, a foreign employee usually starts
working in Switzerland with a B-Permit. For this kind of work permit, there are quotas both on the
state and federal levels, and in order to receive a B-Permit, a quota must be available. A quota can
be used if an employer can prove that (a) no comparable domestic worker is available and (b) that
the employment of the particular foreigner is to the benefit of the local state economy. However,
and this is an important exception, B-Permits issued in connection with so-called intracompany
transfers of higher management are quota-free.

A B-Permit is valid only for a particular state and particular employment, i.e., any change of
residence from one state to another state or a change of the employer requires a renewed
application. Family members of B-Permit holders may come to Switzerland, however, their
employment depends again on the issuance of a separate working permit issuable only if aquotais
available for them aswell. B-Permits are usually renewed every year.

The so-called C-Permit is also caled the Swiss "Green Card". It allows a foreign employee to
work and reside in Switzerland for an unlimited period of time. A C-Permit also alows
self-employed business activity. The change of residence from state to state within Switzerland is
possible under a preferential treatment and changing employersis unrestricted.

The issuance of a C-Permit usualy requires that a foreigner has lived in Switzerland under a
B-Permit for several years. The issuance also depends on the citizenship of the foreigner and on
any applicable bilateral treaties. For instance, American citizens qualify for the C-Permit after a
period of five years, which is in line with the practice for most European nationals. Prior to the
issuance of a C-Permit, there is an examination of the foreigner?s behavior in Switzerland to date.

c. Wealthy Retirees

Wealthy individuals may seek permanent residence in Switzerland. Such permanent residence very
often brings the favorable lump-sum tax arrangement described earlier. Wealthy individuals may
achieve permanent residence if they (a) are older than 55 years, (b) do not exercise any gainful
professiona activity either in Switzerland or abroad, (c) transfer the center of their life to
Switzerland, and (d) can establish a close relationship with Switzerland.

A close relationship may exist if (a) there are extraordinary cultural or economic benefits that an
individual has provided in the past to Switzerland; (b) the wealthy individual has relatives in
Switzerland or (c) the individual resided in Switzerland in the past over several years under proven
integration.

d. Bilateral Treaty between Switzerland and the European Union

In the last year, Switzerland entered into a bilateral treaty on free movement with the European
Union. Thistreaty has not yet been ratified by a number of European EU-countries but is expected
to come into effect by the beginning of 2002. Needless to say, this treaty applies only to foreign
employees coming from a EU-member country that ratified the treaty.

During the first 2 years the treaty is in effect, no change in immigration is expected. During the
following 3 years, the above described quota system will be aleviated to some extent, i.e., there
will be no need to prove that a comparable domestic worker is available; however, a successful
working permit will still require an available quota. After that, i.e., 5 years after the treaty has
become effective, the quota system will be abolished completely. From then on, no quotas will be
required and Switzerland will have only three types of working and residence permits. (@)



Commuters; (b) Short-Term Residents and (c) Permanent Residents.
Foreign Investment in Swiss Real Estate
Overview

Since October 1, 1997, foreign investments in Swiss commercial real estate are no longer limited
under the so-called Lex Koller. This liberalization has drastically helped the commercial real estate
market in Switzerland, and since then, there has been a tremendous influx of foreign capital and
foreign know-how into Swiss commercial real estate business.

Except for foreigners with a C-Permit, who continue to have no restrictions on the purchase of
residential real estate, foreign investments in residential real estate are till restricted. Foreigners
with a B-Permit may, under certain circumstances and to a limited extent, acquire houses or
apartmentsin Switzerland.

Commercial Real Estate

Before the fall of 1997, the acquisition of commercial real estate in Switzerland was subject to a
complex state and federal approval procedure. First of al, it was required that the commercial rea
estate being sold belonged to a permanent establishment. The foreign acquirer then had to prove
that the acquirer was predominantly active in the same field as the permanent establishment, and
that the acquirer was willing to control the business unit owning the real estate. Fortunately, all
those restrictions have been lifted. Today, even wholly owned foreign capital investmentsin Swiss
commercial real estate are possible without any governmental approval.

If commercia real estate is lumped together to include apartments, such apartments may also be
acquired to the extent that they constitute only a minor part of the foreign investment or to the
extent that the construction of the apartment was required under applicable zoning laws. Many
state and community zoning laws in Switzerland require that the construction of a major office or
shopping center include a certain percentage of apartments, and in this context, a foreigner may
acquire an office or shopping center together with the apartments.

Another areato be addressed in the commercial real estate arenaisland reserves. Land reserves are
real estate that has not yet been developed. Such reserves can be acquired by aforeigner if the land
reserves do not exceed 50 percent of the overall land lot to be acquired.

A particular complex problem is the acquisition of Swiss insurance companies by foreigners
because Swiss insurance companies often have considerable portfolios of residential real estate. As
thisis a special interest issue, it is only mentioned here and should be closely reviewed if such an
acquisition is contempl ated.

Residential Real Estate

Foreigners - if they do not have either a B or a C-Permit - are not alowed to acquire residential
real estate in Switzerland. Foreigners with a C-Permit may acquire residential real estate without
any restrictions.

Foreigners with a B-Permit are still subject to certain limitations. They may acquire an apartment
or house if it isto be used as their main residence. As arule of thumb, they may require residential
real estate with dimensions of up to 3' 000 square meters without any approval from state or federal



agencieslf a B-Permitforeignerwishesto acquireland exceeding3’000 squaremetershe or she
will usuallybe grantedsuchapprovalby the applicablestateor federalagencyif the acquirercan
show, basedon the particular circumstance®f his case,that no capital investmentis intended
Suchapprovalsareof coursemostoftenrequestedy wealthyindividualswho wish to build large
estates.

Oncethe residentialreal estatehasbeenacquired thereis no needto sell it if the acquirerleaves
Switzerland.

Besidesthe acquisitionof residentialreal estateasa main residenceforeign persongnay acquire
residentialreal estatefor purpose®f avacationhomeor apartmenprovidedthatthe statein which
theindividual wishesto purchasehe propertyhasavailablethe necessarguotas.

Restrictionson Bank Acquisitions

An acquireror sellerof morethan 10 percentof the sharecapitalor morethan 10 percenof the
voting sharerights in a Swissbank must notify the Swiss Banking Commission(SBC) of such
acquisitionor disposition.The samenotificationrequirementxistfor thresholdf 20,33 and50
percentof the sharecapitalor the sharevoting power.The acquiremrmustalsoestablishfor the SBC
thatit cansecurethe Swissbank?songoingsolid businessconduct. The ability of solid busines:
conductis evaluatedbasedon the financial situationof the acquirer,its businessactivities and
groupstructure Converselythe Swissbankitself is requiredto notify the SBC of anyshareholde
changewithin theabovethresholds.

Specialnotificationandpermitrequirementexistif aforeignacquirerintendsto buy or sell share:
in a Swissbank. The SBC approvesa foreign acquisitiononly if the foreign country wherethe
acquireris registeredgrantsreciprocaltreatment.The SBC makesavailablea list of countries
which grant reciprocal treatment.However, the reciprocal treatmentlist has lost most of its
importancedueto the WTO/GATS Treatyon FinancialServiceslf aforeignfinancialgroupis the
acquirer,the SBC regularly reviewsaswell whetherthereis sufficient consolidatedsupervision

"The content of this article is intended to provide a general guide to the subject matter. Specialist
advice should be sought about your specific circumstances.’
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