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1. Overview of the tax reform m”

= e _
U =

Abolition Introduction Adjustments

Special rules for Transitional rules for loss of status Taxation of shareholders

Principal companies

Increased partial taxation of

dividend income

Swiss Finance Branches Current law step-up (n/a in GE)

Restriction of capital

Special rules for R&D contribution principle

Patent box

£l

Tightened transposition rule

Special tax status

R&D super deduction
Holding companies

Relief limitation 9 - 70%

Domiciliary companies Special rules for holding/financing

Notional interest deduction (only ZH) Extended availability of
credit for foreign taxes

«Mixed» companies
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Case study
FY 2019 Stat acc Federal tax Cantonal tax
Distribution company in the Swiss source  Frgn source
City of Zurich with cantonal tax Earnings before tax 100000 100000 20 000 80 000
i Tax expense -12 212 -12 212 -4 989 -7 223
« »
status of a «mixed company Net income 87 788 87 788 15 011 72777
Taxable quota 100% 100% 15%
Taxable income 87 788 15011 10 917
Tax rate (incl. multiplier) 8.5% 18.3% 18.3%
Tax amount 12 212 7 462 2750 2000
Effective tax rate 12.2% 7.5% 13.8% 2.5%

Meyerlustenberger Lachenal Ltd., Attorneys at Law www.mll-legal.com



Status change
Alternative 1: current law step-up

Step-up available in German-speaking cantons
and Ticino only

Tax-neutral step-up of unrealized gains (incl.
goodwill) in cantonal tax balance sheet at the end
of FY 2019, to the extent these unrealized gains
have arisen under previous relief (i.e. for “mixed”
company to the extent of tax-exempt quota of
foreign source income)

Qualifying participations: depending on canton (e.g.
Zurich), combination of adjustments to tax carrying
amount and to acquisition cost (see page 12)

In certain cantons (e.g. Zurich as from 2020)
unrealized gains disclosed by step-up not subject to
annual capital tax

Tax-effective amortization of disclosed unrealized
gains over 5-10 years, depending on the canton,
whereby the relief limitation (e.g. Zurich 70%) limits
deductibility

Tax accounting (IFRS, US GAAP): in the year of the
step-up, a (possibly high) deferred tax asset arises,
resulting in a corresponding tax income and swing
in effective tax rate reporated

Meyerlustenberger Lachenal Ltd., Attorneys at Law
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Status change

Alternative 1: current law step-up

Case study

Meyerlustenberger Lachenal Ltd., Attorneys at Law
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FY 2020 Stat acc Federal tax Cantonal tax
Earnings before tax 100 000 100 000 100 000
Goodwill amortisation -400 000
Relief limitation (ZH: 70%) 338 594
Tax expense -12 278 -12 278 -12 278
Net income 87 722 87 722 26 317
Tax rate (incl. multiplier) 8.5% 18.3%
Tax amount 12 278 7 456 4 821
Effective tax rate 12.3% 7.5% 4.8%
FY 2020 Stat acc Federal tax Cantonal tax
Earnings before tax 100 000 100 000 100 000
Goodwill amortisation -400 000
Relief limitation (ZH: 70%) 338 222
Tax expense -11 746 -11 746 -11 746
Net income 88 254 88 254 26 476
Tax rate (incl. multiplier) 8.5% 16.0%
Tax amount 11 746 7 502 4 244
Effective tax rate 1.7% 7.5% 4.2%
FY 2020 Stat acc Federal tax Cantonal tax
Earnings before tax 100 000 100 000 100 000
Goodwill amortisation -400 000
Relief limitation (ZH: 70%) 337 845
Tax expense -11 207 -11 207 -11 207
Net income 88 793 88 793 26 638
Tax rate (incl. multiplier) 8.5% 13.7%
Tax amount 11 207 7 547 3 660
Effective tax rate 11.2% 7.5% 3.7%

www.mll-legal.com
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Status change
Alternative 2: dual-rate model

Dual-rate model is the standard under revised Tax
Harmonisation Act (TRAF); level of special rate is within the
competence of the cantons (e.g. GE 6.4%, ZH 1.1%)

During FY 2020-2024 profit split in two separate baskets:
previously ordinarily taxed portions in one basket at ordinary
rate, the realized hidden reserves (incl. goodwill) of
previously exempt business in the other basket at a low
special rate

Unrealized gains (incl. goodwill) of the previously tax-exempt
business determined by ruling at the beginning of the five-
year dual-rate period — cap of portions of income that can
be realized at the special rate over FYs 2020-2024

Relief limitation does not apply here

Effective tax rate (federal, cantonal, municipal) on foreign
source income of a former “mixed” company with dual-rate:
GE: 13.0% (instead of 9.2-11.6% until now)

ZH: 10.6% (instead of 10.1% until now)

In certain cantons (e.g. Zurich) combination with step-up
possible

Tax accounting (IFRS, US GAAP): Gentle increase in
reported effective tax rate as no temporary difference occurs

Meyerlustenberger Lachenal Ltd., Attorneys at Law
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Status change
Alternative 2: dual-rate model

Case study

Meyerlustenberger Lachenal Ltd., Attorneys at Law
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FY 2020 Stat acc Federal tax Cantonal tax
Ordinary rate Special rate
Earnings before tax 100 000 100 000 32 000 68 000
Tax expense -12738 -12738 -6 835 -5 903
Net income 87 262 87 262 25165 62 097
Tax rate (incl. multiplier) 8.5% 18.3% 1.1%
Tax amount 12738 7 417 4610 711
Effective tax rate 12.7% 7.4% 14.4% 1.0%
FY 2021 Stat acc Federal tax Cantonal tax
Ordinary rate Special rate
Earnings before tax 100 000 100 000 32 000 68 000
Tax expense -12 279 -12 279 -6 349 -5 930
Net income 87 721 87 721 25 651 62 070
Tax rate (incl. multiplier) 8.5% 16.0% 1.1%
Tax amount 12 279 7 456 4112 711
Effective tax rate 12.3% 7.5% 12.8% 1.0%
FY 2023 Stat acc Federal tax Cantonal tax
Ordinary rate Special rate
Earnings before tax 100 000 100 000 32 000 68 000
Tax expense -11 801 -11 801 -5 843 -5 958
Net income 88 199 88 199 26 157 62 042
Tax rate (incl. multiplier) 8.5% 13.7% 1.1%
Tax amount 11 801 7 497 3594 710
Effective tax rate 11.8% 7.5% 11.2% 1.0%

www.mll-legal.com
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Status change
Treatment of qualifying participations

Upon transition to ordinary taxation, adjustment
of the acquisition cost and tax carrying amount
depending on the current fair market value of the

participation

Meyerlustenberger Lachenal Ltd., Attorneys at Law
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Status change
Need for action before year-end

— Modelling of cash tax and deferred tax effects
for different alternatives, incl. consideration of
relocation between cantons;
selection of the optimal solution for transition

— Advance ruling:

Timing of status change — possibly different
for income tax and annual capital tax;
possibly interim closing if FY # calendar year

Valuation method

Step-up: Goodwill amortization method,
Exemption of unrealized gains from capital
tax

Possibly combination of step-up/dual rate
Treatment of participations
Tax loss offsetting

Meyerlustenberger Lachenal Ltd., Attorneys at Law
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3. Adjustments of the holding, financing
and management functions

Dr. Julian Klaser

7 October 2019
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Overview of further measures

§ Notional Interest Deduction (“NID”)

§ Reduction of capital tax base

§ Partial taxation of dividends

Meyerlustenberger Lachenal Ltd., Attorneys at Law www.mll-legal.com
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Notional Interest Deduction

Restricted to high tax cantons (total tax rate of at least 18%); measure
will probably only be introduced by the canton of Zurich

Notional interest deduction enables a reduction in the effective tax
burden

Calculation on basis of the surplus equity (without core capital)

In principle, the interest corresponds to the yield for 10-year Swiss
government bonds or on the arm’s length interest rate for intercompany
loans

Subject to 70% relief limitation (in combination with other measures)

Meyerlustenberger Lachenal Ltd., Attorneys at Law www.mll-legal.com



Notional Interest Deduction

Calculation Notional Interest Deduction

Equity Core Equity Surplus
Average value underlying Equity underlying Equity Share
rate inverse rate
% % %
Balance sheet = A
Assumption: All assets are operationally necessary.
Liquid assets (operationally necessary) 200'000 0 0 100 200'000 2.6187
Loan to subsidiary 3'050'000 15 457'500 85 2'592'500  33.9444
Warehouse 2'200'000 40 880'000 60 1'320'000  17.2831
Immovable property 7'000'000 55 3'850'000 45 3'150'000 41.2439 . -
Movable property 1'500'000 75 1'125'000 25 375000  4.91 Surplus equity: Corresponds to the positive
Participations §000000 100 §000'000 0 0 0.0000 difference between the total taxable equity and the
Total assets 21'950'000 14'312'500 7'637'500 calculated core equity.
Debt capital 6'400'000 6'400'000
Equity 15'550'000 L
Total liabiliies 21'950'000 Core equity: Calculated by multiplying the average
profit tax values of the respective assets by the
Total relevant capital 14'312'500 1'237'500 . . .
corresponding underlying equity rates.
Yield 10-year government bonds 1.00
At arm's length interest rate 2.50
Surplus oquity: Share other assets 817439 66,0556 Interest rate on sur_plus equity: In prlr_10|ple, interest
Surplus equity: Share receivables to related parties 420'061 33.9444 corresponds to the yleld on 10'year Swiss
1237500 100.0000 government bonds or at arm’s length interest rate for
Imputed interest deduction on other assets 8'174 inte el P loans.
Imputed interest deduction on receivables to related parties 10'502
Total notional interest deduction 18'676

Source: ESTV

Meyerlustenberger Lachenal Ltd., Attorneys at Law www.mll-legal.com
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Notional Interest Deduction

Reg. seat already in Zurich Reg. seat in another canton

Transfer of reg. seat to the

Strategy Optimization of NID effects canton of Zurich?
G _J/
~
Examine= | Financingsituation T I
LT Structuring alternatives i

Meyerlustenberger Lachenal Ltd., Attorneys at Law www.mll-legal.com
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Notional Interest Deduction

Assets

FinCo (ZH) Liabilities

Share capital 1000
4000

Intercompany loan 4000 -

Liquid assets 1000 - Reserves

5000 | 5000

Relocation of FinCo to Zurich can lead to an
advantageous tax situation if FinCo is heavily self-
financed and grants intercompany loans

NID effect for other assets (not intercompany
loans) is limited, because interest rate for 10-year
Swiss government bonds is negative; therefore no
notional interest deduction

Consolidation of functions (e.g. through merger
companies) may be worthwhile;

Individual case analysis regarding assets,
liabilities, profit situation, etc.

Meyerlustenberger Lachenal Ltd., Attorneys at Law

FinCo ZH

Calculation core equity

Equity
.I. Core equity
Surplus equity

* An at arm's length interest rate can be claimed on the portion attributable to receivables from related parties.
** If this yield is negative, the interest rate on surplus equity is 0 %.

Net profit before NID
NID (Surplus equity * weighted interest rate)
/. Relief limitation 70%

Effective profit tax rate (ZH + Federal government from 1 January 2021) 19
Interest rate towards related parties* 2.
Interest rate on surplus equity 10-year Swiss government bonds (Date: 25.09)**  -O0.
Weighted NID interest rate 2.

Assets Underlying rate
Liquid assets 1'000 0%
Intercompany loan  4'000 15%

Tax calculation

.70%

50%
81%
00%

100
88
70

Net profit after NID

30

Core equity

600

5'000
600
4'400

Effective tax burden

19.70%

5.91%

www.mll-legal.com
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Reduction capital tax basis

Current taxation

In principle, privileged tax rate for status
companies

Capital tax rates vary between cantons

Profit tax can be offset against capital tax in
individual cantons

Meyerlustenberger Lachenal Ltd., Attorneys at Law

4.------_—--------—----_---_----_-------—----_--—-G

Future taxation

Abolition of privileged taxation for status
companies

Introduction of tax imputation system

Exemption, i.e. deduction of up to 90% can be
claimed on qualifying participations, patents and
intercompany loans

www.mll-legal.com
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Partial taxation of dividends (held as private assets)

Current taxation

Participation of at least 10% held as private
assets

ZH: Tax rate on dividend income currently
reduced by 50%

Federal government: At the federal level,
income from qualifying dividends is taxable at
60%

Meyerlustenberger Lachenal Ltd., Attorneys at Law

<------------------_-----—---------_--------G

Future taxation

Participation of at least 10% held as private
assets

ZH: Partial rate system is replaced by the partial
taxation procedure

ZH: Income from

qualifying dividends will only be included in the
assessment base to the extent of 50%
(presumably from 2023: to the extent of 60%)

Federal government: At the federal level,
income from qualifying dividends is taxable at
70%

www.mll-legal.com
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Partial taxation of dividends (held as private assets)

= Distribution of reserves before entry into force of
the tax reform:

Increase in . . . . .
¢ Reduction of profit Federal government: Lower assessment base today;

taxation at federal

level tax rates = ZH: Effects method change on tax burden;

= Substantial distribution and possible wealth tax
consequences.

N N

Method change in
the canton of
Zurich

N N

Adjustments to
capital tax

Excursus: method change

* No difference between the two methods if the
taxable income is already taxed at the maximum
tax rate.

Effects and tax planning

measures  However, if the taxable income is not taxed at the

maximum rate, the partial taxation method is
more advantageous.

{.__________-_-______________-_________-___-______________-_____________-____________

The adjustments relating to transposition must also be taken into account: The sale of participations to a self-controlled company (at least 50% participation) becomes taxable, even if less than 5%

of the participations are sold.

Meyerlustenberger Lachenal Ltd., Attorneys at Law www.mll-legal.com
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Partial taxation of dividends (privately held assets)

Mr. Muller

Sample calculation method change

Dividends from qualifying participation 500
Other income 500
Tax rate at 750 35%
Tax rate at 1000 40%

Ct. ZH: Partial dividend taxation/ tax rate reduction: 50%

Taxable income

Tax on dividend income
Tax on other income
Total tax

Tax rate reduction
1'000
100

200
300

Taxable income
Total tax

Partial dividend taxation

750
262.5

Meyerlustenberger Lachenal Ltd., Attorneys at Law
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Tax shield mechanism / tax deferral

Tax deferral

Tax shield mechanism (GE; VD; VS)

The tax shield mechanism has the effect to reduce the wealth tax payable by individuals who have proportionaly low
income;

The Geneva rule states that taxes at cantonal and communal levels may not exceed 60% of the taxable income taking
into account minimal earnings from assets of 1% (real estate and financial).

Max. income tax rate of approx. 44% and max. wealth tax rate of 1%;

Corporate income tax (flat 14%);

Dividend from qualifying shares benefit from a discount (30%) and are not subject to social security.

Meyerlustenberger Lachenal AG, Rechtsanwalte
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Tax shield explained

CHF 25’000 Federal income tax CHF 1°200

Investment income CHF 100°000 Cantonal/communal taxes (ICC)
Banking fees CHF 25’000 m CHF 13’800
Taxable wealth CHF 10°000°’000 Wealth tax CHF 95’600

Total before tax shield CHF 110’600
Tax shield computation

Max. (ICC) 60% CHF 60’000
Net investment income CHF 75’000

Wealth tax discount CHF 45’600
Min. income (1%) CHF 100°000

Total taxes CHF 61°200
Corrected income CHF 125’000
Other expenses CHF 25’000
Income for tax shield CHF 100’000

Meyerlustenberger Lachenal AG, Rechtsanwalte www.mll-legal.com
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Personal holding company planning
Current state

M. Dupont taxable items

Taxable wealth CHF 10°000°000 (fixed income investments)
Income

- Pension income CHF 25’000

- Investment revenues CHF 310'000

- Banking fees CHF 45’000

Non-taxable items
Realised/unrealised capital gains CHF 50’000
Realised/unrealised capital losses CHF 20’000

Taxes due

Wealth tax: CHF 95’000
Income tax: CHF 103’000
TOTAL: CHF 198°000

Meyerlustenberger Lachenal AG, Rechtsanwalte

www.mll-legal.com
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Personal holding company planning

At the level of the founding shareholder At the level of the company

Transfer of financial assets

Transposition / income tax Issuance stamp tax

The tax is triggered when a shareholder contribution to a Swiss
resident company’s equity exceeds CHF 1 million. The rate is the
higher of either:

The capital gain is converted into a taxable revenue (not tax exempt) in
case the shareholder contributes a stake of more than 5% into a

i : o
company that fs.controlllng.; {50 /0) o - 1% of the nominal value of shares issued.

Current law minimum participation: 5% - 1% of the total amount contributed to the company.

TRAF: 5% threshold abolished as from 01/01/2020 The cost is nil if shareholder capital is less than CHF 1 M and the
contribution is accounted for against a shareholder loan.

Securities transfer tax?

Transfers of securities against consideration are subject to securities transfer tax (0.15% for Swiss securities, 0.30% for foreign securities) where
one of the parties or an intermediary is a registered Swiss securities dealer

Arguably no relevant intermediation by a securities dealer in setting up personal holding company; to be cleared in advance ruling

Need for action before end of 2019

Meyerlustenberger Lachenal AG, Rechtsanwalte www.mll-legal.com
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Personal holding company planning

Tax shield

Tax computation (Geneva rule)

Company taxation

Shareholder taxation

N + 1 Financial statements M. Dupont taxable items
ASSETS LIABILITIES Taxable wealth CHF 10°000’000 (Bank accounts)
- Sh I HF 1°000’
Securities CHF 7'000|Shareholder loan ~ CHF 6000 Share asset value CHF 10001000
Retained earnings CHE 125 - Shareholder loan CHF 6’000°000
Dividend CHF 100 - Bank account CHF 3'000°000
Capital CHF 1'000 Pension income CHF 25000
INCOME EXPENSES Dividend income CHF 100°000 (1% min. income, 70%
thereof taxed)
Financial income CHF 310]Banking fees CHF 45
Taxes CHF 38 Taxes due
Net income CHF 227 Wealth tax CHF 95’000
Taxes due (Reduction tax shield) - CHF 53°000
Personal income tax CHF 27°000
QHF 38’000 (corporate income tax: qapltal tax may be offset against TOTAL CHF 69’000
income; progressive entry into force in Geneva).
TOTAL CHF 107’000

Meyerlustenberger Lachenal AG, Rechtsanwalte

www.mll-legal.com
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Personal holding company planning

Tax shield

Tax computation (Geneva rule)

Shareholder taxation

Company taxation

N + 1 Financial statements

ASSETS LIABILITIES

Securities CHF 8'270|Shareholder loan CHF 6'000
Retained earnings  CHF 1'270
Dividend CHF 1'270
Capital CHF 1'000

INCOME EXPENSES

Financial income CHF 310|Banking fees CHF 45
Taxes CHF 38
Netincome CHF 227

Taxes due
Withholding tax (35%) CHF 445’000

M. Dupont taxable items
Taxable wealth
Share asset value
Shareholder loan
Bank account
Pension income

Dividend income

CHF 11°270’000 (Bank accounts)
CHF 2'270°000

CHF 6°000°000

CHF 3°000°000

CHF 25’000

CHF 1°270°000 (70% thereof taxed)

Taxes due

Wealth tax : CHF 108’000
(Reduction tax shield): -CHF 0
Personal income tax: CHF 380’000
TOTAL CHF 488000
Less WHT - CHF 445000
TOTAL CHF 43°000

Meyerlustenberger Lachenal AG, Rechtsanwalte

www.mll-legal.com




34

Personal holding company planning

2019

Transposition
5% min. threshold of the stake contributed No threshold

Corporate income tax
24.2% 14%
Dividend income taxation

Reduction to 60% of tax basis Reduction to 70% of tax basis

Need for action before End of 2019

Meyerlustenberger Lachenal AG, Rechtsanwalte www.mll-legal.com
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Other major tax developments in 2020+

TRAF
* Restr. capital contribution principle
* Expansion of foreign tax credits

Swiss withholding tax reform

Partial transition to paying agent principle

Proposal Consultat. Parliament debate

LIBOR transition
System change taxation of residential property

Abolition of imputed rental value and deduction of
maintenance costs for owner-occupied first homes

Elimination of federal tax «marriage penalty»
«Multiple tax rate with alternative tax computation»

Digital Tax (OECD)

* Revised nexus and profit allocation rules for MNEs (increased weight of user participation and data)
* Anti-base erosion (minimum tax rate)

Meyerlustenberger Lachenal Ltd., Attorneys at Law
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Thank you for your attention

MLL Tax Team

Markus Frank Huber
+41 44 396 91 57

markus.huber@mll-legal.com
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Implementation of TRAF in the cantonal tax laws

Zurich
Basel-Stadt
Glarus
Lucerne
Nidwalden
Obwalden
Schwyz
St. Gallen
Zug
Fribourg
Geneva

Neuchatel

V. = Public vote

V. 01.09.2019
V. 10.02.2019
V. 05.05.2019
n.R.
n.R.
V. 22.09.2019
n.R.
n.R.
n.R.
V. 30.06.2019
V. 19.05.2019
n.R.

n.R. = No call for a referendum

Meyerlustenberger Lachenal Ltd., Attorneys at Law

Basel-Land
Graubunden
Schaffhausen
Solothurn
Thurgau

Uri

V. 24.11.2019
By now n.R.
By now n.R.
V. 15.12.2019
V. 09.02.2020
V. 20.10.2019

Parliamentary debate in progress

Aargau

Appenzell Ausserr
Appenzell Innerr.
Bern

Jura

Vaud

Valais

Ticino

www.mll-legal.com
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Corporate income tax rates from 2020

Geneva:
14.0%

Meyerlustenberger Lachenal Ltd., Attorneys at Law

Basel City: 13.0%

Zurich:
19.7% (2021)
18.2% (planned 2023)

B i119-12.9%
13.0 - 13.9%

14.0 - 14.9%

15.0 - 17.9%
M -180%

www.mll-legal.com
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Patentbox in 5 steps

1. Does the company have qualifying IP?
- Patents (Swiss or foreign)
- Similar rights

2. Calculation of patent box profit
- Decision about number of patent boxes

- Standardized approach to calculate patent box
profit

3. Calculation of nexus ratio

4. Assessment of cantonal relief
- Patent box relief (max. 90%)
- Overall maximum cantonal relief (max. 70%)

5. Calculation of actual patent box deduction

Meyerlustenberger Lachenal AG, Rechtsanwalte
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Direct vs. Indirect calculation

Patent box

Calculation methods

Direct calculation Indirect calculation
Calculates the profit per patent Needed if the patent is used to generate sales revenue
Usually only possible for patents that are licensed to other (sale of products)
parties: Requires the elimination of all income and expenses that
are not related to the patent
Royalty income 1000 Mark-up of 6% needed to compensate routine activities
. Relevant costs 200
= Net profit per patent 800 Net profit of the company 50’000
*  Nexus ratio 70% /. Financial result 5000
= Profit qualifying for patent box 560 . Trading income unrelated to IP 15’000
. Profit from routine functions 10’000
. Profit from marketing IP 8’000
= Qualifying IP profit 12’000
* Nexus ratio 60%
= Profit qualifying for patent box 7’200

Meyerlustenberger Lachenal AG, Rechtsanwalte www.mll-legal.com
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Entry in the patent box

Patent box
Entry in the patent box

Proposed and discussed solutions:

Basic solution (“Grundlosung”)

Tax-systematic realization at entry into Patent box with subsequent amortization of taxed hidden
reserve within the Patent box = cash tax implications!

Add-back and taxation of all previously deducted R&D expenses

Lower income tax charge if the expenses were deducted under a privileged tax regime (holding,
domiciliary or mixed company status)

Release of taxed hidden reserve within the Patent box (e.g. over 5 years)

= Method proposed by the Federation and the majority of cantons (Al, BE, BL, FR, GE, GL,
LU, SG, SO, SZ, TG, UR)

Deferral solution (“Aufschublosung’)

Similar approach as “Basic solution” but payment of cash-effective entry tax is spread over e.g.
5 years

5> Possible approach in BL in exceptional cases

Meyerlustenberger Lachenal AG, Rechtsanwalte www.mll-legal.com
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Entry tax

Patent box

Entry tax in the patent box

Offsetting solution (“Realisationslosung”)

Patent box benefits are first offset with the accumulated R&D costs. The application of the patent box
is only possible once the accumulated R&D costs are fully offset with the Parent box benefits

Example: accumulated R&D expenses of 1°000. Application of Patent Box is only possible once the
accumulated Patent Box benefits exceed 1’000

Requires the preparation of “shadow accounts” (Schattenrechnung) in order to track the offsetting of
historic R&D costs with accumulated Patent Box benefits

Method proposed by the cantons of e.g. AG, AR, JU, NW, SH, ZG, ZH

However, certain cantons (e.g. Nidwalden and Zurich) do only apply this solution for the first 5 years.
Expenses that are not offset during the 5-year period are subject to a one-time charge at the end of
year 5.

> Patent Box benefit is deferred to the future!
5> Final decision for the application of the patent box needs to be made after year 5
Method proposed by Basel-Stadt and Obwalden

Application of special lower tax rate to calculate one-time entry tax charge

> Both cantons recognized that one time charge is a significant hurdle for companies to apply
the Patent box
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Potential approach for a preliminary feasibility analysis

1. Prepare a matrix with patents, products and the expiry date of each patent
» Patents/products with a long patent protection (i.e. more than 10 years)
» Patents/products with a rather short patent protection (i.e. less than 5 years)
» Products with no patent protection at all

2. Analyze whether the company has other inventions/technology that could potentially be protected with a
patent

3. Do a preliminary high-level assessment of the nexus ratio

» If the nexus ratio is e.g. 10% or 20%, it is likely questionable whether the patent box is beneficial
4. Assess the patent box exemption of the relevant canton

» Some cantons are only granting an exemption of 10 — 30% (e.g. Al, GE, GL, LU, NE, UR)

5. Assess the applicable entry mechanism for the patent box and do a high-level assessment of the
potential entry costs

6. Assess the available data within the company to calculate the patent box benefit
7. Do a preliminary calculation of the expected future patent box benefit

= Conclude whether the patent box appears to be feasible and decide whether a more
detailed analysis should be performed!
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