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Important notice

This document provides an overview of the basic fiscal conditions valid as at
year 2012 for companies wishing to set up in the canton of Vaud. While it

refers to various essential aspects of the Vaud tax environment, this document
should not be considered exhaustive on the basis of the information it contains
(provided as information, without guaranteeing its application to specific cases)
and is not intended to provide the detailed and targeted information required to
take decisions relating to setting up a business. So we recommend that you get
specialist advice before taking concrete steps.
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1. PROFIT AND CAPITAL TAX

There are many different ways of structuring your business opera-
tions in the canton of Vaud which can help optimize your company’s
tax situation. In addition, the specific location may entitle your com-
pany to significant tax reduction incentives.

On a cantonal and municipal level, as well as for direct federal tax,
legal entities, as a rule, having either their registered office or their
effective administration in Switzerland, are subject to tax on an un-
limited basis.

Profit tax is levied at all three levels: federal, cantonal and municipal,
while only cantons and municipalities levy a tax on paid-in capital
(registered capital or share capital) and reserves. In the present do-
cument, the term « cantonal tax » will also cover the communal tax.
Except for holding company regime, cantonal tax on profit is credited
on cantonal capital tax since January 1, 2009.

The tax rate imposed on companies in Switzerland depends on the
type of legal entity and the company’s purpose and activity. Swiss
partnerships, in brief, are not considered as “legal entities” in Switzer-
land and therefore, their profits and net worth are taxed directly to the
individual partners. There is much more variation in the tax treatment
of Swiss companies, which are most often either corporations or limi-
ted liability companies. Furthermore, the main activity (core business)
of the company is the most important factor which the taxation de-
pends on. The tax rates that are mentioned in this document are the
effective ones (deductibility of tax already taken into account).

The Swiss tax system outlines various types of entities for tax purpo-
ses. The main fiscal regimes are :

> the ordinary company,

> the holding company,

> the mixed holding company,

> the auxiliary (base) company,

> the principal company,

> the service company (cost-plus company),
> the finance branch.

Branches may also be entitled to some of the tax treatments men-
tioned above.
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1.1. ORDINARY REGIME

An operating company performs commercial or other business activi-
ties in Switzerland, and is taxable on its profits and capital.

The federal direct tax on profits after tax is of 8.5 %. As the tax is
deductible, the effective federal direct tax rate is of 7.83 %. This rate
may even be reduced if other taxes are deductible simultaneously.

The tax rates can be quite different between the various municipali-
ties and generally consist in a base rate, as well as additional com-
munal and cantonal multipliers, which can be adapted every year by
the Municipal Council.

Example

Company located in Lausanne

Equity 5'000'000
Income 14'285'714
Expenses (4'285'714)
Profit before taxes 10'000'000
Cantonal profit tax 16.97 %
Federal profit tax 6.50 %
Tax on capital ' 0.00 %
Total tax burden 23.48%

' Cantonal tax on profit is credited against capital tax.
The ordinary capital tax rate is 0.07 %.

Note

These rates should only be considered indicative and are
only meant to allow comparisons (mainly with regard to the
ordinary tax regime).

They are computed based on the specific example and
therefore do not apply in a general way.

1. PROFIT AND CAPITAL TAX

1.2. HOLDING COMPANY

This special tax regime strictly applies to companies whose main
statutory purpose is the management of substantial investments
(qualified participations) in the capital of other corporations on the
long term. These companies cannot carry out commercial activities
in Switzerland.

Furthermore, two-thirds of the assets or income of a Holding Com-
pany must derive from long term and essential participations (based
on book value, or upon request, on the fair market value of all
balance sheet’s items). Long term loans to subsidiaries may qualify
as participation as well, subject to certain conditions.

At the cantonal level, holding companies are exempt from profit
tax and benefit from a reduced capital tax rate on their equity. This
exemption does not apply to real estate income.

An investment is considered substantial (qualified participation) when
its owner may exercise, at least, a notable influence on the manage-
ment of the company’s activities.

This regime is granted only at the cantonal level. At the federal level,
the participation reduction system applies (see below “Industrial or
commercial holding company (Mixed Holding)"), meaning that income
which does not derive from participations is fully taxable (7.83 %)
while the income deriving from participations is widely exempt.

Example

Company located in Lausanne

Equity 5'000’000
Dividend 8'5626'316
Interest 2'000’000
Expenses (526'316)
Profit before taxes 10’000’'000
Cantonal profit tax 0.00 %
Federal profit tax 1.48 %
Tax on capital 0.18%
Total tax burden 1.57 %
Participation reduction for

Federal Profit Tax 82.28 %

Note

These rates should only be considered indicative and are
only meant to allow comparisons (mainly with regard to the
ordinary tax regime).

They are computed based on the specific example and
therefore do not apply in a general way.
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1. PROFIT AND CAPITAL TAX
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1.3. INDUSTRIAL OR COMMERCIAL HOLDING COMPANY
(MIXED HOLDING)

Certain form of companies handling at the same time commercial
and/or industrial operating activities and holding participations bene-
fit from the participation reduction regime at the cantonal and federal
levels. According to this regime, dividend income and capital gain
(both of them less the financing and administrative costs) derived
from qualifying participations are tax exempt and the profit of the
company is consequently taxed at a reduced rate according to the
proportion between the exempt participations net income and the
total net profit.

Qualifying participations are defined as follows :

> For dividend income exemption purposes : participation of at
least 10 % in the capital of another company or with a fair market
value of at least CHF 1 million. A share of 10% at least in the
profit and reserves of a company does also qualify.

2 For capital gains exemption : participation of at least 10 % in the
capital of another company or it entitles a share of 10% at least
in the profit and reserves of a company and that the ownership
has lasted at least one year. Finally, the income generated by
the sale should exceed the investment cost computed based on
specific criteria.
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Example

Company located in Lausanne

Paid-in capital 5'000'000
Dividend 4'285'714
Trade income 10’000'000
Expenses (4'285'714)
Profit before taxes 10'000'000
Cantonal profit tax 10.07 %
Federal profit tax 3.86%
Tax on paid-in capital ' 0.00%
Total tax burden 13.92%
Participation exemption rate 47.29%

' Cantonal tax on profit is credited against capital tax.
The ordinary capital tax rate is 0.07 %.

Note

These rates should only be considered indicative and are
only meant to allow comparisons (mainly with regard to the
ordinary tax regime).

They are computed based on the specific example and
therefore do not apply in a general way.

1. PROFIT AND CAPITAL TAX

1.4. AUXILIARY COMPANY / BASE COMPANY
(OR MIXED COMPANY)

International administration companies whose revenues and related
expenses are generated at least at 85% from abroad qualify for this
privileged tax regime. It is underlined that both counterparts should
be located outside Switzerland. These companies do predominantly
depend on markets and activities located, respectively carried out
outside Switzerland.

Under this regime and provided that the shareholder is not residing in
Switzerland, 80% to 90% of the foreign income from the following
activities may be tax exempt at cantonal level :

< international commercial activities (purchase and sale of any
products that do not pass through Switzerland),

2 financial management (financing, cash management, currency)
with foreign counterparts,

2 licenses, trademarks and patents developed outside Switzerland,

2 operations of European or international headquarters (principal
structure),

- centralized purchases, etc.

Swiss source income is taxed according to the ordinary regime.

If the company is owned by Swiss residents, the tax rates here below
are increased based on specific criteria.

© Centre Patronal

Example

Company located in Lausanne
(no shareholder being Swiss resident)

Equity 5000000
Foreign income 114'285'714
Foreign expenses (80'000’000)
Profit before taxes 34'285'714
Cantonal profit tax 2.34 %
Federal profit tax 7.65 %
Tax on capital 0.00 %
Total tax burden 9.99 %

! Cantonal tax on profit is credited against capital tax.
The capital tax rate amounts to 0.023 %.

Note

These rates should only be considered indicative and are
only meant to allow comparisons (mainly with regard to the
ordinary tax regime).

They are computed based on the specific example and
therefore do not apply in a general way.
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1. PROFIT AND CAPITAL TAX

1.5. PRINCIPAL COMPANY

This special tax regime applies at the federal level to Swiss com-
panies (general and regional headquarters) which manufacture and
sell goods generally abroad through contract manufacturers and lo-
cal agents (commissionaires or stripped buy-sell arrangements).

According to this regime, the taxable sales profit is reduced by a
maximum of 35 % at the level of the federal direct tax. Non-com-
mercial profits such as financial investment income, royalty income
and commissions are fully taxed.

At cantonal level, the base company regime may be applicable if the
relevant conditions are met (cf. chapter 1.4.). If the goods manufac-
turing takes place in Switzerland, and therefore no base / auxiliary
tax ruling may be granted, the ordinary tax regime is applicable at
the cantonal level, subject to the granting of the principal company
tax regime at that level as well.

The Swiss principal tax status meets all the most modern supply
chain management’s requirements.
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Example

Company located in Lausanne

(no shareholder being Swiss resident - base company
regime)

Equity 5'000’000

Foreign income 114'285'714

Foreign expenses (80'000’'000)
Profit before taxes 34'285'714
Cantonal profit tax

(base company regime) 2.38%
Federal profit tax 511 %
Tax on capital ' 0.00 %
Total tax burden 7.50 %

' Cantonal tax on profit is credited against capital tax.
The capital tax rate amounts to 0.023 %.

Note

These rates should only be considered indicative and are
only meant to allow comparisons (mainly with regard to the
ordinary tax regime).

They are computed based on the specific example and
therefore do not apply in a general way.

1. PROFIT AND CAPITAL TAX

1.6. SERVICE COMPANY

A company which performs functions or services to member compa-
nies offering administrative, technical, scientific or marketing assis-
tance is considered captive. Such a company has not for purposes
to make profits (it is only organized as a cost center). Its costs are
covered by an affiliated company, usually the parent company.

The mark ups of service companies must be determined in accor-
dance with the arm’s length principle, on the basis of comparable
uncontrolled transactions and with appropriate ranges of mark ups
for any individual case.

This margin is usually taxed at the ordinary rate.

The service company regime does generally not apply to manage-
ment and financial services.
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1.7. FINANCE BRANCH

The finance branch is a structure which usually consists in a foreign
company with a Swiss registered branch. The branch uses funds
obtained from the head office, related or third parties to finance
affiliates within the Group. There is a minimum funding requirement
of CHF 100 million. Financing activities include lending, cash ma-
nagement, foreign exchange hedging, etc.

This tax regime allows a notional interest deduction for tax purpo-
ses. The cantonal base company status may be combined with this

tax regime.

In that case, the overall tax burden could range between
1% and 2%.
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2. TAX HOLIDAY

2.1. CANTONAL AND COMMUNAL DIRECT TAX (CCT)

According to the Cantonal Direct Taxes Act of July 4, 2000
(LI = Articles 17, 91 and 189), a temporary tax holiday, either full
or partial, on cantonal profit and equity taxes may be granted for a
maximum 10-year period. It is reminded that the term “cantonal tax”
does also cover the communal tax.

The State Council intends in that way to encourage the creation of
enterprises as well as the creation of jobs in the Canton of Vaud.

Beneficiaries

The temporary tax holiday is granted to newly created enterprises
that carry out a long-lasting activity in the canton. It applies also to
enterprises that modify in a substantial way their activities and under-
take an important economic reorganization.

The temporary tax holiday first concerns enterprises that “serve the
economic interests of the canton”. This valuation falls within the com-
petence of the government organization and is in keeping with the
general pattern of economic development. The State Council has
thus defined the following high-priority fields and activities :

life sciences (pharmaceutics, biotechnology, medical technology),
precision industry,

information and communication technology (ICT),

energy and environmental technology (cleantech),
food-processing / nutrition industry,

top-of-the-range products industry,

international sport.
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Rates and duration
The temporary tax holiday is of at most 100 % for 10 years.
Very specific criteria apply as regards rate and duration :

the sector of activity,

the number of jobs created,

the nature and the volume of the investments,

the setting-up area,

the cooperation with high schools and research centre within the
canton,

the competitive situation,

the possibilities to diversify the regional fabric (indirect economic
repercussions for the canton and the region),

> the enterprise autonomy from outside in decision-making and
operating.
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As a general rule, a temporary tax holiday is granted in two five-year
periods of time, when it refers to 10 years. The extension to the
second period of time depends on the capacity of having achieved
the forecasted creation of jobs and investments put forward in the
initial application.

Other conditions apply, in particular a claw-back clause (keeping of
the activity in the canton for a maximum period of ten years after the
end of the tax holiday).

Procedure

Based on the advance notice of the Office for Economic Affairs
(SPECo), of the Cantonal Tax Administration (ACI) and of the Muni-
cipal Tax Administration where the enterprise is located (residence),
the tax holiday decision is taken by the State Council (Government).

Requests submitted to the Office for Economic Affairs (SPECo) or
to the Cantonal Tax Administration (ACI) are treated confidentially.

2. TAX HOLIDAY

TAX HOLIDAY
Decision process

r Request

Cantonal Tax Administration (ACI) (ACI)
Route de Berne 46 / 1014 Lausanne
Tél. +41 21 316 21 21 / Fax +41 21 316 21 40

| Advance

notice

Company

Local council

= Consultation = of the municipality
where the applicant is located

Request T

Office for Economic Affairs (SPECo)
Economic Promotion

Rue Caroline 11 / 1014 Lausanne

Tél. +41 21 316 58 20 / Fax +41 21 316 61 52

1
Adva.nce Advance
notice r

notice

Department of Finance and External Relations (DFIRE)

Proposition

v

State Council (Government)

Decision

v

Company

Filing
The tax holiday application must consist in the following documents :

> a business plan or a presentation of the enterprise (general
information, chart, products and services, marketing and distribu-
tion, competition, financing plan, etc.),

2 adetailed overview of the financing situation of the enterprise (bal-
ance sheet, revenues, profit & loss, share capital, liabilities, risks,

2 etc.), a description on the economic impact of the activities of
the enterprise (number of new jobs created, payroll, volume of
investments, partnerships with subcontractors, collaborations with
academic or research institutions, added value for the regional
economy).

Furthermore, the application must include the following attachments :

9 articles of association and trade register record,

2 the last two years Financial statements (for existing enterprise),
including the auditor report,

9 a budget of the current and next two years (estimated profit and
loss),

> a signed engagement form to comply with the existing collective
workplace agreements (available on the web site
www.vd.ch/promotion-economique),

< a formal tax holiday request.
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Office for Economic Affairs (SPECo)
Economic Promotion

Rue Caroline 11

CH - 1014 Lausanne

Phone : + 41 (0)21 316-5820

Fax: + 41 (0)21 316-6162

E-mail : info.speco@vd.ch

Internet : www.vaud.ch/en/services/companies

vaud.



