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ITALIAN DIVIDEND WHITHOLDING TAX EXEMPTION ON OUTBOUND DIVIDENDS TO SWISS
TAX RESIDENT PARENT COMPANY

The opinion of the Italian Revenue Agency dated 2" March 2021 (Ruling no. 135/2021) recognizes,
with effect from 1 January 2020, the exemption from Italian withholding tax on dividends paid by
the subsidiary to a Swiss parent company, even in case the latter merely holds and administers
participations.

This leads to a positive conclusion to a chapter of "tax history", which has been conflictual and
prejudicial for Swiss companies holding Italian affiliates, and which has involved Switzerland in
decades of tax disputes with Italy concerning the application of the EU Directive which exempts, under
certain conditions, the taxation of dividends in an intercompany relationship between subsidiary and
related parent company.

It is necessary to go back to the Swiss-EU Agreement on the Taxation of Savings of 16 years ago
(entered into force on 1% July 2005), according to which Switzerland succeeded in the negotiations of
Article 15 (later included in Article 9 of the amending Protocol published on 19" December 2015) by
obtaining a EU recognition for the application of equivalent measures as defined in the EU Directives
establishing exemption from withholding tax on intra-group payments of dividends, interest and
royalties.

One of the conditions that must necessarily be fulfilled for the tax exemption to be recognized is that
both companies (the EU “daughter” company and the Swiss “mother” company) must qualify as tax
residents in their respective countries and both companies must be subject to direct tax on profits,
without benefiting from exemptions.

Contrary to the tenor of the tax treaties as in force between Switzerland and other EU countries, the
Italian-Swiss Convention does not provide for exemption from Italian withholding tax on intra-group
dividends (currently 15%) and it is only the Protocol of Amendment to the Savings Agreement that
would allow the application of the exemption, provided all the conditions are met.

Switzerland has benefited, on the basis of its various cantonal tax laws, from special tax regimes for
holding, domiciliary and auxiliary companies, considered to be harmful by the EU because they distort
competition, since such favorable regimes can be equated to state aid.

With the entry into force of the Swiss Federal Act on Tax Reform and AVS Financing (i.e. TRAF) and
the respective cantonal reforms, the aforementioned cantonal tax privileges have been repealed with
effect from 1%t January 2020, allowing the Swiss company (even if a "pure" holding company) to prove
the absence of special favorable regimes consisting in the exemption from one of the three levels of
direct taxation (federal, cantonal and municipal).
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The "participation reduction" which, according to Swiss tax law, results in a substantial non-taxation
of dividends (by analogy with the well-known EU "participation exemptions") does not affect, as
pointed out by the Italian Revenue Agency, the fulfilment of the condition referring to ordinary Swiss
taxation.

The decision of the Italian Revenue Agency on 2™ March de facto allows Swiss companies to apply
the benefits of the EU Parent Subsidiary Directive regime with Italy as of 15 January 2020.

This is a decisive improvement in Italian-Swiss tax relations for direct investments between the two
countries.

Thanks to this decision, the attractiveness of Swiss and especially Ticino holding companies is
increased. The next step is the alignment of the Italian-Swiss Convention to Article 9 of the Protocol
of Amendment to the Switzerland-EU Agreement as signed on 26" October 2004.

For further information on the above, please do not hesitate to contact us

The contents of the present document cannot be taken as being the expression of an opinion. They are of an exclusively
informative and updating character. The reader who wants to use the said information should consult a professional advisor
S0 as to assure compliance with legal and tax obligations in his or her country of residence. Steimle & Partners Consulting
SA declines any responsibility for any eventual damage, whether direct, indirect, incidental or consequential linked to an
action or omission tied to the use of the information contained in the present document. We remain available for a closer
examination of any of the topics mentioned above.
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