
 

 

Sweden October 2012 

Sweden proposes to reduce the corporate 
income tax rate to 22% and apply new 
Interest Stripping Restrictions from 2013
 
On 20 September 2012, the Swedish government’s budget proposal for 2013 included 
a formal bill to the Parliament for enactment, which proposes both a reduction of the 
Swedish corporate income tax rate to 22% and amended interest stripping restriction 
for interest expenses accruing after 31 December 2012. The current tax regulations 
on deductions of intra-group debt, which have been applicable since 2009, are to be 
extended to apply to interest expenses on all debts within a specially defined group. 

 
Limitation in the right to deduct 
interest expenses 

In April 2012 we reported on the proposed 
extension of the current interest stripping 
rules in Sweden. The proposal was criticised 
by various bodies for being too complex with 
wording that made it difficult to interpret the 
extent of the regulations, with the term 
‘commercial reasons’ being particularly 
ambiguous to interpret. 

Despite the criticism, there was little doubt 
from either a public or a political standpoint 
that the current restrictions would be 
extended. 

Current regulations, applied since 2009, limit 
interest deductions on certain debts between 
affiliated entities. The current restriction 
denies a tax deduction for interest payments on 
intra-group loans related to the acquisition of 
shares from an affiliate, unless either: 

 the rightful creditor is taxed on the interest 
at a rate of at least 10% should the interest 
income be the only income for the creditor 
(10% tax test); or, 

 it can be shown that the share transfer as 
well as the debt are undertaken for 
‘commercial reasons’. 

Despite the introduction of these regulations it 
had become apparent that substantial 
opportunities remained to avoid corporate 
income taxation in Sweden through tax 
planning on the basis of interest expenses. 
Also, during 2012 the debate in Sweden has 
been heavily influenced by public concerns in 
respect of aggressive debt financing and debt 
push-down transactions by PE houses and 
industrial players, which some believe threaten 
the Swedish welfare system and channel 
Swedish income offshore without tax being 
deducted. 
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Therefore, on 20 September 2012 in the 
budget proposal for 2013, the Swedish 
government submitted a final formal bill to 
the Parliament for enactment, which 
proposes that the deduction of interest 
expenses is further restricted in order to 
protect the Swedish corporate income tax 
base. 

The final bill contains very little changes 
compared to the proposal in March. The 
restrictions are to be applied on interest 
expenses accruing after 31 December 2012. 

Additionally, in the same budget the Swedish 
government proposes the Swedish corporate 
income tax rate is reduced to 22%. 

Proposals to amend legislation 

1) The new proposal extends the current 
regulations to apply to interest expenses 
on all debts within a specially defined 
affiliated group. 

2) The minimum 10% tax test – measured as 
if the interest had been the sole income - 
at the creditor level will still entitle the 
borrower to an interest deduction 
according to the proposal. However, the 
borrower is not entitled to the deduction if 
the achievement of considerable tax 
benefits for the group was the main reason 
behind the debt structuring. 

3) As an alternative, tax deductions can still 
be granted if ‘commercial reasons’ can be 
demonstrated, but according to the 
proposal only if the creditor is resident 
within the EEA or in a tax treaty 
jurisdiction with which Sweden has a full 
tax treaty. 

4) Interest payment within a specially 
defined affiliated group (paid to life 
insurance companies or pensions funds 
liable to special Swedish yields tax etc.) 
are deductible to the extent the interest 
rate does not exceed 250% of the average 
government borrowing rate from the year 
before the income year. 

The rule may be adjusted from one year to 
another dependent on the level of the 
average government borrowing rate. The 
rule may also be applied to foreign 
vehicles assuming they are liable to a tax 
equal to the Swedish special yields tax. 

The Swedish government budget also 
proposes that the Swedish corporate income 
tax rate is reduced from the current 26.3% to 
22% from 2013, mainly as an adaptation to 
international tax levels. 

Since the restrictions to the interest 
deductions are to be applied on interest 
expenses accruing after 31 December 2012 
and the lower corporate income tax rate 
applies to financial years starting after 
31 December 2012, parliament is expected to 
make its decision at the latest in December. 

Our View 

The reduction in the corporate income tax 
rate to 22% is of course a welcomed 
adjustment in keeping with international 
levels. 

With respect to the proposal limiting 
interest deductions on intra-group loans, 
one can only state the fact that in spite of 
criticism from various industry bodies, the 
new formal proposal is very similar to the 
earlier proposal. 

We agree with the criticism made. The 
wording of the proposal makes it very 
difficult to predict the extent of the 
regulations. A notable example is that even if 
the requirements for the 10% tax test is 
fulfilled, interest deductions can still be 
denied if the achievement of considerable 
tax benefits for the group was the main 
reason behind the debt structuring. 

But it will be even more difficult to foresee 
the practical interpretation of the term 
‘commercial reasons’. The term does exist in 
the current regulation but has been given a 
narrow interpretation by the tax courts. 

The denial of tax relief for interest on any 
intra-group loan, whatever its purpose, 
drastically increases the applicability of the 
current restrictions, by covering not only 
loans from debt push-downs (relating to an 
internal share transfer), but also external 
acquisitions of shares, as well as regular 
financing for acquisitions of 
businesses/,assets, and for cash needs. 

As the proposed new restrictions apply for 
interest accruing from 2013, they will 
naturally affect many existing loans.
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For more information, please contact your 
local PwC real estate tax service provider 
or one of the contacts below. 
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