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EU-Switzerland: State aid decision on Swiss company tax regimes. 
European Commission reserves the right to adopt safeguard 
measures.

In a decision of 13 February 2007 the European Commission has decided that certain 
company tax regimes in Swiss Cantons in favour of holding, mixed and management 
companies are a form of State aid incompatible with Article 23(1) of the 1972 Free 
Trade Agreement between the EU and Switzerland. 

Under Swiss law, the Cantons may fully or partially exempt profits generated abroad 
from cantonal and municipal company tax. All Swiss Cantons have made use of this 
provision, although in different forms. According to the European Commission, this 
has proved to be a formidable incentive for the headquarters, co-ordination and 
distribution centres of multinationals to be based in Cantons such as Zug and Schwyz, 
in order to minimize their tax liabilities. As these multinationals are mostly active in the 
EU market, such tax regimes may directly or indirectly affect trade between the EU 
and Switzerland, the Commission said. While the Commission is not against tax 
competition or low tax rates, it cannot accept schemes that differentiate between 
domestic and foreign source income.

The European Commission has now decided that Switzerland should abolish or 
amend these schemes. It reserves the right to propose the adoption of safeguard 
measures to the Council in accordance with Article 27(3)(a) of the Agreement. Such 
measures could – among others – include the introduction of customs duties for 
companies benefiting from the Swiss aid in order to remedy the distortion of 
competition and the effect on trade. 

Following the decisions of 13 February 2007, the European Commission will discuss 
further proceedings with Member States with a view to negotiating with Switzerland 
the modification of the tax schemes in question in order to remove the differentiated 
tax treatment of foreign profits in Switzerland and put an end to the resulting distortion 
of competition. Swiss Finance Minister Hans-Rudolf Merz, however, has already said 
that there is nothing to negotiate, calling the Commission’s decision "unacceptable".
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