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Additional deduction on research and
development activities

Since 1 January 2020, many cantons
have allowed an additional deduction for
research and development expenditure.
The cantons enjoy wide discretion in the
application of this additional deduction.
Depending on the cantonal implementa-
tion, this may result in very attractive
tax planning options, not only for multi-
national enterprises but also for SME's.

1. Which expenditure qualifies for
the R&D super-deduction?

As of 1 January 2020, Swiss companies are
able to apply for an additional tax deduc-
tion on their research and development
("R&D") expenditure. Depending on the
canton, this deduction may exceed the or-
dinary business-related R&D expenditure
(so-called "R&D super-deduction™) by up
to 50%.

Expenditure for scientific research as well
as for science-based innovation (e.g. devel-
opment of new products, procedures, pro-
cesses, services for the economy and soci-
ety) both qualify for the R&D super-deduc-
tion. The latter will be of particular interest
to most enterprises. By definition, science-
based innovation requires a certain level of
novelty, whereas the "innovative nature” of
R&D activities should not be over-empha-
sized. Activities in connection with the fur-
ther development or improvement of prod-
ucts, procedures, processes or services may
qualify as science-based innovation. This is
in line with the core idea of the R&D super-
deduction which is to promote Switzerland

as an international hub for innovation.
Therefore, the R&D super-deduction may
only be refused if the R&D activities entail
"nothing new" for the Swiss economy and
society as a whole.

The qualifying expenses relate to R&D ac-
tivities in Switzerland and include costs for
own activities of Swiss companies as well
as for contractual research by Swiss group
companies or domestic third parties.

The R&D super-deduction is based on
OECD guidelines which ensures its con-
formity with international tax standards.

2. Scope of application

In addition to typical R&D activities in the
pharmaceutical, medical or nutritional sec-
tor, research, development or improvement
of applications, products, services, etc. car-
ried out in any other sector will generally
qualify as R&D activities. Hence, "sector
neutrality” prevails.

3. How is the R&D super-deduc-
tion calculated?

The calculation of qualifying R&D ex-
penses is primarily based on the Swiss
company's personnel expenses that are al-
locable to R&D activities. This ensures a
relatively simple calculation of qualifying
R&D expenditure as defined by the Swiss
legislature:



- Directly attributable own personnel ex-
penses + 35% surcharge (but not more
than total expenses of the company);

- 80% of the invoiced R&D expenses (i.e.
for contractual research by Swiss group
companies or independent domestic
third parties).

The qualifying R&D expenses must be re-
calculated and documented for each tax pe-
riod. The legally stipulated calculation of
R&D expenses leads to manageable admin-
istrative expenses. This is why the R&D
super-deduction offers an attractive option
for many Swiss companies; including
SME's. For contractual research, only the
principal but not the contractor is entitled
to apply the R&D super-deduction.

4. Cantonal Implementation

As things stand, the R&D super-deduction
is applicable in the following cantons:

Canton  {Super- Canton  |Super-
..................... :deduction \deduction
AG i 150% |

FR 0 150%
GE L 150%
Ju i3 150%
NE . 150%

oW L 150%

The R&D super-deduction is ultimately
subject to an overall tax relief limitation:
Despite application of the R&D super-de-
duction (and other measures of the tax re-
form), the Swiss company may not fall be-
low a certain cantonal minimum taxation of
its taxable profit. The minimum taxation
varies from canton to canton:

Canton Minimum Canton Minimum
taxation taxation

AG  ull i 0% |sc H 60%

AR 50%

BL 50%

FR [ 80%

GE_[H: 91%

Ju 30%

NE 60%| |z = 30%

ow 30%| |z 30%

5. Bottom line

Depending on the concrete cantonal imple-
mentation, the R&D super-deduction is a
very attractive tax reform measure that also
promotes Switzerland as a hub for innova-
tion. The novelty requirements relating to
the R&D activities should not be set too
high when granting the R&D super-deduc-
tion. Otherwise, the legislative intention of
promoting Switzerland as a haven for inno-
vation would be unnecessarily undermined.

The concrete application of the R&D su-
per-deduction is subject to a sector-spe-
cific, individual case-by-case study. Not
least for this reason, it is recommended to
involve the responsible tax administration
as early as possible in the implementation
process of the R&D super-deduction and to
further secure the concrete framework of
the R&D super-deduction by means of tax
rulings, if necessary. Ideally, Swiss compa-
nies can benefit from this great tax measure
already as from 1 January 2020. Have we
kindled your interest? If you have any
questions, please do not hesitate to contact
our tax specialists.
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Prager Dreifuss Ltd. is one of Switzerland’s leading law firms for business and tax law.
We strive to find integrated, innovative solutions for our clients that are adapted to legal
and economic realities. Our attention is equally focused on legal issues as on controlling
business risks.
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