February 2016 | www.efd.admin.ch

Report on international financial
and tax matters 2016

Schweizerische Eidgenossenschaft The Federal Council
9 Confédération suisse

Confederazione Svizzera

Confederaziun svizra

Swiss Confederation



Imprint

Published by:
Federal Department of Finance FDF
Bern 2016

Edited by:
State Secretariat for International
Financial Matters SIF

Photo on cover page:

Bernerhof, Bern, Headquarters

of the Federal Department of Finance
Frank Wettstein

Translated by:
FDF Language Services

Distributed by:

FOBL, Federal Publication Sales
3003 Bern

Fax: +41 58 465 50 58
verkauf.zivil@bbl.admin.ch
www.bundespublikationen.admin.ch

Art. No. 604.001.16Eng
February 2016



Table of contents

Preface

Overview

International environment

International financial and monetary cooperation

2.1
2.2
2.2.1
2.2.2
2.2.3
224
2.3
2.4
2.5
2.51
2.5.2
253
2.6
2.6.1

2.6.2
2.6.3
26.4

Overview

International financial system

IMF reforms

Evaluation in Switzerland in 2015

Funding, lending and Switzerland's contributions
Monetary assistance

G20

International financial market regulation

Combating money laundering and terrorist financing

Implementation of the revised FATF standards
National risk analysis

FATF

Bilateral cooperation

Financial dialogues and closer contact with

leading financial centres

Financial cooperation with China

Regulatory dialogue with the EU

Activities in the area of customs and technical support

Competitiveness, market access and ability
to withstand crises

341
3.2
3.3
3.3.1
3.3.2
3.3.3

Overview

Significance of the Swiss financial centre
Financial market policy

Regulatory projects

Market access

Commodity trading

International tax matters

4.1
4.2
4.21
4.2.2
423
424
4.3
4.3.1
4.3.2
4.4
4.41

4.4.2

Review

Overview
Exchange of information in tax matters

OECD standard on the automatic exchange of information

Global Forum

FATCA

United Nations

Business taxation

Dialogue with the EU on business taxation
Addressing base erosion and profit shifting (BEPS)
Bilateral cooperation in tax matters

Double taxation agreements and tax information
exchange agreements

Bilateral tax dossiers

and outlook

12

12
12
12
13
14
15
16
17
20
20
20
21
21

21
22
22
23

25
25
25
26
28
33
34

36
36
36
36
39
41
42
42
42
43
45

45
46

49






Preface

Switzerland should continue to enjoy the best framework conditions for a secure, competitive financial centre,
and the financial centre should contribute significantly to prosperity in Switzerland in the future too. Since the
global financial crisis, the international environment has undergone fundamental change. Not just in
Switzerland, but all over the world, financial centres and authorities are facing a challenge.

Against a backdrop of changing international framework conditions, it was also possible in 2015 to implement
more key reforms in international financial and tax matters in the interests of Switzerland. Many adjustments have
been introduced in recent years and are now being implemented. The Confederation’s implementation tasks are
based, among other things, on the recommendations and the final report submitted at the end of 2014 by the
group of experts appointed by the Federal Council for the further development of the financial market strategy as
well as the findings from regular exchanges with the private sector, the cantons and the various political players.

In recent years, the rules for the financial centre have been adapted to current developments with regard to
international standards, financial stability, investor protection, competitiveness, and market access. Overall, the
Swiss financial market is in good shape and Switzerland’s leading international position as a financial centre has
been maintained. In particular, the financial centre even recorded an increase in the total private wealth managed
by its banks.

This report, published for the sixth time this year, provides an account of the work performed and describes the
challenges for Switzerland in the international competitive environment. It also shows what efforts will have to be
made in the future to maintain a stable, competitive, morally sound and internationally respected financial centre
and business location that continues to contribute to the prosperity in our country.

Ueli Maurer
Head of the Federal Department of Finance
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Overview

In 2015, Switzerland generated total value added
of approximately CHF 61 billion through the pro-
vision of financial and insurance services. This
equates to a 9.5% share of gross domestic prod-
uct. Overall, more than 200,000 people (in full-
time equivalents) were employed in the financial
sector at the end of 2015. With the aim of
ensuring competitiveness, a level playing field for
all and the cross-border networking of the finan-
cial sector in the long term, Switzerland contin-
ues to support sound regulation and framework
conditions that take account of international
developments.

The year was shaped by the following main
dossiers:

— In 2015, Switzerland was actively involved
in international monetary aid. The Federal
Council decided that Switzerland should par-
ticipate in the multilateral aid package for
Ukraine. The Swiss National Bank (SNB) was
instructed to grant Ukraine a loan of USD
200 million. Further, the Federal Council initi-
ated the consultation on the revision of the
Monetary Assistance Act (MAA) in December
2015. The revision should take account of the
changes made in particular to the Interna-
tional Monetary Fund’s (IMF) lending frame-
work since the global financial crisis (section
2.2.4).

— In 2015, the Federal Council adopted the
parameters for the planned ordinance amend-
ments relating to the too big to fail provisions.
By meeting what are known as going concern
or gone concern requirements, systemically
important banks should have sufficient capital
so that the continuity of their system-critical
services can be ensured even in a stress sce-
nario without state support (sections 2.4 and
3.3.1).

— The Revised Financial Action Task Force (FATF)
Recommendations of 2012 were written into
Swiss law, which thus strengthened the legal
basis in Switzerland in line with international
standards. Switzerland's efforts in this area
are part of its strategy for combating terrorism
approved by the Federal Council in September
2015 (section 2.5.1).

— High-ranking representatives of the Swiss and
Chinese financial market authorities and cen-
tral banks met in 2015 to further pursue their
financial dialogue. The focus of the talks was
on developments in the financial markets,
further strengthening of bilateral cooperation
in financial matters and particularly Switzer-
land’s role as an offshore renminbi trading
venue, as well as collaboration within the
International Monetary Fund (IWF), the Finan-
cial Stability Board (FSB) and the G20. The fact
that the China Construction Bank now holds a
Swiss banking licence shows that Switzerland
is becoming an ever important centre for the
Chinese currency, renminbi
(section 2.6.2).

— Switzerland made key advances in the area
of financial market regulation in 2015. In par-
ticular, the new Financial Market Infrastructure
Act (FMIA) was adopted by Parliament in 2015
and came into force together with the Federal
Council Ordinance at the start of 2016. The
Federal Council also adopted the dispatch for
a new Financial Services Act (FinSA) and a
Financial Institutions Act (FinlA) in 2015, which
regulate the provision of financial services,
establish an activity-based, differentiated
supervisory regime for financial institutions
requiring authorisation and build on existing
supervisory legislation. Entry into force is
planned for the start of 2018 (section 3.3.1).

— Cross-border market access for financial
services is a major concern for Switzerland.
Since July 2015, Swiss banks have been able
to offer financial services in Germany on a
cross-border basis. Similar bilateral enhance-
ments are also being sought with other key
countries. Switzerland also made progress
with regard to the EU’s recognition of the
equivalence of Swiss regulation, such as in the
insurance sector and the supervisory regime
for central counterparties. Finally, Switzerland
has commenced initial exploratory talks with
the EU regarding a possible financial services
agreement (FSA; section 3.3.2).
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— In December 2015, Parliament approved the
required legal basis for implementing the
standard for the automatic exchange of
information in tax matters (AEQI). There are
two ways to implement the AEOI standard:
either through a bilateral agreement, such as
the one signed between Switzerland and the
European Union in May 2015, or through the
Multilateral Competent Authority Agreement
on the Automatic Exchange of Financial
Account Information (MCAA). The AEQOI
between Switzerland and Australia is based on
the second type (section 4.2.1).

— In 2015, the Global Forum adopted Switzer-
land’s supplementary report on phase 1,
which means that Switzerland can proceed
to phase 2 of the peer review in which the
exchange of information upon request is
assessed. Switzerland's efforts in recent years
on implementing the recommendations of
the Global Forum have thus been recognised
(section 4.2.2).

— In autumn 2015, the OECD published its new
guidelines targeting erosion of the tax base
and shifting of profits to jurisdictions with low
or literally no taxation (BEPS project). In par-
ticular, the interactions between national tax
legislations should not allow taxpayers to
benefit from inadvertent double non-taxation.
Switzerland actively defended its interests in
all of the OECD working groups involved in
the BEPS project and incorporated the results
into the planned Corporate Tax Reform Act Il
(section 4.3.2).

— In December 2015, Switzerland and Italy
initialled an agreement on the taxation of
cross-border commuters together with a pro-
tocol of amendment to their double taxation
agreement. The agreement clearly defines one
of the most important obligations agreed by
the two countries in the roadmap signed in
February 2015 and improves the situation of
the affected cantons (section 4.4.2).

— By the end of 2015, 75 category 2 Swiss banks
under the US Program had reached an agree-
ment with the US Department of Justice (DoJ),
thus largely resolving the tax dispute with the
United States. The Swiss government wel-

Important events in 2015

15.01.

18.02.

23.02.

16.03.

18.03.

20.03.

16.04.

29.04.

22.05.

05.06.

05.06.

10.06.

19.06.

10.07.

16.07.

19.08.

02.09.

05.10.

08.10.

15.10.

18.10.

21.10.

26.10.

04.11.

Swiss National Bank (SNB) removes exchange
rate floor

Federal Council adopts too big to fail evaluation
report

Switzerland and Italy sign agreement on tax
issues

Switzerland is admitted to phase 2 of Global
Forum peer review

Start of exploratory talks with the EU regarding
a possible financial services agreement (FSA)
Switzerland participates in foundation process
of Asian Infrastructure Investment Bank

IMF and World Bank 2015 Spring Meetings in
Washington

Entry into force of Federal Act for Implementing
Revised FATF Recommendations of 2012
Switzerland and Oman sign double taxation
agreement

Corporate Tax Reform Il is under parliamentary
deliberation

Federal Council adopts dispatches on legal basis
for automatic exchange of information

Future of financial centre advisory board gets
to work

First national report on risks of money launder-
ing and terrorist financing

Switzerland and Liechtenstein sign double
taxation agreement

Agreement between Switzerland and Germany:
easier provision of cross-border financial services
for Swiss banks

Background report on commodities: implemen-
tation of recommendations well on the way
Federal Council initiates consultation on revision
of Tax Administrative Assistance Act

OECD publishes standards with regard to
corporate taxation (BEPS project)

IMF and World Bank Group 2015 Annual
Meetings in Lima

EU recognises Swiss rules on insurance solvency
as equivalent

China Construction Bank (CCB) granted licence
for establishing a branch in Switzerland

Federal Council sets parameters to amend too
big to fail provisions

Plenary meeting of the Global Forum on
Transparency and Exchange of Information for
Tax Purposes in Berlin

Federal Council adopts dispatch on Financial
Services Act and Financial Institutions Act
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09.11.

15.11.
16.11.

18.11.

25.11.

25.11.

02.12.

18.12.

18.12.

22.12.

Financial Stability Board adopts TLAC capital
standard

G20 summit in Antalya

EU recognises Swiss central counterparty
regulation as equivalent

Federal Council adopts dispatch on automatic
exchange of information in tax matters with
Australia

Entry into force of Financial Market Infra-
structure Act set for 1 January 2016

Federal Council adopts dispatch on automatic
exchange of information in tax matters between
Switzerland and EU

Switzerland invited by China to G20 Finance
Track

Federal Council initiates consultation on revision
of Monetary Assistance Act

Parliament approves legal basis for introducing
automatic exchange of information in tax
matters

Switzerland and Italy initial agreement on
taxation of cross-border commuters

comes that the conclusion of the resolution of
the past for category 2 banks is coming to an
end and hopes that the process for category 1
banks, against which criminal investigations
are ongoing, can also be concluded efficiently
(section 4.4.2).
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1 International environment

Outlook: The global economy is likely to con-
tinue to grow at a rather modest pace in 2016.
This will also be felt in Switzerland. The Inter-
national Monetary Fund (IMF) forecasts global
economic growth of 3.6% for 2016. It expects
growth of 2.2% in advanced economies and
of 4.5% in emerging market and developing
economies. According to the IMF outlook,
Switzerland will experience more modest eco-
nomic growth of 1.3%.

With a few exceptions, global economic growth
fell short of expectations in 2015, coming in at
3.1% instead of the 3.8% forecasted. Among
the emerging market and developing economies
(+4%) in particular, many countries were not
able to keep apace with the forecasts. China
(+6.8%) experienced weaker growth than in the
preceding years and the Russian economy
(-3.8%) contracted as a result of falling commod-
ity prices and sanctions. Growth was slightly
higher in the advanced economies (+2%) than in
2014, not least thanks to the recovery in the
United States (+2.6%), while it remained below
average in the eurozone (+1.5%).

Monetary policies of an unprecedented scale
were pursued in several economies and were
even strengthened in others, such as in the euro-
zone. Nevertheless, they failed to secure strong,
sustainable economic growth. An accommoda-
tive monetary policy can weaken the currency
and improve an economy’s competitiveness, but
can also result in spillovers and become ineffec-
tive if pursued on a widespread basis. Further-
more, even though low interest rates can lower
financing costs for companies, they are only one
of the factors that lead to higher growth in
investment and thus of the economy. Other fac-
tors such as favourable structural conditions and
healthy public finances are just as important.

In this context, structural reforms and fiscal
consolidation should be the preferred approach.
This is all the more important since public
finances deteriorated in numerous countries
following the financial crisis. Seven years after
the crisis, government deficits remain high

(see Figure 1).

Extremely low or even negative interest rates
may contribute to greater risk-taking and are
causing major difficulties for pension funds and
life insurers. In addition, the central banks have
very little leeway left as most of the existing
instruments have already been used.

The international environment remains a key
factor for Switzerland’s economy. In this uncer-
tain environment, the Swiss franc could remain
overvalued for some time and drag down the
economy'’s performance. According to estimates
of the federal government’s expert group, Swit-
zerland'’s economic growth in 2015 was 0.8%
lower than the average for advanced economies.
Enhancing the framework conditions and
strengthening the stability of the financial sector
are all the more important if Switzerland is to
remain one of the most prosperous countries in
the world.

— Government budget surplus/deficit
in % of GDP

2
dh, .

= - - L]
; '||
-2

o =

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

W Switzerland Advanced economies M Emerging market
and developing
economies

Source: IMF

Fig. 1
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The Group of Twenty (G20)

The first summit of the G20 heads of state
took place in 2008 with the aim of respond-
ing to the challenges of the global financial
and economic crisis. The group comprises

19 industrialised and emerging market coun-
tries, namely Argentina, Australia, Brazil,
Canada, China, France, Germany, India,
Indonesia, Italy, Japan, Mexico, Russia, Saudi
Arabia, South Africa, South Korea, Turkey, the
United Kingdom and the United States, as
well as the European Union, which is repre-
sented by the European Council and European
Commission presidents and the European
Central Bank. Other participants include inter-
national organisations (International Monetary
Fund IMF, Organisation for Economic Coop-
eration and Development OECD, World Bank,
World Trade Organisation WTQ), the Financial
Stability Board (FSB) and other United Nations
agencies.

The role of the G20 in the international
financial architecture

Over the years, the G20 has established itself
as the main forum for international coopera-
tion in economic and financial issues. In this
way, the G20 countries took concerted fiscal
stimulus and monetary easing measures dur-
ing the economic and financial crisis of 2008
to 2009. The group provides a platform for
dialogue and collaboration between industri-
alised and emerging market countries, with-
out however adopting an idealist mission of
economic convergence. Despite the diversity
of its members, the G20 is able to make com-
mitments by consensus under summit declara-
tions. Despite the fact that these declarations
have no legal force, the G20 has the influen-
tial power to monitor their implementation.

The G20's agenda is extensive: it includes
structural economic reforms, investment pro-
motion, the reform of international financial
institutions, financial regulation, and anticor-
ruption measures. In recent years, the G20
has also increasingly influenced international
tax policy. A recent example is the base ero-
sion and profit shifting (BEPS) project that
was concluded in October 2015 (see section

10

4.3.2). The G20 does not have a secretariat
and is based on a presidency that rotates
annually, which adds a certain dynamic to
its agenda.

The G20 does not have a legal basis underly-
ing country membership. For this reason, the
group has taken steps to reach out to non-
G20 countries. This has taken the form of
invitations limited to five countries, selected
by the country holding the presidency of the
G20. These countries mostly represent a
regional group. Spain is invited on a perma-
nent basis to the G20. Other countries may be
invited to certain working groups dealing with
specific issues. It was in this way that Switzer-
land was invited for the first time to join the
G20 Finance Track meetings in 2013. The G20
is also open to the business community, trade
unions and civil society.

Switzerland’s active involvement
vis-a-vis the G20

Even though it is not a member of the G20,
Switzerland participates actively in the work
of other international organisations that may
be subject to mandates given by the G20
(see section 2.3).

The participation in the G20's work, particu-
larly in the Finance Track, is very important to
Switzerland for three reasons. Firstly, by being
able to take part in discussions, it can stay
informed on the latest policy issues, such as
the international financial architecture, inter-
national taxation and financial system regula-
tion. Secondly, participating in the G20 also
gives Switzerland the opportunity to defend
its interests and to ensure that the G20 pro-
motes a regulatory level playing field. Finally,
access to the G20's working groups helps
enhance bilateral contacts with the major
world powers.

In 2010, the Federal Council set up the
interdepartmental group, IDAG20, and tasked
it with coordinating the Swiss policy stance
with regard to the G20. The activities of the
IDAG20 are focused on strengthening diplo-
matic ties and promoting Switzerland'’s posi-



~ Most important players in the international financial architecture

World Bank

Objective: combat poverty, ensure
economic and social development
Head office: Washington

B 1 of 25 Executive Directors
IMF

International Monetary Fund
Objective: ensure stability of global
financial and monetary system
Head office: Washington

£ 1 of 24 Executive Directors

FATF

Financial Action Task Force

Objective: combat money laundering and
terrorist financing, set standards

Head office: Paris

B2 1 of 36 member countries

Global Forum

Global Forum on transparency

and exchange of information for tax purposes
Objective: monitor international transparency and
exchange of information standards

Head office: Paris (linked to OECD)

B 1 of 122 member countries

M International organisation
MW Informal group
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OECD

Organisation for Economic
Cooperation and Development

Objective: economic and social welfare

Head office: Paris
£ 1 of 34 member countries

G20

Group of 20 most important industrialised
and emerging market countries

Objective: global financial and

economic stability

Switzerland not a member

FSB

Financial Stability Board
Objective: coordination of financial
market regulation

Head office: Basel (linked to BIS)

£ 1 of 25 members

IAIS

International Association

of Insurance Supervisors
Objective: standard-setting for
financial market regulation (insurers)
Head office: Basel (linked to BIS)

BIS

Bank for International Settlements
Objective: central bank cooperation
on monetary and financial matters
Head office: Basel

11 of 19 members of Board of Directors

I0SCO

International Organization of
Securities Commissions
Objective: standard-setting for
financial market regulation
(securities)

Head office: Madrid

£ 1 of 34 Board members

BCBS

Basel Committee on Banking Supervision
Objective: Standard-setting for financial
market regulation

Standard-setting bodies
B Formal body
Standard-setting bodies (FSB members)

B 1 of 15 Executive Committee Head office: Basel (linked to BIS)
countries 2 1 of 27 members

Fig. 2

tion on the priorities of the G20. Switzerland
has been making an active and substantial
contribution to the G20 since 2011. It has
consistently voiced its opinion on the priorities

ministers and central bank governors. Switzer-
land received the corresponding invitation
from China, which assumed the G20 presi-
dency on 1 December.

of the G20 presidencies by means of informal

notes to highlight the value it could add to

the discussions.

Switzerland’s participation in the G20

Finance Track in 2016

The invitation is recognition of Switzerland’s
status as a key player in these areas at the
international level. It has also materialised as
a result of Switzerland’'s commitment to the
G20.

As in 2013 under the Russian presidency,

Switzerland will be able to take part in the
work of the G20 Finance Track in 2016,

Germany will hold the G20 presidency
in 2017.

including the meetings of the G20 finance

"
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2 International financial and
monetary cooperation

Outlook: The work to strengthen interna-
tional financial and monetary cooperation is
being further pursued. This should include
ensuring that possible new crisis hot spots are
identified early and addressed consistently.
The International Monetary Fund (IMF) will
look at the lessons that can be learned from
the assistance programmes granted from 2008
in terms of its instruments and financing of
crisis programmes. At the same time, it will
continue to play a key role in the implementa-
tion of reforms, particularly in Greece and
Ukraine. In 2016, the Financial Stability Board
(FSB) will continue to push for the consistent
and global implementation of the agreed
standards on financial market regulation. It
will also concentrate on the stability of finan-
cial market infrastructures as well as various
new issues, such as the risks posed by climate
change. The Financial Action Task Force (FATF)
is conducting a fourth round of mutual evalua-
tions for its members. A report on Switzerland
is due in the third quarter of 2016. Having
been invited by the Chinese G20 Presidency,
Switzerland will be actively involved in the
work of the G20 Finance Track in 2016.

2.1 Overview

A solid international economy and a stable inter-
national financial system are of great importance
to Switzerland as a country with an internation-
ally oriented financial centre and its own cur-
rency. For this reason, Switzerland continued to
support a sustainable, stability-oriented eco-
nomic and fiscal policy as well as appropriate
financial market regulation within the key inter-
national financial bodies in 2015.

Switzerland participated in the internationally
coordinated stabilisation package for Ukraine
with a monetary assistance loan. The FSB
adopted a new standard on total loss-absorbing
capacity (TLAC) in 2015 for global systemically
important banks in resolution to ensure that
these banks can be stabilised or wound up in the
future without recourse to public funds. Within
the FSB, Switzerland continued to work towards
the most coherent implementation possible of
the agreed reforms at the international level. The
aim here is firstly, to continue to focus on risks
to financial stability and, secondly, to safeguard
open financial markets at the same time. Further-

12

more, a level playing field should be ensured for
all globally active financial market participants.

The provisions on the transparency measures

in the case of legal entities and bearer shares
included in the Federal Act of 12 December 2014
for implementing the Revised Financial Action
Task Force (FATF) Recommendations of 2012
came into force on 1 July 2015. The other
provisions of this act come into force on 1 Janu-
ary 2016, at the same time as the provisions of
the Federal Council Ordinance of 11 November
2015 on combating money laundering and ter-
rorist financing.

2.2 International financial system

2.2.1 IMF reforms

International monetary cooperation relies to a
large extent on the facilities and resources of the
IMF, which is mandated to oversee and guaran-
tee the stability of the international economic
and monetary system. In order to perform this
mission and to take account of the evolution of
the global economy and international financial
flows, the IMF Board of Governors approved a
package of reforms for its quotas and govern-
ance in 2010.

The main point of the governance reform is the
concession by advanced European countries of
two seats on the Executive Board, the IMF's
operating decision-making body, to emerging
market countries. Switzerland has signed a mem-
orandum of understanding with Poland which
confirms Switzerland’s overall management of
the constituency in the Bretton Woods institu-
tions and strengthens Poland’s leadership of it.
The memorandum stipulates that Switzerland
will retain its leadership of the constituency at
the IMF and the World Bank. It will continue to
represent the constituency in the International
Monetary and Financial Committee (IMFC) and
in the Development Committee, the ministerial
bodies responsible for setting the policies and
strategic direction. In return, Switzerland will
share its seat on the IMF Executive Board with
Poland, with each of the two countries occupy-
ing the seat for a two-year period on a rotation
basis. Poland’s first two-year term begins in
November 2016. In this way, Switzerland is con-
tributing to the concession of two seats held by
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advanced European countries to emerging mar-
ket countries. Belgium, the Netherlands and the
Nordic countries have also contributed to this
adjustment. The larger European countries have
yet to announce their intentions.

The Swiss Parliament approved these reforms in
June 2012 in accordance with the deadline set.
However, the reforms have not yet come into
force, primarily because the US Congress only
ratified them in December 2015.

2.2.2 Evaluation of Switzerland in 2015
The regular evaluation of the economic and
financial situation of member states within the
scope of the Article IV Consultation is a core ele-
ment of the surveillance activity of the IMF. In
May 2015, the IMF Executive Board approved its
annual country report on Switzerland.

The IMF focused on the slowdown of economic
growth as a result of the bleak outlook in the
wake of the appreciation of the franc. It expects
the economy to recover and growth to reach
about 2% in the medium term. According to the
IMF experts, the risks to this recovery lie in the
global environment, in the uncertainties arising
from the implementation of the popular initiative
against large-scale immigration and in persist-
ently low inflation rates.

— IMF resources

The IMF believes that further monetary easing
would help limit the near-term growth slow-
down and reduce the overvaluation of the Swiss
franc. The IMF suggested that the Swiss National
Bank could buy foreign-currency assets. In addi-
tion, the IMF was of the opinion that the nega-
tive interest rates help to reduce the upward
pressure on the Swiss franc. It thus recom-
mended leaving them at the present level.

The IMF shared the view of the Federal Council
that no economic stimulus programme is
required. To ensure the sustainability of the pub-
lic finances against the backdrop of demographic
developments, the IMF underlined the impor-
tance of implementing the ongoing pension
reform rapidly. It also underscored the signifi-
cance of the swift implementation of the third
series of corporate tax reforms.

Finally, the IMF welcomed the progress made in
enhancing financial sector stability on several
fronts, namely bank capital ratios, regulatory
projects and the framework for financial market
supervision. At the same time, it pointed out the
need to monitor the impact of the low interest
rates on pension funds, life insurers as well as on
mortgage and real estate markets more closely.

— Switzerland's involvement —————

in bn SDR in bn SDR
1000 12
900
800 2793 10
700 279.3 .
600 182.0
500 6
400 370.0
300 4 0.1
200
100 238.4 2 33
0 i 0
Current Upon entry into force
resources of 2010 reforms Quota New Arrangements
to Borrow (NAB)
[ | Quotas NAB resources Bilateral resources B stil undrawn Drawn
Sources: IMF Source: IMF
Fig. 3 Fig. 4
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2.2.3 Funding, lending and Switzerland’s
contributions
The General Resources Account of the IMF is pri-
marily financed by its members’ quotas. Total
guotas amount to 238.4 billion special drawing
rights (SDR, 1 SDR = CHF 1.417). The entry into
force of the 2010 reforms (see section 2.2.1) will
result in a doubling of the total quotas (SDR
476.8 billion). Switzerland’s quota is currently
SDR 3.5 billion and will reach SDR 5.8 billion
with the 2010 reforms.In the event of a serious
crisis, the IMF can also use the New Arrange-
ments to Borrow (NAB). The NAB was reformed
and expanded in 2011, with its total resources
rising from SDR 34 billion to SDR 370 billion cur-
rently, in response to the worsening of the eco-
nomic and financial crisis. Similarly, to make the
expanded NAB a more effective crisis prevention
and management tool, the loan-by-loan activa-
tion under the original NAB was replaced by the
establishment of general activation periods of up
to six months that are voted on by NAB mem-
bers. Switzerland participates in the NAB with a
maximum amount of roughly SDR 11 billion.
Since its entry into force, the expanded NAB has
been activated ten times, the most recent of
which was on 1 October 2015 for a period of six
months. The doubling of the quotas will be
largely offset by a reduction of the funding
made available through the NAB. Due to major
uncertainty about the stability of the financial
system, the decision was taken in 2012 to

— IMF total credit outstanding and total commitments
in bn SDR
250

200

150

— o — v v —

2001
2002
2003
2004
2005
2006
2007

= Total credit outstanding

Total commitments

Source: IMF

Fig. 5
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increase IMF resources on an exceptional basis
and for a limited period through bilateral credit
lines. This second line of defence amounts to
about SDR 280 billion. Up to now, the bilateral
credit lines have not been used and should
expire at the latest in 2018.

At the end of 2015, the resources committed
under programmes financed by the IMF's Gen-
eral Resources Account amounted to some SDR
146 billion, of which SDR 52 billion were drawn.
With regard to the resources made available by
Switzerland, the IMF had drawn SDR 130 million
from the quota and SDR 1.05 billion from the
NAB at the end of 2015.

The observed decline in total resources out-
standing and total commitments since Septem-
ber 2012 has resulted directly from the stabilisa-
tion of the global economic situation and also
reflects the establishment of stability mecha-
nisms at the regional level, particularly in the
eurozone (see Figure 5).

The gap between the resources outstanding and
the commitments is largely due to the precau-
tionary lending toolkit. The flexible credit lines
already agreed with Mexico, Poland and Colom-
bia in the wake of the 2009 financial crisis and
the precautionary and liquidity line granted to
Morocco continue to mobilise around SDR 70
billion overall. However, these countries have not
yet had to draw on these resources. At the end
of 2015, 14 countries were benefiting from loan
programmes with the IMF: 6 Stand-by Arrange-
ments and 8 Extended Fund Facility arrange-
ments. Of the current lending programmes, the
largest are those granted to Greece and Ukraine.
The IMF resources outstanding under the already
completed adjustment programmes for Ireland
and Portugal remain considerable (see Figure 6).

Finally, the IMF has a Poverty Reduction and
Growth Trust (PRGT) that provides concessional
lending to low-income members. The trust is
financed through bilateral contributions and the
IMF’s own resources. The Swiss National Bank
(SNB) ensures Switzerland’s participation in the
PRGT capital by granting loans. The government
guarantees the SNB the timely repayment of
these loans, including interest. Moreover, the
Confederation subsidises the cost of interest on
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these loans. At the end of 2015, the resources
committed to this trust amounted to SDR 8 bil-
lion, of which SDR 6.5 billion were actually used.
The IMF is currently utilising SDR 130 million of
Switzerland's committed contribution of approxi-
mately SDR 640 million.

In selected areas of technical assistance, Switzer-
land maintains a close partnership with the IMF
both bilaterally and together with other coun-
tries. This includes providing assistance to
strengthen the financial sectors of emerging
market and developing countries, strengthen tax
administrations, manage natural resources and
combat money laundering and terrorist financ
ing. The FDF provides its own expertise in these
areas, typically in response to requests from
countries with which Switzerland collaborates
closely, such as members of its constituency
(section 2.6.4).

2.2.4 Monetary assistance

Switzerland participates in international mone-
tary assistance that is provided in exceptional
cases. In February 2015, the Federal Council
decided that Switzerland would participate in
the multilateral aid package for Ukraine. The

SNB was instructed to grant Ukraine a loan of
USD 200 million. Based on the Monetary Assis-
tance Act (see box), the Confederation has given
the SNB a guarantee for the timely reimburse-
ment of the loan and interest payments.

The loan is part of an internationally coordinated
assistance package to restore financial stability in
the country. Due to the difficult security situa-
tion, Ukraine's economic and financial position
deteriorated since 2014 to the extent that the
IMF estimated financing requirements at approxi-
mately USD 40 billion. Given its already extensive
loan of USD 17.5 billion, the IMF was not able to
fill the financing gap on its own. Its participation
was therefore supplemented through bilateral
loans and a restructuring of external debt.

Switzerland also contributed some CHF 2.3 mil-
lion to the IMF's Catastrophe Containment and
Relief Trust (CCR Trust). The trust was created in
February 2015 to grant IMF debt service relief to
low-income countries affected by natural disas-
ters and serious epidemics. This contribution was
made by transferring the balances of an earlier
trust fund. In February 2015, the IMF Executive
Board decided to liquidate the Multilateral Debt
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Relief Initiative Il Trust and instructed the donor
countries to transfer the balances to the newly
created CCR Trust.

Revision of the Monetary Assistance Act
On 18 December 2015, the Federal Council
initiated the consultation procedure for the
revision of the Federal Act of 19 March 2004
on International Monetary Assistance (MAA).
The MAA provides the legal basis for Switzer-
land to provide financial contributions to
ensure the stability of the international mone-
tary and financial system that go beyond its
ordinary commitments as an IMF member . As
an open economy with an important financial
centre and its own currency, Switzerland is
heavily reliant on a stable international finan-
cial and monetary system.

The need to revise the Act arose as a result of
changes to lending practices at the multilat-
eral level. Since the global financial crisis and
the eurozone debt crisis, the IMF has adjusted
its toolkit and lending practices both for sys-
temic crisis situations and low-income coun-
tries to preserve its own effectiveness in a
changing environment. As Switzerland’s mon-
etary assistance is generally closely connected
to the IMF’s instruments, it is now necessary
to revise the MAA. The consultation draft
proposes two major changes:

Firstly, the maximum loan maturity for mone-
tary assistance in systemic crisis situations
should be increased. As a result of the global
financial crisis, new programmes have increas-
ingly been agreed with longer drawdown and
repayment periods. This has led to the IMF
requesting longer loan terms from its mem-
bers when seeking additional funds for crisis
situations. Adjusting the loan term should
ensure that Switzerland’s monetary assistance
remains closely attuned to current IMF lend-
ing practices.

Secondly, the SNB's involvement in monetary
assistance for individual countries should be
explicitly foreseen in the Act. The Federal
Council should also be able to request that
the SNB assume the provision of the loan or
guarantee in these situations.
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2.3 G20

The G20, which includes the largest industrial-
ised and emerging market nations, continues to
play a key role in improving the coordination of
macroeconomic policies and in guiding and giv-
ing impetus to the work of international organi-
sations, particularly in the area of financial requ-
latory reform. The rotating presidency adds a
certain dynamic to the G20’s agenda each year.

In line with the previous presidencies, Turkey
concentrated its work in 2015 on implementing
the G20’s action plans, primarily the Brisbane
2014 plan which seeks collective action for inclu-
sive and robust growth. Special attention was
given to SME investments and to interactions
with developing countries. In tax matters, the
G20’s main achievements include the adoption
of international tax regulations to curb tax eva-
sion among multinationals (Base Erosion and
Profit Shifting, BEPS; see section 4.3.2) and the
implementation of the international standard on
the automatic exchange of information (see sec
tion 4.2.1). Moreover, the G20 continues to stim-
ulate work on financial market regulation, par-
ticularly the implementation of the new capital
standard for banks (total loss-absorbing capacity,
TLAC).

Like in previous years, Switzerland actively pur-
sued dialogue with the Turkish presidency and
other G20 members. In particular, it submitted
position statements on the priorities of the Turk-
ish presidency (sovereign debt restructuring,
long-term investment and infrastructure financ-
ing, energy sustainability, fight against corrup-
tion, and BEPS). Switzerland, represented by the
SIF, also continued to contribute to the work of
the G20 Global Partnership for Financial Inclu-
sion, of which it became a member in 2014. Fur-
thermore, Switzerland continues to actively pro-
mote a representation system based on a
“variable geometry” to include non-G20 coun-
tries depending on specific topics of interest.

For 2016, China would like to focus on innova-
tion: “building an innovative, invigorated, inter-
connected and inclusive world economy”. To
revive investment in infrastructure, China intends
in particular to promote the new Asian Infra-
structure Investment Bank (AlIB) as well as the
New Development Bank (NDB). Another of Chi-
na's priorities is the promotion of sustainable
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development (green finance, implementation of
the 2030 Agenda for Sustainable Development).
Moreover, China plans to pursue the G20’s work
on financial and tax regulation, the reform of
world economic and financial governance as well
as the development of international trade.

Switzerland was invited by China to take part in
the G20 Finance Track. Apart from the meetings
of the G20 finance ministers and central bank
governors and their representatives, Switzerland
will participate in the Framework Working Group
(FWG), Investment and Infrastructure Working
Group (IIWG), International Financial Architecture
Working Group (IFA WG) and is involved in the
Green Finance and Climate Finance study groups.

2.4 International financial market
regulation
Based in Basel at the Bank for International
Settlements, the Financial Stability Board (FSB)
coordinates international efforts in the area of
financial market regulation and supervision in
collaboration with other international bodies. In
2015, the FSB continued to push ahead with its
work on the adoption and implementation of
international standards. Switzerland has two
seats on the FSB, occupied by the Federal
Department of Finance (FDF) and the Swiss
National Bank (SNB), which defend its interests.
The Swiss Financial Market Supervisory Authority
(FINMA) is also represented in various working
groups (see Figure 8).

While some of the FSB’s work on standards is still
in the development stage, a large part of it

is dedicated to evaluating their implementation.
The implementation of reforms is evaluated
through thematic and country-specific peer
reviews and various FSB progress reports. In
addition to these peer reviews and reports, the
Implementation Monitoring Network, which is

led by the FDF, draws up an annual overview of
the implementation of reforms in member states.
In 2015, the findings on the status of the global
reform agenda led to the first-ever comprehen-
sive FSB annual report which was published in
view of the G20 summit.

The FSB continues to work to limit the risks that
global systemically important financial institu-
tions pose to financial stability. For instance, the
FSB approved a new standard in November 2015
on the total loss-absorbing capacity (TLAC) of
global systemically important banks (G-SIBs) in
resolution. The TLAC requirements supplement
existing capital requirements for G-SIBs and
should ensure that sufficient capital is available
in the event of a crisis to stabilise or wind up a
G-SIB without recourse to public funds. The FSB
list of G-SIBs which was last updated in Novem-
ber 2015 comprises 30 banks, including the two
big Swiss banks. From 1 January 2019, G-SIBs
must fulfil a minimum TLAC requirement of 16%
of risk-weighted assets and a TLAC leverage
ratio' (unweighted capital ratio) of 6% of the
Basel Ill leverage ratio denominator. From 1 Jan-
uary 2022, these requirements will be increased
to 18% and 6.75%.

Swiss authorities have campaigned within the
FSB for the highest possible global TLAC require-
ments in order to limit the risks posed to finan-
cial stability and to help ensure that the same
conditions are in place for global systemically
important banks. The efforts of Switzerland and
a few like-minded countries have helped to raise
the international minimum requirement to 18%
in a second phase. Although the TLAC standard
naturally contains compromises, it is nevertheless
a significant achievement for the FSB and is yet
another step towards alleviating the too big to

' Leverage ratio: requirement for percentage of total
exposure under Basel Ill
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fail problem. Switzerland will implement the
TLAC standard as part of the adjustments to the
too big to fail requirements, which will be higher
overall than the international standards (see sec-
tion 3.3.1).

The FSB has also developed basic principles for
the cross-border effectiveness of measures and
for cross-border cooperation in the resolution of
a systemically important financial institution. The
FSB standards on the resolution of financial insti-
tutions, on which a second peer review was
launched in 2015, have been only partially imple-
mented internationally. Switzerland will continue
to campaign for more progress here. Other key
FSB work in 2016, from a Swiss perspective, con-
cerns the resilience, restructuring capacity and
resolvability of financial market infrastructures
and particularly central counterparties which
play an important role in derivatives trading.
Central counterparties reduce the counterparty
default risk in transactions in that they act as
contracting parties between buyers and sellers.

Progress has also been made on the work con-
cerning global systemically important insurers
(G-Slls) in the FSB and the International Associa-
tion of Insurance Supervisors (IAIS). In October
2015, the IAIS and the FSB adopted the require-
ments for higher loss-absorbing capacity for
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G-Slls. A basic capital standard for G-SlIs was
already adopted in 2014. In the medium term, a
more developed capital standard for all interna-
tionally active insurance groups should replace
the basic capital standard. At present, there are
nine insurers on the list of G-Slis adopted by the
FSB annually in November, which still does not
include any Swiss insurance companies. In
November 2015, the IAIS initiated a public consul-
tation on further developing the methodology for
defining G-Slls. This should also address the unre-
solved issue regarding the status of reinsurers,
which are currently not included under G-Slis.

Another priority for the FSB are the international
reforms of over-the-counter (OTC) derivatives
trading regulation. These reforms call for the
reporting of derivative transactions to central
trade repositories, the clearing of derivatives
trading through central counterparties, the shift-
ing of trade to electronic platforms as well as
additional capital requirements and risk mitiga-
tion obligations for non-centrally cleared deriva-
tives. In Switzerland, the regulatory reforms of
derivatives trading will be implemented in the
Financial Market Infrastructure Act (FMIA; see
section 3.3.1). In 2015, the FSB published two
progress reports on the reforms of derivatives
trading and a peer review on reporting duties
and the associated obstacles that make it diffi-
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cult for supervisory authorities to effectively use
the information reported. The avoidance of
duplications in the derivatives area through the
recognition of equivalent foreign regulations (i.e.
deference) will remain a key issue in 2016.

The supervision of non-banks that are involved
in credit intermediation (known as shadow
banks) continues to be a priority for the FSB. The
latest FSB annual report puts the assets of the
entire shadow banking sector at between USD
36 and 68 trillion. In collaboration with the Basel
Committee on Banking Supervision (BCBS) and
the International Organization of Securities Com-
missions (I0SCO), the FSB adopted regulatory
standards applicable from 2012 that aim to
reduce the transfer of risks from the banking
sector to other sectors subject to less stringent
regulation. In November 2015, the FSB also pub-
lished additional standards on repo and securi-

LEl - an identification number for greater
financial stability

Global financial markets are shaped by inter-
related connections between financial market
participants. Until recently, however, the
financial sector did not have a uniform global
system for identifying participants.

The 2008 financial crisis uncovered gaps with
regard to financial data and the evaluation of
systemic risks that were attributed to insuffi-
cient identifiability of financial market partici-
pants. For instance, in the case of the Lehman
Brothers’ insolvency, for market participants
and supervisory authorities its interconnected-
ness was not apparent. For this reason,
efforts were stepped up in the wake of the
financial crisis to develop a uniform identifica-
tion system for financial market participants,
i.e. the legal entity identifier (LEl). An LEl is a
unique, universal identification number for
financial market participants. The LEI system
stems from a G20 initiative and was initially
developed in the FSB.

The current structure of the LEI system covers
three tiers: The Regulatory Oversight Commit-

ties lending transactions. This work will continue
in 2016. Swiss authorities are following the
developments and will analyse the possible
implications for the regulatory framework in
Switzerland. In 2015, I0SCO performed two
assessments, one on money market funds and
one on securitisation.

In addition, the FSB took an interest in new
issues in 2015 and initiated work, for instance,
on the effects of climate change on financial sta-
bility. In the area of climate, the FSB has set up a
working group led by the private sector for the
dissemination of climate-related information to
enable market participants to better manage the
risks. Another issue of concern to the FSB is the
withdrawal of international banks in correspond-
ent banking. The FSB is also studying the effects
of misconduct on financial stability.

tee (ROQ) is an international broad-based
committee of over 60 authorities from over 40
countries. It comprises central banks, finance
ministries and oversight authorities, and coor-
dinates and oversees the LEl system. The sec-
ond tier is made up of the Global Legal Entity
Identifier Foundation as the operational arm
of the LEI system and a link to the third tier.
The third tier covers local registries that issue
LEl numbers. In 2016, the aim is to establish
the basis in Switzerland so that the Federal
Statistical Office can issue LEI numbers.

For the time being, at the international level
the LEl is primarily used to identify parties to
derivatives transactions. On 1 January 2016,
the LEl was introduced into Swiss law in the
area of reporting duties such as these under
the Financial Market Infrastructure Act. It is
already clear that the LEI is becoming increas-
ingly relevant, also in other financial market
areas (such as in the resolution of banks or
combatting anti-money laundering). Given the
LEl's relevance for the financial market, the
State Secretariat for International Financial
Matters (SIF) has been following the develop-
ment of the LEI system from the outset,
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initially as an observer and since December
2015 as a full member of the ROC. In addition
to SIF, the Swiss National Bank (SNB) is also a

ROC member. This ensures that Switzerland
can bring its interests to bear in the further
development of the LEI system.

- The Global LEI System (GLEIS)

Central Operating Unit
(Global Legal Entity Identifier
Foundation, Basel)

LouU LOU LouU Lou LOU LouU

. . The Regulatory Oversight Committee (ROC) is
Regulatory Oversight Committee the coordination and oversight body of the
(ROQ) Global LEI System

The Central Operating Unit (COU) is the operational
arm of the Global LEI System

Local Operating Units (LOUs) in various countries
issue LEI numbers

2.5 Combating money laundering
and terrorist financing
2.5.1 Implementation of the revised
FATF standards
The Federal Act of 12 December 2014 for
Implementing the Revised FATF (Financial Action
Task Force, see section 2.5.3) Recommendations
of 2012 came into force in two stages. The
enactment of the framework law resulted in the
amendment of various legislative texts. In particu-
lar, the amendments to the Swiss Code of Obliga-
tions came into force as early as 1 July 2015.
However, the amendments to the Swiss Civil
Code, the Swiss Criminal Code and the Anti-
Money Laundering Act, including their imple-
menting provisions, did not come into force until
1 January 2016. In the process, market partici-
pants were granted the necessary time period
for making the organisational and procedural
changes.

The revised FATF recommendations of 2012 were
written into national law. This strengthens Swit-
zerland's system to combat money laundering
and terrorist financing and adjusts it to interna-
tional standards.
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2.5.2 National risk analysis

In November 2013, the Federal Council created
an interdepartmental coordinating group on
combating money laundering and the financing
of terrorism (CGMF) in response to a recommen-
dation by the FATF to this effect. This group has
been tasked with coordinating measures related
to combating money laundering and terrorist
financing in the Federal Administration and
ensuring the ongoing evaluation of the risks in
this area. As a first step, the group drew up a
report on the national evaluation of the risks of
money laundering and terrorist financing in Swit-
zerland, which describes for the first time in a
single document all of the associated risks in
Switzerland and thus provides an overall assess-
ment of the current situation. The Federal Coun-
cil acknowledged and published the first “Report
on the national evaluation of the risks of money
laundering and terrorist financing in Switzer-
land” in June 2015.

The most important threats in the area of money
laundering were found to be linked to fraud, mis-
appropriation, bribery and participation in a crim-
inal organisation. Predicate offences are largely
committed by persons domiciled abroad. Politi-
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cally exposed persons and the use of complex
structures with domiciliary companies for asset
management purposes are considered special risk
factors. The reports concludes that Switzerland
has a full and effective range of resources for
combating money laundering and terrorist
financing and that the current system adequately
responds to the risks. However, the group has
recommended measures for consolidating the
current regime, which include the promotion of
dialogue between the public and private sectors,
the development and systematisation of statistics
and specific recommendations for areas not sub-
ject to the Anti-Money Laundering Act, such as
the real estate sector, non-profit organisations,
free ports and commodities trading.

The FDF published a report on safe-deposit boxes
and their risks of abuse for money laundering and
terrorist financing at the end of 2015. Other spe-
cific risk analyses are currently being prepared,
particularly in relation to the predicate offences
of bribery, fraud and non-profit organisations.

2.5.3 FATF

The Financial Action Task Force (FATF) is con-
ceived as a leading international body for com-
bating money laundering and is headquartered
at the OECD in Paris. It regularly reviews its
members’ national regulations for the implemen-
tation of the 40 recommendations. These mutual
evaluations are performed by representatives of
other FATF member states.

In 2015, Switzerland continued its preparatory
work for the fourth mutual evaluation. The evalu-
ation will not only verify incorporation of the 40
FATF recommendations into national law but also
examine for the first time ever if the correspond-
ing requirements have been effectively imple-
mented. Switzerland is due to conclude the
review by October 2016. The report on the
national evaluation of the risks of money laun-
dering and terrorist financing contributes signifi-
cantly to demonstrating that Switzerland has
taken adequate and effective measures at the
national level in the areas of prevention, detec-
tion, communication and repression to tackle the
risks of money laundering and terrorist financing.

In addition to the fourth round of mutual evalua-
tions, the FATF is currently focused on combat-

ing terrorist financing and is stepping up its rec-
ommendations in this area. Given the
developments related to the threat posed by the
Islamic State (IS), the FATF is adapting its stand-
ard to include the repression of the financing of
foreign terrorist fighters. Typologies of IS financ-
ing were also discussed. The FATF has also
strengthened its recommendation in connection
with the risk of abuse of non-profit organisa-
tions. Finally, the consequences for states that
failed to either fully or sufficiently meet the
requirements of these recommendations were
also discussed. Switzerland needs to adapt,
where applicable, its national directives vis-a-vis
the above-mentioned points.

2.6 Bilateral cooperation

2.6.1 Financial dialogues and closer contact
with leading financial centres

The aim of financial dialogues is to forge and
foster close contacts with key partner state
authorities involved in financial matters and facil-
itate a regular exchange of opinions and experi-
ences as well as collaboration in areas of mutual
interest. This includes exchanges on the interna-
tional financial system and on financial market
policy and regulation as well as positioning in
international financial forums such as the IMF,
the FSB, the FATF, the OECD and in the G20's
work in the financial sphere. Financial dialogues
also provide an opportunity to voice the market
access concerns of the Swiss financial sector and
other bilateral issues with the relevant country.
SIF holds these dialogues in collaboration with
other authorities.

Relations with key countries — particularly G20
members and leading financial centres — were
intensified during these contacts. In 2015, for
instance, Switzerland held talks with Brazil,
China, the EU, Germany, Hong Kong, Japan,
Poland, the United Kingdom, the United States
and, for the first time, with Canada and Singa-
pore. The content and form of the financial dia-
logues vary according to the partner state. While
a broad range of topics was discussed with
Japan and emerging market countries, the focal
point of the talks with the EU and the United
Kingdom was financial market regulation mat-
ters. Dialogue with the USA in 2015 also covered
issues regarding the international financial sys-
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tem along with financial market regulation. Talks
with China primarily focused on the internation-
alisation of the renminbi (see section 2.6.2). In
2016, SIF intends to further pursue the dialogues
initiated and to extend them to other countries
where appropriate.

2.6.2 Financial cooperation with China
China is pushing ahead with the internationalisa-
tion of the renminbi currency — supported by
financial market reforms on the domestic front —
in a targeted manner. In this context, China is
also encouraging the development of “renminbi
hubs” abroad. These hubs provide the link
between Chinese and international financial
markets in respect of existing capital controls.

Swiss authorities are making every effort to pro-
vide the necessary framework conditions so that
the Swiss economy can benefit from the oppor-
tunities arising for trade and the financial services
business from this development. Against this
backdrop, SIF and the People’s Bank of China
(PBoC) started to hold regular financial dialogue
in December 2013. In the three rounds of talks
held to date and in other high-ranking contact
between the authorities, Switzerland was able to
intensify financial cooperation with China within
a short period of time and take specific measures
for increasing Switzerland’s participation in the
internationalisation of the renminbi.

The currency swap agreement signed by the SNB
and the PBoC in July 2014 enables the purchase
and redemption of renminbi and francs between
the two central banks, as a result of which the
required liquidity can be provided when neces-
sary. In addition, the SNB and the PBoC created
the basis for renminbi clearing in Switzerland with
a memorandum of understanding (MoU) in Janu-
ary 2015. At the same time, the Chinese authori-
ties extended the Renminbi Qualified Foreign
Institutional Investor (RQFII) programme to
include Switzerland with a quota of RMB 50 bil-
lion renminbi. Swiss financial institutions can use
this quota to invest directly from Switzerland in
renminbi on the Chinese financial markets. In
November 2015, the PBoC also authorised direct
trading between the renminbi and the Swiss franc
on the official Chinese foreign exchange trading
platform. The availability of a direct exchange rate
between the renminbi and the Swiss franc helps to
reduce transaction costs for market participants.
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The launch of business activities by the desig-
nated Chinese renminbi clearing bank, the China
Construction Bank (CCB), may provide further
positive impetus for boosting the volume of ren-
minbi-based financial services business in Swit-
zerland. The CCB has had a licence to establish a
branch in Switzerland since the autumn of 2015.

This concrete progress in financial cooperation
supplements the free trade agreement and dou-
ble taxation agreement between Switzerland
and China, which came into force on 1 July 2014
and 8 November 2014 respectively. The frame-
work conditions are thus largely in place for the
increased involvement of Switzerland's financial
centre in the progressive internationalisation of
the renminbi.

At the official level, there is regular interaction
with the Chinese authorities to also discuss Swit-
zerland’s involvement in the development of the
Chinese financial sector. Common interests at
the multilateral level are also the subject of dis-
cussions. For instance, Switzerland was involved
in the founding of the Asian Infrastructure
Investment Bank initiated by China. In addition,
China invited Switzerland to take part in the G20
Finance Track under its 2016 presidency.

2.6.3 Regulatory dialogue with the EU

The EU’s regulatory efforts are creating major
challenges for Switzerland’s financial market pol-
icy. Access to the EU/EEA area is of great impor-
tance for the Swiss financial centre. Swiss finan-
cial intermediaries export a significant proportion
of their services to the European domestic mar-
ket, which has always been a key area for Swiss
financial institutions’ cross-border business
because of the close geographic and cultural ties.

The ongoing further development of EU law is
creating new obstacles for market access. If
Switzerland loses cross-border access to impor-
tant areas of the EU financial market, this could
have far-reaching consequences for the competi-
tiveness of the Swiss financial centre. European
legal developments play a key role here. In recent
years, the EU has made considerable prog-

ress in harmonising the traditionally very frag-
mented national market access guidelines for
financial service providers from third countries,
such as Switzerland. This growing harmonisation
presents Switzerland with both opportunities
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and risks. On the one hand, harmonised market

access regulations set clear requirements and cri-

teria for market access which serve to guide

third countries. On the other hand, the European

Commission’s checking of these equivalence
requirements involves considerable uncertainty
from the third country’s point of view.

Against this backdrop, Switzerland’s annual reg-
ulatory dialogue with the European Commission,
initiated in 2012, is all the more important. This
institutionalised contact gives Switzerland a key
opportunity to identify any need for action at an
early stage and voice Swiss concerns. At the
fourth round of regulatory talks in November
2015, the focus was on topics such as European
legal developments and the associated market
access issues. In addition to the annual dialogue,

discussions on regulatory issues are also held
regularly at a technical level with the European
Commission.

2.6.4 Activities in the area of customs

and technical support
International financial matters also concern
the area of activity of the Federal Customs
Administration (FCA).

In the area of customs and indirect taxation,
Switzerland has concluded — partly together with
EFTA countries — bilateral administrative assis-
tance agreements with the EU and its member
states, as well as with Colombia, Iceland, Israel,
Norway, Peru, the Southern African Customs
Union (Botswana, Lesotho, Namibia, South
Africa and Swaziland) and Turkey. In the case of
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the EU and its member states, these agreements
are supplemented by the anti-fraud agreement,
which has still not come into force due to its
pending ratification by an EU member state, but
which is provisionally applied with several EU
member states. The agreements are designed
above all to ensure compliance with customs law
and indirect taxation law in connection with the
international movement of goods and the detec
tion and prosecution of corresponding viola-
tions. The Federal Customs Administration pro-
vides regular administrative assistance as well as
international mutual assistance in criminal mat-
ters. Mutual assistance frequently involves the
disclosure of bank documents. Switzerland is still
engaged in negotiations with the United States
on an administrative assistance agreement in the
customs area.

The FCA also provides technical support to a
number of partner countries, such as the coun-
tries of Switzerland'’s IMF constituency. The pro-
vision of specific expertise can make a major

24

contribution to improving the efficiency of cus-
toms authorities. Greater financial efficiency in
turn helps to strengthen government finances in
these countries. At the same time, more profes-
sional customs clearance and greater effective-
ness in combating cross-border crime and terror-
ism facilitates the exchange of goods in global
trade to a significant degree. In 2015, for
instance, the FCA's cooperation with the cus-
toms administrations of Kyrgyzstan, Kazakhstan
and Azerbaijan was further intensified. Also in
2015, the FCA supported and successfully car-
ried out several short-term missions launched by
the OSCE in Central Asia as part of its member-
ship of the OSCE Troika. Furthermore, the FDF
concluded agreements on the provision of tech-
nical assistance with individual countries from its
IMF constituency. In addition, Switzerland pro-
vides a financial contribution to the work of the
Global Forum in connection with the introduc
tion of the automatic exchange of information in
tax matters (section 4.2.1) among the world’s
poorer countries, in particular in Africa.
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3 Competitiveness, market access
and ability to withstand crises

Outlook: In October 2015, the Federal Coun-
cil defined the parameters for the revised TBTF
provisions and instructed the FDF to conduct a
hearing and submit the texts of the ordinances
to the Federal Council by the first quarter of
2016. The Federal Council will also adopt a
revised report on strategic directions for the
Federal financial market policy by summer
2016. Plans have also been made to conclude
work on the partial revision of the Insurance
Policies Act (IPA) and to initiate the consulta-
tion by mid-2016.

3.1 Overview

In order to minimise the stability risk of the Swiss
financial centre, Switzerland responded rapidly
following the financial crisis and implemented
the corresponding provisions (too big to fail,
TBTF) in 2012. The Federal Council identified
additional need for action in February 2015 and
set the parameters for amending the TBTF provi-
sions in October 2015. In the area of regulation,
new financial market laws are also planned or
are already in force.

3.2 Significance of the Swiss financial
centre
In 2014, Switzerland generated total value added
of approximately CHF 61 billion through the pro-
vision of financial and insurance services. This
equates to a 9.5% share of gross domestic prod-
uct (GDP; see Figure 10) for the financial sector
and puts Switzerland on the same level as other
major financial centres, such as Singapore, the
UK and the USA. Luxembourg's financial sector,
however, accounts for almost 30% of its GDP.

Switzerland had a total of 275 banking institu-
tions at the end of 2014, and over 40% of these
were foreign banks. Banks are key players in the
financial markets, playing an intermediary role
between the supply and demand sides where
capital is concerned. Both companies and private
households are reliant on a sufficient supply of
credit funding. At the end of June 2015, the out-
standing credit volume, i.e. the amount of credit
from banks actually being used, amounted to
approximately CHF 1,221 billion. Three quarters
of this amount related to domestic mortgage
receivables.

The Swiss financial centre is a leading location
for private wealth management internationally. It

accounts for a 25% share of the global
cross-border wealth management market (see
Fig. 11). At the end of 2014, the total wealth
managed by Swiss banks in Switzerland
amounted to some CHF 6.7 trillion. According to
information provided by the Swiss National

Bank,

this sum has actually increased in spite of

regulatory changes and the transition to tax
transparency with other countries.

In addition to banks, insurers and pension funds
also form part of the financial sector. At the end
of 2014, there were 224 insurance companies

under regulatory supervision in Switzerland, and

— Swiss financial sector
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more than half of these were active in the prop-
erty and casualty business (i.e. non-life). The
capital investments of Swiss insurers amounted
to some CHF 565 billion at the end of 2014. Half
of this sum was invested in fixed-income securi-
ties. Likewise, the 1,957 pension funds are also
key participants in the Swiss financial centre.
Their invested capital amounted to CHF 720 bil-
lion at the end of 2013, of which a third was
invested in bonds and over a quarter in equities.

Switzerland is one of the world’s leading finan-
cial centres, as shown by international studies
such as the Global Financial Centres Index (GFCI,
see Figure 12). The 18th edition of the GFCI from
September 2015 examined 84 financial centres.
Different elements of competitiveness, such as
infrastructure and human capital, were analysed
along with individual segments of the financial
sector, such as banks and insurers. London is in
top position in the rating with New York coming
a close second. The Asian financial centres of
Hong Kong and Singapore follow in the third
and fourth place. In seventh place, Zurich holds
the top spot among the continental European
cities, followed by Geneva in 13th place.

Digitisation in the financial sector

Paying with mobile phones, trading in virtual
currencies, crowdfunding: technological devel-
opments are presenting traditional financial
institutions with a major challenge; internet
groups such as Google and Facebook are
noticeably moving into this market. However,
digitisation also stimulates competition
between business locations, and Switzerland
has not yet reached its full potential as an
international business location for digital
financial innovation. With a view to suitable
framework conditions and the positioning of
the financial centre, it is therefore important
that the public sector collaborates with private
stakeholders. For this reason, SIF closely fol-
lows international developments in this area.

3.3 Financial market policy

At the Federal Council's request, the Federal
Department of Finance (FDF) appointed the
“future of the financial centre advisory board” in
March 2015. Led by Professor Aymo Brunetti,
the board commenced its work in June 2015. It
should ensure regular exchanges between all of

— World's most important financial centres
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the main players and assess the strategic chal-
lenges and the future prospects for financial
business in Switzerland with regard to the econ-
omy as a whole. In this way, requests made by
Parliament are also fulfilled.

In May 2015, the Federal Council defined the
next steps concerning further recommendations
made by the group of experts for the further
development of the financial market strategy. It
instructed the FDF to avoid double taxation
effects that could arise as a result of the intro-
duction of a financial transaction tax in the EU. It
also commissioned a review of deposit protec-
tion and the incentives in the Swiss tax system
for private individuals to take on debt.

— Switzerland remained the largest offshore centre

Sustainability in the financial sector
Sustainability in the financial sector is becom-
ing increasingly significant both at the
national and international levels. Various
international bodies and organisations, includ-
ing the G20 and the Financial Stability Board
(FSB), are currently tackling this issue (see
section 2.4). The focus for these bodies is pri-
marily on the risks that could materialise for
financial institutions and systemic stability,
which involve the physical risks of climate
change, potential liability risks and the risks
that may be triggered by the transition to a
low-carbon economy.
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At the same time, the sustainability issue also
gives the Swiss financial centre the opportu-
nity to position itself accordingly and to give
greater consideration to environmental and
social factors. As part of Switzerland’s finan-
cial market policy, State Secretariat for Inter-
national Financial Matters (SIF) deals inten-
sively with the issue of sustainability, is
actively involved in the work on this and is
committed to an internationally coordinated
approach. SIF intends to further pursue talks
on this matter with the private sector.

3.3.1 Regulatory projects

Too big to fail

Incorporated in the Banking Act and applicable
since 1 March 2012, the too big to fail (TBTF)
provisions should prevent systemically important
financial institutions from having to be bailed
out using taxpayers’ money in a crisis situation.
The Federal Council is required by law to review
the Swiss TBTF provisions no later than three
years after entry into force and, with regard to
comparability and the extent to which the corre-
sponding international standards are imple-

— Swiss capital requirements in comparison to international standards

in % of risk-weighted assets (RWA)

Key features of new Swiss requirements for CS and UBS
without reductions for gone concern components’

Key features of international
standard for G-SIBs (CS case)

' 0 [}
BCBS/FSB { G-SIB surcharge: 1.5%

Capital conservation
buffer buffer: 2.5%

Minimum TLAC: 18%

FSB minimum |
requirement

T With the best resolvability level, a reduction of the gone concern requirements is possible. However, the requirements may not be
lower than the international standards as a result. Consequently, the maximum reductions possible are 4.3% (RWA).

Swiss surcharge (
with minimum <
requirement: 4.3%

FSB minimum
requirement

mented abroad, every two years thereafter.

In its first evaluation report of this kind of 18
February 2015, the Federal Council concluded
that Switzerland’s approach was to be seen in a
positive light by international standards and that
a major change of direction was not required. To
eliminate the weaknesses identified, it instructed
the Federal Department of Finance (FDF) to draw
up proposals for necessary legislative amend-
ments in collaboration with the Swiss Financial
Market Supervisory Authority (FINMA) and the
Swiss National Bank (SNB), and with the targeted
inclusion of the systemically important financial
institutions concerned.

In October 2015, the Federal Council adopted
the parameters for these amendments: the TBTF
risks will once again be significantly reduced by
further increasing the resilience of systemically
important banks and enhancing the possibility of
restructuring or orderly resolution without costs
to taxpayers. Nevertheless, Swiss banks have
retained their competitiveness as Switzerland has
primarily followed international standards and
the requirements of leading financial centres.
Not only has it fulfilled the Basel Ill standards
and the Financial Stability Board (FSB) surcharge

} Swiss surcharge with
Going concern buffer: 2.3%
capital buffer: BCBS/FSB

6.3% buffer

Gone concern
component:
14.3%

Minimum requirement
Switzerland: 22.3%

Going concern
minimum capital
requirement: 8%

Fig. 14
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for global systemically important banks, it also
meets the total loss-absorbing capacity (TLAC)
requirements for banks recently adopted by the
FSB (see section 2.4). The specific amendments
to the Capital Adequacy Ordinance and the
Banking Ordinance are due to be adopted by the
Federal Council in the first quarter of 2016.

An overview of the most important amendments:

Going concern requirements

By fulfilling going concern requirements, system-
ically important banks should have sufficient
capital to ensure continuity of service evenin a
stress scenario. The going concern requirements
consist of a basic requirement for all systemically
important banks, which is 4.5% for what is
known as the unweighted equity ratio (leverage
ratio) and 12.9% for risk-weighted assets (RWA).
There is also a progressive component, depend-
ing on the degree of systemic importance. This
surcharge is set based on the market share and
size of the bank. Including the surcharge, the
going concern requirements for the two big
banks are currently 5% (leverage ratio) and
14.3% (RWA).

The new going concern requirements are higher
than international standards. They are compara-
ble with the requirements for systemically impor-
tant banks in the United States and are slightly
higher than the UK requirements. The require-
ments were also tightened with respect to the
quality of the capital: in the future, banks can
meet the leverage ratio requirements using only
a maximum of 1.5% in Tier 1 contingent con-
vertible bonds. They must provide the rest using
common equity Tier 1 capital (e.g. paid-in share
capital and disclosed reserves). The requirements
for risk-weighted assets can be fulfilled using a
maximum of 4.3% in Tier 1 contingent convert-
ible bonds.

Gone concern requirements

Going concern requirements cannot always pre-
vent a bank from being restructured or wound
up. For such a case, systemically important banks
operating internationally (big banks like UBS and
Credit Suisse) must also hold gone concern capi-
tal. This will be used either for restructuring the
bank or to ensure continuation of the bank’s
functioning units and wind up the other units
without public funds being required for this.

For systemically important banks operating inter-
nationally, these requirements mirror the going
concern requirements in that 5% (leverage ratio)
and 14.3% (based on risk-weighted assets,
RWA) are required for this kind of capital. The
Banking Act gives FINMA the possibility of grant-
ing banks concessions on the gone concern
requirements. In terms of quality of capital, gone
concern requirements are generally met with
bail-in instruments (bonds that can be converted
to common equity on FINMA's orders). However,
if banks use low-trigger CoCos, which are more
valuable from a regulatory viewpoint, the lever-
age ratio requirements can be reduced by a max-
imum of 1.0%, applying a rate of 2 low-trigger
CoCos to 3 bail-in bonds, and the RWA require-
ments by 2.9%.

In principle, action is also needed in the area of
gone concern requirements for systemically
important banks that do not operate internation-
ally (ZKB, Raiffeisen and PostFinance). However,
emergency plans of this kind are still being pre-
pared by the banks in question. Once the basics
of these plans are established, it will then be
possible to determine the additional gone con-
cern requirements. The matter will be examined
in the next evaluation report on Switzerland’s
too big to fail provisions for the attention of Par-
liament. The report must be adopted by the Fed-
eral Council by the end of February 2017.

— New requirements for big banks
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Emergency plans

Under current law, there is no deadline for com-
plete implementation of the Swiss emergency
plans. Provision will be made for a deadline of
this nature and will generally be three years from
the point in time when a bank is designated as
systemically important. The two big Swiss banks
that operate internationally (UBS, Credit Suisse)
must have fully implemented their emergency
plans by 31 December 2019. Global resolvability
is also part of the review of the Swiss emergency
plan.

Basel Il

Basel Il is a comprehensive package of reforms
developed by the Basel Committee on Banking
Supervision (BCBS) designed to strengthen the
regulation, supervision and risk management of
the banking sector. The aim is to increase the
banking sector’s ability to absorb shocks arising
from financial and economic stress. Risk man-
agement and governance should also be
improved, and the transparency and disclosures
of banks strengthened. Under its Regulatory
Consistency Assessment Programme (RCAP),
which reviews the implementation of minimum
standards in member states, the BCBS concludes
that Swiss banking regulation is largely attuned
to the Basel lll framework. The overall assess-

BCBS requirements to be implemented:

ment of “compliant” is a seal of approval for the
Swiss financial centre. With the banks currently
working on implementation, Switzerland remains
on track.

Financial Services Act and Financial
Institutions Act

The Financial Services Act (FinSA) and the Finan-
cial Institutions Act (FinlA) are designed to
strengthen client protection, enhance the com-
petitiveness of the financial centre and create a
level playing field for service providers.

The FinSA governs the prerequisites for providing
financial services and offering financial instru-
ments. For instance, financial service providers
are obliged to seek information on the financial
situation and take into account the clients’
knowledge when providing advice. A key infor-
mation document must be prepared for financial
instruments offered to retail clients. This is a
brief document drafted in easily understandable
language. The FinlA makes provision for a differ-
entiated supervisory regime for financial institu-
tions that operate an asset management busi-
ness in any form. The managers of individual
client assets as well as those who manage the
assets of Swiss occupational benefits schemes
will also require authorisation in the future.

Basel IlI 2015 2016 2017 2018 As of
01/01/2019
M/n/mum common ngty 15%
Tier 1 capital ratio
Minimum Tier 1 capital ratio 6%
= Overall minimum capital ratio 8%
'E_ Capital conservation buffer 0.625% 1.25% 1.875% 2.5%
©
Y| Total capital requirements 8% 8.625% 9.25% 9.875% 10.5%
Countercyclical capital buffer 0-0.625% | 0-1.25% | 0-1.875% 0-2.5%
Leverage ratio 3%, Disclosure obligations Conversion to mandatory
and observation phase requirements
2 Liquidity coverage ratio 60% 70% 80% 90% 100%
5 ; ;
5 Net stable funding ratio . Conversion to mandatory
2 Observation phase .
5 requirements
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The consultation on the two bills was generally
positive, although certain adjustments were
required. The Federal Council approved various
amendments to the bills, namely in the area of
law enforcement, continuing professional devel-
opment and the issue of a register of client
advisers. In November 2015, the Federal Council
adopted the dispatch on the two legislative proj-
ects for the attention of Parliament. Entry into
force is scheduled for early 2018.

Financial Market Infrastructure Act

The new Financial Market Infrastructure Act
(FMIA) contains financial market infrastructure
regulation and duties for financial market partici-
pants in securities and derivatives trading. The
act will adjust the Swiss regulatory framework in
line with market developments and international
standards. It should boost the stability and com-
petitiveness of Switzerland’s financial centre

and improve the protection of financial market
participants. Parliament approved the act in
June 2015. The referendum deadline expired
without a referendum being called. In Novem-
ber 2015, the Federal Council brought the act
and the implementing provisions into force,
effective from 1 January 2016.

The regulatory plans of the EU and other coun-
tries — particularly the United States and Japan —
for implementing international standards in the
area of derivatives trading and for financial mar-
ket infrastructures are largely complete or well
advanced. Decisive among these in the EU are
the European Market Infrastructure Regulation
(EMIR), the Markets in Financial Instruments
Directive (MIFID Il) and the associated Markets in
Financial Instruments Regulation (MiFIR), as well
as the Regulation on Securities Settlement and
on Central Securities Depositories (CSDR). A
number of provisions on third-country regimes
contained in these regulations are based on the
principle of equivalence. Without regulation that
is equivalent to that of the EU, there is a danger
that Swiss market participants will become less
competitive or Swiss financial market infrastruc
tures will lose access to the EU market. The
intention with the FMIA was therefore to seek
regulation equivalent to that of the EU

Insurance Policies Act
The Insurance Policies Act (IPA) regulates the
rights and duties of insurers, policyholders and

insurance intermediaries. In March 2013, Parlia-
ment rejected the total revision of the IPA and
instructed the Federal Council to carry out a
partial revision. Parliament also drew up a non-
exhaustive list of points that are to be taken into
consideration.

The steering group in charge, which includes
representatives of the FDF, the sector, consumer
protection and FINMA as well as two external
experts, has initiated the necessary work. The
Federal Council intends to initiate the consulta-
tion on the partial revision of the IPA in the sec
ond quarter of 2016.

Liechtenstein

In July 2015, the agreement between Switzer-
land and Liechtenstein on insurance against nat-
ural forces provided by private insurance compa-
nies was signed. Liechtenstein is thus included in
the solidarity circle of private Swiss providers of
insurance against natural forces. At the same
time, the basis for calculating benefit cuts will be
redefined.

— Swiss financial market legislation
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The new agreement supplements the Agreement
of 19 December 1996 on Direct Insurance and
Insurance Intermediaries that ensures market
access in Liechtenstein for Swiss insurers. It also
provides greater legal certainty in the cross-
border insurance business with Liechtenstein.
The agreement will be implemented by the
financial market supervisory authorities in the
context of supervisory cooperation.

3.3.2 Market access

In the wake of the financial crisis, the framework
conditions for the cross-border financial services
business were tightened. For the Swiss financial
centre with its leading position in the cross-
border wealth management sector, access to
foreign financial markets is a key success factor.
Maintaining and possibly improving Switzer-
land’s access to these markets are therefore a
priority objective for the Federal Council.

In accordance with the negotiating mandates for
introducing the automatic exchange of informa-
tion for tax purposes adopted by the Federal
Council in October 2014, Switzerland should
request and strive to obtain market access for
financial services from Switzerland during discus-
sions. Switzerland is pursuing three courses of
action simultaneously at various levels, which
allows the different implementation timeframes
to be taken into account.

Bilateral agreements

At the bilateral level, Switzerland is endeavour-
ing with selected partner states to remove
potential obstacles to market access. The aim
here is to strengthen legal certainty for
cross-border business from Switzerland.

In this context, Switzerland came to an arrange-
ment with Germany in July 2015 to implement
the existing agreement on market access. Under
this agreement, Swiss banks can provide their
services in Germany from Switzerland without
being physically present in Germany. Switzerland
has also initiated and further pursued technical
discussions with France and Italy to facilitate or
improve market access. With Austria and the UK,
Switzerland is endeavouring to maintain the
market access agreements concluded under the
withholding tax agreements. It is also seeking to
engage the Dutch and Spanish authorities in
talks on market access issues.

EU equivalence approach

The equivalence approach of the European Union
(EV) is also important for Switzerland: in selected
areas where the EU makes provision for equiva-
lence processes, Switzerland aims to achieve reg-
ulation that is equivalent to that of the EU. The
European Commission then decides whether or
not to recognise the financial market regulation
and supervision of a third country as being equiv-
alent. The EU equivalence processes are not con-
sistently regulated, however, and cannot always
be understood or foreseen by third countries.

In its interaction with the EU, the State Secretariat
for International Financial Matters (SIF) is advocat-
ing the swift conclusion of the ongoing equiva-
lence processes. The EU thus confirmed in June
2015 that the Swiss regulatory framework for
insurance is in line with EU directives (see box).

Swiss insurance regulatory regime is
equivalent to that of the EU

In 2015, the European Commission decided
that from 2016, Swiss regulation of the insur-
ance industry would be recognised as equiva-
lent to Solvency Il. Solvency Il is the insurance
directive which will be applied by the EU from
2016. It contains the concept of equivalence
of third countries in three areas:

— If a direct insurer in the EU concludes a
reinsurance contract with a reinsurer from
an equivalent third country, this contract
must be treated in the same way as a con-
tract with a reinsurer from the EU. In addi-
tion, the third-country reinsurer cannot be
forced to hold its assets with which it cov-
ers its obligations to EU insurers in the EU.
The cross-border business of Swiss reinsur-
ers will thereby be facilitated and potential
additional costs linked to investment man-
agement will be avoided.

— Insurance groups headquartered in the EU
must calculate their group solvency in
accordance with the provisions of Solvency
I, whereby the activities of their subsidiar-
ies must also be included. However, if a
third country is recognised as equivalent,
the insurance group can then use the sol-
vency results of the subsidiaries in that
country in the group solvency calculation,
which should generally reduce costs.
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— If an insurance group headquartered out-
side the EU has subsidiaries in the EU, then
the EU member states will impose group
supervision on this group. However, if the
insurance regulatory regime of the group’s
country of domicile is equivalent, then the
EU member states will rely on the group
supervision implemented by the third coun-
try. The supervisory authority of the third
country will be recognised as a global
group supervisor, which will result in sav-
ings for the insurance groups. However, this
advantage must be put into perspective in
that even in the case of equivalence, mem-
ber states can conduct subgroup oversight.

In November 2015, the European Commission
also recognised Switzerland's supervisory regime
for central counterparties as equivalent to the
relevant provisions applicable within the EU. The
equivalence decision provides the basis for Swiss
central counterparties to access cross-border
markets in the EU.

Financial services agreement with the EU

In March 2015, the State Secretariat for Interna-
tional Financial Matters (SIF) engaged in initial
exploratory talks with the European Commission
about the possible conclusion of a sectoral finan-
cial services agreement (FSA). The EU has made
any continuation of these talks conditional upon
developments in its overall relations with Swit-
zerland, particularly in relation to the free move-
ment of persons and institutional matters. A sec-
toral agreement would give Swiss financial
service providers market access that is equivalent
to that of their EU competitors as well as the
greatest possible legal certainty in the long term.

Clarification was sought within the Confedera-
tion regarding the possible structure and chal-
lenges of such a market access agreement for
the financial sector. Any possible agreement
would probably be based on greater adoption of
the relevant EU law in the area of financial ser-
vices. However, this would entail various institu-
tional and legal challenges for Switzerland.
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The issues related to an FSA will be examined
further in consultation with the sector. If an FSA
is pursued further, this will require Switzerland
to take strategic decisions on the orientation of
its foreign financial market policy in general and
on Switzerland'’s future regulatory approach in
the financial sector in particular.

3.3.3 Commodity trading

Switzerland’s commodities sector continues to
be significant for the Swiss economy, as
reflected for instance in the receipts from mer-
chanting — largely in commodity trading — which
accounted for some 3.9% of Swiss gross domes-
tic product (GDP) in 2014, according to the Swiss
National Bank's statistics. Given the many con-
nections between the commodities sector and
the financial sector, a prosperous commodities
sector is also important for Switzerland'’s finan-
cial centre. Banks, for instance, play a key role in
the financing of trade in commodities.

In August 2015, the Federal Council approved
and published the second status report on the
implementation of the recommendations made
in the background report on commodities. Real
progress was made in many areas. The back-
ground report on commodities with its 17 rec-
ommendations was published in March 2013.
The aim of the recommendations is to maintain
Switzerland’s competitiveness as a business loca-
tion and take specific action to address the risks
associated with companies’ activities in terms of
human rights, environmental and social stand-
ards, corruption and reputation.

New legislation was enacted in the areas of over-
the-counter derivatives trading (see section
3.3.1) and anti-money laundering (see section
2.5). The Federal Council intends to fully imple-
ment international standards with these meas-
ures, among others. The Federal Council also
wishes to promote transparency with regard to
payments made by commodity companies to
governments, and has submitted a correspond-
ing consultation draft within the scope of the
revision of the law on companies limited by
shares. At the international level, Switzerland is
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continuing to support the Extractive Industries
Transparency Initiative (EITI), which promotes
transparency and accountability among
resource-rich countries with regard to their man-
agement of these resources. Furthermore, work
has progressed on the application of voluntary
corporate social responsibility standards to com-
modity trading companies, and the dialogue
between the industry, non-governmental organi-
sations and the cantons has been further
improved.

The Federal Council believes that Switzerland is
well positioned by international standards with
regard to its efforts to ensure a competitive and
morally sound location for commodity compa-
nies, and it attaches great importance to these
efforts. It has instructed the interdepartmental
platform on commodities under the joint leader-
ship of the Federal Department of Finance (FDF),
the Federal Department of Economic Affairs,
Education and Research (EAER) and the Federal
Department of Foreign Affairs (FDFA) to report
again on the status of implementation of the
recommendations by the end of 2016.

— Great significance of commodity trading for Switzerland

Receipts from merchanting and bank financial services abroad
in % of GDP
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— Receipts from financial services

Source: SNB, Monthly Statistical Bulletin (April 2015), own calculation

Fig. 17
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A

Outlook: By 2017, the legal basis for introduc-
ing the automatic exchange of information in
tax matters (AEOI) should, if no referendum is
called, come into force and thereby allow the
gradual activation of the AEOI with partner
states from 2017. The dispatches for the auto-
matic exchange of information in tax matters
between Switzerland and the EU and with
Australia have been submitted to Parliament
for approval for effective implementation from
January 2017. The Global Forum will decide in
summer 2016 on Switzerland’s phase 2 report
and will give it a rating. The effectiveness and
efficiency of the exchange of information
upon request when applying the international
administrative assistance standard will be
examined in this phase. Where corporate taxa-
tion is concerned, Switzerland supports inter-
national efforts to ensure fair tax practices and
a level playing field for all. Parliament will dis-
cuss the third series of corporate tax reforms.
The first measures to implement the BEPS
actions will be introduced. The negotiations
with the US on switching from FATCA model 2
to FATCA model 1 should be concluded.

4.1 Overview

In the summer of 2015, the Federal Council
clearly stated its strategic options, particularly
concerning the introduction of the automatic
exchange of information in tax matters (AEQI)
and started the required parliamentary approval
procedures. In June 2015, the dispatches on the
OECD/Council of Europe Convention on Mutual
Administrative Assistance in Tax Matters (admin-
istrative assistance convention) and on the legal
basis required for implementing the AEOI were
submitted to Parliament. Parliament approved
the proposals in December 2015. In addition, in
November 2015, the Federal Council adopted
the dispatches on the AEOI between Switzerland
and the EU and also with Australia. In accord-
ance with the Federal Council’s negotiating man-
date, discussions on the introduction of the AEOI
with other partner countries are under way.
Switzerland ensures the integrity, credibility,
attractiveness and stability of its financial centre
and position as a business location through its
involvement in the development and effective
implementation of internationally recognised
standards.
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International tax matters

Based on the progress made by Switzerland in
implementing the recommendations of the
Global Forum on Transparency and Exchange of
Information for Tax Purposes (Global Forum), in
March 2015, Switzerland received authorisation
to proceed to the second phase of its peer
review, which was launched in October 2015.
This is a significant challenge for Switzerland and
should be concluded in the summer of 2016.

As far as business taxation is concerned, the
Federal Council implemented the mutual under-
standing of October 2014 with the EU within the
scope of the dispatch on the Federal Act on
Tax-Related Measures to Strengthen the Com-
petitiveness of Switzerland as a Business Loca-
tion (CTR ) of 5 June 2015. In this, it proposes
putting an end to the different taxation of
domestic and foreign company profits by the
cantons. The reform is compatible with the cur-
rent international standards.

After two years’ work, the project of the OECD
and G20 to combat base erosion and profit shift-
ing (BEPS) officially finished with the OECD’s pub-
lication of the results of the 15 actions in October
2015. In November 2015, they were endorsed by
the G20 heads of state and government at the
summit in Antalya (Turkey), who called for timely
implementation. In Switzerland, the implementa-
tion of BEPS is in part guaranteed by the third
series of corporate tax reforms and in part by
other measures which are being prepared.

Finally, Switzerland has intensively pursued tax
cooperation with important partners such as
Italy, France, the United States and India. Con-
cerning the United States, there has been prog-
ress in the negotiations on switching to FATCA
model 1. The execution of the US programme
for banks has been expedited and many agree-
ments have been concluded.

4.2 Exchange of information in tax matters

4.2.1 OECD standard on the automatic

exchange of information

Development of the OECD standard
In July 2014, the OECD Council adopted the
global standard for the automatic exchange of
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information in tax matters (AEOI standard). Swit-
zerland actively participated in the development
of the AEOI standard.

In addition to approving the AEOI standard, the
OECD Council issued a recommendation in
which the OECD member states and other states
that endorsed the recommendation undertook
to adopt the AEQI standard. The G20 finance
ministers then confirmed the new AEOI standard
during their meeting held in September 2014 in
Cairns, Australia. By the end of 2015, 97 states
had committed themselves to the exchange of
information in accordance with the AEOI stand-
ard: 56 from 2017 and the remaining 41, includ-
ing Switzerland, from 2018. In addition, on the
fringes of the plenary meeting of the Global
Forum, 51 states signed the Multilateral Compe-
tent Authority Agreement on the Automatic

— How the automatic exchange of information works
Country A Country B

ﬂ Taxpayer in country A has a bank
account in country B

Bank in country B
discloses financial

- acc. data to
Authorities in country A authorities in
can examine foreign country B

financial account data

Authorities in country B automatically
t forward information to authorities in
= county A

016

Exchange of Financial Account Information
(MCAA) which serves to implement the AEOI. In
the meantime, 78 states have signed the MCAA.
The Federal Council agreed to a declaration on
Switzerland’s participation in the MCAA in
November 2014.

Implementation

Implementation can proceed based on two mod-
els. Firstly, it is possible to agree to AEOI imple-
mentation in bilateral treaties (model 1). Sec-
ondly, the automatic exchange of information
can be implemented on the basis of the MCAA
(model 2).

The MCAA is based on the OECD/Council of
Europe Convention on Mutual Administrative
Assistance in Tax Matters (administrative assis-
tance convention)?.

This information is exchanged:

11
— Account number B

— Name, address, date of birth

- Tax identification number
— Interest, dividends

— Receipts from certain insurance
policies

— Credit balances on accounts

— Proceeds from the sale of
financial assets

||

Fig. 18

2 Switzerland signed the administrative assistance convention
in October 2013. The convention provides a framework for
tax cooperation between states and is comparable with a
modular system. In addition to the exchange of information
on request and the spontaneous exchange of information, in
particular the AEOI can be agreed to under the convention.
However, the AEOI is not mandatory. The application of the
AEOI in particular requires an additional agreement between
two or more contracting states.
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— Approval of the automatic exchange of information

w

Il First exchange in 2017 (56)

Anguilla, Argentina, Barbados, Belgium, Bermuda, British Virgin Islands, Bulgaria*, Cayman Islands, Colombia, Croatia, Curacao, Cyprus, Czech
Republic, Denmark, Dominica, Estonia, Germany, Faroe Islands*, Finland, France, Gibraltar, Greece, Greenland*, Guernsey, Hungary, Iceland, India,
Ireland, Isle of Man, Italy, Jersey, Korea, Latvia, Liechtenstein, Lithuania, Luxembourg, Malta, Mauritius, Mexico, Montserrat, Netherlands, Niue,
Norway, Poland, Portugal, Romania, San Marino, Seychelles, Slovakia, Slovenia, Spain, South Africa, Sweden, Trinidad and Tobago, Turks and Caicos,
United Kingdom

* Not members of the Global Forum

First exchange in 2018 (41)
Albania, Andorra, Antigua and Barbuda, Aruba, Australia, Austria, Bahamas, Belize, Brazil, Brunei Darussalam, Canada, Chile, China, Cook Islands,
Costa Rica, Ghana, Grenada, Hong Kong, Indonesia, Israel, Japan, Kuwait, Macau, Malaysia, Marshall Islands, Monaco, Nevis, New Zealand, Panama,
Qatar, Russia, Samoa, Saudi Arabia, Singapore, Sint Maarten, St. Lucia, St. Vincent, Switzerland, Turkey, Uruguay, United Arab Emirates

No timetable known as yet (3)
Bahrain, Nauru, Vanuatu

Fig. 19

The MCAA is designed as an agreement
between the competent authorities, whereby
signature by a state is without prejudice to a cor-
responding parliamentary decision in that state.
The MCAA makes provision for the automatic
exchange of information being activated bilater-
ally between the signatory states, provided both
states have brought the administrative assistance
convention into force, have signed the MCAA,
and have confirmed that they have the laws nec
essary for implementing the AEOI standard.
Moreover, both states must have informed the
MCAA secretariat that they wish to exchange
information automatically with the other state.

The legal foundations for introducing the AEQI
(the administrative assistance convention, the
MCAA and the bill for a federal act on the inter-
national automatic exchange of information in
tax matters) were submitted to the Federal
Assembly for approval in June 2015. The three
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bills were passed in the final vote in December
2015 and should come into force on 1 January
2017 so that data can be collected from 2017
and exchanged from 2018.

Introduction of the AEOI with
partner states

Introduction of the AEOI with Australia

In March 2015, Switzerland and Australia signed
a joint declaration on the application of the
AEOI. Subject to the approval processes applica-
ble in both countries, they intend to start collect-
ing data from 2017 and mutually exchange data
on the basis of the MCAA from 2018. The AEOQI
with Australia will thus be introduced in accord-
ance with model 2. In November 2015, the Fed-
eral Council submitted the corresponding federal
decree to Parliament for approval.
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Negotiations on the introduction of the AEOI on
the basis of the MCAA (model 2) are currently
under way with other countries with which Swit-
zerland has close economic and political ties.

Introduction of the AEOI with the EU

In May 2015, Switzerland and the EU signed an
agreement regarding the introduction of the
AEOQI. The introduction of the AEOI in relation to
the EU is based on model 1. The agreement on
the automatic exchange of financial account
information to promote tax honesty in interna-
tional matters (AEOI agreement with the EU)
applies to all 28 EU member states and replaces
the taxation of savings agreement between
Switzerland and the EU that has been in force
since 2005. Subject to the approval processes
applicable in Switzerland and the EU, Switzer-
land and the EU intend to start collecting data
from 2017 and to mutually exchange this data
from 2018. In November 2015, the Federal
Council submitted a corresponding federal
decree to Parliament for approval.

4.2.2 Global Forum

The Global Forum on Transparency and Exchange
of Information for Tax Purposes uses a peer
review process to examine the uniform implemen-
tation of and compliance with the administrative

— The two models for AEOI implementation

assistance standards internationally. The Global
Forum is the largest international organisation in
the tax area, as it currently has 130 members plus
the EU, as well as 15 regional and international
bodies with observer status. Switzerland is one of
the few countries represented in the Steering
Group, which has 19 members, in the Peer
Review Group, which has 30 members, and in the
automatic exchange of information working
group (AEOI group). All members are subject to
reviews, as are certain jurisdictions that are not
members but are considered relevant for the
Global Forum'’s work. The aim is to prevent coun-
tries from gaining a competitive advantage by
refusing to apply international standards or to
join the Global Forum.

Compliance with the OECD standard on the
exchange of information upon request is exam-
ined in two phases. Phase 1 involves investigation
of whether or not the necessary legal foundations
exist, while phase 2 looks at the effectiveness and
efficiency of the exchange of information upon
request in practice. A compliance rating is
awarded at the end of the peer review process
once both phases have been completed. During
its first round of reviews, the Global Forum has
examined more than 100 states and territories
since 2010 in terms of compliance with the OECD

Model 1 Model 2
Convention on Mutual
Bilateral treaty Country X Administrative Assistance
_
o
)
L
g MCAA
AEOI Act £
o
s AEOI Act
g
w
2
< Bilateral activation of the AEQI by
means of notification to the secretariat
of the coordinating body
Country Y Country Z
Fig. 20
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standard on the exchange of information upon
request and awarded 86 ratings to states and
territories that have completed their phase 2
review (see Figure 21).

2015 plenary meeting

At the annual plenary meeting in Barbados at
the end of October 2015, the Global Forum took
stock of the progress made in 2015.

The following points should be emphasised:

— Revised terms of reference and a methodology
on the basis of which assessments on the
exchange of information upon request should
be conducted in the second round of reviews
starting in 2016 were approved at the plenary
meeting.

— An initiative was launched to assist African
member states of the Global Forum to better
combat tax evasion and illicit financial flows in
Africa with the help of the exchange of infor-
mation.

— Liechtenstein’s final report was approved at
the plenary meeting with the rating “largely
compliant”. Switzerland welcomes Liechten-
stein’s positive rating, in particular because it
is recognition of the progress achieved by
Liechtenstein in recent years in administrative
assistance. There are similarities between
Switzerland and Liechtenstein in administrative
assistance issues. However, the legal frame-
work and practices in administrative assistance
of the two countries appear to be too differ-
ent in design to enable conclusions to be
drawn for Switzerland from Liechtenstein’s
positive rating.

Switzerland’s peer review

On 13 March 2015, the Global Forum adopted
Switzerland’s supplementary report for phase 1,
whereby Switzerland was admitted to phase 2 of
the Global Forum peer review on the exchange
of information upon request. Switzerland’s
efforts in recent years on implementing the rec
ommendations of the Global Forum have thus
been recognised. The following measures taken
by the Federal Council contributed in particular
to its admission:
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— Results of Global Forum peer rewiews

By the end of 2015

Phase 1 Phase 2

Blocked: Compliant:

8 staates 22 states
Largely compliant:
52 states
Partially compliant:
12 states
Non-compliant:

Fig. 21

— Introduction in the Tax Administrative Assis-
tance Act of an exception regarding the prior
notification of persons affected by an adminis-
trative assistance request. The revised Act
entered into force in August 2014.

— Updating of a large part of the double taxa-
tion agreement (DTA) network in line with the
standard by means of bilateral negotiations
and the signing of the OECD/ Council of
Europe Convention on Mutual Administrative
Assistance in Tax Matters in October 2013,
bringing to 90 the number of partner states
and territories.

- Legislative amendments regarding the identifi-
cation of the holders of bearer shares within
the framework of the implementation of the
revised Financial Action Task Force (FATF) rec-
ommendations. The provisions that enable the
owners of bearer shares to be identified in the
Federal Act for Implementing the Revised Rec-
ommendations of the Financial Action Task
Force of 2012 came into force on 1 July 2015.

Phase 2 of Switzerland’s peer review officially
started on 1 October 2015. The Global Forum
will examine the practical implementation and
the efficiency of Swiss administrative assistance
in tax matters in this phase. Within the scope of
this examination, the Global Forum members
can comment on their collaboration with Swit-
zerland in administrative assistance. Moreover,
an evaluation team will visit Switzerland at the
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start of 2016 to examine the effectiveness and
efficiency of the exchange of information upon
request in practice. At the end of phase 2, a
report will be published for Switzerland and a
compliance rating will be awarded.

Revision of the Tax Administrative
Assistance Act

In regard to phase 2 of Switzerland'’s peer
review, the Federal Council conducted a consul-
tation procedure on the revision of the Tax
Administrative Assistance Act in the second half
of 2015. This revision should provide for an eas-
ing of Swiss practices with regard to stolen data.
It should now be possible for Switzerland to
respond to requests if a foreign country has
obtained the stolen data via the normal adminis-
trative assistance channels or from public
sources. If a country has actively acquired stolen
data, administrative assistance will still not be
possible. The proposed legislative amendment
will clarify the legal situation while also taking
account of international developments. It should
contribute to Switzerland being able to achieve a
positive rating in phase 2 of its peer review.

Monitoring of the implementation of the
automatic exchange of information

In order to ensure that the individual countries
are effectively implementing the AEQOI standard,
the Global Forum was mandated to monitor the

— Model 1

— Switzerland planning to switch from Model 2 to Model 1

Financial institution

participant jurisdictions by means of future AEQI
peer reviews. Similar to the reviews for the
exchange of information upon request, these
reviews should also be conducted based on
clearly established rules. In line with this, the
AEOI Group is now drawing up terms of refer-
ence and a methodology which can be applied
when evaluating whether or not participant
jurisdictions are effectively implementing the
AEOI. The first comprehensive peer reviews
should start in 2019. Up until then, certain
aspects of the AEOI standard, e.g. the legal
basis, will be examined separately.

The Global Forum performs preliminary assess-
ments to check whether or not the individual
jurisdictions comply with the high confidentiality
and data security requirements which are
required for the AEQOL. The results of these
assessments are designed to help the individual
jurisdictions decide with which countries they
wish to implement the AEOI. Switzerland has
made an expert available to the Global Forum
for these confidentiality assessments and is
actively involved in them.

4.2.3 FATCA

The FATCA agreement between Switzerland and
the USA simplifies matters for Swiss financial
institutions when implementing the unilateral US
Foreign Account Tax Compliance Act (FATCA).

— Model 2
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Implementation in Switzerland is based on Model
2 (cf. Figure 22), which means that Swiss financial
institutions disclose account details directly to the
US tax authority with the consent of the clients
concerned. In the absence of a declaration of
consent, the United States has to request client
data through administrative assistance channels.
However, such requests cannot be issued until
the protocol amending the double taxation
agreement between Switzerland and the United
States has come into force.

The FATCA agreement between the USA and
Bermuda entered into force on 19 August 2014.
Among other things, the agreement contains
provisions from which Switzerland was not able
to benefit previously in its FATCA agreement. In
March 2015, the USA gave Switzerland written
assurance of the same provisions as Bermuda
based on the most favoured nation clause in the
FATCA agreement between Switzerland and the
USA. To ensure that the retroactively applicable
adjustments do not lead to additional expenses
for Swiss financial institutions, a Memorandum of
Understanding was concluded on 28 July 2015.

Based on the Federal Council’s mandate of 8
October 2014, in 2015, SIF entered into negotia-
tions with the USA on a new Model 1 FATCA
agreement. Unlike the current FATCA agree-
ment, the new FATCA agreement will provide for
the automatic exchange of information between
the tax authorities (see figure 22).

4.2.4 United Nations

The Committee of Experts on International
Cooperation in Tax Matters is responsible,
among other things, for the further development
of the UN’s Model Double Taxation Convention
between Developed and Developing Countries.
Other important topic areas are development
cooperation and the provision of technical assis-
tance in the tax area to developing countries. In
2015, the committee issued a handbook which
provides developing countries with a practical
instrument to protect the tax base. In addition,
the committee provides support to developing
countries when it comes to participating in inter-
national discussions and effectively implement-
ing the results of the OECD/G20 BEPS project.

Furthermore, the committee also provides a
framework for general dialogue on international
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collaboration in tax matters, which is of great
significance for financing sustainable develop-
ment. This function of the committee also recog-
nises the Addis Ababa Action Agenda which was
adopted at the Third International Conference
on Financing for Development in July in Addis
Ababa, Ethiopia. The decision was taken at the
conference to boost resources and in particular
to schedule two annual meetings of the commit-
tee. Improving the transparency, efficiency and
effectiveness of tax systems in developing coun-
tries remains an important task on the develop-
ment agenda.

During its 11th meeting in Geneva in October
2015, the committee accepted reports on the
work of the various sub-committees and distrib-
uted tasks for further work or issued directives
for existing mandates. The focus was on taxation
of services, commodity production and imple-
menting the results of the BEPS project. The tax-
ation of royalties and mechanisms for interna-
tional dispute resolution in tax matters were also
discussed.

4.3 Business taxation

4.3.1 Dialogue with the EU on business
taxation

In October 2014, Switzerland and the EU signed
a joint statement in Luxembourg. This contains
the mutual intentions and joint principles in
terms of business taxation of the Federal Council
and the representatives of the 28 EU member
states. This marked the end of almost a decade
of controversy between Switzerland and the EU
which occasionally put relations between the
two partners under considerable strain.

In the statement with the EU, the Federal Coun-
cil reaffirmed its intention to abolish distortion-
ary tax regimes, particularly those that provide
for ring-fencing, i.e. the different treatment of
domestic and foreign revenue. New tax meas-
ures are to be based on the international stand-
ards of the OECD. In return, the EU member
states’ corresponding countermeasures should
be lifted. An obligation for Switzerland regard-
ing the EU’s internal Code of Conduct for busi-
ness taxation was ruled out. It is the relevant
principles and criteria of the OECD that matter
for Switzerland.



Report on international financial and tax matters 2016

The mutual understanding between Switzerland
and the EU will be implemented with the third
series of corporate tax reforms. In the dispatch
to the proposal of 5 June 2015, the Federal
Council proposes putting an end to the different
taxation of domestic and foreign company prof-
its by the cantons. The reform is compatible with
the current international standards.

4.3.2 Addressing base erosion and profit
shifting (BEPS)
In October 2015, the OECD published the final
results of the base erosion and profit shifting
(BEPS) project after two years of work. Some of
the results of the BEPS project are minimum
standards which will have to be complied with
by the countries which took part in the project.
In particular, this includes:

— Preferential regimes: The OECD has finished
reviewing 39 existing preferential regimes of
OECD member states and other states associ-
ated with the BEPS project. Five Swiss regimes
came under review. In June 2015, the Federal

— BEPS Action Plan

Council adopted the dispatch on the Corpo-
rate Tax Reform Act lll. The reform will make
provision for cantonal tax status applied for
holding companies, domiciliary companies,
mixed companies as well as the regulations on
the allocation for principal companies to be
abolished by the end of 2019. Switzerland was
thereby able to prevent these regimes from
being qualified as harmful.

Patent/IP boxes: A new standard for the privi-
leged taxation of intangible assets was drawn
up (nexus approach). Based on this approach,
revenue from eligible intangible assets must
be in proportion to research and development
conducted in the place of taxation to be able
to benefit from privileged taxation. Countries
which already have an IP box must adapt
these regimes to the new rules by 30 June
2021 at the latest and take measures so that
their existing IP regimes can no longer accept
new entrants after 30 June 2016. Currently
none of the 16 IP regimes reviewed by the
OECD complies with these new rules.
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Within the scope of the third series of corpo-
rate tax reforms (CTR Ill), the Federal Council
proposed the introduction of an IP box in line
with the international standard. In Switzer-
land, only the canton of Nidwalden currently
has an IP box. It will carry out the changes
required within the deadline set by the OECD.

Spontaneous exchange of information on rul-
ings: A framework has been set up for the
spontaneous exchange of information on tax
rulings. Only rulings which come under one of
the categories identified as posing a risk of
base erosion and profit shifting will be subject
to the mandatory spontaneous exchange of
information.

For Switzerland, the multilateral OECD/Council
of Europe Convention on Mutual Administra-
tive Assistance in Tax Matters as well as the
amendments to the Federal Act on Interna-
tional Administrative Assistance in Tax Matters
(Tax Administrative Assistance Act) will con-
tain the necessary legal basis for the sponta-
neous exchange of information. This interna-
tional standard will be implemented in the
Ordinance on International Administrative
Assistance in Tax Matters, on which a consul-
tation will be carried out in the first quarter of
2016.

For states which have the necessary legal
basis, the OECD report envisages the sponta-
neous exchange of information on rulings
which were granted from 1 January 2010 and
which are still in force in 2014. For countries
like Switzerland which do not have a legal
basis for carrying out the spontaneous
exchange of information yet, the report specif-
ically stated that they must create the legal
basis. With regard to the schedule, it also
stated that this must comply with the legal
framework of each country. For Switzerland,
this means that no information can be
exchanged on rulings which are no longer
valid after implementation of the administra-
tive assistance convention.

Dispute resolution mechanisms: Countries
undertake to at least provide access to a
mutual agreement procedure if the application
of a double taxation agreement (DTA) would
result in double taxation. Switzerland already
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complies with the OECD requirements in dis-
pute resolution. Switzerland even goes beyond
the minimum standard by including in its DTAs
arbitration clauses, whereas the minimum
standard only provides for access to the
mutual agreement procedure.

— Anti-abuse clause on double taxation agree-

ments: New anti-abuse clauses will prevent
benefits established in DTAs from being
granted to persons who do not reside in any
of the contracting states and are thus not enti-
tled to claim the DTA benefits.

Switzerland has started to propose introducing
the anti-abuse clauses recommended by the
OECD in its DTA negotiations. The multilateral
instrument which aims to amend all DTAs
simultaneously and which should be developed
by the end of 2016 could be an interesting tool
for Switzerland. Switzerland is actively partici-
pating in this work, but it will wait for the
results in order to consider signing.

Transfer pricing documentation: In accordance
with the new rules, multinational companies
must prepare transfer pricing documentation
(@ master file and a local file). Companies with
annual consolidated group sales of more than
EUR 750 million must also prepare a coun-
try-by-country report. Furthermore, there is
the requirement that this country-by-country
report is automatically exchanged with all the
countries in which the group is present. The
minimum standard covers only the preparation
and exchange of the country-by-country
reports. It is up to each individual country to
decide whether or not it wishes to request
transfer pricing documentation.

The goal of the country-by-country report is
to provide an overview of the global distribu-
tion of profits of multinational groups and
their tax payments as well as certain indicators
concerning the location of group assets.
States must establish a legal basis to automati-
cally exchange the country-by-country reports
with the tax authorities of the countries where
a group entity is located. The OECD has drawn
up a multilateral agreement between the com-
petent authorities concerning the automatic
exchange of country-by-country reports which
will be used to implement the exchange of
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country-by-country reports. This agreement is
based on the multilateral OECD/Council of
Europe Convention on Mutual Administrative
Assistance in Tax Matters. An initial opportu-
nity for signing will be provided at the end of
January 2016.

Switzerland intends to exchange country-
by-country reports based on the Multilateral
Competent Authority Agreement on the
Exchange of Country-by-Country Reports. This
will involve signing the agreement as well as
creating the necessary legal basis for the
establishment of the country-by-country
report and its exchange. A consultation will be
carried out on the agreement and also on the
new law. In the event of a positive result, both
of these will be submitted with a dispatch to
Parliament for approval.

In other areas of the BEPS project such as the
rules on hybrid mismatch arrangements and limi-
tations of interest deductions, it is desired and
expected that the participating states agree on
common approaches on the basis of the results.
Other project results such as the CFC rules, took
the form of recommendations and best prac
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g' h
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tices. In the case of the recommendations, there
is no need for action in the short term. Switzer-
land will analyse the results and examine
whether or not it wants to incorporate the rec-
ommendations into Swiss law. The FDF will sub-
mit an analysis report by the end of 2016.

4.4 Bilateral cooperation in tax matters
4.41 Double taxation agreements and tax
information exchange agreements
The OECD has drawn up an international stand-
ard for the exchange of tax-related information
upon request (Article 26 of the OECD Model
Convention) to which its member states are
expected to adhere. In 2009, Switzerland
resolved to fully adopt the standard. By the end
of 2015, Switzerland had signed 53 double taxa-
tion agreements (DTAs) containing the new
standard. Of these, 46 have come into force. The
opportunity for negotiations was used to agree
more favourable provisions in existing DTAs (e.g.
reduction of withholding tax rates on dividends,
interest and royalty payments), eliminate certain
cases of discrimination and negotiate arbitration
clauses, or enter into new DTAs.
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Switzerland is prepared to adopt a stand-
ard-compliant administrative assistance provision
in all its existing DTAs, as well as include such a
provision in any future agreements. Today, Swit-
zerland has DTAs with approximately 100 states.
The DTAs with Argentina and Cyprus came into
force in 2015. The agreement with Argentina
closes a loophole which arose due to Argentina
terminating the earlier DTA in 2012. The agree-
ment with Cyprus means that Switzerland now
has a DTA with all of the EU member states.

Since the Federal Council’s decision in April 2012
to enter into administrative assistance agree-
ments in accordance with the international
standard not only in the form of DTAs but also
via tax information exchange agreements
(TIEAS), Switzerland has signed ten TIEAs. Three
of these — with Jersey, Guernsey and the Isle of
Man — have been applicable since 1 January
2015. In 2015, four more TIEAs — with Andorra,
Greenland, San Marino and the Seychelles —
came into force have been applicable from

1 January 2016. The Federal Council dispatch on
adopting the TIEA signed with Belize and Gre-
nada in the summer of 2015 will be dealt with
by Parliament in the first half of 2016.

Furthermore, in November 2015, Switzerland
also signed a TIEA with Brazil after lengthy
negotiations. With the conclusion of the agree-
ment, Switzerland is permanently removed from
Brazil’s blacklist of countries with low levels of
taxation and insufficient access to information
on the participation holders of legal entities,
which will give Swiss companies operating in
Brazil greater legal certainty and investment
security. The Swiss and Brazilian authorities will
also strive to further intensify tax-related cooper-
ation, which in the future could also include the
conclusion of provisions for the avoidance of
double taxation.

4.4.2 Bilateral tax dossiers

France

The tax and financial dialogue with France initi-
ated in November 2013 has been pursued. This
consists of regular exchanges on all pending tax
and financial issues (double taxation, taxation of
cross-border commuters, administrative assis-
tance, implementation of the OECD’s work con-
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cerning base erosion and profit shifting, access
to financial services markets, etc.). This dialogue
will help to stabilise bilateral relations in tax and
financial matters.

Italy

In February 2015, Switzerland and Italy signed a
protocol amending the agreement concluded
between the two states for the avoidance of
double taxation as well as a roadmap for tax and
finance matters. This protocol contains a provi-
sion on the exchange of information upon
request based on Article 26 of the OECD Model
Tax Convention. The roadmap contains a clear
political commitment on various important
points for bilateral relations in tax and financial
matters. On all of these points, solutions have
been agreed or a work programme has been
established.

The agreement signed in February 2015 facili-
tated in particular implementation of the Italian
spontaneous disclosure programme, in force
since 1 January 2015, and has considerably
increased legal certainty for Italian taxpayers
who have an account in Switzerland. The aim
was to ensure orderly transition to the future
automatic exchange of information in keeping
with the OECD standard without massive out-
flows of capital. In this way, the Swiss financial
centre and Ticino's financial centre in particular
will continue to enjoy good prospects.

Discussions were pursued in line with the param-
eters set in the roadmap, in particular in connec
tion with the agreement on the taxation of
crossborder commuters, market access for finan-
cial service providers, as well as on the topic of
the enclave of Campione d’ltalia and certain tax
regulations.

In December 2015, Switzerland and Italy ini-
tialled an agreement on the taxation of
cross-border commuters and a protocol of
amendment to the double taxation agreement.
The cross-border commuters agreement sets out
in concrete terms and implements one of the
main commitments made by the two states in
the roadmap signed in February 2015. The
agreement, which will replace the one from
1974, still has to be signed by both governments
and approved by the respective parliaments.
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— Switzerland’s international administrative assistance in tax matters
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— US programme - classification of banks
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After years of controversy, a new foundation
was laid in 2015 that will make it possible to
strengthen cooperation, improve relations
between the two countries and develop bilateral
economic relations in a positive atmosphere.

USA

Based on the joint statement signed in August
2013 and the US Department of Justice’s unilat-
eral US programme that entered into force on
the same day, Swiss banks that assumed they
may have violated US law (category 2) had to
register with the US Department of Justice (US
DOJ) by 31 December 2013 and fulfil the require-
ments of the US programme by 30 June 2014.
Many Swiss banks have seized this opportunity
for resolution of the past.

In 2015, 75 category 2 banks signed Non-Prose-
cution Agreements (NPA) with the US DOJ. In
May 2014, Credit Suisse was the first of the insti-
tutions classified as a category 1 bank to con-
clude an agreement with the US DOJ to resolve
the past. Other banks of the category 1 are still
in negotiations.

Switzerland is in regular contact with the US
DOJ, working towards ensuring that Swiss banks
are treated fairly and are not disadvantaged rela-
tive to US or other banks. Such contact also
makes it possible to call for compliance with the
Swiss legal system.

India

The issue of tax cooperation based on data
obtained illegally is a contentious subject which
has a negative influence on tax cooperation with
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India and Switzerland’s position in the Global
Forum. Regular dialogue has taken place since
2014 both at the political level and at the expert
level. In 2015, the Head of the FDF had several
meetings with India’s finance minister on the
fringes of international meetings. Regular
exchanges also take place between the tax
authorities. These contacts have contributed to a
better understanding of the respective positions
and to significant progress in terms of adminis-
trative assistance. Nevertheless, India remains
firm on the question of tax cooperation on the
basis of HSBC data which it considers to have
received legitimately based on the applicable
administrative assistance mechanisms.

Greece

In March 2015, the discussions on unresolved tax
issues were resumed, having been suspended for
a year. Switzerland and Greece wish to
strengthen cooperation to combat tax crime. The
revised double taxation agreement between
Switzerland and Greece, which allows for the
exchange of information upon request in accord-
ance with the latest OECD standard, has been in
force since 2012. Moreover, Switzerland and the
EU initialled an agreement regarding the auto-
matic exchange of information in tax matters in
March 2015. Subject to ratification, this should
enter into force in 2017 and would also include
Greece. In this way, tax fraud and evasion can be
combatted more effectively in the future.
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Review and outlook

Important taxation and financial reforms at the
international level were implemented or
advanced in Switzerland in 2015. Important
adjustments were made above all in the regula-
tory environment in the areas of capital require-
ments for big banks, financial market regulation
and in the area of taxation. At the same time,
relations with important neighbouring countries
were normalised to a large extent through a
number of negotiations.

Today, the Swiss financial market is in good
shape in spite of regulatory adjustments and the
transition to tax transparency with other coun-
tries. In addition, the financial centre was able to
maintain its international position. According to
information from the banks, overall private
wealth managed by banks in Switzerland has
increased and Switzerland’s leading global posi-
tion in this field is not under threat.

Switzerland’s financial centre will face major
challenges in the future too. The international
environment will continue to undergo rapid
changes and the pressure on Switzerland to take
international regulations into account will not
diminish.

In 2016, Switzerland will be committed to suc-
cessful implementation of the AEOI standard
which is based on reciprocity and takes into
account the principle of speciality, i.e. it ensures
that the information transmitted is only used for
tax purposes. The network of AEOI partner
countries should be expanded taking these crite-
ria strictly into account. The implementation in
Switzerland will be examined in due course by
the Global Forum as part of its peer reviews. It is
important that there is a level playing field for all
here. In particular, the same criteria must be
applied for all financial centres when monitoring
is conducted.

Furthermore, the third series of corporate tax
reforms will be an important topic in 2016. In
autumn 2015, the OECD published new interna-
tional guidelines to combat erosion of the tax
base and profit shifting in jurisdictions with low
or literally no taxation. Switzerland was actively
involved in the new OECD guidelines that were
published in October 2015 and firmly defended
its interests. Switzerland is striving for implemen-

tation of the BEPS minimum standards, as largely
taken into account in the third series of corporate
tax reforms. For example, provision is made for a
standard-compliant patent box (or royalty box),
as well as the abolition of tax regimes criticised
internationally. With regard to the exchange of
information on tax rulings, Switzerland will cre-
ate the necessary legal basis with the approval of
the OECD/Council of Europe multilateral adminis-
trative assistance convention.

Other important topics in 2016 are the Global
Forum peer reviews. In 2014, Switzerland sub-
mitted a supplementary report to the Global
Forum, which it approved in March 2015. This
led to Switzerland being admitted to the second
phase of peer reviews. With this admission,
Switzerland’s efforts in recent years on imple-
menting the recommendations of the Global
Forum have been recognised. The phase 2
review commenced on 1 October 2015 and it is
likely to last until mid-2016.

A review is also planned by the Financial Action
Task Force (FATF). The FATF is conceived as a
leading international body for combating money
laundering and is headquartered at the OECD in
Paris. It regularly evaluates its members’ national
regulations on the implementation of the 40 rec-
ommendations. These evaluations are performed
by representatives of other FATF member states.
In 2015, Switzerland continued with the prepara-
tory work for the fourth mutual evaluation. In
this review, it will be examined to see whether
or not the 40 FATF recommendations have been
implemented in national law and, for the first
time, if the regulations have been implemented
effectively. Switzerland will probably conclude
the evaluation by October 2016. In the future,
efforts to combat terrorist financing will gain in
importance in this body.

In 2016, further market access negotiations will
take place. Together with selected partner coun-
tries, Switzerland is striving at the bilateral level
to remove potential obstacles to market access
and will raise this issue generally in the context
of the AEQOL. The goal is to increase legal cer-
tainty in cross-border business from Switzerland.
In this context, Switzerland already came to an
arrangement with Germany to implement the
existing agreement on market access. Switzer-
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land has also initiated and further pursued tech-
nical discussions with France and Italy to facili-
tate or enhance market access. Switzerland is
endeavouring to retain the market access agree-
ments concluded as part of the withholding tax
agreements with Austria and the United King-
dom. It is also seeking to engage the Dutch and
Spanish authorities in talks on market access
issues.

The equivalence approach of the European
Union (EU) is also still important to Switzerland:
in selected areas where the EU makes provision
for equivalence procedures, Switzerland seeks
regulation that is equivalent to that of the EU.
The European Commission then decides whether
or not to recognise the financial market regula-
tion and supervision of a third country as being
equivalent.

In the future, Switzerland will also remain com-
mitted to actively ensuring that its interests are
protected in the major international bodies such
as the International Monetary Fund (IMF), the
OECD, the G20 and the Financial Stability Board.
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This report, now in its sixth edition, illustrates
that Switzerland has to a large extent success-
fully met the numerous international challenges
in the area of financial and tax matters. Due to
the international connectedness of Switzerland,
it is highly likely that the present situation will
change again in the future. The status quo is not
an option for ensuring competitiveness in the
long term. Switzerland will also make every
effort in the future to secure a stable, competi-
tive, morally sound and internationally respected
financial centre and business location that con-
tinues to contribute significantly to prosperity in
our country. In doing so, the sectors concerned,
the cantons and political circles will continue to
be regularly informed and consulted in good
time, in keeping with the tradition of Switzer-
land’s political landscape.
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