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Liechtenstein's tax law (Update of 2021 edition)

1. Overview

A few years have passed since the revision to Liechtenstein’s tax law on 1 January 2011. It is fair to say that
this revision fulfilled expectations. Liechtenstein’s tax law system is regarded as a modern and attractive policy
that provides companies and legal entities based here with a tax-friendly and stable environment while
promoting Liechtenstein considerably as an economic centre.

Regular EU reviews of numerous jurisdictions with regard to tax transparency, fair corporate taxation and the
implementation of the base erosion and profit shifting (BEPS) minimum standards resulted in a few regulations
being singled out in Liechtenstein’s tax law; Liechtenstein has vowed to amend these before the end of 2018.

Liechtenstein succeeded in adapting its easily legible and attractive tax law to the EU guidelines within the
space of just a few months. Although certain holding structures are experiencing a new complexity,
Liechtenstein’s tax system, combined with its flexible corporate law, also remains attractive and well-equipped
for client expectations in the future. The challenge will be to adopt an upfront approach, together with
financial intermediaries and clients, with regard to offering ideas and answers to questions which will ensure
that asset structuring continues to meet the expectations of international clients. In this sense, continued
success will depend on closer cooperation between the client and fiduciary, in turn forming a basis for effective
legally compliant solutions. This bulletin is intended to provide a general overview of the amendments.
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2. Liechtenstein income tax

2.1 Tax liability

Legal persons are generally subject to regular taxation if they have a registered office or place of effective
management in Liechtenstein (unlimited tax liability) or a permanent establishment (limited tax liability). In
reality, providing evidence of the registered office of a company is never an issue with the Liechtenstein Tax
Administration due to the registration of the company or the presence of permanent establishments. When it
comes to the place of effective management, however, it is not hard to see how this issue could become the
subject of serious discussion in future. Despite the fact that the definition of the place of effective management
has remained unchanged in Liechtenstein since 2011 and has always been based on the location of senior
business management (see report and application 83 / 2010), this issue has been growing in global
significance, not least with the implementation of the BEPS Action 6 — 2015 Final Report, and amended Articles
3 and 4 of the OECD Model Tax Convention on Income and on Capital and the 24 double taxation agreements
concluded by Liechtenstein.

While at one time, local tax authorities were largely left alone and isolated with almost no way of obtaining
information about foreign companies managed within their countries, this is no longer the case thanks to the
global introduction of the automatic exchange of information (CRS / AEQI). Tax authorities are now informed
automatically by participating partner states where domestic persons whose entity falls under the relevant
classification are a controlling person, for example the director of a registered financial account. If, for
example, a director of a foreign company is resident in Liechtenstein for tax purposes, the relevant foreign tax
authority may, where the foreign entity falls under the relevant classification, notify Liechtenstein regarding
said Liechtenstein-based director. The latter would then be obliged to demonstrate to what extent the
company is based in Liechtenstein and thus whether or not it is subject to unlimited tax liability. Please refer
to Bulletin No. 30 of April 2016 for further information with regard to the AEQI.

If unlimited tax liability in Liechtenstein applies, legal persons are subject to regular taxation, or alternatively —
subject to certain criteria being fulfilled — the private asset structure (PAS) regime.

2.2 Private asset structures (PAS) / trusts
No objection was raised with regard to the PAS concept in the last EU review of Liechtenstein’s tax law, and
so legal persons are still afforded the opportunity to pay a minimum income tax of just CHF 1,800 per year.

PAS status is generally available to all legal persons insofar as they do not engage in any economic activity,
are not investors in any commercially active company and, where shareholdings are held, do not exert any
influence on the management of affiliated companies, apart from exercising shareholder rights. Economic
activity might for instance include letting property or in principle also the granting of loans. PASs are also
precluded from receiving remuneration from shareholders or third parties for their activities.

As well as PASs, structures without a legal personality (e.g. trusts, i.e. dedications of assets without personality)

are also subject to the minimum annual income tax, provided they have been established under Liechtenstein
law or the place of effective management is in Liechtenstein.
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It should be noted, both for structures with PAS status and dedications of assets without personality, that
double taxation agreements are only applicable to a very limited extent (for example, PASs cannot avail
themselves of double taxation agreements with Austria or Switzerland because the Protocol includes clear
rules on these agreements).

The Tax Act now provides that PAS structures must on an annual basis confirm their compliance with the PAS
requirements and with the accounting duties. The first business year concerned by this provision is 2023, and
the time-limit for submission ends twelve months after the end of the business year at the latest, i.e. typically
on 31 December.

2.3 Regular taxation — minimum income tax

The income tax rate is 12.5 % of the taxable net income, with an annual minimum income tax of CHF 1,800".
Taxable net income is calculated based on the asset statements or annual financial statements compiled in
accordance with the Liechtenstein Persons and Companies Act of 20 January 1926 (Personen- und
Gesellschaftsrecht vom 20. Januar 1926 — PGR) which, allowing for tax additions and deductions, determine
the taxable net income. The relevant principles were explained in Bulletin No. 27 of November 2014.

2.3.1. Relevant changes in the field of tax set-offs

The arm's length principle

Income and expenses must be based on the arm’s length principle as defined under Article 49 of the
Liechtenstein Tax Act (Steuergesetz — SteG), i.e. these should be the same as they would for transactions
between independent third parties. In this respect, taxable persons must comply with the latest version of the
OECD Transfer Pricing Guidelines for Multinational Enterprises and Tax Administrations and document this
accordingly. If transfer pricing at arm’s length cannot be evidenced, the Tax Administration will apply a profit-
increasing offset ex officio. For receivables and loans between affiliated persons, there is a "save haven" which
is announced annually in a fact sheet published by the Tax Administration (e.g. the 2024 interest rate for
receivables in CHF with full equity financing is 2 %).

Taxable persons may also request that the Tax Administration provide them with binding information with
regard to the tax assessment of circumstances or transactions not yet realised at the time the request is made.
Where cross-border situations are concerned, the Tax Administration is subject on the basis of BEPS Action 5
— 2015 Final Report to a binding spontaneous exchange of information with regard to any tax ruling given.
The obligation to apply the arm’s length principle has been in existence in Liechtenstein since the introduction
of the SteG in 2011. But the issue is now also becoming an increasingly sensitive one in Liechtenstein, not
least due to the tightening-up of approaches globally (e.g. OECD Transfer Pricing Guidelines for Multinational
Enterprises and Tax Administrations, BEPS Actions), so much so that the issue simply must be afforded
increased attention.

1 Taxable persons whose sole object is to engage in business on a commercial basis and whose average balance-sheet total over the
past three financial years has not exceeded CHF 500,000 are charged no minimum tax (see Article 62 of the SteG).
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Losses from shareholdings

Depreciations, value adjustments as well as realised and unrealised losses from shareholdings in legal persons
will no longer be tax-deductible from 1 January 2019 onwards. Impairment postings on the basis of the PGR
will therefore be regarded as tax offsetting items. This should counteract the previous asymmetry between
tax-free shareholding and capital gains and tax-deductible depreciations (see section 2.3.2 below).

2.3.2. Relevant changes in the field of tax deductions

Tax-free income and capital gains
Since the SteG was introduced, dividends, capital gains and unrealised gains from shareholdings in legal
persons in Liechtenstein and abroad” have generally been regarded as tax-free income.

Since 1 January 2019, investment income arising from investments in or distributions from foreign legal
persons will no longer be exempt from income tax if all of the following prerequisites are met:

1. Passive income: more than 50% of the total income of the foreign legal person consists of passive
income in the long term? — this excludes income generated as part of the actual economic activity of
said person (e.g. interest earnings in the case of banks).

2. Lower tax rate: the net profit of the foreign legal person is subject (directly or indirectly) to a lower tax
rate. The following is considered to be a "lower tax rate":

a. The foreign income tax rate is less than 6.25 % for shareholdings of less than 25 % (half of
Liechtenstein’s income tax rate).

b. For shareholdings of at least 25 %, the effective income tax rate is less than 50 % of the income
tax rate in comparable domestic cases. All prior tax charges, such as foreign income taxes or
withholding taxes, will be taken into account.

In the analysis, relevance is attributed to the company that originally initiated the distribution. Hence, if a
company itself receives a distribution from another company, then the other company should also be the
focus of the review. The result is therefore regarded as a consolidated result applicable to the group as a
whole.

It is important to emphasise that the 12.5 % taxation rate payable in Liechtenstein will only apply if the foreign
company disburses its (long-term) passive and low-taxation income to a Liechtenstein legal person that is
ordinarily subject to taxation, doing so in the form of dividends. This also includes direct payments to
beneficiaries/shareholders, specifically where the Liechtenstein legal person does not have its own bank
account and all payments are transacted via the bank of its foreign subsidiary. Where no disbursements are
made, no taxation will be applied. Income from shareholdings is treated the same as capital gains from sales
or liquidation. These rules will not apply to any investments in foreign legal persons already in existence on 1

2 Independent of the amount and holding period of the investment
3 e.g. interest and other income from financial assets, licensing income or other income from intellectual property and income from
finance leasing.
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January 2019 until the 2022 tax year. Please refer to the calculation examples provided in Annex 1 for more
information.

Income and capital gains from foreign property and permanent establishments abroad remain tax-exempt.

e Exclusive properties (e.g. in the south of France, in Monaco or London) are often incorporated into a
Liechtenstein legal entity (usually an establishment or a Trust reg.). Some of the advantages of this are
that the owner is afforded a certain amount of discretion during the holding period and that sales by
means of "share deals" do not require any change in the land register.

e Permanent establishments abroad are tax-exempt regardless of whether or not a double taxation
agreement exists. This enables the transfer of funds without triggering withholding taxes in countries
which do not have agreements or which have agreements with withholding tax.

Notional interest deduction’

Appropriate interest of 4 % on what is referred to as modified equity capital is regarded as a justified business
expense. When modifying equity capital, own shares, shareholdings in legal persons, foreign property and
permanent establishment net assets, and non-operating assets, plus 6 % of all remaining assets are to be
deducted. This is of benefit to companies with lower returns on equity, since returns on operating assets of
up to 3.76 % will not be subject to any taxation in this case. If the modified equity capital is negative, there
is no interest deduction. Likewise, the interest deduction cannot generate a loss.

Notional interest deductions can be reduced where loans to shareholders® are subject to interest under the
notional interest deduction system and, new since 2019, in double-dip structures:

Parent companies can borrow capital and use equity capital to fund their subsidiaries, which can then apply
for a notional interest deduction. Without any anti-abuse provisions, interest on borrowed capital could be
declared for the parent company and a notional interest deduction applied to the subsidiary; in certain
situations, this could result in the subsidiary’s equity capital eligible for a notional interest deduction being
higher than the consolidated equity capital of the parent company and subsidiary together. To avoid this
excess interest or notional interest deduction, all shareholdings with a notional interest deduction must be
equity-financed at the level of the parent company. Otherwise, this will result in tax offsetting in the parent
company (for this see calculation example in Annex 2).

Reductions can also be applied to the following transactions:

e Cash or contributions in kind provided by affiliated persons
e Acquisitions of businesses or business units of affiliated companies
e Transfers of shareholdings to or by affiliated persons

If, however, the taxable person can provide evidence that the above-listed transactions have not taken place
for tax purposes but for economic or otherwise justifiable reasons, the notional interest deduction will not be
reduced.

4 The option of a fictitious notional interest deduction is also available to other countries in the EU, such as Belgium, Italy,
Luxembourg, Malta and Cyprus.
5 As well as founders and beneficiaries and persons related to them.
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3. International

3.1 General information on withholding tax / refunding and crediting of foreign taxes

Since the abolition of the 4 % coupon tax for companies limited by shares (Aktiengesellschaft — AG) and
limited liability companies (Gesellschaft mit beschrankter Haftung — GmbH), Liechtenstein no longer imposes
withholding tax on dividends, interest and licenses.

Foreign withholding taxes (on dividends, interest and licenses) may be limited based on state treaties
concluded by Liechtenstein (e.g. the EEA Agreement) and international taxation agreements (e.g. double
taxation agreements, tax information exchange agreements, agreement with the EU on the AEOI).
Withholding tax is either restricted in the form of direct tax relief or in the form of a refund.

Applying the EU Parent-Subsidiary Directive (which requires at least a 10% shareholding and a twelve-month
holding period) is generally not eligible as an option to reduce withholding tax, since this Directive applies to
member states of the EU but not to states which only belong to the EEA. However, there are EU member
states which in practice permit the application of the Parent-Subsidiary Directive also to Liechtenstein.

As a result of numerous existing double taxation agreements (DTA), structures domiciled in Liechtenstein have
the option of getting a full or partial refund of the retained withholding tax on dividends and interest from
the DTA partner state. What is certainly of importance here is the DTA with Switzerland, which makes it
possible to reduce the Swiss withholding tax from 35% to 15% or even 0%. It is in particular in succession
planning but also in charitable activities that a substantial part of the assets is in many cases invested in Swiss
titles for the purpose of asset allocation. If this is done using trusts or foundations in jurisdictions without a
DTA with Switzerland, the Swiss withholding tax often constitutes a final financial burden. However, if a
Liechtenstein foundation (or other legal entity) is used for structuring, the withholding tax on portfolio
investments can generally be reduced to 15%.

Incoming interest payments are subject to taxation in Liechtenstein, while withholding taxes, which are non-
recoverable, may be credited in Liechtenstein on request provided a corresponding double taxation agreement
is in place or the other country holds reciprocal rights («reciprocity principle»). The credit amount will be no
more than the Liechtenstein income tax on the affected income. Please refer to the website of the
Liechtenstein Tax Administration for current double taxation agreements and tax information exchange
agreements.

3.2. Withholding tax on governing body compensation

Remunerations paid for the roles of members of the board of directors, foundation council or other similar
governing bodies of legal persons and special dedications of assets based in Liechtenstein or whose place of
effective management is in Liechtenstein are generally subject to a tax deduction of 12 % of the gross
compensation paid (e.g. bonuses, attendance fees and set remunerations), provided the member of the
respective governing body is a natural person or a foreign legal person and unless any double taxation
agreement stipulates otherwise. If the gross compensation is CHF 211,400 a year or more, the member of the
governing body is subject to ordinary tax assessment in Liechtenstein and under obligation to submit an annual
tax return as a person with limited tax liability (maximum tax rate of 24 %).
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Liechtenstein — Switzerland DTA®

Governing body compensation payments with regard to Switzerland are subject to a final withholding tax in
Liechtenstein and therefore no additional taxation in Switzerland (exemption subject to progression). The
precondition for this is that the Liechtenstein asset structure is not subject exclusively to the minimum income
tax (e.g. PAS status, dedications of assets without personality) or the remuneration is paid to a legal person
abroad "vicariously" (e.g. the governing body member’s employer). Swiss members of governing bodies
therefore have the option of simply paying a flat-rate tax of 12 % on their income from their role as the
governing body of a Liechtenstein structure, without having to undergo further taxation in Switzerland
(exemption subject to progression, see calculation example in Annex 3).

3.3. Spontaneous exchange of information — tax rulings

Following accession to the Convention on Mutual Administrative Assistance in Tax Matters (MAC) and its
ratification on 22 August 2016, Liechtenstein committed itself to the spontaneous exchange of information
from 2017 onwards. Participating states are obliged to provide one another with binding spontaneous
reporting where there is reason to believe that

e another signatory state might suffer tax losses;

e a taxable person is being granted a tax reduction which results in a tax increase or taxation in
another signatory state; or

e artificial transfers of profits are taking place between two signatory states.

A national basis has been established by the amendment of the Liechtenstein Act on International
Administrative Assistance in Tax Matters (Steueramtshilfegesetz) and the issuing of a corresponding ordinance.

In the course of implementing the BEPS minimum standards, Liechtenstein also adopted a framework for the
spontaneous exchange of information on tax rulings starting from 1 January 2018.

Tax rulings in Liechtenstein generally receive a quick response (between one and two weeks) and are subject
to a fee of up to CHF 2,000. In the case of international relevance still applicable from 1 January 2017, this
information will be exchanged with the relevant partner jurisdictions (e.g. MAC or double taxation agreement
partners).

3.4. Pillar two - global minimum tax

As of 1 January 2024, Liechtenstein has implemented the global minimum tax of the OECD/G20 Inclusive
Framework on BEPS in accordance with the GloBE Rules. All domestic Constituent Entities (legal entities, trusts
and partnerships) of a multinational group of companies or a large domestic group are subject to a minimum
tax of 15% for tax years from 2024, provided that their Ultimate Parent Entity had a turnover of at least 750
million euros in its consolidated annual accounts (including fictitious consolidation) in at least two of the four
preceding business years.

6 There are similar provisions in relation to governing body compensation fees paid to members of governing bodies based in
Luxembourg, San Marino and Hungary.
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4. Value added tax

4.1. VAT obligations and changes
Based on state treaties from 1923, Switzerland and Liechtenstein came together to form a customs union
whereby Swiss value added tax (VAT) legislation is generally also applicable in Liechtenstein, and Liechtenstein
and Switzerland are both regarded as one domestic entity with regard to VAT. Following a partial revision of
the Swiss VAT Act (Mehrwertsteuergesetz) in 2017, the following key changes, among others, came into
effect from 1 January 2024 onwards:

e anincrease in the standard rate from 7.7 % t0 8.1 %

National and foreign companies are subject to VAT in Liechtenstein if they record a cumulative turnover in
excess of CHF 100,000 both domestically and abroad. Foreign sales have been taken into account starting
from 2018. If no sales are transacted domestically, the company has the option of registering for VAT.
Companies with a global turnover of more than CHF 100,000 therefore have the option of recovering input
taxes paid in Liechtenstein and Switzerland without having had to transact any domestic sales to do so.

4.2. Reminder — acquisition tax

In addition to the general VAT obligation associated with the delivery of goods for example, services received
will also continue to involve VAT, namely acquisition tax. This is the case where a foreign company (e.g. a
foreign asset management company or legal firm) provides a catalogue service (e.g. consultancy, asset
management or management service) to business owners based in Liechtenstein with their own VAT number
or to another legal entity (with the business activity or permanent establishment being located in
Liechtenstein)’. If these requirements are met, the recipient is obliged to declare the Liechtenstein VAT due on
the services received in the form of acquisition tax on an annual basis and pay this to the Liechtenstein tax
authority.

5. Stamp taxes

As a result of a treaty between the two states, the territory of the Principality of Liechtenstein has since 1923
been considered domestic territory for the purposes of the Swiss Federal legislation on Swiss Federal stamp
taxes.

7 Catalogue services provided to legal entities without VAT numbers are only subject to acquisition tax if the total value of all
domestic catalogue services received exceeds CHF 10,000 p.a.
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5.1. Issuance tax on equity

Companies limited by shares, limited liability companies and establishments (Anstalten) with divided
establishment capital are subject to Swiss issuance tax. This tax is 1% on domestic participation rights.
Currently, an allowance of 1 million Swiss francs applies to participation rights issued for a consideration
where a company is newly formed or its capital is increased. Contributions to the capital reserves are exempt
from the allowance of 1 million Swiss francs.

The creation of or increase in participation rights in connection with mergers, conversions or de-mergers of
corporations or cooperative societies as well as the movement of a foreign company's domicile to Switzerland
are exempt from issuance tax. If in doubt, it is strongly recommended to clarify the situation in advance by
obtaining a ruling from the ESTV (Swiss Federal Tax Authority) in Berne.

If Swiss issuance tax does not apply, it is possible that Liechtenstein formation tax applies; in this case, only
the capital laid down in the company's articles of association is relevant.

5.2. Transfer tax

Transfer tax is levied on the transfer for a consideration on taxable securities if one of the contracting parties
or any of the brokers is a securities dealer. Taxable securities include domestic and foreign bonds, stocks,
shares in limited liability companies, shares in cooperative societies, participation certificates and investment
fund units.

Tax liability rests with the domestic securities dealers, including banks, investment advisors, asset managers as
well as domestic companies limited by shares, partnerships limited by shares, limited liability companies and

cooperative societies if these hold taxable securities worth more than 10 million Swiss francs.

Transactions that are already subject to issuance tax are exempt from transfer tax because the latter is
subsidiary to the issuance tax.

Transfer tax is levied on purchases and sales of domestic and foreign securities by domestic securities dealers.
It is 0.15% for domestic and 0.3% for foreign securities and is calculated on the purchase or sales price.
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Annex 1

a) Example of dividend exemption analysis with shareholdings of at least 25 % in BVI Ltd.

Note:
The following calculation serves solely to illustrate the principle; slight variations may occur in practice.

FL AG
‘—

Dividend income 86.30

|1oo %

BVI Ltd.

Expenses -25.00
Interest income 60.00
Dividend income 57.00 4
Withholding tax -5.70
Profit tax 0.00 __ |
Annual profit 86.30

| 200 9

X Ltd.

Active income 60.00
Income tax (5 %) -3.00 —
Annual profit 57.00

1. Check classification active/passive income received by X Ltd. in accordance with the active income stated
as 100 %

2. Check classification active/passive income received by BVI Ltd.

Total income 120

Of which passive (interest) 60

Passive income percentage 50.00 %

» Maijority of income not passive, conditions of Article 48(3)(b)(1) of the SteG not met.
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3. Check total effective income tax charge

X Ltd. active income 60.00

BVI Ltd. interest income 60.00

BVI Ltd. expenses -25.00

Fictitious net profit of 95.00

FL AG

Of which 12.5 % * 50 % 5.94 | 6.25% tax rate
X Ltd. income tax 3.00

X Ltd. withholding tax 5.70

Effective income tax charge 8.70 9.16 % tax rate

» 9.16% effective income tax charge is > than 6.25% of income tax in comparable domestic case, conditions
of Art. 48(3)(b)(2)(bb) of the SteG not met
» No abuse, and dividends received by LI AG not taxable under Art. 48 Abs. 3 SteG.

Note:
Calculation method not final, variations possible in practice. Notional interest deduction not taken into account.

b) Example of direct payments to foundation beneficiaries

Fm— e — e —————
: Distribution 2 : 95 :
1 A 4
FL Foundation o
Dividend income 95.00
Annual profit 95.00
4
]
Distribution1:95 | 100 %
BVI Ltd.
Expenses -5.00 Assumption:
. Annual profit 95 =
Interest income 100.00 Payment to beneficiary
Profit tax 0.00
Annual profits 95.00

1. Check classification active / passive received by BVI Ltd. in accordance with the passive income stated
as 100% (interest income).

Therefore, the majority of the income is passive, and Art. 48(3)(b)(1) of the SteG is met.
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2. Check total effective income tax charge

BVI Ltd. interest income 100.00

BVI Ltd. expenses -5.00

Fictitious net profit of FL 95.00

Foundation

Of which 12.5 % * 50 % 5.94 6.25 % tax rate
BVI Ltd. profit tax 0.00

Effective income tax 0.00 0.00 % tax rate
charge

» 0.00 % effective income tax charge is < than 6.25 % of income tax in a comparable domestic case;
Art. 48(3)(b)(2)(bb) of the SteG is met.

» Dividends received by LI foundation are taxable at 12.5 % pursuant to Art. 48(3)(b) of the SteG.
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Annex 2

Variant: example of debt financing of the subsidiary

HoldCo FL / parent company FinCo FL / subsidiary
FinCo FL 150 Equity capital 100 Assets 150 Equity capital 150

Borrowed capital 50

Total 150 Total 150 Total 150 Total 150

Calculation formula as per Art. 54(4) of the SteG

HoldCo FL
Taxable equity capital 100
Minus shareholdings -150
Negative balance -50
x target income 4.0 % 2

Tax addition of 2
for the parent company
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Annex 3

Governing body compensation (Switzerland) — exemption mechanism as per the DTA (instead of the set-off
method typically used)

There are similar provisions in relation to governing body compensation paid to members of bodies based in
Luxembourg, San Marino, and Hungary.

FL Structure

Governing body
compensation

‘_
Swiss
Trustee / Director
Until 31 December 2016 From 1 January 2017
Governing body compensation 100,000
Governing body compensation 100,000 12 % Liechtenstein withholding tax -12,000
46 % Pers. tax rate CH (e.g. Geneva) -46,000 46 % Pers. tax rate CH (e.g. Geneva) o=
Net income 54,000 Net income 88,000
* Exemption in CH

. (Subject to progression)
Saving: 34,000

Allgemeines Treuunternehmen For further information, please contact Dr. Ulrich Stertkamp
Aeulestrasse 5 - P.O. Box 83 (ulrich.stertkamp@atu.li) or your client advisor. The content
9490 Vaduz - Liechtenstein of this ATU information is for general information purposes

T+423 237 34 34

only and does not replace legal and/or tax advice.
info@atu.li - www.atu.li
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