
Sales of
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100%

R-1, a United States corporation.  R-1 performs all of the principal economic functions in the 
manufacture and sale of widgets in the United States.   R-1 purchases nidgets from P-1.  R-1 
performs all of the economic functions for the sale and distribution of nidgets in the United States and 
neighboring countries.  P-1's activities are substantial in comparison to the activities of R-1.  

Treaty benefits may be obtained by P on the payment of dividends or interest from R-1.  The income 
received by P from R-1 is derived in connection with P's active and substantial business (through P-
1) in Switzerland.  For this purpose, 50 percent of P-1's activities may be attributed to P since P owns 
a 50 percent participation in P-1.  The same result would occur if R, a wholly owned United States 
subsidiary of P, owned all of the stock and debt of R-1.

Switzerland - U.S. Income Tax Treaty
Memorandum of Understanding
Paragraph 4, Example I

Swiss Treaty - LOB: Active
Trade or Business Test
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Switzerland.

P, a holding corporation resident in 
Switzerland, is owned by three 
persons that are residents of third 
countries.  P has a participation of 
50 percent in the Swiss resident P-
1, which performs all of the principal 
economic functions related to the 
manufacture and sale of widgets 
and nidgets in Switzerland.  P, 
which does not conduct any 
business activities, also owns all of 
the stock and debt issued by 

Person 2
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Person 3
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