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Initial situation Subscription for

ParentCo

1. Claim 2. ParentCo subscribes for
> Principal amount: 100 new shares and pays
> FMV: 10 the issued shares with

its claim

» Book value: 100

ParentCo

new shares Sale of shares

PurchCo

ParentCo

3. ParentCo sells new
shares to PurchCo
» Tax basis: 100
» Purchase price: 10
Result:

[increase of share

capital]

» FMV of new shares: 10

» Tax deduction up to loss
(90).

» No profit recognition on
the level of SubCo.

O RecapitalizationO0 OO0 OO0 00O
O00000ooooooooooooon

O00000oooooooooooooo

O000000oomooomooog 100

203

gboboboooooonoooobobo
gboobobooboooo 400000000
gboboboboooonoooobobo
gboboboboooonoooobobo




goooooo 23 20145

oboob0obon0o e0o DOODOODOODODO
gbooboooooooobooboobobo
gbooboooooooobooboobobo

oboboboboooooooooboood
oboboboboooooooobooo
gboboboboboooooon

Initial situation

ParentCo

> $ 100 invested share
capital (paid-up capital —
“PUC”) in CanCo

» ParentCo: losses

> : i
CanCo: profitable distribution)

Equity replaced with debt

ParentCo

1. ParentCo loans funds to
CanCo ($ 40 loan)

2. CanCo uses funds to return
invested share capital to
ParentCo ($ 40 share capital

> $ 60 PUC

After recapitalisation
F— |

©

~~.

-

Result:
3. Interest payment
» CanCo incurs deductible
interest expense (subject to
thin capitalisation limits)
» ParentCo receives interest
income, absorbed by
losses

Transfer of income generating asset§] [
0ooo0ooogooon

1. ParentCo transfers income-
generating assets to SubCo
as a capital contribution or
in exchange for shares in
SubCo

. Taxable income is moved
out of ParentCo and into
SubCo

C
ParentCo

———— e

N
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O Sale of low/no income-generating assets
Jodododooooooooooooo
ogoo

1. SubCo sells low / no
taxable income-generating
assets (e.g., shares of
another subsidiary) to
ParentCo in exchange for
interest-bearing debt

. ParentCo deducts interest
expense

ParentCo NQN
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