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MARKET OVERVIEW

1. How do private equity funds typically obtain their funding?

2014 has seen a sharp increase in private equity and venture
capital investment, compared to 2013 (Invest Europe). Swiss
private equity firms raised an aggregate amount of EUR3,101
million in 2014, compared to EUR570 million in 2013.

Swiss private equity and venture capital firms continued to raise
funds predominantly in Europe, with 63.7% of funds being
European-sourced (91.1% in 2013), 15.5% of which were contributed
by domestic investors (40.8% in 2013). However, this still
constitutes an increase of more than 50% in absolute figures. The
statistics further indicate increasing private equity and venture
capital investments in Switzerland from outside Europe with 29.8%
in 2014 compared to 8.0% in 2013 (or a twenty-fold increased
contribution in absolute figures). For 6.5% of the funds, the
geographical origin could not be determined.

Funds were mainly sourced from the following types of investors:
7 Pension funds: 55.4% (13% in 2013).

1 Insurance Companies: 10.3% (3.2% in 2013).

1 Family offices: 4.5% (4.3% in 2013).

7 Funds of funds: 4.3% (38.2% in 2013).

1 Endowments and foundations: 4% (1.3% in 2013).

1 Sovereign wealth funds: 3.2% (0% in 2013).

1 Corporate investors: 0.7% (13.1% in 2013).

Pension funds and insurance companies contributed over 65% of
the new private equity funds raised, showing the importance of
large institutional investors for the private equity sector. Pension
funds, in particular, regularly rank among the main sources for
funding. Investments by pension funds in the private equity market
in Switzerland are likely to continue to increase, as the regulatory
framework for investments in the public sector has changed for
pension funds. The Ordinance against Excessive Compensation
with respect to Listed Stock Corporations (OaEC) has imposed
various obligations which have the potential to increase the cost of
investment in public companies. This, in turn, may boost the
attractiveness of private equity investments in Switzerland.

were small (below EUR150 million), which together accounted for
just 7.8% of the aggregate transaction volume. Major deals
included the:

1 Acquisition of Vat Holding AG by Capvis and Partners Group,
which closed in early 2014.

1 Acquisition of Orange Communications SA by Apax an NJJ
Capital SAS for a total transaction value of CHF2,800 million,
which was signed in December 2014.

2015 was kick-started with the sale of Infront Sports & Media AG by
Bridgepoint to Dalian Wanda Group Co Ltd, valued at
approximately EURT,050 million. The increase in transactions with
a high volume at the end of 2014 and the beginning of 2015 may
indicate a trend for 2015/2016.

After three years without a statistically recorded IPO involving
private equity companies from 2011 to 2013, the deadlock was
broken in 2014 and IPOs were finally revived as an exit route. This
trend continued into 2015 with IPOs of CVC Capital Partners and
Sunrise, Switzerland's second largest telecoms operator. With an
offer size of CHF2,274 million (including Over-Allotment Option),
the Sunrise IPO was the largest Swiss IPO since 2006 and the
largest telecom IPO in the EMEA region since 2004.

In buyout transactions, private equity firms continue to let the
management of the portfolio company participate in the equity of a
special purpose vehicle, normally by way of a capital increase
following the buyout transaction.

3. What has been the level of private equity activity in recent
years?

2. What are the current major trends in the private equity
market?

Transaction volumes only increased marginally in 2014 (EUR1,128
compared to EUR1,111 in 2013) (/nvest Europe). 70% of the deals
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Fundraising

The Invest Europe statistics show a sharp increase in funds raised
by Swiss private equity firms. The aggregate amount was EUR3,101
million in 2014 compared to the significantly lower EUR570 million
in 2013.

Venture funds accounted for EUR70 million in 2014, a considerable
decrease from EUR194 million in 2013. However, the venture
capital market also had some high points, such as the recently
closed financing round of Zurich-based FinTech start-up Knip AG,
which closed at the end of 2015. This involved several private
equity and venture capital funds, and was Switzerland's largest
FinTech financing round so far.

Investment

Swiss based private equity companies invested a total of EUR1,240
million in 2014 compared to EUR609 million in 2013. EUR987
million were invested in Swiss based portfolio companies in 2014
(EUR889 million in 2013). These funds were invested in 127
companies in 2014 (147 in 2013).
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Investments by private equity companies in Swiss portfolio
companies in 2013 showed the following characteristics:

1 34% of the total investments were made in Swiss
communications, computing and consumer electronics
companies.

1 39.4% of the total investments went into the life science sector.

1 The distribution of investments between the different sectors
was subject to only minor adjustments compared to 2013.

7 Buyout investments (the nominal equity value of all shares
bought out) increased from EUR208 million in 2013 to EUR761
million in 2014.

1 A total of 11 companies were purchased in 2014 compared to 17
in 2013. Over 70% of the deals were small deals with a
transaction volume below EUR150 million. 67.4% of the
transaction volume was generated with one upper mid-marked
deal between EUR250 million and EUR500 million.

Transactions

2014/2015 saw the signing or closing of some major deals with the:
1 Acquisition of Vat Holding AG by Capvis and Partners Group.

1 Acquisition of Orange Communications SA by Apax an NJJ
Capital SAS for a total transaction value of CHF2,800 million.

1 Sale of Infront Sports & Media AG by Bridgepoint with the
transaction valued at approximately EUR1,050 million.

The basic structure of buyout transactions did not change.
However, it is more and more common for parties to a transaction
to agree on a so called "go-shop-clause", under which the seller
waives a possible auction sale and grants the seller exclusivity for
the negotiations. In return, the purchaser grants the seller a limited
amount of time after the signing to "go and shop" for another
buyer. If the seller sells to the second buyer, a break-up fee is due
to the first buyer. This may be suitable for private equity companies
striving to get an exclusive right of negotiation as fast as possible
and who wish to at least cover pre-transaction-costs such as due
diligence costs.

Exits

Private equity companies based in Switzerland exited 30
companies in 2014, with a total amount divested of EUR276 million
(Invest Europe). In contrast, 23 portfolio companies based in
Switzerland were exited, with a total amount divested of EUR549
million (EUR1,044 million in 2013). For Swiss-based private equity
firms, only one write-off was reported in 2014. The same goes for
Swiss-based portfolio companies. The following key indicators
apply for 2014:

1 Trade sales of shares held in Swiss based portfolio companies
accounted for 35.3% of the value (EUR194 million).

1 Divestments of shares held in Swiss based portfolio companies
by public offering accounted for 18.3% of the value (EUR100
million). The beginning of 2015 saw CVC Capital Partners
exiting Sunrise by way of an IPO.

1 Secondary sales to another private equity house were one of the
main methods of exiting Swiss based portfolio companies,
accounting for 21.7% of the value (EURTI9 million).

REFORM

4. What recent reforms or proposals for reform affect private
equity in your jurisdiction?

Federal Collective Investment Schemes Act (CISA)

The CISA was revised in 2013. The revised law was subject to
various transitory provisions that have in some cases ended as
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recently as in 2015. The new licence requirement for Swiss asset
managers of foreign collective investment schemes was
particularly relevant to the private equity (asset management)
industry.

In addition, the new requirement for a Swiss representative and a
Swiss paying agent for the distribution of private equity funds to
qualified investors in Switzerland was an important issue. Besides
the conclusion of written representative and paying agency
agreements, the relevant information had to be inserted into the
product documentation of foreign private equity funds before they
could be marketed to qualified investors in Switzerland (see
Question 6, Further foreign structures ).

In view of this, there was controversy as to whether (and with what
requirements) a private equity fund for qualified investors could
terminate its agreements with a Swiss representative and/or Swiss
paying agent after conclusion of the fundraising period. According
to the predominant view, there is a difference between open-end
and closed-end collective investment schemes for qualified
investors:

1 For open-end collective investment schemes, the representative
and paying agent may cease to perform their activities as soon
as the foreign collective investment scheme is no longer
distributed to qualified investors in Switzerland and the
termination of the agreement is not considered to be an abuse
of law.

1 For closed-end collective investment schemes the Swiss
representative and the Swiss paying agent must continue to be
appointed as long as Swiss qualified investors remain invested
in the fund.

A separate set of rules applies to foreign structures for the
distribution to non-qualified investors, which require an upfront
product approval by the Swiss Financial Markets Supervisory
Authority (FINMA) before they can be distributed in or from
Switzerland (see Question 6, Further foreign structures).

Federal Financial Services Act (FSA)

The proposed FSA aims to regulate the financial services and
products of all financial services providers and products producers.
It aims to provide a level regulatory playing field for all these
market participants. Among other things, it will introduce:

1 A new regulatory code of conduct (including appropriateness
and suitability duties) at the point of sale.

1 A prospectus duty.
1 Organisational rules.

7 Registration duties (also for client advisers of foreign financial
services providers that advise clients in Switzerland).

The new law is expected to enter into force in 2017/18.

Federal Financial Institutions Act (FIA)

The FIA regulates the activities of financial institutions in
Switzerland. In particular, it will contain new rules on the approval
process for fund management companies, asset managers of
collective assets, and (regular) asset managers. The bill will
represent a significant change for external asset managers in
Switzerland because they will become subject to a regulatory
approval duty and a prudential supervision for the first time. Pure
investment advisers will not be subject to prudential supervision
under the FIA. However, client advisers of such "unregulated"
financial services providers will need to be registered in the register
of client advisers stipulated in the FSA. The proposed law will
presumably enter into effect in 2017/18.

Federal Financial Market Infrastructure Act (FMIA)

As part of the new Swiss financial markets regulations, the FMIA
primarily regulates financial markets infrastructure (and trading
venues) as well as derivatives trading. Therefore, its relevance for



private equity is limited. It has become effective as of 1 January
2016.

Alternative Investment Fund Managers Directive (AIFMD)

Directive 2011/61/EU on alternative investment fund managers
(AIFM Directive) is a European and not a Swiss regulation.
However, the third-country rules in the AIFMD (and the respective
approval requirements in each country) have a significant impact
on Swiss asset managers. The European Securities and Markets
Authority (ESMA) recently published official advice in relation to
the application of the AIFMD passport to non-EU Alternative
Investment Fund Managers (AIFMs) and Alternative Investment
Funds (AIFs), as well as an opinion on the functioning of the
passport for EU AIFMs and the national private placement regimes.

In this context, due to the recent revision of the CISA, the Swiss
regulation of asset managers has been recognised as equivalent by
the ESMA. The advice and opinion will now be considered by the
European Commission, Parliament and Council. Swiss-domiciled
asset managers of AlFs (including private equity funds) should
benefit from an enhanced EU-market access (passport) in time.

TAX INCENTIVE SCHEMES

FUND STRUCTURING

6. What legal structure(s) are most commonly used as a
vehicle for private equity funds in your jurisdiction?

5. What tax incentive or other schemes exist to encourage
investment in unlisted companies? At whom are the
incentives or schemes directed? What conditions must be
met?

Swiss-resident corporate shareholders

In general, income obtained by a Swiss corporate shareholder is
subject to income taxes at federal, cantonal and communal level.
However, dividend income from and capital gains on the sale of
qualifying participations are (nearly) tax-free due to a participation
exemption. The participation exemption is available on dividend
income from (Swiss/non-Swiss) investments which amount to at
least 10% of the equity or whose market value is at least CHF1
million. On capital gains, the participation exemption is available if
the (Swiss/non-Swiss) investment cumulatively amounts to at least
10% of the equity and if the investment has been held for at least
one year.

Swiss-resident individual shareholders

While capital gains from the sale of investments (including
movable property or investments through a fund treated as
transparent for tax purposes) are usually tax-free for Swiss resident
individual shareholders, dividend income is subject to income taxes
at federal, cantonal and communal level. However, if the dividend
income is obtained from an investment which amounts to at least
10% of the equity, a significant reduction applies.

The sale of investments may be subject to income taxes in certain
cases. This applies especially to individuals who frequently buy and
sell such investments or where an investment is sold to a corporate
entity (or an individual holding the acquired investment as business
asset) and the investment sold distributes funds to the new
shareholder within five years after the sale (so-called indirect
partial liquidation). To clarify such exposure, a tax indemnity clause
is usually part of a share purchase agreement and a pre-discussion
with the tax authorities resulting in a binding tax ruling is
recommended.

Swiss Limited Partnership (Swiss LLP)

The primary legal structure for collective private equity investments
under Swiss law is the Swiss limited partnership for collective
investments (Swiss LLP) (Article 98 et seq., CISA). In addition, the
Swiss Code of Obligations (CO) is applicable subsidiarily.

The launch of a Swiss LLP is subject to a regulatory approval
process (and subsequent prudential supervision) by FINMA. FINMA
evaluates the proper business conduct of the members of the
board and the directors, as well as the organisation, internal
regulations, and regulatory compliance of the Swiss LLP (see
Question 10).

A Swiss LLP is a partnership whose sole object is collective
investment. It conducts investments in risk capital (and may also
invest in other alternative investments, or in real estate
development, construction or infrastructure projects). It is subject
to extremely flexible investment guidelines.

A Swiss LLP is based on a partnership agreement. At least one
member of a Swiss LLP is subject to unlimited liability (general
partner), while the other members (limited partners) are liable only
up to a specified amount (limited partner's capital contribution).
The general partner must be a company limited by shares with
their registered office in Switzerland and can only be appointed as
a general partner of a single Swiss LLP. Limited partners must be
qualified investors, as defined in the CISA (see Question 12).

In addition, a prospectus must be published. The Swiss Fund &
Asset Management Association (SFAMA) and the Swiss Private
Equity & Corporate Finance Association (SECA) have produced a
model prospectus with an integrated partnership agreement which
should represent the basis for the document filed with FINMA.

Swiss Investment Company with Fixed Capital (SICAF)

A SICAF is a company limited by shares (Articles 620 et seq., CO). It
is regulated under Article 110 CISA and, as a general principle,
subject to regulatory approval by FINMA (and respective prudential
supervision). The sole purpose of a SICAF is the investment of
collective capital.

As an exception to the general rule of a FINMA approval and
supervision, an investment company in the form of a company
limited by shares is not subject to the CISA where:

1 The shares of the investment company are listed on a Swiss
exchange.

1 The shareholders of the investment company are exclusively
qualified investors under the CISA (see Question 12).
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