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Where do Swiss Banks see
themselves interms of
Gompliance with the Qualified
Intermediary regime?

After KPMG Switzerland'’s first survey conducted in 2019
concerning compliance with the Qualified Intermediary (Ql)
Agreement, we are now able to share the latest insights based on
the results of our updated 2022 survey.




KPMG's 2022 Qualified Intermediary Survey

KPMG’s Qualified Intermediary (Ql) Survey

In 2019, KPMG performed a first survey of all banks on the Swiss market regarding their compliance
with the QI regime for the certification period 2015-2017. KPMG recently performed a second survey
regarding the certification period 2018-2020. The survey gave valuable insights into how Swiss banks'
compliance with the Ql regime has developed over the past three years, which aspects have improved
and the challenges that remain. In total 45 banks participated in the 2022 survey, comprising the
entire spectrum of banks (from Swiss cantonal banks to private banks and large multi-national banking
groups). We are therefore confident that the results of the survey are representative of the Swiss
market as a whole.

Background to the Ql Regime

Banks that offer their clients the ability to invest into US securities are required to register with the

US tax authority (“IRS”) and undertake complex and often burdensome documentation, withholding
and reporting requirements. In addition, such banks are required to maintain a compliance program,
perform regular audits (so-called “periodic reviews") and file recurring certifications of their
compliance with the Ql regime directly to the IRS every three years. The latest round of certifications,
covering the certification period 2018-2020, were filed with the IRS in late 2021/ early 2022 (depending
on which year a bank had selected for the periodic review).

The Key Conclusions

The results from KPMG's 2022 survey show that Swiss banks have made an increased effort

in complying with the QI rules, which was reflected in an overall increased level of compliance.
Nevertheless, errors in the documentation led to underwithholding of US tax which then needed to be
remediated or paid to the IRS before the certification of compliance to the IRS could be made. Further,
the reporting on IRS Forms 1042-S/ 1042 remains challenging for banks. As we are seeing increased
scrutiny on this aspect from the IRS, banks should continue to pay particular attention to their Ql
reporting in the coming years. In the following paragraphs, we provide an overview of the observations
and conclusions from the survey that we find most interesting.

The Results

An overall increasing level of compliance...

97% (93% for the previous certification period) of banks in Switzerland were able to certify that they
were compliant with the QI rules during the latest certification period by submitting a “Certification of
Effective Internal Controls” Interestingly, all of these certifications stated that no material failures were
identified (in the previous cycle, approx. 25% of the participating banks stated that material failures had
been identified but were already remediated at the time of certification). Only 3% (as compared to 7%
in the previous cycle) submitted a qualified certification.

The survey results also show slightly improved numbers regarding the QI documentation of accounts
(91% of banks declared that either no, or fewer than 10 accounts, were identified that were not
correctly documented, as compared to 87 % for the previous cycle).

This positive development confirms the consistently high level of compliance and even an overall
increasing level of compliance with the QI rules amongst Swiss banks.
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in a world of enhanced scrutiny from the IRS...

At the same time, enhanced measures are taken by the IRS to ensure banks' compliance with the QI
rules. 42% of banks stated that they received follow-up questions from the IRS regarding their previous
certification, most of which related to banks' reporting on IRS Forms 1042-S and 1042.

Did you receive any follow-up questions from the IRS concerning the submitted QI Certification for the
previous (i.e. 2015-2017) cycle?

08%
34%
8%

Yes Yes
(regarding (regarding 1042/
withholding)  1042-S reporting)

This is in line with our observation that the IRS is focusing increasingly on the accuracy of the Ql
reporting, in particular following up with banks on unreconciled differences between Forms 1042-S
received from custodians (upstream withholding agents) and issued by the banks to the IRS, even
where the amounts are small. Given the complexity of the QI reporting and the IRS’ focus on this area,
banks should continue to pay particular attention to this aspect going forward.

This trend is also reflected in the fact that the majority (approx. 756%) of the banks proactively attached
supporting documentation (i.e. the review report and/ or additional documentation) to their certification
hoping to reduce the amount of potential IRS queries.

Did you attach additional documents to the Ql Certification?

Yes (the QI Periodic Review report) 53%
Yes (the QI Periodic Review report

and other explanatory supporting
documentation)

Yes (other explanatory
supporting documentation)

No

4



B1%




Furtherinformation

KPMG'’s 2022 Qualified Intermediary Survey

Contacts

KPMG AG
Badenerstrasse 172
PO Box

8036 Zurich

kpmg.ch

Grégoire Winckler
Partner
Financial Services Tax

+41 58 249 34 95
gwinckler@kpmg.com

Jason Zuecker
Director
Financial Services Tax

+41 58 249 35 99
jzuecker@kpmg.com

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavor to provide accurate and timely information, there can be

no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on such information without appropriate professional advice after a thorough
examination of the particular situation. The scope of any potential collaboration with audit clients is defined by regulatory requirements governing auditor independence. If you would like to know more about how KPMG AG
processes personal data, please read our Privacy Policy, which you can find on our homepage at www.kpmag.ch.

© 2022 KPMG AG, a Swiss corporation, is a subsidiary of KPMG Holding AG, which is a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English

company limited by guarantee. All rights reserved.

6





