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Preface of the lector


With this publication the author had the target to scientifically analyze the existing lump-sum taxation system in Switzerland, in the common parlance called «Pauschalbesteuerung», to systematically classify it into Swiss tax law and also to present the current situation.


The historical formation and development of the lump-sum taxation phenomenon is presented in a compact and well-summarized manner. In an owing way, the author presents how the cantons over the past decades, have attempted to refine this institute, together with the economical significance – that lump-sum taxation has in Switzerland.


Subsequently, the author classifies lump-sum taxation within the overall Swiss tax law system. Thereby, he succeeds with a clear presentation of the Swiss federal constitution; the legislation; the world of the ordinance, and the administrative practice.


Of great practical interest is, however, the presentation of the various cantonal practices that caused the changing legal base in the Swiss tax law harmonisation.


To sum up, it can be said that this master thesis is an extremely successful final thesis of the education at the Swiss Institute of Taxation at Kalaidos University of Applied Science (Schweizerisches Institut für Steuerlehre, SIST). As lector, the manner of concentration to the topic, the comprehensive processing of the literature, as well as with the changing legal bases in the federal state, and in the cantons, appears to me as impressive. Indeed, this thesis is qualified for an award ceremony.


It is because of this that Mr. Lüthi received, from my side, the predicate „summa cum laude“.





	Zurich, December 4, 2016

	Prof. Dr. iur. Bernhard Zwahlen
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Preface of the co-lector


As pointed out by the author in his historical introduction, lump-sum taxation was developed nearly a cententary ago because, in that time, some rich foreign individuals took residency in the Lake Geneva Region, having exclusively foreign income. Such income on one hand was difficult to measure, on the other hand those individuals were taxed at source abroad already. Therefore, a practical way has been chosen and the legislator decided that the taxable income of those individuals shall not be determined based on their revenues, but based on their expenses. In the result, the taxation of the foreign sourced income has been left abroad and what the individual spends in Switzerland has been taxed in Switzerland.


Over many decades this worked out without any problem and brought to the (few) cantons resp. communities that applied lump-sum taxation, with minimal administrative expense, comparatively high revenues. Only within the context of the federal tax harmonisation, not even 20 years ago, lump-sum taxation was extended to the entire of Switzerland. De facto, this system only in principal in the cantons Geneva, Vaud, Valais, Ticino, Graubünden and Bern was significant. The only canton that, in around ten years, was able to attract over 200 lump-sum taxed individuals was the canton Zurich. In a little bit of a surprise lump-sum taxation in the canton Zurich due to a public intiative was abolished in 2009. Subsequently lump-sum taxation in most cantons as, well as on federal level, came under pressure with the result that this institute has been abolished in four more cantons but retained in 21 cantons. The newest de-velopment is in the so called “tightening” that, on federal level and in the cantons at the latest since 2016, has come into force.


Carol Gregor Lüthi has very extensively investigated lump-sum taxation. Beneath the historical and current developments he was not afraid to investigate the practice in the cantons, what is very meritorious as there partly exist large differencies. Also, for this topic, existing literature and judicature is seamlessly integrated into his analysis. So far, only one scientifical work that dealed in a related depth with lump-sum taxation in Switzerland, existed, which is namely the one of Prof. Marco Bernasconi from 1983. Already with the introduction of the StHG but with the thigthening of lump-sum taxation more than ever this existing work is outdated. Carol Gregor Lüthis scientific work is closing this gap. His substantiated investigation even goes beyond existing work, with side glances to foreign treatments. Due to this reason, Mr. Lüthi received the top rating “summa cum laude”.


The question arises, however, what is the future of lump-sum taxation in Switzerland? On one hand, the criticism is domestic-political and is not completely silent. One will as of 2021 at the latest, realize that the tightening in a lot of regions will result in the approach to abolish lump-sum taxation.


Also, domestic-political, one can notice that the achilles heel of lump-sum taxation constists in the fact that foreigners are treated favorably compared to Swiss citizens. If we, in the crystal ball, additionally will have a look over the boarder to abroad we find two contrary tendencies: On one hand special tax regimes more and more come under pressure, on the other hand the actual trend with taxation of individuals exactly (and with regard to speed) goes into the opposite direction: A lot of countries – and not at all only exotic countries, but a lot of OECD and even EU-states – constantly introduce new tax regimes which are comparable with our lump-sum taxation (but are most of the time a lot cheaper) or they even totally waive to taxation of wealthy individuals. Latest examples in the EU area are Portugal (complete tax exemption) and since 2017 even our southern neighbour Italy. There, Matteo Renzi, as one of his last official acts has introduced a lump-sum tax to the tariff of EUR 100’000 which all individuals can make use of who did not live for at least ten years in Italy, including also Italian citizens! A prohibition of a gainful activity does not exist, however Italian income needs to be taxed.


Against this background in Switzerland, de lege ferenda three scenarios are conceivable. Firstly, one could simply keep lump-sum taxation in the current form. Secondly, one could abolish it totally or thirdly, one could make it more attractive again. The second scenario only makes sense if an abolition of such or similar systems internationally becomes standard. If this solution is not successful, Switzerland would be well-advised to look again into its accounts as wealthy foreigners in close proximity (for example Italy, but also Spain, Great-Britain, Monaco etc.) increasingly find cheaper alternatives and will also use them. Moreover, there is also a risk that wealthy Swiss citizens and residents begin getting interested in a residency abroad. To counter this, Switzerland should not introduce a zero taxation. It is politically and objectively correct when wealthy individuals provide a considerable „member contribution” and therefore our system that ties up with the cost of living is from its principle very good. Wealthy foreigners are definitely willing to take the advantages that a life in Switzerland provides, to pay an appropriate contribution.


Vulnerabilities of the system can be located at two main points. Firstly, nowadays it makes no sense to prohibit a gainful activity in Switzerland. A lot better would be to allow a gainful activity, as due to the control calculation, Swiss income anyway is always taxable. Secondly, lump-sum taxation should be opened for Swiss citizens and residents and should therefore leave the option to chose ordinary or lump-sum taxation. The problem of unequal treatment would be off the table. In effect, lump-sum taxation would refer only to the income earned abroad. As income abroad is anyway often taxed at source (that means taxed abroad), not such a big gap of taxation – as the opponents of lump-sum taxation argue – would occur. Switzerland however needs to take care, in the fierce international competition on lucrative individuals, not to fall behind.
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Preliminary remarks of the author


Lump-sum taxation is a speciality of the Swiss tax system and has, in parts of Switzerland, a tradition of over 150 years. It is subject to controversial debate since many years. A current, systematic classification into Swiss tax law in the tax literature is not yet existing. My aim is to close this gap with this publication.


Developing process / Motivation & content of the book


During my career in the tax department of Ernst & Young in Zurich I sporadically had the chance to get in touch with lump-sum taxation. Regularly clients with extensive financial circumstances and international aspects have been involved in such cases. The paperwork for such tax returns sometimes consisted of several files with hundreds of documents (deeds, contracts, statements, etc.) and the financial circumstances needed to be showed by complex organisation charts.


As a Tax Consultant my task was to gather information out of countless emails, print, structure, reference and arrange the flood of information to be able to prepare the control calculation as efficiently as possible. For the most complex cases, I even needed to prepare several pages long table of contents not to lose to much time by finding information. My exact and well structured method of work was appreciated very much by my superiors.


With such tasks I had the chance to train my flair for details and to gain experiance in the field of lump-sum taxation. Tax returns for lump-sum taxed individuals were regularly prepared based on the tax ruling negotiated with the tax authorities by executives of Ernst & Young and based on the control calculation.


In the framework of the post-graduate education program of Master of Laws (LL.M. in Swiss and International Taxation) at the Swiss Institute of Taxation at Kalaidos University of Applied Sciences Zurich in the fourth semester of my studies in 2016 I had to write my master thesis. What quickly became clear to me was the topic on which I would like to concentrate: Lump-Sum Taxation in Switzerland.


Based on scientific criteria, carefully gathered literature has been conscientiously cited and considered. The result of my investigations, supplemented by a comprehensive keyword index, is now available.


As lector of my master thesis – at my request – Prof. Dr. Bernhard Zwahlen was in charge. He wrote the commentaries on art. 14 DBG and art. 6 StHG in the prestigious commentaries on Swiss tax law published by the renowned Helbing publishing house Basel. He however is known as acknowledged expert in lump-sum taxation in Switzerland. Therefore, I am more than happy that my master thesis “Lex Chaplin – Die Besteuerung nach dem Aufwand in der Schweiz” was rated with the overall mark „summa cum laude“. As co-lector, the university chose Prof. Dr. Toni Amonn, who – at the latest since his essay to the taxation of trust in Switzerland (fn 432) due to his pointed language – is well-known. I was particularly pleased by his long and personal preface, including a glimpse in the crystal ball. I am happy to share my work and passion with interested readers.


Use & targeted audience


This systematical classification of lump-sum taxation into Swiss tax law, not only through the upcoming amendments of January 1, 2016 on DBG resp. on January, 2014 on StHG, has current references. Also, the ongoing discussion all over Switzerland on abolition of this special institute is responsible for the explosiveness of this very interesting topic, in politics and in the public.


This reference book shall provide possible solution approaches. An executive of a cantonal tax authority of the Mittelland, for example, told me to save the ‚good for printing’ on his computer, and having read through the interesting chapter of control calculation, to compare on doctrine and practice.


The targeted audience for this book shall, especially, be tax advisers in Switzerland and abroad, economists, legal practitioners, tax authorities of all cantons and of other federal and cantonal authorities, professional associations, interested taxpayers, students and all other interested group of persons.


Even once the last heavy storm – with the abolition of lump-sum taxation in various cantons – passes by, lump-sum taxation in Switzerland will probably underly the political discourse periodically. The world of taxation also in this matter will stay exciting.


Thank you


At this point I would like to say thank you to all who have supported me with their help, be that with performing helpful brainstormings for new ideas, providing editing support, proof-reeding, peer-review, giving me hints regarding structure, layout or other topics or just letting me work undisturbed on my master thesis. In particular, I would like to say thank you to my lovely wife Brigitte. Her patience made this work and even the translation into English possible. Moreover, I would like to say thank you to my employer, Ernst & Young, who exceptionally supported me during the whole post-graduate education.


Apart from that, I would like to emphasise that the present book reflects my own opinion, which is not binding to the authorities. As it is in tax law a common knowlegde a consideration of every single case needs to be done and the involvement of acknowledged Swiss tax specialists in every case is highly recommended.


Aarau, August 26, 2017


Carol Gregor Luethi
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