NEWSLETTER
_____________________________________________________________________________________

Zürich, December 2020

Owning One's Home:
Tax Considerations
How to save taxes with one's home
How to reduce the overall tax load, whether you
would be better off as a homeowner or as a tenant,
and how to circumvent inheritance tax? These are
the questions, which will be discussed here.
Continued on page 2

Mortgage Bank Insolvency
Is there something homeowners in Switzerland
should be worried about, if their mortgage bank
were to go bankrupt? Does it make a difference, if
the mortgage bank is small or big?
Should Swiss home owners be anxious about a
resurgence of the global financial crisis or about
some other new shock?
What is the competitive situation of the Swiss
economy?
Continued on page 10

Investment into Pillar 3a and
Purchasing Additional 2ndPillar Benefits
You are closing in on the deadline for transferring
money to pillar 3a. The same goes for purchasing
benefits of the pension plan. To benefit from the tax
deductions, which result from those actions, the
transfers should be made before the end of the year.
Continued on page 14
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Owning One's Home: Tax Considerations
(Continuation from page 1)
The adage «In this world nothing can be said to be certain, except death and taxes!» has been attributed to
Benjamin Franklin.1 Undoubtedly taxes exert steering influence upon our behavior and our economy. For
most people, their own home is their major asset position. Thus, it would be well-advised, to more closely
consider aspects and peculiarities of the Swiss taxation system regarding real estate property. Here, we look
into identifying and exploring tax-savings potentials and we will provide guidance for saving taxes.
Income Tax Levied upon Real Estate Property
Imputed Rental Value (Eigenmietwert)
Swiss income tax has the unusual feature of adding
a fictional income for owner-occupied residential
property to the taxable income.2 This markup is
called imputed rental value (Eigenmietwert) and it is
subjected to the income tax.3 The line of thought of
law makers is: If wealth had not been invested into
the property, it otherwise would have been invested
somewhere else, where it would have generated an
interest return. Then, this interest return would have
been added to the taxable income for taxation. As

instead, wealth is invested in a residential property
occupied by the owner, it also generates an interest
return, upon which income tax should be levied.
To determine an object's rental value, tax authorities
will compare the object with similar objects. The basis for comparison is different for each canton. The
comparison will consider factors such as living surface, the location of the property, its year of construction and the amount of rent in the same area.
When comparing imputed rental value with the market rental value, a considerable reduction will be
granted.

1

Many well-known authors have expressed their thoughts on taxes and death. Probably the first reported was Daniel Defoe in "The
Political History of the Devil", 1726: «Things as certain as death and taxes, can be more firmly believed.»
2
Investment properties (not occupied by the owner) are not subjected to the rental value imputation, Instead the net profit of the real
estate property will be levied.
3
Taxation of the rental value is also practiced in some other countries such as DK, LU, NL, ES. Some countries do not allow for mortgage
interest to be deducted (NL, ES), or they impose some threshold limit for that deduction (DK, LU) or no deductions can be made for
maintenance (DK, LU, SP), or only a limited amount thereof. Schweizerische Steuerkonferenz, Besteuerung der Eigenmietwerte vom
01.01.2015 (page 28)
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Mortgage Interest Rate
To partly counterbalance
the taxation of the imputed
rental value, law makers allow for subtracting the mortgage interest paid from the
taxable income. Thus, the
net taxable income contribution consists of the return
of the net equity invested
into the real estate property
(i.e. after deduction of the
mortgage interest rate),
upon which income tax will
then be levied.

Repercussion of Imputed Rental Value and Maintenance on Taxable Income
CHF

+

∑

-

∑

- Costs for Maintenance

Tax Deduction for "MainteTaxable Income
without Real
nance Expenses" of the
Estate Property
Real Estate
The Swiss tax law allows the
taxed person to subtract the expenses for maintenance of real estate from the taxable income as well.
One can either apply the lump sum deduction for
maintenance expenses or apply the itemized deduction for maintenance and provide the supporting
documents for the deductions.
The amount of the allowed lump sum deduction is
determined by each cantons in its own right and it is
based upon the imputed rental value. In some cantons the amount may even depend on the age of the
property.4

Taxable Income
with Real Estate
Property

Real Estate Property

Here, the line of thought of the Swiss law makers is
analogous to the one applied by law makers regarding the income tax levy: If the amount of capital invested in a real estate property had not been invested into real estate, instead the capital would
have been invested somewhere else in some other
investment vehicle. As such, the capital would have
been submitted to property tax as well. Thus real estate property should be taxed as other properties.
Obviously, the valuation of construction lots and
buildings will undergo constant change. The key element of taxation as a property is, what fiscal value
will be attributed to the capital invested in the property.

Real Estate Property and Taxable Assets, Operating
and Administrative Expenses
Nearly all cantons permit the deduction of the operating and administrative expenses. Some cantons
permit deduction of the property tax from the taxable
income. The income tax levied will be reduced accordingly.
Property Tax on Real Estate Property
In Switzerland the taxation
of the residential property
does not solely rest upon
the rationale regarding income.
A second mainstay for the
taxation of real estate property consists of viewing real
estate as a taxable asset:
By means of assets and liabilities, home ownership has
repercussions on the
amount of wealth tax (property tax) to be levied.

Net effect arising from the
imputed rental value and from
maintenance and repair costs
on taxable income

+ Imputed Rental Value

Fiscal Value
Thus, for taxation purposes, the fiscal value5 of a
property will be determined ex officio.6

Repercussion of Imputed Rental Value and Maintenance on Taxable Wealth
CHF
Market Value

+

Net effect of fiscal value
and mortgage debt on
taxable wealth

Fiscal Value
Estimate of
Fiscal Valueby
Authorities

+

-

∑

∑

- Mortgage Debt

Taxable Wealth
without Real
Estate Property

Real Estate Property

4

Taxable Wealth
with Real Estate
Property

The regulations as to the deductible amounts are different for each canton. Some cantons will have the deductible lump sum depend
on the age of the property, for example up to 10 years will permit a deduction of 10% of the imputable rental value, and 20% for older
properties. For detailed information consult the taxation guidelines ("Steuerbehelf") of the canton where the property resides.
5
The principles used for attributing a fiscal value to a real estate property are quite different from one canton to another. Every now and
then the fiscal value of a property will be adjusted by the tax authorities.
6
The fiscal value of a property can also be called: "amtlicher Wert" (official value), "Katasterwert" or "Grundbuchwert" (both: land register
value), or more seldomly "Schatzungswert" (fiscal value established by estimate). The cadastre or land register is a database organized
at the level of the cantons, which provides information regarding the lots, the legal relationships (servitudes, purchasing agreement),
etc.: https://www.cadastre.ch/en/services/service/info.html. Consultation of the registry is free of charge.
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For taxation, the fiscal value of the property will be
added to the other taxable assets of the owner. The
estimation of the fiscal value of the property will be
undertaken by the authorities of the canton, where
the property lies.
The valuation is not made at discretion, but in agreement with the cantonal decrees. Irrespective of this,
the way it is being carried out will differ widely from
one canton to another.

A simple tax optimization (if we are talking just about
that) by and large consists of increasing the mortgage loan on the property. In most cases this will
work for both owner-occupied residential property
and for yield objects (investment property not occupied by the owner). Yield property is kept for rental
purposes. For both types of property, an increase of
the mortgage loan will typically reduce both income
tax and wealth tax.

Market Value versus Fiscal Value
Depending on whether one is taking the perspective
of the seller or of the buyer, the market value
(Verkehrswert) of a real estate property (or residential property, for that matter) is also called purchasing value, commercial value, sales value, selling
price or marketable value7. The meaning is always
the same: the price if one were to sell or buy the
property. The market value is quite different from the
fiscal value. The latter would invariably be much
lower.
Tax Deductions (Regarding Property)
Partly counterbalancing the imposition of the fiscal
value of real estate property, the Swiss tax authorities allow for deduction of the debt burdening the
property. This means that the taxable assets will be
increased by the fiscal value of the property, but also
diminished by the mortgage loans existing on the
property. Summing it all up: Wealth tax (property tax)
will be levied on the fiscal value reduced by the mortgage loans.
Tax Optimizations
When choosing the location of a property, a decision
is taken, which will remain consequential regarding
taxation for you and possibly even for your heirs: the
taxation community (Steuergemeinde) and the tax
canton (Steuerkanton). In which canton and in which
community a real estate property lies, is directly
linked with the tax rate used to determine income tax
and wealth tax applicable to that property. This will
remain so, even if the owner were to move out of his
property to another canton and then letting the property. Regarding income tax and wealth tax, the location of the property remains the determining factor
regarding taxation of income and the wealth tax levied upon that property. If one were to move out of
one's home into a new community, only the salary
income would be taxed upon the rules of the new
community.
If the owner of a property were to pass on the property to heirs, the location of the property will be determining the inheritance tax levied on the real estate property (context see page 8). Once the location
of the real estate property is settled, in comparison
there is much less potential left for tax optimization.
Nonetheless, the remaining potential should still be
made use of.

77

As with a sail, taxes should always be suitably trimmed, so that
forthcoming entails the least amount of losses.

Banks have some interest in increasing the mortgage loan granted: In the current market situation
they will also gladly provide mortgage loans, when
the owner performs an extension or conversion of an
existing property. Mortgage loans of less than
100'000.- CHF most often are a barely profitable
business. When the property has come of a certain
age and if over the years there was constant
mortgage reimbursement, the mortgage sum on the
property is rather small in most cases.
An investment in connection with an increase of the
mortgage debt is most interesting when the owner
manages to have the extension or the conversion
significantly increase the market value of the property. Investments should be closely examined as to
their value added to the market value of the property.
Additional Income Tax Optimizations
Additional tax savings are possible, when the owner
does not distribute the property's maintenance and

Other terms used, but which have a different meaning are: Realwert, Ertragswert, Versicherungswert, Zustandswert, etc..
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repair jobs evenly over all fiscal years. The total
taxes levied will be lower when maintenance work is
cumulated in some fiscal years, thus greatly exceeding the lump sum deduction for maintenance expenses in those years.8 The lump sum deduction for
maintenance can still be filed for the remaining
years, even when only minor expenses for repair are
incurred. Tax savings can be maximized perfectly,
when maintenance work is executed at exactly those
years, where the salary income is at a transitory
peak. Major maintenance work should be carried
out, when the homeowner expects an unusually high
bonus.
Additional Optimizations Regarding Wealth Tax
Additional savings opportunities arise for owneroccupied residential property owned in different
cantons (for example holiday home, etc.), when the
mortgage loans are displaced to the canton with the
highest property tax progression.
Impact of the Swiss Tax Scheme
Obviously the peculiarities of the Swiss tax law (imputed rental value and related deductions, fiscal
value and deduction of the mortgage debt) have repercussions on the behavior of the taxed person,
which then affects the entire housing market. Different outcomes can be observed, when comparing
with countries, which neither consider imputed rental
value nor deduction for mortgage debt.9

In the worst, the age-old recommendation "to have
a roof over one's head" can no longer be upheld.
The regular mortgage interest payments due are unforgiving.
If instead, during high income years, the incentive to
further reduce the mortgage debt had persisted, the
homeowner confronted with a reduced income could
possibly still be able to defray his cost of living. The
tax incentive to maintain high mortgage debts then
becomes tantamount of the proverbial warning:
"Willful waste makes woeful want."10
Of course the forward-thinking homeowner could
have prevented the issue altogether with continued
savings past the "optimum mortgage debt" (in terms
of taxes) and put those savings aside for bad times.
He would have created securities also for the disastrous event of a market collapse. But still, his circumspect behavior would not have been rewarded taxwise.
2. Mortgage Bank as a Life-Long Companion
The inner workings of the property tax (taxable asset
minus mortgage debt) and the resulting tax incentives lead to the situation that homeowners in Switzerland will permanently stay connected with some
mortgage bank.

1. Living Burdened with Debt
The wealth tax deduction for mortgage debt creates
an incentive not to reduce mortgage debt to zero. In
general, it is of advantage to the homeowner to
maintain a certain mortgage debt to avoid a tax increase.
In some ways this incentive is unhealthy. If the
homeowner were to suffer a substantial reduction of
income, the fixed mortgage interest payments due,
would leave him very limited alternatives for adjusting expenses to the new income situation.

3. Business Risks of the Mortgage Bank
Homeowners, who want to operate tax optimized,
will always remain in a business relation with some
mortgage bank. As an unwanted side effect, a risk
of the mortgage bank could potentially become a risk
of the homeowner (cf. second article of this newsletter "Mortgage Bank Insolvency", p. 10). In some
sense, this remains so even for those, who do not
even own real estate property: Although tenants are
not tied to a mortgage bank through thick and thins,
they still pay rent, which in Switzerland remains
coupled to the mortgage interest rates.
8

Deductions in excess of the lump sum are possible, when producing proving documents, when filing taxes. If supporting documents
are missing, the tax office will only permit the admissible lump sum deduction.
9
Taxation of the rental value is also practiced in some other countries such as DK, LU, NL, ES. Some countries do not allow for mortgage
interest to be deducted (NL, ES), or they impose some threshold limit for that deduction (DK, LU) or no deductions can be made for
maintenance (DK, LU, SP), or only a limited amount thereof. Schweizerische Steuerkonferenz, Besteuerung der Eigenmietwerte vom
01.01.2015 (page 28)
10
Wasting deliberately eventually leads to desperately wanting. Reckless extravagance leads to dire need.
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4. Invoices Itemizing Separately Expenses for
Maintenance and Expenses for Value Growth
A further repercussion of the Swiss taxation scheme
is, to demand invoices for work done on a property
to separately list which parts were maintaining the
value of the property (for how much) and which were
increasing the value of the property (for how much).
Expenses for work maintaining the value of the property are deductible from the imputed rental value.
Value increasing investments instead augment the
fiscal value of the property and lead to a higher income tax. Therefore: Invoices must accurately break
down expenses according to the two criteria. Even
when providing evidence, there may still be
"difference of opinion" between tax authorities and
homeowners on whether an expense was increasing value or just maintenance. Homeowners are at
an advantage if the claims are clear about the two
categories and the amounts in each. It is in the interest of homeowners to keep old invoices regarding
their home. They will become important at the latest,
when the homeowner wants to sell his property. (cf.
"Property Gains Tax", p. 8).
5. Unequal Treatment of Tenants and House Owners
As the fiscal value of a property is considerably
lower than its market value, homeowners experience a comparative fiscal advantage over tenants of
a similar property. Put positively: There is a tax incentive for tenants to become homeowners.

There are also reasons, why the tax advantage of
homeowners indirectly benefits tenants. At the municipal and cantonal level, homeowners have a
stronger interest for balanced budgets and moderate spending, than tenants do. Public spending affects tax rates. When municipalities and cantons
spend beyond their means, homeowners are more
likely have to sit on the public debt. If taxes rise,
homeowners could face a devaluation of their real
estate property, whereas tenants could more simply
move away to a lower taxing place. They only would
have to bear the costs for moving. Homeowners instead would not only have to bear the cost of moving, but also the devaluation of their property due to

The financial viability requirements act as a hurdle. As a test for financial
fitness test, it ensures that the real estate market stays in shape and
away from trouble.

unfavorable tax location. If they were to rent their
property, the rent would be less also because of
higher taxes. If this incentive felt by homeowners to
keep an eye on public spending were missing, tenants would start to feel tax raises from one end of
the country to the other too. The tax advantage of
homeowners over tenants leads to lower taxes for
both of them.
6. Necessity for Financial Viability Requirements
To keep homeowners from taking up too much loan
capital and exposing themselves to excessively high
risks, there are legal financial viability requirements
(Tragbarkeitsvorgaben) in place that the homeowner must meet.
At a closer look the regulations for these financial
viability requirements instantiate a market intervention of law makers. The requirements function as a
hurdle when purchasing or building one's home. The
requirements will typically manifest themselves
again at the time of retirement, as most would experience an income reduction.
In good times, the financial viability requirements deploy no incentivizing effect on existing homeowners
to reduce their dependence on banks.
Nevertheless, the financial viability requirements reduce risks, which could otherwise unhinge the entire
real estate market. This risk mitigation effect of the
financial viability requirements is important, as a
substantial correction of the real estate market
would also have severe repercussions on the financial market and ultimately on our pensions.
The Swiss financial viability requirements demonstrated their effectiveness with the onset and the
aftermath of the world financial crisis, which ran its
course 2007 in the US real estate market 11. This
crisis has put all real estate and financial markets at
a tough test. Switzerland undoubtedly managed to
master this crisis with comparatively fewer defaults,
unlike many other countries, which impose only
weak or no financial viability requirements for their
real estate market.

11

Naturally there are many other factors that have led the crisis to be spread like a wildfire across the entire globe. The crisis was carried
through a manifest lack of transparency and an excessive risk exposure of many financial institutions. The continued debt overload of
many countries remains incendiary.
Swiss Finance Service Center
Badenerstrasse 313
8003 Zürich

T: +41 (0)44 404 10 90
F: +41 (0)44 404 10 91
info@sfsc.ch – www.sfsc.ch

page 6

Real Estate Tax
More than half of the cantons levy a real estate tax
(Liegenschaftssteuer)14, which must be paid on a
yearly base. It is levied by the canton where the
property lies and must be paid by the owner or the
person having the usufructuary rights15 (Nutzniessung). The real estate tax is based upon the full
value of the property (i.e. without first subtracting the
mortgage debt). The tax rate varies from one canton
to the other. Some cantons do not levy a real estate
tax: ZH, SZ, GL, ZG, SO, BL, AG.

7. Unequal Taxation amongst Cantons
There are objections against the different outcomes
of fiscal value assessments for real estate properties. For the sake of a more just taxation of real estate property at the federal level, the various fiscal
values determined from the different cantons are
subjected to various correction factors. In practice,
for many cantons the permissible deductions in the
tax form are calculated separately for the canton and
the federal level. This is needed for the real estate
properties to be taxed to the same standard at the
federal level. Also there are correction tables for
establishing some form of equivalence between the
fiscal values of different cantons.

Property Transfer Tax
When a lot is sold, the canton16 will levy various
taxes, duties or fees. The property transfer tax
(Handänderungssteuer) is one of them. At best, the
property transfer tax will cover the cost of the land
registry (cadaster). But frequently, much more than
just the operating cost of the land registry will be
charged. The property transfer tax often serves as a
quite lucrative income source for the canton and the
community. Contrary to the property gains tax (see
further down) the property transfer tax is determined
independently of any gain resulting from the sale.
The property transfer tax would be levied even if the
residence were to be sold at a loss. Depending on
the canton, either the seller or the buyer is the debtor
of the tax. The tax rate and the fees levied can come
in combination with fixed amounts due and minimal
amounts due. Frequently taxation is calculated upon
the sales price. When the property is transferred
below its market value, the authorities may take the
market value as a basis for calculating the property
transfer tax. Currently, the highest cantonal property

Critical Appraisal
Because of the objections raised regarding the imputed rental value, for decades12 politicians have
discussed a change of the system to no effect. The
status remains unchanged13.

Calculation of Real Estate Property Gains Tax

Selling
Price
Owner 1

-

-

Investments of Owner 1,
which have increased the
value of the real estate property

-

=

Purchase
Price
Owner 1

«Original» purchasing
price of Owner 1

Purchase
Price
Owner 2

-

Property Transfer Tax
Broker’s commission
Notary fees
Advertising costs

Investment Costs
Owner 1

CHF

Resell
Profit
Owner 1

0
Amount subjected to the property gains tax
12

Parlamentarische Initiative Systemwechsel bei der Wohneigentumsbesteuerung
In statu quo res erant ante bellum: "in the state, in which things were before the war"
14
The real estate tax is sometimes also called land tax. In German, there are also many variants: Liegenschaftssteuer,
Grundstücksteuer, Grundsteuer. The real estate tax should not be confused with the property tax (asset tax) nor the property transfer
tax nor the property gains tax.
15
The term "beneficiary rights" is also used.
16
In some cantons the tax is levied by the communities (AR, SG, GR) or they are authorized to levy an additional tax surcharge (FR,
VD, GR).
13
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transfer tax rate is 3.3% of the commercial value of
the property.
Property Gains Tax
The property gains tax (Grundstückgewinnsteuer) is
levied by the cantons and in some cantons by the
community. It is levied upon the profit realized by the
seller, when selling the property. The tax is owed by
the seller.17 The tax was introduced at the end of the
1940.
Lucrative Tax for the Cantons
For many cantons the property gains tax represents
the most important source of income right after the
income- and the corporate tax. Each year ownership
of about 50'000 properties is transferred in Switzerland. The resulting yearly income for the communities and the canton amounts to about 2 billion CHF.
Basis for Calculation
The precondition for levying the tax is that the seller
is making a profit with the sale. Profit is the difference between the sales price and the investment
costs (Anlagekosten). Here, the investment costs
consist of the original purchase price paid by the
seller plus the expenses contributing to the growth
in value of the property. Expenses for maintaining
the value of the property (maintenance and repairs)
cannot be deducted. This is the reason why homeowners should keep invoices for renovations and investments. At the same time scrutiny should be applied to have invoices list work and material separately for maintenance and repair and for valueadding positions.

and defined in accordance with the law of that canton. If real estate property is inherited, the inheritance tax will be levied by the canton, where the real
estate property lies. Most cantons will apply a pro-

No inheritance tax
for direct descendants
in most cantons
gressive scale. Most cantons have spouses and direct descendants of the deceased dispensed from
the Inheritance18 or gift tax.
The canton Schwyz has no inheritance tax. Inheritance from abroad will not be subjected to inheritance tax in Switzerland.
In order to determine the inheritance tax of a bequeathed real estate property, the commercial value
(sales price) of that property must first be estimated.

Property Gains Tax and Speculation
Specific rules are applicable if a property has been
held for a very long or a very short time. If the property was held only for a short interval, prohibitively
high surcharges will be levied upon the sales profit.
With this law makers have attempted to bring speculation to a halt. An alternate way of reading this is:
By means of the property gains tax (by which the
state claims to reduce speculation), the state will
strongly participate from any profit realized when a
property is being sold. If the property has not been
held for very long, the property gains tax is reduced.
Avoiding the Property Gains Tax
The property gains tax can be avoided for the event
of inheritance, donation, for an exchange of property
within the same canton without a premium, death,
separation or divorce and for one's proper use, if a
replacement property is bought within some time
limit.
Inheritance Tax and Gift Tax
In general, for the event of inheritance or donation,
the inheritance tax or the gift tax is due. This tax will
be levied by the canton of domicile of the defunct

Inheritance tax will be levied on the commercial
value minus the mortgage debt on the property. The
inherited value of a real estate property is likely not
to be determined rapidly. In this case it is advised to
still file the inheritance in the tax declaration form,
even when the exact value of the inheritance cannot
yet be determined precisely or when the data is just
not available. Otherwise supplementary tax and
penal proceedings may follow.

17

If the sale has been completed and the new owner is in the land register ("Grundbuch", cadastre), he will be liable for paying the tax
debt.
18
As an example regarding inheritance tax, the exceptions are: AI (tax exempt amount 300'000.-), NE (tax exempt amount 50'000.-)
and VD (tax exempt amount 250'000.-).
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Circumventing or Reducing Inheritance Tax
There is a great number of measures which may
help reducing or better entirely avoiding the

inheritance tax. Some of these measures are
applicable irrespective of whether a real estate
property or any other property for that matter will be
inherited. Other measures can be useful only in a
particular case. Only a few of those measures will be
listed here.
The inheritance tax can be avoided in the lifetime by
means of donations of cash. Donations are levied by
the gift tax. If the gift tax is lower than the inheritance
tax, donations could be worth considering. The canton of Lucerne does not have a gift tax.

To avoid the inheritance tax, assets can also be inherited to trusts. Furthermore a wealthy person
wanting to pass on his wealth with less inheritance
tax could relocate his place of residence to a canton
with a lower or no inheritance tax at all. Of course
this will not work with real estate property, as
property tax is levied according to the property's
location.
A further option to avoid property tax consists of
adopting the beneficiary, which otherwise would be
taxed for inheritance. In most cantons adoptive children are exempt entirely from inheritance tax.
An advance against inheritance has positive effects
on the inheritance tax, as the inheritance tax progression will be avoided. Also there are tax exempt
amounts. In order not to lose a source of income, for
example for securing one's livelihood after retirement, when donating, it is possible to keep so called
usufructuary rights 19. The meaning here is, that the
return of the object (rent, interest, etc.) keeps on
flowing to the donor and only ownership of the asset
is transferred. Henceforth the donee will pay property tax on the real estate and the donor keeps on
paying income tax on the returns generated by the
property.

_____________________________________________________________________________________

SFSC-Mortgage Loan Care-free Package
Homeowners (current or future) take advantage of the SFSC-Mortgage Loan Care-free Package. Whether
you are a future homeowner or your existing mortgage needs refinancing, you could be facing a wide variety
of challenges.
SFSC will provide only those services which are important to you.
For example:
call for tender for financing or refinancing
your real estate property
drawing up of the tender documents
optimized mortgage loan (optimized regarding income tax, property tax, capital payouts from old-age savings and pillar 3a, ...)
and optimized mortgage tranches
reduced callback enquiries from mortgage
providers
evaluation, comparison and ranking of offers in agreement with the set of criteria relevant to your particular situation
ensuring the criteria for the financial viability
of real estate are met both now and after
retirement
mortgage loan to notably lower interest
rates
access to alternative sources of financing
support in negotiating the mortgage loan
contract with the provider of your choosing

19

beneficiary rights (Nutzniessung)
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Mortgage Bank Insolvency
(Continuation from page 1)
On one hand, for tax savings purposes, it is recommended to maintain a high mortgage debt on real estate
property. On the other, it was pointed out, that a debt burden is by itself a risk. Thus, the natural question
every homeowner might have is: What is if my mortgage bank were to undergo financial distress and go
bankrupt?
What would happen if my mortgage bank
were to go bankrupt?
Underlying to this question is the concern, whether
a homeowner could lose his property. The worry
pertains to the question how likely it would be, for
the Swiss real estate market to be turned upside
down.

Could anything similar happen as the crisis, which in
2008 unhinged the real estate and mortgage loan
market and set the ball rolling, which culminated in
kicking-off the worldwide financial crisis?
A simple question entails a baggage train of questions, which couldn't possibly all be answered herein. This certainly would be beyond the scope of this
newsletter. But: A journey of a thousand miles begins with a single step.20 Let's see if we make a few
yards21.
Mortgage Bank in Trouble
If a mortgage bank (and this goes for any bank for
that matter) were to run into difficulties and become
insolvent, some level of nervous response would be
immediate in the financial market. Depending on
the size of the insolvent bank this nervousness
would possibly not even be noticeable from the
outside. All market actors would immediately be

20
21

Lao Tzu, the founder of Chinese Taoism.
Non-SI units remain suitable for quantifying undefined lengths.
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Generalized Market Crisis
If a mortgage bank is very big, the problem of that
bank being "too big to fail" becomes itself an issue.22
This means that the bankruptcy of a major bank
would throw waves of such amplitude, that it would
result in turmoil in the entire market and cause substantial damage to the economy.

concerned with the question, whether they were
exposed to risks, they had been unaware of, or the
importance of which they previously could have
underestimated. For banks to become nervous at
this stage of another banks demise would be a
healthy reaction by itself. It just means that banks
operating in this market try to get informed and that
they evaluate and correct their course of action if
necessary.
What are the Implications for a Mortgage Holder?
Let's go back to the question, what it means for a
mortgage holder, if his mortgage bank were to go
bankrupt: The answer here: As the mortgage holder
is debtor of the bank, he does not have to fear
anything. He cannot lose any money. He just owns
money to the bankruptcy assets.
What exactly will happen for the event of his mortgage bank's bankruptcy depends primarily upon the
existing mortgage contract between mortgage
debtor and mortgage bank.
In the worst case the homeowner would have to
reckon with refinancing the mortgage with another
bank.
In practice, the defaulting mortgage bank would be
taken over, probably by its parent company. Surely
the key objective of the parent company would be
damage control. If the defaulting bank were rather
small and adhering to a network, it probably would
be taken over by a bigger bank in order to diminish
the damage to the financial center and the running
business. In the past, such cases have occurred
every once in a while. Bank insolvencies customarily
were resolved with a takeover.

In order to deflect major damage to the economy, an
intervention – against the market rules – of the Swiss
Confederation could no longer be avoided. Not so
long ago, we had to experience such events in connection with UBS. The bank had stumbled because
of the worldwide financial crisis. Because of this crisis UBS had to be saved with tax money by having
the federal government acquire UBS investment
portfolios infested with possibly toxic components.
As a consequence UBS was able to rapidly discard
insecurity regarding the valuation of its investments.
Once the smoke had lifted, the federal support
measures had turned out to be a lucrative investment deal for the Swiss Confederation. The portfolio
was worth a lot more, than what the federal council
had to pay for, when UBS was in deep trouble. Note,
that it could have turned out otherwise.
"Too Big to Fail"-Predicament
Long before the financial crisis, the "too big to fail"predicament had already been discussed extensively in academia, also because it would entail the
now breached taboo of a governmental market
intervention by means of taxpayer's money. Part of

The bank taking over and providing a replacement
mortgage would not be able to impose a new mortgage loan with new conditions entirely detached
from the market. The difficulties, if any, a mortgage
holder of a defaulting mortgage bank would expect
to encounter, would be no bigger than for any other
mortgage holder seeking replacement of their mortgage with that from a new mortgage providing bank.
From the viewpoint of the mortgage holder, a
creditor is replaced with another creditor.

22

The expression "too big to fail" describes a situation, where a company with a market dominant position, when threatened by insolvency would entail a governmental intervention to keep that company from failing.
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that discussion was, that banks (and other companies) maximize their equity yield and their profits by
means of leverage (high risk business transactions).
Big banks know that, if they were to become illiquid,
they would still have a savior in the form of a lender
of last resort (i.e. the national bank). Thus, without
constraints the incentive is in place for major banks
to take unreasonably high risks. Bankruptcy of a
major bank could result in a system breakdown.
Reasons
The decoupling between risk and profits of a given
bank is a driver for a too big to fail behavior of that
bank. It also is the result of decoupling the decision
makers of the bank from taxpayers, who would have
to step in financially in order to avoid greater
damage. 23
Possible Remedies
To prevent such default events, it must be ensured
that the risks and the damages are entirely deflected
back to shareholders (the owners and deciders of
last resort of the bank).
This can be achieved, when imposing tougher equity
capital requirements and stricter lending to equity
ratios to banks, but also with better controls and
higher transparency. The risks should be compartmentalized to the point, where large-scale fires are
no longer possible. This could mean that the bankruptcy of a daughter company abroad of a Swiss
bank will affect only those shareholders. It is
probably unavoidable but still correct, that again the
owners of the Swiss holding would be affected.
Compartmentalization essentially means, that in the
event of bankruptcy the system relevant operations
of the Swiss business remain operational: customers should continue to be able to access their accounts and transfers to be made. Requirements with
the objective of unbundling investment from the payment transfer can achieve that.

fail" situation. Also some measures have been taken
to mitigate repercussions in Switzerland. It is and
stays a continuing process.
As a whole, Switzerland has maneuvered rather
decently through the financial crisis, which can be
interpreted as a sign that the Swiss financial market
appears to be more robust than those of many other
countries. However, we must remain vigilant. Necessary measures must be implemented consistently. Fundamentally, there is a risk that authorities25
introduce red tape and exercise shadow-boxing
which is ineffective and damaging. Overzealousness is quite damaging, as the resource "capital"
becomes more expensive and the capital no longer
flows to where it deploys productivity and contributes
to value creation.
What is the World's Situation?
Still until this date, the biggest threat to the financial
markets arises because of a general and excessive
indebtedness and not because of a "too big to fail"
issue. For many years the driving force behind these
risks has been European and world politics and not
"evil banks". It is outright dangerous to postpone for
too long the resolution of problems with a continuous
oversupply of liquidity26. This excess of liquidity acts

Decoupling should have ATMs to keep
on running, and rental payments be
made. The IT infrastructure, which supports all of these processes, should remain in operation. If this is ensured, a
bank can no longer rely on government
support, if it has gone too far. A major
failure would no longer have such a big
reach over the economy and the
Swiss.24
What is Switzerland's Situation?
Switzerland has undertaken many actions to reduce the risk of a "too big to
23

It is a well-known fact that the cantonal banks in Switzerland have the canton as an implicit lender of last resort. This leads to a market
distortion to the disadvantage of other banks which do not have such an implicit lender of last resort. There is also a risk for taxpayers
to have to step in as lenders of last resort, if such a cantonal bank were to fail.
24
In all fairness, it must be pointed out that for many years, the Swiss tax payers have been greatly benefitting from a potent tax flow
stemming from the major Swiss banks. In any case, for many years tax authorities have collected a copious tax revenue stemming from
the big banks without any further ado.
25
The increasing influence of Swiss authorities (essentially the Swiss Financial Market Supervisory Authority (FINMA)) brings forth
strange blossoms, which unfortunately adversely affects our own customers.
26
"Quantitative Easing" https://de.wikipedia.org/wiki/Quantitative_Lockerung
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like sweet poison, which will deploy its destructive
power, when interest should be rising again. In the
next crisis – and the next crisis will come for sure –
excessive capital will result in an uncontrollable (explosive) dynamic.
Returning to Switzerland
A comparatively conservative financial policy has
greatly helped Switzerland in the past (and up to
today). For many decades the trust market actors
have vested in Switzerland has led them to appreciate the Swiss currency internationally as a "safe
heaven": In times of crisis many investors will prefer

Swiss Finance Service Center
Badenerstrasse 313
8003 Zürich

investing into Swiss Francs. The increased demand
of Swiss Francs in times of crisis has always led to
an increase of the valuation of the Swiss Franc in
comparison with other currencies. As a general rule
of thumb, this is a very comfortable situation for a
country to be in. A devaluation in times of crisis
instead typically exacerbates many problems of
national economies. But too much of it (overvaluation of the Swiss Franc) is damaging to Swiss exports. Consider that the Euro to Swiss Franc ratio in
2010 was 1.50 CHF/Euro. Meanwhile it has dropped
to 1.10 CHF/Euro currently. In other words: Swiss
exports and services have become nearly 40% more
expensive in comparison with their European competitor's products and services. The countries competing against Switzerland on the global markets did
not have to deal with such problems. And yet, somehow the Swiss economy (although heavily export
oriented) was able to survive this shock. The Swiss
export oriented economy has shown an incredible
performance despite the adverse exchange conditions. Can't we be a little bit proud of this? Obviously
many export oriented companies have been pushed
to the extreme of their survival capacity and have
used-up their reserves. Some export oriented small
and mid-sized companies have not survived the
exceptional exchange rate stress, which is of course
quite regrettable.
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_____________________________________________________________________________________

Investment in Pillar 3a and
Purchasing Additional 2nd-Pillar Benefits
(Continuation from page 1)
The time is here again: Before the end of the year, you should invest into pillar 3a or purchase additional
benefits of your pension plan. Why? Because this will reduce your tax bill.
Secure Tax Savings with Pilar 3a for 2020

Foreigners

Before the end of the year, you should secure the
tax savings of pillar 3a! Employees and the self-employed, who do adhere to a pension plan (2 nd pillar)
can transfer up to 6'826.- into the pillar 3a and thus
reduce their taxable income by the amount transferred. Depending on the marginal tax applicable,
your tax bill will be reduced by CHF 1'000.- to
2'000.-.

The tax savings will also be granted to foreign workers, whose income is levied by imposition at the
source (Quellensteuer). Due to the differences from
one canton to the other, the situation should be clarified.

For those who contribute to the AHV (Old-Age and
Survivor's Insurance (OASI)) and who do not adhere
to a pension plan (2nd pillar), the maximum contribution is 20% of the net income, at most CHF 34'128.-.

Your personal SFSC-Advisor will gladly assist you in
allocating your investment into the third pillar. For
this, ask your advisor for a meeting to make out the
suitable product for you.

To have the contribution taken into account for this
year, the amount must be deposited at the respective provider at latest by December 31st.
There are many ways in having the deductible
amount invested. Many investment vehicles are
available: traditional 3a account solutions, accounts
with security deposits or fund-linked life insurance
policies. It is advisable to adjust the weighting of
those vehicles according to your personal risk profile.
_____________________________________________________________________________________
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