Newsletter — Government files
bill for the implementation of the
2017 tax reform package

After an initial announcement made in February 2016 for a tax
reform in 2017 (please refer to our tax alert n°3 available on our
website), the Luxembourg government filed a draft law on July
26", 2016, intended to formalize the tax reform. The proposed
tax measures are planned to take effect from January 1%, 2017.
The measures aim to respond to current and future challenges
in family, competitiveness, social and environmental issues. The
main amendments to business and individual taxation can be

summarized as follows! :

! Please note that as it is still a draft law, the proposed changes may still evolve over the
course of the legislative process.




(B Business taxation

Decrease of the corporate income tax
rate

The corporate income tax rate is planned
to be reduced from the current level of
21% to 19% for the year 2017 and to 18%
from 2018.

This means that companies established
in Luxembourg City should be subject
to an aggregate income tax rate (i.e.
corporate income tax, contribution to the
employment fund and municipal business
tax) of 27.08% for 2017 and 26.01% for
2018.
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It is also planned to reduce the corporate
income tax rate to 15% if the taxable profit
does not exceed EUR 25,000. Currently
profits not exceeding EUR 15,000 are taxed
at a corporate income tax rate of 20%.

Compared to the announcements made
in February, an additional intermediary
tax bracket has been included in the draft
law. The purpose of this additional bracket
is to progressively increase the corporate
income tax rate from 15% (for a taxable
profit up to EUR 25,000) to 19% for the
year 2017 and 18% from 2018 for a
taxable profit exceeding EUR 30,000.
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Increase of the minimum Net Wealth
Tax

For companies that own shareholdings,
receivables on related parties, transferable
securities and bank deposits of more than
90% of their total balance sheet and EUR
350,000, the minimum Net Wealth Tax is
intended to be increased to EUR 4,815.

Limitation of tax losses carried
forward

As already announced in February, the use
of tax losses carried forward from previous
years is proposed to be limited from 2017.

The limitations should only be applicable
for tax losses incurred as of 2017. In
contrast to the former announcements
made in February, the time limit for
carrying forward tax losses has been
increased to 17 years and this time limit
is equally applicable for income tax and
municipal business tax.

Increase of investment tax credits

The new bill proposes to increase
investment tax credit rates. The tax credit
available for complementary investments
is planned to be increased from the
current level of 12% to 13%. The tax
credit for global investments is planned to
be increased from 7% to 8% for the part
of the new investments not exceeding
EUR 150,000. For new investments over
EUR 150,000, the tax credit will remain
unchanged at 2%. For assets qualifying
for accelerated depreciation, the tax credit
for global investments has increased
from 8% to 9%. Additionally, the bill
intends to formalize the judgement of the
European Court of Justice C287/10 dated
22 December 2010. Thus investment tax
credits will be available for assets that are
physically used in other Member States of
the European Economic Area.
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Miscellaneous proposed amendments

e Theincome tax credit available for hiring
unemployed persons should be extended
until the end of 2019.

e The transfer of family businesses is
planned to be facilitated through a deferral
on capital gains existing in relation to real
estate assets (land and buildings) which are
used for the transferred business.

¢ The electronic filing of corporate income
tax, municipal business and net worth tax
returns should become mandatory.

e The registration duty of 0.24% currently
applicable on the registration of the
transfer of a claim (e.g. receivables) is
planned to be abolished.

e The registration of real estate leases will
no longer be mandatory.

e The tax deductible allowance of 30%
on new investments made by farmers is
proposed to be available for qualifying
investments up to EUR 250,000 (previously
EUR 150,000) per year.

e A deferral mechanism has been
introduced for tax deductible depreciation.

¢ The deferral of the taxation of currency
exchange gains, as foreseen by article
54bis of the income tax law is planned to
be extended to each company which has
its share capital expressed in a foreign
currency.

Proposed amendments to the Value
added tax law

The main amendments to the Value
added tax (hereafter “VAT”) law can be
summarized as follows:

e A set of new provisions have been
included in the VAT law in order to make
managers, liquidators, curators and right-
holders (i) personally and jointly liable for
the fulfilment of any VAT obligations of
the companies they are in charge of and
(i) personally liable for the payment of any
VAT amount due for non-compliance of
their duties within the framework of their
mandates.

¢ Administrative fines for non-compliance
with VAT obligations have been increased.

Individual taxpayers

Abolition of the temporary
equalisation tax

The 0.5% temporary equalisation tax
introduced in 2015 should be abolished
from 2017.

Income from real estate

The deduction available for interest paid
on loans financing personal homes should
be increased. Moreover, the deemed
rental income (valeur locative) which has,
until now, been considered for instance
for personal homes used by the owner,
should be abolished.

Modification of individual income tax
rates

As from 2017, two additional income
tax brackets should be created. The
first bracket applies to taxable income
comprised of amounts from between
EUR 150,000 and EUR 200,004. The
second bracket applies to taxable income
in excess of EUR 200,004. Taxable income
included in the first bracket should be
subject to income tax at a rate of 41% and
taxable income included in the second
bracket should be subject to an income
tax rate of 42%.

In addition, in order to reduce income
tax arising on lower income levels, the
individual income tax scale will be revised.
Thus the bracket taxed at 0% has been
increased to EUR 11,265.

Rental income received for accommodation
leased through recognized organizations
(e.g. Agence Immobiliére sociale) should
be exempt by 50%.

Incentives for environment friendly
transportation

A tax deductible allowance of EUR
5,000 is planned to be introduced for
the acquisition of zero emission cars
(electrical, hydrogen and compressed
natural gas). A smaller allowance should
also become available for the acquisition
of bicycles.

The taxable benefit in kind attributable to
employees for the use of company cars,
is planned to be adjusted based on the
emissions of the car.
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Tax credits available to individuals

The tax credit available for income from
employment and retirement pensions
(i.e. currently EUR 600 per year) should
range from between EUR 600 and EUR
0 depending on the level of the annual
income. According to the draft law, no
further tax credit should be granted for
an annual income exceeding EUR 80,000.

Moreover, the tax credit available to single
parent families should be doubled from
EUR 750 to EUR 1,500 with a gradual
decrease to EUR 750 depending on the
level of the annual taxable income.

Miscellaneous proposed
amendments

e For individuals that have less than
40 years, the tax-deductible allowance
for contributions to house-saving plans
should be increased to EUR 1,344 per
year and per member of the household.

e Contributions to a private old-age
pension plan should become deductible
up to a maximum amount of EUR 3,200
per year for all taxpayers.

e Both resident and non-resident
spouses/partners should become eligible
to opt for individual taxation instead of
collective taxation.

e The maximum tax deductible amount
for expenses in relation to domestic
services should be increased from EUR
3,600 to EUR 5,400 per year.

¢ The value of lunch vouchers should be
increased from the current amount of
EUR 8,40 to EUR 10,80 and the tax exempt
benefit should increase to EUR 7,20.

e The withholding tax applicable on
certain interest payments to resident
individuals is planned to be increased
from 10% to 20%. No withholding tax
should apply on interest payments which
do not exceed EUR 250 per year, per
person and per paying agent.

Amendments in
relation to tax fraud

The draft law introduces a distinction
between three different forms of tax
fraud for direct taxes, VAT and registration
duties:

e the simple tax fraud;

 the aggravated tax fraud (fraude fiscale
aggravée);

e the tax swindle (escroquerie fiscale).

Simple tax fraud continues to be fined by
the relevant tax authority. Aggravated tax
fraud and tax swindle will be criminally
prosecuted.

While aggravated tax fraud is
characterized by the amount of taxes
eluded as well as the intention to
mislead the tax authorities, tax swindle is
additionally characterized by a systematic
deception of the tax authorities.

Aggravated tax fraud and tax swindle will
also be included in the list of primary
offences of money laundering regulated
by article 506-1 of the penal code. The
new article 506-1 will be applicable for
tax offenses committed after January 1%,
2017.

Our view

With a few exceptions, the draft bill
filed at the end of July reproduces the
amendments announced in February.
Even though the bill claims to support
sustainable development, social justice
and competitiveness, the bill lacks certain
measures to really achieve that goal.
For instance, we strongly regret that
no new IP regime has been announced
and that intangible assets still continue
to be excluded from investment tax
credit. Moreover, net worth tax has been
maintained even though most, if not
all, other European jurisdictions have
abolished it for companies.




