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In brief

The Luxembourg Government on July 26, 2016, introduced a bill with proposed tax measures for
corporations (the Bill) for the 2017 tax year. The proposed changes are in line with the announcements
made by the government earlier this year. The Bill’s changes affecting individuals are beyond the scope of

this Insight.

In detail

Reduction of the
corporate income tax rate

The Bill would reduce the
corporate income tax rate
from 21% to 18% over the
next two years. The proposals
do not include any changes to
the ‘solidarity surcharge’ on
the corporate income tax rate
or changes to the municipal
business tax rate.

For companies with a net tax
base exceeding EUR 30,000,
the overall corporate income
tax rate would be reduced to
19% for tax year 2017 and
18% for 2018. (All references
to years in this Insight are to
tax years.) This would result
in an overall tax rate of
27.08% for companies in
Luxembourg City for 2017
and 26.01% for 2018, taking
into account the 7% solidarity
surcharge on corporate
income tax and the 6.75%
municipal business tax rate.

.

pwc

The Bill also would reduce
the corporate income tax rate
to 15%, effective in 2017, for
companies with a tax base of
less than EUR 25,000. For
companies with a tax base of
between EUR 25,000 and
EUR 30,001, the corporate
income tax would be

EUR 3,750 plus 39% of the
tax base above EUR 25,000
— for 2017 — or 33% of the
tax base above EUR 25,000
— for 2018.

Increase in the minimum
net wealth tax

A minimum net wealth tax
(NWT) charge was
introduced on January

1, 2016, for all corporate
entities having their
registered office or central
administration in
Luxembourg. The minimum
NWT is very similar to the
minimum corporate income
tax that was abolished on the
same date.

For holding and finance
companies whose sum of
fixed financial assets,
transferable securities, and
cash — as reported in their
commercial accounts
presented in the standard
Luxembourg form —exceeds
90% of total gross assets and
EUR 350,000, the minimum
NWT would increase from
EUR 3,210 to EUR 4,815,
including the solidarity
surcharge, starting in 2017.

The minimum NWT
applicable to all other
corporations having their
registered offices or central
administration in
Luxembourg would remain
unchanged.

Restriction on the use of
Juture losses

The Bill would limit the use of
losses generated during and
after FY 2017. Such losses
may be carried forward for a
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maximum period of 17 years. Losses
generated before 2017 are not affected
by the proposed carryforward period.

Despite the initial announcement, the
deduction would not be limited to 75%
of net taxable profit in subsequent
years.

Other new tax measures

The Bill also includes the following
measures that would benefit
companies doing business in
Luxembourg:

e Expansion of the scope of Article
54bis of the Luxembourg Income
Tax Law — deferred taxation for
foreign-exchange gains on certain
assets denominated in a foreign
currency — to all companies
beginning in 2016.

e Mandatory electronic filing for
corporate income tax returns.
Beginning in 2017, companies
subject to corporate income tax no
longer would be able to paper file
their tax returns.

e Elimination of the 0.24%
registration duty due on transfers
of claims.

e Introduction of deferred
depreciations: taxpayers could opt
to defer the deduction for
depreciation. This new measure
may increase corporate income tax
liability for a given year but reduce
net wealth tax due in some
situations.

e Tax-neutral treatment of capital
gains linked to real estate assets —
both land and buildings — to make
inter-generational transfers of
family businesses easier.

o A deduction for farming businesses
equal to 30% of new investments
for the first EUR 250,000 invested.
Investments exceeding this amount
would be eligible for a deduction of
20% of the amount exceeding the
EUR 250,000 limit.

e An increase in investment tax
credits to encourage research and
development. Complementary and
overall investment tax credits
would be increased from 12% to
13% and from 7% to 8%,
respectively. The tax credit for
investments exceeding EUR
150,000 would remain at 2%. The
investment tax credit for assets
approved for the special
depreciation regime also would
increase, from 8% to 9%. The tax
credit for investments exceeding
EUR 150,000 for assets approved
for the special depreciation regime
would remain at 4%. In addition,
the Bill would extend the scope of
eligible investments to include
investments made within the
European Economic Area.

VAT measures

The Bill introduces new provisions
pursuant to which managers,
liquidators, and administrators may
be held jointly or severally liable in
cases of breach of compliance
obligations or nonpayment of a VAT
debt by the taxpayer they manage.

The Bill also proposes a general
increase in penalties for non-
compliance. For example, penalties
between EUR 250 and EUR 10,000
may apply in cases of breach of VAT
compliance or payment obligations,
an increase from the current amounts.

The Bill calls for an increase in daily
penalties, applicable in specific
circumstances, to EUR 25,000 per
day, and an increase from the current
rate to between 10% and 50% of the
VAT avoided or unduly reclaimed in
cases of VAT avoidance or unduly
recovered VAT.

Lastly, the Bill introduces specific
measures and sanctions in cases of
VAT fraud.

Strengthening of measures
designed to fight tax fraud and
money laundering

The government intends to strengthen
the measures to fight tax fraud and
money laundering by distinguishing
between three types of fraud, in order
of increasing seriousness:

e Simple tax fraud (‘fraude simple’);

e Aggravated tax fraud (‘fraude
aggravée’); and

o Tax swindle (‘escroquerie fiscale’).

The Bill introduces ‘aggravated’ tax
fraud as a new criminal offense.

The Bill also would increase
applicable administrative penalties,
particularly if tax returns are filed late
or not filed at all.

The takeaway

If enacted, these measures generally
would take effect beginning in tax year
2017. Although the Bill has not been
finalized, multinational enterprises
operating in Luxembourg should start
considering how the proposed
measures, if enacted, could affect
them.
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Let’s talk
For a deeper discussion of how this may affect your business, please contact:

International Tax Services, United States

Begga Sigurdardottir Mourad Garouche
+1 646 471 5724 +1 646 471 0112
begga.sigurdardottir@pwe.com mourad.garouche@pwc.com

International Tax Services, Luxembourg

Wim Piot Sami Douénias Frédéric Wersand
+352 49 48 48 3052 +352 49 48 48 3060 +352 49 48 48 3111
wim.piot@lu.pwe.com sami.douenias@lu.pwe.com frederic.wersand @lu.pwc.com
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+352 49 48 48 3165
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