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October 2014 will probably be
remembered in the history
of Luxembourg’s financial

center as a decisive month when it
comes to tax transparency and
exchange of information.
Translating into action its commit-
ment for making automatic exchan-
ge of information (“AEoI”) a reality,
the Grand-Duchy took two decisions
of paramount importance. One can
arguably consider that the process laun-
ched on 10 April 2013 by the former
Prime Minister Jean-Claude Juncker
at the occasion of his speech
on the state of the Nation is
now close to an end.

Exchange of information has been
extensively discussed at both European
Union (“EU”) and international level
(“OECD”) in the past three years. At EU level,
one of the milestones in this movement was the
adoption of the Directive 2011/16/EU of 15
February 2011 on administrative cooperation in the
field of taxation (“DAC”). This directive is now fully
transposed in Luxembourg. On 12 June 2013, the
EU Commission proposed extending the AEoI bet-
ween EU Member States to dividends, capital
gains, all other forms of financial income and
account balance. It is this project, nick-named
“European FATCA” by reference to the US law of
18 March 2010 that has been amended to take into
consideration recent developments occurred at
OECD level.

Indeed, in parallel to the EU process, the OECD
pushed forward its own initiative on AEoI and
released on 13 February 2014 its global standard
for automatic exchange of financial account infor-
mation (the “Global Standard”). The Global
Standard consists of two components, i.e. the
Common Reporting Standard (“CRS”), which
contains the reporting and due diligence rules to be
imposed on financial institutions, and the Model
Competent Authority Agreement (“CAA”), pur-
suant to which governments would agree to
exchange the information reported. To become bin-
ding, the CRS needs to be implemented via bilate-
ral or multilateral agreements. Building on this prin-
ciple, the Council of the EU (ECOFIN) reached poli-
tical agreement on 14 October 2014 on a revised
version of the DAC. The revised text aims at brin-
ging the revised DAC closer to the CRS.

Enlarged scope for AEoI within the EU

“Bank secrecy is dead” said Commissioner Semeta
at the ECOFIN press conference on 14 October 2014.
Within the EU, this statement is true. The agreement
on the revised DAC actually brings interest, divi-
dends and other income, as well as account balances
and sales proceeds from financial assets, within the
scope of the AEoI. Commissioner Semeta’s state-
ment is however not true when it comes to relation-
ship on the one hand with non-EU countries (at

least for countries that will not apply the CRS) and
on the other hand between resident taxpayers of a
given Member State of the EU and the local tax
authorities (Luxembourg 10% withholding tax on
interest payments to resident individuals should
remain unaffected for the moment). In March, a
group of 44 countries and jurisdictions (known as
the “Early Adopters”) announced they would
implement the CRS with the first exchange of infor-
mation between them expected to take place in
September 2017. Subsequently, on 6 May 2014, 47
countries signed a declaration in which they expres-
sed their determination to implement the new glo-
bal standard swiftly and called on all financial cen-
ters to do so without delay.

Whereas Luxembourg signed the declaration of 6
May 2014, the country did not range among the
Early Adopters (i.e. the Grand-Duchy did not take
any commitment in terms of timeline for imple-
menting the CRS). Doing so, Luxembourg was the
only EU Member States with Austria that was not
part of the list of the Early Adopters of the CRS.

The decision of the ECOFIN of 14 October 2014
completely changed the situation. The revised DAC
is based on a proposed text from the EU
Commission issued in June 2013, with significant
amendments to incorporate the CRS developments.
An important difference from the original proposal
is the date on which the new rules will come into
effect. The original proposal was for the new rules to
apply to reportable accounts for taxable periods as
from 1 January 2014. Under the agreed proposal
this date is understood to be 1 January 2016, with
first exchanges of information taking place in 2017,
except for Austria that would apply the new rules
from 1 January 2017, with first exchanges of infor-
mation taking place in 2018.

Impact on EU Savings Directive

The revision of the DAC raises the question of the
future of the other piece of EU legislation dealing
with AEoI, i.e. the Directive 2003/48/EC of 3 June

2003 on the taxation of savings income
(“EUSD”). Two important reforms

of the taxation of savings within
the EU have been decided in
2014. First, Luxembourg deci-
ded to abolish as from 2015
the 35% withholding tax

option it has been authori-
zed in 2005 to offer to indi-
viduals being resident of

another EU Member State
deriving interest income from
Luxembourg source as an

alternative to exchanging infor-
mation. The revision of the

DAC should have no
impact in this respect

(i.e. the new rules
will start to apply
as from 1 January
2015, as foreseen).

Second, on 24
March 2014, the
Council of the EU
adopted new rules on

the taxation of savings
income (i.e. a revised EUSD with

a wider scope designed to closing existing loo-
pholes in its current scope). As per the discussions
of the ECOFIN meeting of 14 October 2014, the
revised EUSD shall be repealed. The Minister of
finance Pierre Gramegna usefully reminded its
peers during the ECOFIN meeting that the repeal
of the EUSD was of paramount importance for the
Grand-Duchy with the view of reinforcing legal
security and avoiding additional costs associated to
multiple reporting standards.

Signing of Multilateral CAA

On 29 October 2014, Finance Ministers from 50
countries and jurisdictions have signed a
Multilateral Competent Authority Agreement (the
“Multilateral CAA”) on the implementation of the
Global Standard for the automatic exchange of
financial account information. The signature of the
Multilateral CAA during the 7th Meeting of the
Global Forum on Transparency and Exchange of
Information for Tax Purposes (the “Global
Forum”)(1) in Berlin follows on quickly from the
political agreement reached by Member States on
14 October to apply the Global Standard in rela-
tions between each other by way of a Directive (the
future revised DAC).

The OECD/G20 Global Standard was endorsed
on 29 October 2014 by all OECD and G20 countries
as well as major financial centers participating in
the annual meeting of the Global Forum. A status
report on committed and not committed jurisdic-
tions will be presented to G20 leaders during their
annual summit in Brisbane, Australia on
November 15-16. Fifty-one jurisdictions translated
their commitments into action during a massive
signing of a Multilateral CAA that will activate
AEoI, based on the Multilateral Convention on
Mutual Administrative Assistance in Tax Matters.

Early adopters who signed the agreement have
pledged to work towards launching their first
information exchanges by September 2017. Others
are expected to follow in 2018. The Global Forum

will establish a peer review process to ensure effec-
tive implementation of AEoI. Governments also
agreed to raise the bar on the standard of exchange
of information upon request, by including a requi-
rement that beneficial ownership of all legal entities
be available to tax authorities and exchanged with
treaty partners.

Luxembourg joins the Early Adopters list

The decision of 14 October 2014 changed
Luxembourg’s position not being an Early Adopter,
when Luxembourg confirmed at the occasion of
the ECOFIN meeting its agreement on the future
revised DAC. Under the agreed proposal the new
rules on AEoI within the EU will apply to repor-
table accounts for taxable periods as from 1 January
2016, with first exchanges of information taking
place in 2017, except for Austria that would apply
the new rules from 1 January 2017, with first
exchanges of information taking place in 2018.

Logically enough, Luxembourg confirmed yester-
day that it will also commit on the deadline of
September 2017 for the first information exchange
with non-EU countries and jurisdictions having
signed the Multilateral CAA. As it did in the context
of the future revised DAC, Austria signed the
Multilateral CAA but only committed on
September 2018 for the first exchange of informa-
tion. Doing so, Austria is the only EU country not
having committed on September 2017 but not the
only European country in a wider meaning since
Switzerland did the same.

Important countries ranging among those coun-
tries having expressed their determination to imple-
ment the new Global Standard swiftly and called
on all financial centers to do so without delay on 6
May 2014 are not mentioned in the list of fifty-one
jurisdictions having “translated their commitments
into action during a massive signing of a
Multilateral CAA” as the Global Forum press relea-
se says on 29 October 2014. It is in particular the case
of Singapore and even the United States in a quite
paradoxical way for the country being at the origin
of the process with its FATCA legislation.

Furthermore, despite the multilateral nature of the
agreement, countries will still be allowed to choose
on a case-by-case basis the countries with which
they will effectively exchange information.
Switzerland is reported to have announced that it
will only exchange information with those coun-
tries “considered important (…) for the financial
industry” in Switzerland, whatever that means.
Other countries such as Panama did not define a
date for a potential implementation of the AEoI.

The decisions of October 2014 had probably to be
taken to reinforce the image of the country and its
financial sector at the International level and to cut
through half-truths and amalgamations spread out
by certain foreign media. For the reasons detailed
above, however, the level playing field to which
Luxembourg is so attached is not guaranteed at this
stage. The country will therefore need to stay vigi-
lant in this respect.

1) The Global Forum is the world’s largest network for international coope-
ration in the field of taxation and financial information exchange gathering
together 123 countries and jurisdictions on an equal footing. Peru and
Croatia joined the Forum at the Berlin meeting.

Automatic exchange of information, this time it is (really) for tomorrow

As indicated in last year’s coalition
programme, the 2015 tax budget,
which the Luxembourg

Government presented on 15 October
2014, includes provisions that further for-
malise legislation on transfer pricing. The
draft law clearly restates the arm’s length
principle, confirms that further legislation
is to be introduced through a subsidiary
Grand-Ducal Regulation, and makes
more explicit the need for transfer pricing
documentation. 

The long arm of the law

Transfer pricing, which can be an important factor
in determining the allocation of profits between
parts of a multinational corporation, has for many
years been the cause of disputes between tax
authorities and businesses that operate across
national borders. The OECD has striven over the
last five decades to give guidance and bring about
an internationally consistent approach to this often
highly difficult issue. One of the cornerstones of
the OECD’s approach, now embedded in most
double tax treaties, is the ‘arm’s length’ principle. 

Put simply, in a transaction between entities
within the same group or commonly-controlled
corporate structure, the price used (the transfer
price) should be the same as if the two companies
involved were independent of each other. 

“Under current domestic law, the Luxembourg
tax authorities have the right to estimate the finan-
cial outcome of a transfer of profits between a

company that pays taxes in Luxembourg and a
related party abroad, with the concept of ‘related
party’ being broadly defined, using the term ‘spe-
cial economic relationship’. The proposed draft,
however, aligns itself more closely with the OECD
Tax Model Convention in that it explicitly states
the arm’s length principle,” notes Marc Rasch,
Transfer Pricing Partner at PwC Luxembourg. 

Not only does this principle set the pricing rules
for cross-border transactions within a multinatio-
nal organisation. It will from next year also apply
to transactions made between two related entities
both located in Luxembourg. 

Moreover, the new draft will oblige Luxembourg
companies to report any adjustments of profits in
their tax returns whenever transfer prices do not
reflect the arm’s length principle. And the exten-
ded reporting requirements do not stop there. 

Show and tell 

Although at present, tax authorities may request
specific information from a company to verify a
fiscal liability, Luxembourg tax legislation cur-
rently contains no specific provisions governing
transfer pricing documentation. The 2015 Budget
Bill will change this by introducing more explicit
wording in the general law that will oblige tax-
payers to provide all supporting documentation
whenever the Luxembourg tax authorities are see-
king to verify transfer prices. 

Under the proposed legislation, the position of a
taxpayer that has not justified the transfer pricing
it has used as being in line with the arm’s length
principle becomes much more difficult, should the
tax authorities investigate. “They will examine the

transaction in question and – as there would be no
back-up for what has been done – presume that
there has been an undue reduction in profits and
go on to impose an extra tax charge, without any
obligation to provide detailed justification for their
action. So not being able to submit the proper
transfer pricing documentation in effect results in
a reversal of the ‘burden of proof’, onto the tax-
payer,” says Caroline Goemaere, Transfer Pricing
Partner at PwC Luxembourg.

The nature and extent of the documentation nee-
ded will depend on the circumstances of the case
under consideration. The Government already
made it clear that the burden should be lighter for
smaller businesses, or for less complex transactions. 

Time for change

The proposed new transfer pricing legislation not
only represents an updating of the current national
tax law; it also makes a clear statement re-iterating
that Luxembourg is committed to fair and transpa-
rent transfer pricing in line with OECD standards.
Given that increasing attention and resources are
being dedicated to transfer pricing matters,
Luxembourg taxpayers should make sure their
transfer prices are consistent with the arm’s length
principle, and are always supported by sound docu-
mentation, including an economic analysis.

More information:  http://www.pwc.lu/en/transfer-pricing/docs/pwc-
transfer-pricing-311014.pdf

Luxembourg introduces new transfer pricing legislation
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Ce tableau de bord, une exclusivité d'AGEFI Luxembourg, permet au lecteur:
1° de convertir le dollar dans son ancienne devise;
2° de connaître le coût de production de plusieurs produits pétroliers en euro, à comparer avec le prix au détail.
3° de connaître le prix de l’or et de l’argent en kilo et en euros.

EUR 1=

$1=

$1=

$1=

$1=

Pétrole brut (coût de
production): 1 litre=

Gaz naturel: 1 m3=

Gaz naturel: 1 MWh=

Gaz naturel: 1 MMbtu=

Or: 1 Kg=

Argent: 1 Kg=

Argent: 1 oz=

- = le dollar augmente par rapport à l'euro, (+) = l'an-
cienne devise augmente par rapport au $

Francs luxembourgeois/belges

Francs français

Deutsche Marks

Gulden (florins)

West Texas Intermediate (prix en euro par litre)

Natural gas Henry Hub (prix en euro par m3)

Natural gas Henry Hub (prix en euro par MWh)

Natural gas Henry Hub (prix en $ par MMbtu)
Fixing $ de Londres après-midi (prix en euro par kg)

Fixing $ de Londres (prix en euro par kg)

Fixing $ de Londres (prix en $ par once)
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