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Understanding Tax Benefits for Companies Formed in Luxembourg
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Introduction

Luxembourg is widely recognized as one of the most attractive locations for business formation, particularly for international companies
seeking to optimize their tax strategies. Known for its stable economy, favorable regulatory environment, and extensive network of tax
treaties, Luxembourg offers various tax benefits that make it an appealing choice for entrepreneurs and businesses looking to expand their
operations globally. In this blog, we'll explore the key tax benefits that entrepreneurs can leverage from company formation in Luxembourg,
helping you understand why this small European country has become a hub for international business.

Why Luxembourg is a Popular Choice for Business Formation

Luxembourg’s tax system is designed to encourage business investment, innovation, and international trade. It has built a reputation as a
favorable jurisdiction for holding companies, financial institutions, and multinational corporations. Some of the reasons that make
Luxembourg particularly attractive for business formation include:
e Strategic Location: Situated in the heart of Europe, Luxembourg offers easy access to other EU markets as well as international markets.
e Political and Economic Stability: The country enjoys a stable political environment, a robust financial sector, and is home to numerous
multinational companies.
e Business-Friendly Tax System: Luxembourg offers one of the most competitive and flexible tax systems in Europe, with various tax
benefits for businesses.

Key Tax Benefits for Companies in Luxembourg

1. Corporate Income Tax Rate Luxembourg offers a competitive corporate income tax rate, which is essential for businesses seeking to
minimize their tax burden. As of 2024, the corporate income tax rate in Luxembourg is 17% on annual profits over €200,000. For profits
below that threshold, businesses benefit from lower rates, starting at 15%. Furthermore, Luxembourg has a tiered tax system, which
means that businesses with profits over certain thresholds are taxed progressively. The country also offers various tax exemptions and
credits to further reduce the effective tax rate.

2. Luxembourg Holding Company Regime One of the most significant tax advantages for businesses formed in Luxembourg is the holding
company regime. Luxembourg is considered one of the leading jurisdictions for holding companies due to its favorable tax treatment of
dividends and capital gains. Under Luxembourg’s participation exemption regime, dividends received from subsidiaries are generally
exempt from taxation, provided certain conditions are met, such as owning at least 10% of the subsidiary’s shares or holding shares
worth €1.2 million. Additionally, capital gains derived from the sale of shares in qualifying subsidiaries are exempt from taxation, making
it an attractive location for holding companies.

3. Double Taxation Treaties Luxembourg has an extensive network of double taxation treaties with more than 80 countries. These treaties
are designed to prevent businesses from being taxed twice on the same income—once in the country of origin and again in Luxembourg.
This reduces the tax burden on businesses operating internationally and encourages cross-border investments. The treaties also provide
lower withholding tax rates on dividends, interest, and royalties, benefiting companies involved in global trade.

4. Value-Added Tax (VAT) System Luxembourg has a well-structured VAT system that is aligned with EU rules. The standard VAT rate is
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16%, which is one of the lowest rates in the European Union. Luxembourg offers several VAT exemptions for certain business activities,
including financial services, insurance, and international shipping. This makes Luxembourg an attractive jurisdiction for companies in
these industries. Furthermore, Luxembourg offers a VAT refund system for non-resident businesses, providing additional financial
benefits.

5. Favorable Tax Treatment for Intellectual Property (IP) Luxembourg provides an advantageous tax regime for companies involved in
intellectual property (IP). The country’s IP regime allows businesses to benefit from preferential tax treatment on income generated
from the exploitation of intellectual property, such as patents, trademarks, and copyrights. Income derived from IP rights is eligible for a
tax exemption of up to 80%, reducing the effective tax rate on this type of income. This tax benefit is especially attractive to tech
companies, biotech firms, and companies in the creative industries.

6. Investment Funds and Private Equity Tax Benefits Luxembourg is a popular destination for investment funds and private equity firms due
toits favorable tax treatment of investment income. The country offers a tax-efficient environment for the management and distribution
of investment funds, including exemptions from VAT on the management of investment funds. Furthermore, Luxembourg offers
preferential treatment for investment funds, including exempting certain types of investment income from tax, which can significantly
reduce the tax burden for fund managers and investors.

7. R&D Tax Credit Luxembourg encourages research and development (R&D) activities by providing tax incentives to companies engaged
ininnovative projects. The R&D tax credit allows businesses to claim a percentage of eligible R&D expenses as a tax deduction. This can
include costs related to staff wages, materials, and equipment used for R&D purposes. By reducing the taxable base, the R&D tax credit
can result in significant savings for companies engaged in technological innovation and product development.

8. Transfer Pricing Rules Luxembourg has established transfer pricing regulations that are in line with the OECD guidelines. Transfer
pricing refers to the pricing of goods, services, or intellectual property transferred between different parts of a multinational company.
Luxembourg’s transfer pricing rules provide flexibility for companies to set prices based on market conditions, which can help optimize
the global tax structure. By adhering to these rules, businesses can ensure they are in compliance with Luxembourg’s tax laws and avoid
potential tax disputes.

9. Capital Tax Exemptions Luxembourg offers capital tax exemptions for certain types of capital, such as capital raised through share
issuance or the sale of investments. This provides businesses with greater flexibility in managing their finances and encourages
investment in growth and expansion. By reducing the tax burden on capital, Luxembourg incentivizes both local and international
investment in companies formed in the country.

Conclusion

Luxembourg stands out as a prime destination for businesses looking to optimize their tax strategies while benefiting from a favorable
regulatory environment. The country’s tax system offers a wide range of benefits, including low corporate income tax rates, holding company
exemptions, an extensive network of double taxation treaties, and favorable VAT and IP regimes. By forming a company in Luxembourg,
businesses can leverage these advantages to reduce their tax burden, increase profitability, and enhance their global competitiveness.
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