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Given the considerable size of today's Professionals of the Financial Sector (PSF) market, we
thought it appropriate to share with you our understanding of the current, highly specific PSF
environment.

On 3 December 2021, the proposal for the third Anti-Tax Avoidance Directive (ATAD 3) was
officially published, and further amended in January 2023 by the Committee on Economic and
Monetary Affairs (ECON Amendments). ATAD 3, building upon the foundations of ATAD and ATAD
2, seeks to close any remaining loopholes and address emerging tax avoidance challenges.

CSSF Circular 22/806 amended and expanded the scope of CSSF Circular 20/758, including both
business process outsourcing and ICT outsourcing. In addition, several CSSF circulars regarding
ICT outsourcing legislations will be either repealed (13/554, 15/611, 17/654) or amended (12/552,
18/698).

This 2023 edition of our guide aims to provide you with a detailed view of this ecosystem, without
being strictly exhaustive as per the latest changes. This is an overview.

In the first chapter, we address the essential aspects of the legal and regulatory framework.

We primarily cover the authorization and licensing procedure, but also the supervision resources
of the Commission de Surveillance du Secteur Financier, the supervisory authority, and the role
played by réviseurs d'entreprises agréés who contribute to that supervision.

Chapter two describes the tax environment of PSF from a direct corporate tax and VAT
perspective. This chapter further highlights some hot tax topics applicable to PSF and gives an
overview of incentives relevant to the PSF industry.

Lastly, we present a profile analysis of PSF, together with individual fast-reference sheets for each
PSF setting out the most significant characteristics.

We hope you will gain a deeper insight into PSF regulation and enjoy this regulatory update.

This booklet has been prepared by our leading audit, tax, and regulatory compliance experts.
We have strived to ensure the accuracy of the information contained within this brochure.
Nevertheless, Deloitte cannot be held responsible for any errors or omissions.
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INntroduction

As at 31 September 2023, 255 professionals of the financial sector (PSF) were subject to the prudential
supervision of the CSSF compared to 266 as of 31 December 2021. By the end of December 2022, they
employed about 17,514 people in total compared to 16,744 as of 31 December 2021, with their total
balance sheet having amounted to €8,892 million as of 31 December 2022, compared to €8,864 million
as of 31 December 2021. Their net results year-on-year increased from €277 million in 2021 to €422
million for the year 2022.

During 2022, there was a net increase in employment and a slight decrease in the number of PSF
under CSSF supervision, which is a sign of consolidation in a sector that remains resilient. There are
disparities within the three categories of PSF. Between 2021 and 2022, the net result of investment
firm PSF dropped by 33% for investment firms, but rose by 28% for support PSF and 180% for
specialized PSF.

The PSF sector is maturing, consolidating in terms of the number of PSF but has indicators showing
progress within a continuously evolving regulatory and tax environment. We, therefore, thought it is
appropriate to help decision-makers (whether already established and seeking to expand operations
or keen to establish a PSF in the Grand Duchy) better understand the statuses that the name PSF
encompasses, and the relevant regulatory requirements necessary to obtain such status.

This document aims to provide readers and decision-makers with a practical tool summarizing the
advantages and conditions of obtaining PSF status licenses. Through a dynamic presentation of the
main categories of PSF, we will present the various PSF statuses that make up the financial sector
landscape in Luxembourg, focusing additionally on the tax matters inherent to these structures. Lastly,
fast-reference sheets are provided for each sub-group summing up the required conditions to retain
PSF status depending on the licenses.

To begin with, to enlighten readers about the world of PSF, we will give brief but precise insight into the
legal, regulatory and tax environments, including the framework of prudential supervision, applicable
to PSFin Luxembourg.

Evolution in the number of PSF by category

Year 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2%92/3
Investment g5 9 100 110 109 116 109 10 112 107 108 102 97 99 98 101 95 94
firms

i‘s";‘:'a"ze‘j M 68 90 102 13 19 124 126 123 124 119 108 109 105 98 96 100 100
i:gport O 55 6/ 74 79 8 8 8 8 78 77 79 74 74 71 69 65 6
Total 196 215 257 286 301 322 316 318 316 309 304 289 280 278 267 266 260 255
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@ Legislative framework

and key obligations

PSF are defined as those persons “whose
regular occupation or business is to exercise a
financial sector activity or one of the connected
or ancillary activities referred to in sub-section
3 of section 2 of [Chapter 2, part | of the Law]
on a professional basis”, to the exclusion

of credit institutions and those persons
contemplated in paragraph (2) of Article 1-1
of the Law (hereinafter the ‘Law).

PSF can thus be defined as regulated
entities providing financial services, which
are not solely reserved for credit institutions,
i.e., the receipt of deposits from the public.

The category of Professionals of the
Financial Sector (PSF) encompasses three
sub-groups, classified and defined as
follows1, depending on the type of business
conducted and the nature of services
provided:

Investment firms

(article 24-1 to 24-9 of the Law)

With the Law of 21 July 2021, the articles
affecting investment firms have been
updated in order to harmonize the
Luxembourg Regulation with the European
Regulation. Consequently the provisions
for investment firm activities have been
updated in the Law of 5 April 2021 as
amended.

They are defined as undertakings providing
or performing respectively, on a professional
and regular basis, investment services or
investment operations for third parties, as
defined in section A of Annex Il of the Law:

1. Reception and transmission of orders
in relation to one or more financial
instruments (Art. 24-1)

2. Execution of orders on behalf of clients
(Art. 24-2)

3. Dealing on own account (Art. 24-3)

4. Portfolio management (Art. 24-4)
Investment advice (Art. 24-5)

6. Underwriting of financial instruments
and/or placing of financial instruments
on a firm commitment basis (Art. 24-6)

7. Placing of financial instruments without
a firm commitment basis (Art. 24-7)

8. Operation of a Multilateral Trading
Facility (MTF) (Art. 24-8)

9. Operation of an Organised Trading
Facility (OTF) (Art. 24-9)

The financial instruments referred to as part
of the services and operations above are as
follows (section B of Annex Il of the Law):

1. Transferable securities
2. Money-market instruments

3. Units in undertakings for collective
investment undertakings

4. Options, futures, swaps, forward rate
agreements and any other derivative
contracts relating to securities,
currencies, interest rates or yields, or
other derivative instruments, financial
indices or financial measures which may
be settled physically or in cash

5. Options, futures, swaps, forward rate
agreements and any other derivative
contracts relating to commodities that
must be settled in cash or may be
settled in cash at the option of one of
the parties (otherwise than by reason of
a default or other termination event)

6. Options, futures, swaps, and any
other derivative contracts relating to
commodities that can be physically
settled provided that they are traded on
a regulated market or an MTF

7. Options, futures, swaps, forwards and
any other derivative contracts relating
to commaodities, that can be physically
settled not otherwise mentioned in
point 6, and not being for commercial

1. See licenses in detail on first page of section Ill PSF profile analysis and specific data

purposes, which have the characteristics
of other derivative financial instruments

8. Derivative instruments for the transfer
of credit risk

9. Financial contracts for differences

10. Options, futures, swaps, forward rate
agreements and any other derivative
contracts relating to climatic variables,
freight rates, emission allowances or
inflation rates or other official economic
statistics that must be settled in cash
or may be settled in cash at the option
of one of the parties (otherwise than by
reason of a default or other termination
event), as well as any other derivative
contracts relating to assets, rights,
obligations, indices and measures not
otherwise mentioned in this section,
which have the characteristics of other
derivative financial instruments, having
regard to whether, inter alia, they are
traded on a regulated market or an MTF
oran OTF

11. Emission allowances consisting of any
units recognized for compliance with the
requirements of Directive 2003/87/EC

In the same way as EU credit institutions,
investment firms licensed in another
Member State are, by virtue of Article 30

of the Law, authorized to conduct

their business in the Grand Duchy of
Luxembourg, either by establishing a branch
or using the freedom to provide services

by means of a simple notification to the
authorities of the other European Union
Member States.

These investment firms may only

provide the ancillary services referred

to in section C of Annex Il of the Law in
Luxembourg in conjunction with one of the
above-mentioned investment services or
operations.



These ancillary services are:

1. Safekeeping and administration of
financial instruments for the account
of clients, including custodianship and
related services such as cash/collateral
management and excluding providing
and maintaining securities accounts at
the top tier level

2. Granting credits or loans to an investor
to allow him to carry out a transaction
in one or more financial instruments,
where the firm granting the credit or
loan is involved in the transaction

3. Advice to undertakings on capital
structure, industrial strategy and
related matters; advice and services
relating to mergers and the purchase of
undertakings

4. Foreign exchange services where these
are connected with the provision of
investment services

5. Investment research and financial
analysis or other forms of general
recommendation relating to
transactions in financial instruments

6. Services related to underwriting

7. Investment services and activities as well
as andillary services of the type included
under section A or C of appendix Il of
the Law relating to the underlying of
derivatives included under points 5,

6, 7 and 10 of section B, where these
are connected with the provision of
investment or ancillary services

2. Law of 28 April 2011
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Specialized PSF?

Specialized PSF do not benefit from the
European passport but may carry out
financial operations in Luxembourg.

Specialized PSF provide financial services in
various sectors such as investment funds,
company incorporation, management and
domiciliation, securities lending, specific loan
operations (leasing and factoring) or debt
collection.

A list of the investment services provided by
this type of PSF is given below in section Il
paragraph 2-b (page 87).
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Support PSF

This category is specific in that it may not
receive deposits from the public and acts
principally as subcontractor of operational
functions for the account of other financial
sector professionals. They correspond to
the PSF defined in Articles 29-1 to 29-6 of
the Law.

The services provided by this type of
PSF are as follows:

1. Client communication agents

2. Administration agents of the financial
sector

3. T systems and communication network
operators of the financial sector

4. (Repealed by the Law of 21 July)

5. Dematerialization service providers of
the financial sector

6. Conservation service providers of the
financial sector

A comprehensive definition of the services
provided by this category of PSF is given
below in section Ill, paragraph 3-b (page
106).

PSCD (Prestataires de Services de
Communication de Données)

These actors introduced by the law dated 30
May 2018 are entities providing at least one
of the following activities:

Approved Publication Arrangement
(APA)

Consolidated Tape Provider (CTP)
Approved Reporting Mechanism (ARM)

Although PSF are not commercial entities
like others, they are nonetheless governed
by the modified law of 10 August 1915. They
are, however, also governed by the Law on
the financial sector, which is completed by a
multitude of national rules, CSSF circulars or
other laws governing all aspects of the very
diversified activities carried on by PSF.

Modified law of 5 April 19933

The Law forms the basis of rules
governing players in the financial sector
and transposes into Luxembourg law
many European directives applicable to
the financial industry and particularly the
banking sector.

This Law sets forth in particular the
regulation on access to the financial
services industry, professional obligations
and other prudential rules and rules

of conduct, prudential supervision,
proceedings for the reorganization and
winding up of financial sector professionals,
as well as deposit guarantee and investor
compensation schemes.

The Law specifies, particularly in part I,
the professional obligations and rules that
PSF and credit institutions must meet or
observe. It should be noted that among
these core requirements, some are only
applicable to investment firms.

3. wwwv.cssflu section Laws, regulations and other texts, then Professionals of the financial sector (PSF)
4. 'Know Your Customer refers to the due diligence obligations vis-a-vis clients who are satisfied by proven knowledge of clients and the transactions they perform

5. Threshold reached in one or several transactions
6. In this case, the threshold of €15,000 does not apply

Applicable to all PSF
1. KYC* and combating money
laundering and terrorist financing
(Art. 39 of the Law and Art. 3 to 5 of
the modified law of 12 November
2004)
Pursuant to the modified law of 12
November 2004 and to the amended
CSSF Regulation 12-02 PSF are subject to
a set of rules necessary to combat money
laundering and terrorist financing, giving
rise to obligations in terms of due diligence
in relation to their clients, appropriate
internal organization and cooperation with
authorities.

When initiating business relationships

and throughout the term thereof, for any
transaction in excess of €15,000° or if
money laundering or terrorist financing® is
suspected, and if in doubt about the initial
identification of clients, PSF must take due
diligence measures, including among others:

Identifying clients on a through
documentation basis and checking that
such documents are genuine

Identifying the beneficial owner of any
legal entity, structure or group

Obtaining information about the
nature of the business relationship
contemplated and, throughout this
business relationship, examining the
transactions performed and the origin
of funds to make sure that flows are
consistent with the PSF's knowledge of
their clients’ activities


https://www.cssf.lu/en/

The monitoring measures taken are
adapted to the risks inherent in the
apparent nature of the business
relationship. If these measures are
introduced for any new client, they must
nonetheless be appropriately reiterated for
the PSF's existing clients.

If the PSF's client is an entity subject to

the modified law of 12 November 2004 or
another law or regulation requiring similar
supervision, such as a credit institution, or
a natural or legal person subject to heavy
transparency requirements’, the PSF is not
obliged to apply the same due diligence as
above.

In the event that money laundering

or terrorist financing enquiries are
conducted by the Luxembourg authorities
and in order to meet the relevant legal
requirements, PSF must keep documents
concerning the due diligence measures
taken for five years after the end of the
business relationship. The same period
of five years applies to the evidence
supporting transactions from the date

of execution or the end of the business
relationship.

PSF must introduce appropriate internal
measures and procedures to meet all the
requirements described in the previous
paragraphs with a view to preventing
money laundering and terrorist financing.

To this end, PSF must in particular train
their employees and raise their awareness.
They must also apply a unique ID or specify
an account number to the instructing
party of an intercommunity transfer (the
instructing party’s address, name and
account number are always required for a
transfer outside the EU).

2. Obligation to cooperate with

authorities (Art. 40 of the Law

and Art. 5 of the modified law of

12 November 2004)
In anti-money laundering and the fight
against terrorism matters, PSF must
cooperate with the Luxembourg authorities
through their representative?, managers
and employees. The representatives,
managers or employees report by means
of a declaration, as soon as possible and
spontaneously, any suspicion of money
laundering or terrorist financing to the
State Prosecutor at the Luxembourg
District Court. Similarly, they provide the
State Prosecutor with all information
necessary for procedures to be applied.

In such a case, the PSF must not perform
any transaction it considers suspicious,
and it must not inform the client or the
third party involved of the investigations in
progress.

7. Refer to Article 3-1 (2) of the modified law of 12 November 2004 for more information
8. Person appointed by the PSF, approved by the CSSF and interfacing with the CSSF in these matters
9. This obligation to maintain professional secrecy extends in the same way to the persons referred to in Article 16 of the modified law of 23 December 1998 on the creation of the CSSF (CSSF

staff, registered company auditors, experts)
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3. Professional secrecy

(Art. 41 of the Law)
In the same way as credit institutions and
other specific players in the financial sector
in Luxembourg, natural and legal persons
subject to the supervision of the CSSF, as
well as all directors, members
of management and supervisory bodies,
managers, employees and other persons
working for the PSF, or natural and legal
persons involved in the liquidation of PSF,
and all the persons designated, employed
or appointed for any duty
as part of a liquidation procedure, are
required to keep secret any information
confided to them in the context of their
professional activities or appointment.’

Disclosing such information covered by
professional secrecy is punishable by the
penalties laid down in Article 458 of the
Penal Code, which makes provision for a
prison sentence of between eight days and
six months as well as fines from €500 to
€5,000.

This obligation is limited: either the
disclosure of such information is authorized
or required by law, or it is required as part
of exchanges of information with other
domestic or foreign authorities in charge of
financial sector prudential supervision and
themselves subject to professional secrecy
rules.



Furthermore, the obligation does not apply
specifically to shareholders or partners
whose status or capacity is a precondition
for the PSF to be licensed insofar as
knowledge of the information is required
for the sound and prudent management of
the entity. The duty of professional secrecy
does not apply either to credit institutions
or support PSF, provided that the services

these professionals extend are governed by

a clear services agreement.

Lastly, the duty is not effective for entities
of a financial conglomerate regarding

the disclosure of information required

to perform supplementary supervision:
through internal control departments of
the group to combat money laundering
and terrorist financing and for the
relevant persons at the head of the group,
concerning information disclosed to the
State Prosecutor with the latter's consent.

In February 2018, Article 40 of the Law was
modified. The aim of this amendment was
to modernize the current provisions and to
facilitate the provisions on outsourcing.

Applicable only to investment firms

1. Organizational requirements
(Art. 37-1 of the Law)

Even though all PSF are subject to

organizational requirements, Article 37-1

strengthens these organizational obligations

for investment firms since they provide
investment services and

operations for third-party clients who must
be protected by sound and standardized
management structures.

Therefore, investment firms must:

Establish adequate policies and
procedures, including their managers,
employees and tied agents, to comply
with their legal obligations

Define appropriate rules governing
transactions performed by their
managers and employees

Maintain and apply effective
organizational and administrative
arrangements with a view to preventing
conflicts of interest as defined in Article
37-2 of the Law (see next page) from
adversely affecting the interests of their
clients

Take reasonable steps to ensure
continuity and regularity in the
performance of their services and
activities. To this end, they must
establish appropriate and proportionate
systems, resources and procedures

Have a well-organized administrative
and accounting system

Where they rely on third parties for the
performance of operational functions
which are critical for the provision

of services or the performance of
activities, take reasonable steps to avoid
undue additional operational risk

Ensure records are kept of all services
and transactions undertaken by them,
in accordance with the provisions of
the Commercial Code, which must be
sufficient to allow the CSSF to monitor
compliance with requirements and, in
particular, obligations towards clients

Where they hold financial instruments
or funds belonging to clients, make
appropriate arrangements to safeguard
clients” ownership rights, especially in
the event of insolvency, and to prevent
the use of clients’ financial instruments
or funds for their own account except
with clients’ express consent

At the heart of regulatory and tax environments | Professionals of the Financial Sector (PSF) in Luxembourg
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2. Conflicts of interest

(Art. 37-2 of the Law)
Anticipating the existence of a residual
risk in spite of the measures described
above relating to the organizational or
administrative arrangements to be made
To prevent and manage conflicts of interest,
the Law advises investment firms to clearly
inform their clients of the general nature
and sources of conflicts of interest before
undertaking business on their behalf. In
any case, investment firms must take all
reasonable steps to identify conflicts of
interest between themselves - i.e., their
managers, employees and tied agents,
or any person directly or indirectly linked
to them by control - and their clients or
between one client and another that arise in
the course of providing any investment and
ancillary services, or a combination thereof.

3. Rules of conduct when providing
investment services to clients
(Art. 37-3 of the Law)
The overall aim is to ensure that the
investment firm has sufficient and adequate
structures to serve clients appropriately,
openly and in line with the client’s risk
profile.

As part of the investment activities and
services provided to clients, investment
firms must act fairly and honestly in the best
interest of the client. To do so, they must
particularly:

Provide clients with clear and
understandable information about
themselves and the services they
offer, for example about the financial
instruments and investment strategies
proposed, and the costs of such
services

Whether they provide investment
advice services and asset management
services or not, respectively obtain

or seek the necessary information

to assess their clients’ knowledge

and experience, financial situation

or investment objectives. In certain
circumstances, this may not be
compulsory for investment firms
providing only client order execution
and/or receipt and transmission services

Create a file with the documents
approved by the parties specifying the
rights and obligations of each of the
parties for the provision of investment
services

Send their clients reports on the
services provided

4. Best execution' (Art. 37-5 of the Law)
Through an efficient system applying

an order execution policy known and
approved by clients, investment firms must
achieve the best possible result for clients
when executing orders, given the relevant
parameters, i.e., price, cost, speed, likelihood
of execution and settlement, size and nature
of the order.

For each category of financial instrument,
the order execution policy particularly
includes information about the execution
systems and factors impacting the choice
of the execution system, to guarantee that
systems offering the best possible result for
the execution of clients’ orders are used.

Investment firms must be able to prove to
their clients at any time that they executed
their orders in accordance with their
execution policy.

10. Or duty to execute orders on terms most favourable to the client

12

5. Client order handling rules

(Art. 37-6 of the Law)
Investment firms authorized to execute
orders on behalf of clients must implement
procedures, which provide for the prompt
and fair execution of client orders, relative
to other client orders or their own trading
interests. These procedures provide for
execution depending on the date orders are
received by the investment firm.

Here we examine the legal framework
applicable to certain PSF suffering serious
financial difficulties, as well as the penalties
applied to PSF and more especially their
managers, before focusing on the details of
the authorization procedure.

1. Reorganization procedure (Art. 122
of the modified law of 18 December
2015 on the failure of credit
institutions and certain investment
firms

Like the next section on winding-up, the

reorganization procedure or suspension of

payments only applies to PSF responsible
for managing third party funds: execution of

orders on behalf of clients (Art. 24-

2), dealing on own account (Art. 24-3),

portfolio management (Art. 24-4),

underwriting of financial instruments and/

or placing of financial instruments on a

firm commitment basis (Art. 24-6), placing

of financial instruments without a firm
commitment basis (Art. 24-7), transfer
agents or registrars (Art. 25), professional
depositaries of financial instruments (Art.

26) and professional depositaries of assets

other than financial instruments (Art. 26-1).

Suspension of payments, which may only

be sought of the Court by the CSSF or the

PSF in question, may occur in the following

cases:
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The PSF finds itself in an insoluble liquid- ~ When ordering the winding-up, the Court
ity crisis shall appoint an official receiver and one or
more liquidators. Please refer to the details
of the modified law of 18 December 2015
on the failure of credit institutions and
certain investment firms in Article 129 for

a description of the manner in which the
winding-up is to be carried out.

The entire ability of the PSF to meet its
commitments is compromised

The PSF's license has been withdrawn
but the withdrawal decision has not yet
become final

Appointed by the judicial authorities, the 3. Administrative and criminal penalties
administrator is responsible for managing (Art. 63 and 64 of the Law)
the reorganization measures, and as such

must authorize in writing any act or decision administration and management of PSF

made by the PSF under penalty of it being supervised by the CSSF may be fined from
null and void. The scope of the transactions £250 to £250.000 in the event that:
subject to this authorization procedure

may be adapted. In this management role,
administrators partake in the governance
of the PSF and make proposals that are

The persons responsible for the

They fail to comply with applicable laws,
regulations, statutory provisions or
other requested information

submitted to the company’s decision- + They refuse to provide accounting
making bodies. documents or other requested
information

2. Legal winding-up proceedings

A PSF may only go into voluntary winding-
up if it informed the CSSF at least one
month before calling the general meeting

They have provided documentation
or other information that proves to be
incomplete, incorrect or false

to decide on the winding-up. This voluntary * They preclude performance of the

winding-up decision shall not preclude CSSF's powers of supervision, inspection

the CSSF or the State Prosecutor from and investigation

asking the Court for an order declaring the + They contravene the rules governing

procedure for judicial winding-up applicable. the publication of balance sheets and
accounts

The dissolution and winding-up of the PSFin

' They fail to act in response to
question occur when:

injunctions of the CSSF
The suspension of payments system is
obviously not sufficient to remedy the
situation

They act such as to jeopardize the
sound and prudent management of the
PSF concerned

The PSF's financial situation is such that
it can no longer meet the commitments
to all of its debtors, obligees and holders
of participatory rights

They do not comply with the provision
of Regulation (EU) No 575/2013 and

its implementing measures, insofar as
these provisions shall apply to them
The authorization has been withdrawn

and the withdrawal decision has In the event of more serious acts, criminal
become final sanctions are provided for that combine a
prison sentence of between eight days and
five years and a maximum fine of €125,000.
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@) Authorization procedure

After defining the core legal bases forming the
rules applicable to PSF, we will now describe in
further detail the steps necessary to obtain a
PSF's ‘birth certificate”. the authorization
procedure to obtain the required PSF license.

a. License

To ensure that the financial sector is
recognized for its quality and reliability,
the regulating body requires that players
in the sector, i.e., persons engaged in
business in the financial sector on a
regular and professional basis, or in any
business related or complementary to an
activity in the financial sector, undergo a
license procedure to obtain the desired
status. In addition, such activities may not
be carried out (and the license will not be
issued) through another person or as an
intermediary.

However, pursuant to Article 1-1 (2) of the
Law, the license is not required for those
persons:

“[...] b) which provide investment services
exclusively for their parent undertaking, for
their subsidiaries or for another subsidiary of
their parent undertaking;

¢) which provide a service under this Law,
exclusively to one or more undertakings
forming part of the same group as the
undertaking providing the service, unless
otherwise provided, [...].”

Legal entities whose company’s purpose
requires that they obtain a license under
the Law may be incorporated with this
company purpose even before obtaining
such a license from the Ministry of Finance,
provided they applied for a license to

the CSSF and undertook in writing not to
conduct the business before obtaining it.

A change to the company’s purpose,
corporate name or legal form of a company
already incorporated is issued directly by
the CSSF. Similarly, the CSSF's license is
sufficient to create and acquire subsidiaries
in Luxembourg and abroad. The creation of
agencies and branches in Luxembourg is no
longer subject to a license.

Furthermore, the license that investment
firms must have to extend their business to
investment services or activities, or ancillary
services not governed by their current
license, now falls within the exclusive scope
of the CSSF.

A company or other legal person, which

has a license for a specific financial sector
business, must not have a company
purpose covering a business in the financial
sector, which is not also covered by such
license.
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b. License procedure

The license is subject to obtaining a written
authorization from the Ministry of Finance,
which handles the license documentation
filed to obtain the desired status. This
written request is made to the CSSF, which
prepares an application aiming to meet the
requirements of the Law'.

The application (see next point) may give
rise to additional questions or requests after
being examined.

Before transmitting the application to the
CSSF, the applicant may contact the CSSF to
request information on the qualification of
an activity, on the need for an authorization,
on the status requested, on the application
documentation for the authorization file or
any other important question relating to the
applicant's project. The applicant may also
request a meeting to present the project
and to discuss certain aspects of it.

The absence of an answer from the
authority within twelve months of receiving
the application shall be deemed notification
of a decision refusing it. An appeal against
the CSSF's decision may be lodged with the
administrative tribunal within one month
after which it will be time-barred.

It should be noted that an authorization
from the CSSF is required for any PSF
established in Luxembourg wishing to
change its purpose, name, legal form or

to create or acquire agencies, branches or
subsidiaries in Luxembourg or abroad. The
same is true for any investment firm wishing
to extend its business to other investment
services or activities or to other ancillary
services not covered by its license.

Once obtained, the license is valid for an
unlimited length of time and the PSF may
immediately commence business.

Moreover, the Law specifies that once

a license is obtained, the members of

the administrative, management and
supervisory bodies of the PSF must notify
the CSSF on their own initiative and in
writing, in a complete, consistent and
comprehensible manner, of any change

to the material information on which the
CSSF based its decision. This information
particularly concerns the professional
standing of the members of the above-
mentioned bodies, the structure of the PSF's
shareholding as well as its central
administrative office and its infrastructure.
By disclosing such information, the CSSF will
have updated data.

11. If the activities contemplated and the services provided involve insurance products, the Commissariat aux assurances, in
addition to the CSSF, shall approve the license documentation to ensure it complies with the modified law of 7 December

2015 on the insurance sector

12. This list is not exhaustive and the applicant must ensure it complies with all regulations applicable and in force at the time

of applying for the license

c. Application file

The license application file must be sent
together with all information as may be
needed for the assessment thereof and
with a schedule of operations specifying the
type and volume of business envisaged and
the administrative and accounting structure
planned. In practice, this application

for status as PSF generally includes the
following information'?, which reflects a part
of the requirements to be met to obtain the
license:

Presentation of the natural or legal
person, where applicable, of the group
to which this person belongs, with a
presentation of the financial statements
available for the last three years

The reasons for and objectives of
establishing the PSF in Luxembourg

The information concerning the identity
of shareholders

A three-year business plan including the
balance sheet and income statement

The company's draft articles of
association

The CVs together with certificates

of respectability of the directors

and managers of the company in
Luxembourg as well as criminal records
from the authorities in their respective
country of residence
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Presentation and demonstration

by the applicant of the existence

in Luxembourg of the central
administrative office in accordance with
CSSF Circular 95/120 or 20/758 and of
its registered offices™

The name of the independent auditor
who must be a registered company
auditor with appropriate professional
experience. The PSF's annual accounts
must effectively be entrusted to an
auditor with such experience and any
change to the approved auditor must be
justified and authorized beforehand by
the CSSF

Authorization shall be conditional on
participation by investment firms in an
investors' compensation scheme set
up in Luxembourg and operated by
the CSSF, meaning that it must provide
cover in respect of claims arising out of
the inability of an investment firm to:

- Repay money owed to or belonging
to investors and held, administered
or managed on their behalf in
connection with investment business

- Return to investors any instruments
belonging to them and held,
administered or managed on
their behalf in connection with the
investment business

Subject to the application of Article 195,
paragraph 2 of the modified law of 18
December 2015 on the failure of credit
institutions and certain investment firms,
the aggregate investment business of
each investor is covered, regardless of the
number of accounts, the currency in which
they are denominated and their location
within the European Union, up to a value
equivalent to €20,000.

The personal data of authorized directors
or managers is obtained to ascertain their
professional standing and experience. The
persons responsible for management must
be empowered to determine the direction
taken by the business and must prove their
level of skill by having previously carried
out similar activities with a sufficient level
of responsibility and autonomy. They must
be at least two in number and receive their
authorization from the CSSF.

Pursuant to company law, a legal entity
appointed as director must designate a
permanent representative to fulfil these
duties for and on behalf of the legal entity
(Art. 441-3 of the modified law of 10 August
1915 on commercial companies). Under
Article 441-9 of the same law, a legal

entity appointed as director is liable to the

13. A natural person must prove that he/she effectively conducts business in Luxembourg

14. On this subject, refer to CSSF Circular 95/120 for specialized and support PSF or 20/758 for investment firms

15. On this subject, refer to section 4 of this chapter and Appendix 1

16. Qualifying holdings means a direct or indirect holding of 10% of the capital or voting rights and/or the ability to
significantly influence the business management of the PSF to be licensed
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company, in accordance with ordinary law,
for fulfilling the duties entrusted and for any
misdeeds committed in its management.

Any change to the persons responsible for
the day-to- day running must be notified
to the CSSF, which shall be free to request
additional information. The CSSF checks
that such new persons comply with the
legal requirements in terms of professional
standing and experience.

In accordance with the rules of procedure
of the Luxembourg Law Society, a lawyer
may not be involved in the day-to-day
management of a financial sector
professional.

Authorization shall be conditional on
participation by investment firms in an
investors’ compensation scheme set up in
Luxembourg and operated by the CSSF.

As the decision-making center, the PSF
must have a sound internal governance
system in Luxembourg with a clear and
consistent organization and distribution

of tasks, efficient processes for detecting
and monitoring risks, appropriate internal
control including sound administrative and
accounting procedures and mechanisms
for ensuring information system control and
security™.

The scope of the applicable CSSF circulars
covering the aspects explained above varies
according to the category of PSF,

i.e., investment firms (most restrictive
environment), specialized PSF or support
PSF (least restrictive environment)'®.

Authorization to hold the status is subject to
disclosing to the CSSF the identities of the
shareholders and partners, whether direct
or indirect, natural or legal persons, any
qualifying holding'® and the amounts of such
holdings.
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Thereby, the CSSF seeks to guarantee firstly
the sound and prudent management of the
PSF and secondly the transparency of the
shareholding structure within the PSF to
clearly identify the authorities

responsible for the prudential supervision
of the PSF and, where applicable, perform
consolidated supervision of the group to
which it belongs.

Refer to Article 18 of the Law for additional
requirements regarding CSSF notification
for cases of acquisition or sale of PSFin
Luxembourg.

Furthermore, it is essential that the
shareholders or partners of a PSF have
sufficient financial resources that may be
used if necessary.

g. Minimum capital or financial base
Conducting business as a financial sector
professional is subject to a minimum capital
or financial base requirement which varies
depending on the risks involved in the
various PSF statuses, the major decisive
factor of which lies in whether third-party
funds are managed or not. The capital or
financial base requirement is between
€75,000 and €750,000 depending on the
PSF's operations.

For a detailed description of the minimum
capital requirements, please refer to

the individual data sheets of each status
(chapter IIl) and to the fast-reference tables
on first page of chapter Ill PSF profile
analysis and specific data and in appendix 2
PSFin a nutshell.

Note that when a PSF holds several licenses,
it must comply with the highest minimum
capital of the statuses obtained.
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The CSSF requires that the direct
shareholders finance all ownership interest
with their own equity, after deduction of
any other ownership interests or losses
carried forward. The aim is clearly to prevent
direct shareholders from refinancing their
ownership interest using borrowed funds
(Art. 20 of the Law). Therefore, in particular,
the share capital may not be brought by
means of a loan contracted by the PSF
shareholder with the PSF.

The financial base includes the share capital
subscribed and paid up, issue premiums,
legally formed reserves and amounts carried
forward, minus any potential loss in the
current fiscal year. According to the same
article, it must be permanently available to
the PSF and be invested in its own interest.

Owing to prudential concerns, a PSF may
not grant loans to its shareholders,
whether directors or employees. It is vital
that any acquisition of interests in the share
capital of a financial sector professional

be made using one’s own funds and not
borrowed money. Now, granting

advances and loans to the shareholders
amounts to giving the share capital back to
shareholders.

In this context, note should be taken of
Article 430-19 (1) of the modified law of 10
August 1915 on commercial companies
which stipulates: "A company may not
directly or indirectly, advance funds or make
loans or provide security with a view to the
acquisition of its shares by a third party”
except under certain conditions.

Authorization shall be conditional on the PSF
having its annual accounts audited by one or
more réviseurs dentreprises agréés (approved
statutory auditors) who can show that they
possess adequate professional experience.
Those réviseurs d'entreprises agréés (approved
statutory auditors) shall be appointed by

the body responsible for managing the PSF,
usually the board of directors, board of
managers, or the executive board.

Any change in the réviseurs d'entreprises
agréés must be authorized in advance by the
CSSF.
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i. License withdrawal @

Although issued for an unlimited length
of time, the license will be withdrawn if:

The PSF does not make use of the
license within 12 months of it being
granted

The PSF expressly waives its license

The PSF has not conducted any of the
activities for which the license was
obtained over a period of 6 months

The conditions of granting PSF status
are no longer met

The license was obtained through
misrepresentation or by any other
irregular means

In the case of a market operator
operating an MTF or an OTF or of an
investment firm, it has seriously and
systematically infringed one of the
provisions governing the operating
conditions applicable to it

The PSF (other than an investment
firm) has seriously and systematically
infringed Articles 36, 36-1 or 37 of the
Law

The decision to withdraw the
license may be deferred to the
administrative tribunal, within
one month, after which the
appeal will be time-barred.

The board of directors of a PSF
notifies the CSSF of any planned
dissolution or voluntary
winding- up with at least one
month’s notice prior to calling
the general meeting to vote on
the dissolution or winding-up.

A closing balance sheet must be
drawn up and sent to the CSSF.
The conditions of a voluntary
winding- up must also be
disclosed to the CSSF.

It is essential that
the shareholders or
partners of a PSF
have sufficient
financial resources
that may be used if
necessary.
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€) Prudential supervision
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Article 42 of the Law specifies that the CSSF,
the entity established by the modified law
of 23 December 1998, is the competent
authority for financial sector professionals.
It is responsible for the cooperation

and exchange of information with other
authorities and namely informs the
competent authorities of other Member
States responsible for the supervision of
credit institutions and investment firms
that it is in charge of receiving requests for
exchanges of information or cooperation.

The CSSF conducts its activity in the public
interest and satisfies itself that the laws and
regulations relating to the financial sector
as well as international agreements and
Community law are complied with.

The prudential supervision role fulfilled by
the CSSF on the financial sector is defined
in part Il of the Law and the CSSF has
regulatory power by means of regulations,
circulars and instructions, which are
addressed to financial sector players.

The following PSF fall within the scope
of the CSSF's prudential supervision:

PSF organized and existing under
the laws of Luxembourg (Activities
conducted by these entities in
another EU/EEA Member State, both
by establishing a branch and via the
freedom to provide services, are also
subject to the prudential control of
the CSSF. Certain areas of prudential
supervision, particularly compliance

with rules of conduct for the provision of
investment services to clients, fall within
the scope of the supervisory authority

in the host Member State.)

Branches of investment firms that are
based outside the EU/EEA

Branches of PSF other than investment
firms based inside or outside the EU/
EEA

The supervision of branches established

in Luxembourg by investment firms from
another EU/EEA Member State is based on
the principle of supervision by the regulatory
authority in the country of origin. However,
certain specific aspects of the supervision
fall within the scope of the CSSF, as the
regulatory authority in the host Member
State, particularly aspects relating to
combating money laundering and terrorist
financing.

The CSSF has several instruments to
exercise its supervision. The key means
are as follows:

Regular receipt of financial information
used to permanently monitor the PSF'
business and related risks. In addition,
there is a regular check of the capital
adequacy ratio and the limitation of
large exposure for investment firms (Art.
56 of the Law)

The report drawn up on a yearly basis
by the registered company auditor. This
report includes a certificate relating

to combating money laundering and
terrorist financing and a management
letter dealing in particular with
compliance with the Law and applicable
CSSF circulars
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For investment firms, a detailed
analytical audit report (CSSF Circular
03/113 as amended by CSSF Circulars
10/486, 13/571, and 21/768) broadly
covering the risk control and internal
control system, including compliance
with rules of conduct and a description
and assessment of the Internal audit
and Compliance functions (refer to part
5 Role of the réviseur d'entreprises
agréé for PSF for a detailed view of the
role of the registered company auditor
and the scope of relevant certificates).”

The CSSF may also expressly ask a
registered company auditor to audit one
or more aspects of the PSF's business or
operations

The CSSFis also sent, for specialized
and support PSF, the annual internal
audit reports on the controls performed
over the last period and the reports by
the PSF's management on the status

of internal control. For investment

firms, once a year, the authorized
management shall confirm compliance
with CSSF Circular 20/758 by way of a
single written sentence followed by the
signatures of all the members of the
authorized management to the CSSF, as
well as provide the ICAAP report and the
summary reports of the internal control
functions

On-site audits. Furthermore, since 2009
the CSSF has stepped up its work in

the field by conducting an increasing
number of this type of audit including
welcome visits for newly licensed PSF
within the first months following the
ministerial authorization

By virtue of CSSF Regulation 16-07,

the CSSF is also competent to receive
complaints from clients sent to PSF and
to take action with them to settle these
disputes amicably

Under the provisions of Article 57 of
the Law, the CSSF must grant prior
authorization to PSF wishing to have a
qualifying holding"

Lastly, the CSSF also has powers to
sanction, i.e,, rights of injunction and
suspension in the event that legal
provisions are breached or in the
absence of guarantees with respect to
the management and durability of the
PSF's operations and commitments.
The penalties also referred to in Article
59 of the Law, where the PSF has failed
to remedy the injunctions within the
allotted time, extend from suspending
the persons responsible for the

PSF's governance and management,
to suspending the voting rights
attached to the stocks or shares held
by shareholders or partners having

a negative influence on the sound

and prudent management of the PSF,
or suspending operations or a given
business line of the PSF

17. Defined as being more than 10% of the capital or of the voting rights of the company in which the PSF invested
* A reform of the Long Form Report is currently ongoing. Please refer to page 49, paragraph d.

21
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Consolidated supervision of investment

firms is addressed by CSSF Circular 00/22.

This circular only targets investment firms
(companies falling within the scope of Art.
24 of the Law) holding direct or indirect
interests in other investment firms,
financial institutions or credit institutions.

Supervision on a consolidated basis
concerns at least the following:

Supervision of the solvency and capital
adequacy in relation to market risks

Supervision of large exposures

Appropriate organization of the
group, particularly on administrative,
accounting and internal control levels
and in terms of group structure in
general

CSSF Circular 05/187 as amended

and supplemented by CSSF Circular
10/433 presents the outlines of financial
information to be submitted to the CSSF.

22

On 26 June 2021, a new prudential regime
entered into force for investment firms,
composed of Regulation (EU) 2019/2033
(IFR) and Directive (EU) 2019/2034 (IFD).

Consequently, investment firms are now
categorized into three different classes. The
IFR/IFD regime applies to small and non-
interconnected investment firms (Class 3);
and other small and non-interconnected
investment firms (Class 2). Large and
systemically relevant investment firms
(Class 1s) will continue to fall under the
prudential regime of the CRR/CRD VI.

For Class 2 investment firms, the
assessment of own funds must consider a
broad range of aspects, namely:

a. The permanent minimum capital re-
quirement;

b. The overheads requirement; and

¢. The K-factor requirement.

For Class 3 investment firms, part (c) does
not apply.

As for liquidity, the regulation determines
that firms must hold liquid assets, such

as cash and government bonds, for an
amount at least equal to one third of

the overheads requirement. In addition,
investment firms that belong to Class 2
are obligated to constantly monitor and
manage the concentration risk. As they are
limited to hold an exposure to an individual
client or group of connected clients of
25% of their own funds, further IFR/IFD lay
out a comprehensive set of remuneration
practices and rules.

As the global framework increasingly seeks
to strengthen the ability to deal with the
impacts of climate change, the EBA are
producing a report introducing technical
criteria for assessing exposures to
activities primarily related to ESG. As of 26
December 2022, Class 2 investment firms
must publish a report containing details
about ESG-related risks.

The CSSF Circular 21/784 has introduced
the Reporting Handbook for Investment
Firms, a guide which combines, in one
single document, the details as well as the
technical specifications of the periodic
prudential reporting of investment firms. It
applies to all Class 2 and Class 3 investment
firms.
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The table below summarizes all the reports to be submitted to the CSSF:

Class 1 Class 1 Minus Class 2 Class 3

Investment firms Small and non-interconnected investment firms to
considered as credit which simplified requirements apply

institutions

The firm deals on own account and/or underwrite
financial instruments.

The firm is not a commodity/emissions allowance dealer.

Total consolidated - Total consolidated assets All investment firms
assets > 30 billion > 15 billion unless they meet the
OR specified criteria to
be either “Class 1",
Total consolidated assets “Class 1 Minus” or
> 5 billion “Class 3"

The firm elects to be subject
to the CRR

The firm is part of a group
containing an EU credit
institution and subject to
consolidated supervision
under CRR

The authority is satisfied that
the election does not reduce
your own funds requirements
and is not for purposes of
regulatory arbitrage

CRR - CRDIV - CRR-CRDIV IFR - IFD
Single supervisory

mechanism, if

located in the

Eurozone

Investment firms that meet all the following:
AUM < €1.2 billion;

COH < (i) €100 million/day for cash trades; or (ii) €1
billion/day for derivatives;

ASA, CMH, DTF, NPR or CMG, and TCD is zero;

The on-and-off balance sheet total of the
investment firm is < €100 million;

The total annual gross revenue from investment
services and activities of the investment firm is
less than €30 million, calculated as an average on
the basis of the annual figures from the two-year
period immediately preceding the given financial
year.

IFR - IFD with exemption to report the following:
Part 2 on own funds
Part 3 on capital requirement
Part 4 on concentration risk
Part 6 on disclosure by investment firms

Part 7 on reporting by investment firms

23
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The table below summarizes all the reports to be submitted to the CSSF:

@

O

Table Ref Title of the report Frequency Deadline

l. Financial situation Monthly The 20™ of the next month
1.1, Financial advisers Monthly The 20™ of the next month
.2, A Brokers Monthly The 20™ of the next month
II.2.B. Commission agents Monthly The 20 of the next month
II.3. Private portfolio managers Monthly The 20 of the next month
Il 4. Professionals acting for their own account Monthly The 20 of the next month
II.5. Professional custodians of securities or other financial instruments Monthly The 20™ of the next month
Il.6. Distributors of units of investment funds Monthly The 20™ of the next month
II.7. Underwriters Monthly The 20™ of the next month
Il. 8. Registrar and transfer agents Monthly The 20™ of the next month
I.9. Market makers Monthly The 20" of the next month
II.10. Professionals performing cash-exchange transactions Monthly The 20 of the next month
111 Debt recovery Monthly The 20™ of the next month
II.12. Professionals performing credit offering Monthly The 20™ of the next month
1.13. Professionals performing securities lending Monthly The 20™ of the next month
Il.14. Professionals performing money transfer services Monthly The 20™ of the next month
II.15. Administrators of collective savings funds Monthly The 20™ of the next month
Il 16. Managers of non-coordinated UCls (REPEALED)

I.17. Client communication agents Monthly The 20 of the next month
I.18. Administrative agents of the financial sector Monthly The 20 of the next month
II.19. IT systems and communication networks operators of the financial sector Monthly The 20 of the next month
Il 20. Professionals performing services of setting-up and management of companies Monthly The 20™ of the next month
II.21. Corporate domiciliation agents Monthly The 20 of the next month
el S o TS A st RO U 20T T oty The2or of e ot
. 1. Off-balance sheet Quarterly The 20™ of the next month
. 2. P&L Quarterly The 20™ of the next month

24
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O Key laws, CSSF circulars,
and regulations

While this regulation can
be regarded as central to
the practical system
introduced by the
lawmaker to combat
money laundering and
terrorist financing, it must
be taken as part of a
broader regulatory fabric
based on the modified law
of 12 November 2004 and
the Law (Art. 39 and 40).
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The CSSF regulations and circulars form
the core ‘practical’ dispositions with which
PSF must comply. They apply to all or
some PSF, meet legal obligations specific
to the financial industry (combating money
laundering and terrorist financing) or
organizational requirements for one of
the three categories of PSF, and further
specify the systems introduced by the CSSF
as part of its financial sector supervision
(regular reporting) or impose financial
ratios (capital adequacy). They provide
guidance in establishing and maintaining
the relevant financial or financial sector
ancillary activities.

The main regulations and circulars issued
by the CSSF are presented below. A fast-
reference table of the regulations and
circulars specifying their respective scopes
of application is included in Appendix 1.

a. CSSF Regulation 16-07 and CSSF
Circular 17/671 (as amended by CSSF
Circular 18/698) relating to the out-of-
court resolution of complaints™

These are applicable to all PSF.

This regulation aims at defining the rules
applicable to the requests for the out-of-
court resolution of complaints filed with the
CSSF and is specifying certain obligations
incumbent on professionals in relation to
the handling of complaints.

The procedure for handling the requests
aims at facilitating the resolution of
complaints against PSF without judicial
proceedings. It is not a mediation
procedure. The CSSF's intervention shall
be subject to the principles of impartiality,
independence, transparency, expertise,
effectiveness and fairness.

The regulation points out the following
obligations:

+ Each PSF shall have a complaint
management policy that is defined,
endorsed and implemented by the
management. It shall be set outin a
written document and shall be formalized
in an internal complaint settlement
procedure made available to all relevant
staff. Any possible conflicts of interests
shall be able to be identified and
mitigated

+ The PSF shall ensure that each complaint
as well as each measure taken to handle
it are properly registered

+ Clear, precise and up-to-date information
on the complaint handling process shall
be provided

+ Data relating to complaint handling shall
be analyzed, on a permanent basis, in
order to enable the identification and
treatment of any recurring or systemic
problem, as well as any potential legal
and operational risks

+ The PSF shall provide contact details of
the person responsible at the level of
the management of the implementation
and the efficient operation of the policy.
The latter is required to communicate
to the CSSF and to provide it with an as
comprehensive as possible answer and
cooperation. On an annual basis, a table
including the number of complaints
registered by the PSF, classified by type
of complaints, as well as a summary
report of the complaints and of the
measures taken to handle them, must be
communicated to the CSSF.

CSSF Circular 17/671 provides details
concerning the regulation, mentioning
namely that the recording of complaints

18. wwwv.cssf.lu section Laws, regulations and other texts, then Professionals of the Financial Sector (PSF)
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must be computerized and secured; that
the respect of the policy must regularly
be controlled by the compliance and
internal audit functions; and that annual
documents (table and report) shall be
communicated to the CSSF no later than
1 March of each year and shall cover the
previous calendar year.

While this regulation can be regarded as
central to the practical system introduced
by the lawmaker to combat money
laundering and terrorist financing, it must
be taken as part of a broader regulatory
fabric based on the modified law of 12
November 2004 and the Law (Art. 39 and
40). Together, these form the cornerstone
of the subject, supplemented by other
circulars, particularly CSSF Circular
17/660 on instructing party information
accompanying transfers of funds. This

is in accordance with the EU Regulation
2015/847 and the CSSF Circular 17/650
relating to predicate tax offences. CSSF
Regulation 12-02 was amended in August
2020 by the CSSF Regulation 20-05, and
CSSF Circular 17/650 was amended in July
2020 by the CSSF Circular 20/744.

The modified law of 12 November 2004
points out the following elements:

- Scope:
This law, relating to combating money
laundering and terrorist financing, applies
to PSFin Luxembourg, to branches
and majority subsidiaries based in a
third-party country (outside the EU),
and to Luxembourg branches of foreign
professionals

Professional obligations:

- Obligation to apply customer due
diligence (cf. chapter 2 - Art. 3)

- Obligation to have adequate internal
organization (cf. chapter 2 - Art. 4)

- Obligation to cooperate with
authorities (cf. chapter 2 - Art. 5)

- Obligation to comply with the rules set
forth in the EC Regulation 2015/847
dated 20 May 2015 on instructing party
information accompanying transfers of
funds

19. www.cssf.lu section financial crime, then anti-money laundering and counter-terrorist financing
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CSSF Regulation 12-02, as amended,
reinforces and completes the
applicable regulatory framework
(which evolved following the law dated
18 February 2018) with regards to the
following topics:

+ Risk-based approach: equivalent
countries are not exempted from risk
assessment

+ Overall risk related to the activity

- Individual risk related to the business
relationship

+ Customer due diligence:

- Adequate documentation of all
business relationships by adequate
client questionnaire

- Minimum documentation for legal
entities

- Verification of the validity of the
proxies’ mandate

Thresholds of ownership and control
that may be below 25%

Information on the source of funds
required for all clients

Documentation and safekeeping all
information, documents, analysis and
decisions for Client Due Diligence

Politically exposed persons to be
detected with ‘progressing’ methods,
including information obtained from
the client, public sources, private
information databases or other
adequate measures

- Adequate internal management
requirements: training program goes
beyond an annual training session

- Cooperation with authorities

+ Review by the réviseur d'entreprises agréé

This regulation gives a formal and legally
binding nature to existing professional
guidance set out previously by CSSF
circulars.

CSSF Circular 11/529 specifies the
requirements for the risk analysis

inherent to each PSF's business activities
that must be set down in writing. The
management shall first identify the risks

of money laundering or terrorist financing.
The management shall further set up a
methodology in order to categorize these
risks, and afterwards define and implement
measures to mitigate the identified risks.

CSSF Circular 17/650 introduced

new requirements for professionals
subject to the CSSF supervision and
to requirements relating to money
laundering and terrorist financing as
amended by CSSF Circular 20/744:
PSF now must consider the new predicate
tax offenses such as aggravated tax fraud
and tax evasion; namely the tax crimes
related to direct and indirect taxes. CSSF
Circular 17/650 includes in its appendix
examples of indicators likely to reveal
potential laundering of a predicate tax
offense. CSSF Circular 20/744 issued in
July 2020 amended annex 1 of the CSSF
Circular 17/650 and introduced new
indicators to be taken into accountin the
context of collective investment activities.

This circular replaces CSSF Circular 12/552
as amended for investment firms and is
applicable from January 1, 2021.

The CSSF recently published updates to its
CSSF Circular 12/552 dealing with internal
governance and risk management:

The CSSF Circular 20/758 is applicable to
investment firms; and
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the CSSF Circular 12/552 as amended
remains, applicable to professionals
performing lending operations.

The CSSF Circular 12/552 is thus once
again amended in order to incorporate the
principles of the EBA in terms of internal
governance, as well as the regulatory
requirements as set out in the CRR.

The CSSF decided to distinguish regulatory
requirements applicable to investment
firms through the CSSF Circular 20/758
and credit institutions and professionals
performing lending operations through the
CSSF Circular 12/552 as amended.

The CSSF circulars now apply to financial
holding companies and mixed financial
holding companies as well as to group
companies when head offices are

located in Luxembourg. The principle

of proportionality is clarified depending
on the level of complexity observed by
the investment firm. The analysis of the
application of principle must be effective,
documented, and then validated by the
management body in light of the activities,
their volume, and their complexity in order
to ensure sound and prudent monitoring
of its risks.

This circular gathers the regulatory
obligations that investment firms PSF will
need to satisfy. As regards professionals
performing lending operations as defined
in Article 28-4 of the modified law of 5
April 1993 relating to the financial sector,
only the chapter on credit risk in the risk
management section of the amended CSSF
Circular 12/552 shall apply (Part Ill Chapter
3, except sub-chapter 3.4, and Part Il
Chapter 2 paragraph 12).

This new CSSF Circular repeals CSSF
Circular 12/552 (which remains applicable
for credit institutions and PSF having the
Art. 28-4) and introduces a new governance
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framework specifically applicable to
investment firms. It is jointly published with
CSSF Circular 20/757, highlighting the main
changes between CSSF Circular 12/552 and
CSSF Circular 20/758.

The CSSF Circular 20/758 implements four
EBA guidelines in Luxembourg, updating
the governance framework in force of
investment firms:

EBA Guidelines on internal governance
(EBA/GL/2017/17);

Joint ESMA and EBA Guidelines on the
assessment of the suitability of members
of the management body and key function
holders (EBA/GL/2017/12);

EBA Guidelines on the management of
interest rate risk arising from non-trading
book activities (EBA/GL/2018/02); and

EBA Guidelines on corrections to modified
duration for debt instruments (EBA/
GL/2016/09).

The implementing procedures on central
administration as specified in CSSF Circular
95/120 are also integrated, as well as all
the provisions on risk management. Thus,
while the majority of the provisions in

the CSSF Circular 20/758 (replacing CSSF

The three lines of defense model

Tone from the top

Risk and compliance
culture

Circular 12/552) are not new per se, there is
a strong emphasis on further formalization
needed in order to document internal
governance arrangements and the way
internal control activities are conducted.

What is the three-lines-of-defense
model?

The institutions shall establish internal
governance arrangements, which are
consistent with the three-lines-of-defense
model:

+ The first line of defense consists of
business units that take or acquire risks
under a predefined policy and limits, and
carry out controls

- The second line is formed by the support
functions, including the financial and
accounting function, the IT function, as
well as the compliance and risk control
functions which contribute to the
independent risk control

+ The third line consists of the internal
audit function which provides an
independent, objective and critical review
of the first two lines of defense

Risk management
framework

The three-lines-of-defense are
complementary, each line of defense
assuming its control responsibilities
regardless of the other lines.

What is new for the board of directors?
The concept of fit and proper’ is
introduced, meaning that the collective
skills of a board of directors should be in
line with the complexity and the challenges
of the business and that sufficient time
must be dedicated to the role of director,
with disclosure of other mandates and
on-going training required. CSSF Circular
20/758 reflects the final guidelines from
the European Banking Authority on the
assessment of the suitability of members
of the management body and key function
holders in terms of reputation, experience
and governance.

Independent board members are
recommended (especially for larger
institutions): independent means the
absence of “any conflict of interest which
might impair his/her judgment because
he/she is bound by a business, family or
other relationship with the institution, its
controlling shareholder or the management

Sustainable business
strategy and ESG factors
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of either”. The chairman cannot be a
member of the authorized management.

At least annually, the board of directors
should assess and approve the alignment
of the risk and capital profile with business
strategy, the adequacy of the organizational
and operational structure and the efficiency
and effectiveness of the internal control,
including appointments and revocations of
the persons in charge of the internal control
functions (internal audit, compliance and
risk control) in written.

What is new for the authorized
management?

The same ‘fit and proper’ concept as

for the board of directors applies and

the authorized management should

have an absolute understanding of the
organizational and operational structure of
the institution, in particular in terms of the
underlying legal entities.

Regularly and at least annually the
authorized management reports to the
board of directors on the implementation,

Specific requirements

Know your structure

+ The management body should fully
know and understand the legal
organizational and operational
structure of the institution

Outsourcing
The management body approves
regularly reviews and updates the
outsourcing policy

Guiding principles set up the bank to

ensure that complex and unusual activities
or potentially nontransparent are subject to .
an enhanced assessment and an ongoing

follow up of risks with a particular focus on

financial crime.
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adequacy, effectiveness and compliance
with the internal governance
arrangements, including the state of
compliance and internal control. An annual
written and signed confirmation of full
compliance with the CSSF Circular 20/758
shall be transmitted to the CSSF and

explanations in case of non-full compliance.

The authorized management implements
all the strategies and guiding principles
through written policies and procedures, in
particular the risk policy (with risk tolerance
and limits) and the capital and liquidity

policy.

What is new for the internal control
functions?

At least once a year, each internal control
function shall prepare a summary
report on its activities and operation,
which should include a statement to the
authorized management of the main
recommendations on existing or emerging
problems, significant shortcomings and
irregularities since the last report, the
measures taken in this respect, etc. This

summary report is submitted to the board
of directors and, where appropriate,

the specialized committees for approval
and to the authorized management for
information.

A new product approval process shall be
defined in written. In particular, it describes
the changes in the activities subject

to the approval process as well as the
implementation of the approval process,
including the responsibilities. It includes a
risk analysis including compliance aspects
and can be triggered by the internal control
functions.

The outsourcing policy should include
reporting requirements to which the
service providers and control mechanism
which the institution implements in this
respect are subject from inception to the
end of the outsourcing agreement. For
each outsourced activity, a person must
be designated to manage the outsourcing
relationship and access to confidential
data. Specific rules are required for IT
outsourcing.

Apply to all new products, services,
markets systems and processes or

customers
Should be align with risk strategy and appetite
All necessary conditions to address the requirements

©)

of the new activity should exist

Organizational
framework

®

The risk management and compliance functions
should be involved and provide a full and objective

assessment of risks

&)

No new activity should be undertaken before formal
approval
The compliance function should systematically

provide a prior assessment and documented
opinion for new products or significant changes to
existing products.

Management of conflicts of interest
All conflicts of interest existing or potential must

be identified, assessed, managed and mitigated or

avoided when conflicts continue to exist, the policy
determine
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In addition to the new CSSF Circular 20/758
and in light of the COVID-19 pandemic,

the CSSF Circular 21/796 outlines rules for
governance and security requirements for
supervised entities to perform tasks or
activities through tele-work.

The CSSF reiterates its concerns on
adequate identification and assessment
of all forms of concentration risks, not
only credit. In particular, it can take the
form of intra-risk concentration (groups of
customers or counterparties, countries,
sectors, specific products or markets)

or inter-risk concentration as a result of
various risks combined. Intra-risk or inter-
risk concentration may result in economic
and financial losses as well asin a
significant and negative impact on the risk
profile of the institution, so that the various
conseqguences should be assessed as well.

A pricing mechanism that takes into
account all risks incurred should be
implemented, documented, approved

by the authorized management and
supervised by the risk control function.
The objective is to act as an incentive to
effectively allocate the financial resources
in accordance with the risk tolerance

and the principle of sound and prudent
business management. While the circular
pays specific attention to the liquidity
transfer-pricing system, other forms of
risks should be considered in the exercise.

What is new for the other functions?
The Information Security Officer is in
charge of the protection of the information.
An escalation mechanism should be in
place to report any exceptional issue to the
highest level of the hierarchy, including the
board of directors.

A policy on management of conflicts of
interest, notably for transactions with
related parties (not only should they

be at arms’ length, but they should not
impair solvency, liquidity situation or risk
management capacities from a regulatory
or internal point of view) as well as internal
whistleblower arrangements should be in
place.

This circular is applicable to specialized and
support PSF. It has been replaced by CSSF
Circular 12/552 as amended for investment
firms and recently by CSSF Circular 20/758.
However, the concepts, the principles are
the same.

This circular reflects Article 17 of the Law
and stipulates that to obtain a license for
PSF status, the entity must not merely have
a legal registered office in Luxembourg,

but its central administrative office, thus
inferring the existence of its decision-
making center and its administrative center
in Luxembourg.

The circular specifies the meaning of
‘central administration’ which corresponds
to managerial and business functions, as
well as operational and control functions.
It further defines the notion of ‘center’

to and from which extend all the PSF's
components, implying the existence of
sufficient technical and human resources
necessary for its operations.
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The first notion does not simply stop at
the managers (of which there must be at
least two) authorized by the CSSF, who

are responsible for managing the PSF and
empowered to direct the PSF's business. It
further includes the persons responsible
for the various administrative and business
units or departments forming the entity’s
infrastructure, who must also,

in principle, be permanently based in
Luxembourg.

If the PSF conducts business abroad
through branches, the day-to-day

running of such branches is carried out

by managers assigned to them who

are granted powers by the registered
office bodies. The latter must be able to
monitor and be involved in such branches’
operations and major decisions.

The second notion of ‘center’ implies that
the PSF has, in Luxembourg:

Its own skilled operating staff in
sufficient numbers to carry out the
decisions made

Its own operating systems, i.e.
procedures and technical infrastructure

Documentation relating to operations

Support functions in accounting and
data processing

Internal control
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More specifically, the organization
must satisfy the following
requirements:

The PSF must have sufficient, skilled
operating staff whose tasks, duties,
powers and reporting relationships
are described and set out in an
organizational chart. The principle of
separation of tasks must be observed
in order to prevent mistakes and
improper acts

Correct conduct of operations requires
that PSF draft complete, clear and
monitored procedures describing
execution systems, i.e., the logical steps
involved in operations from initiation
to archiving, as well as the documents
used and the regular checks to be
performed

All the commitments made by the PSF
and the related decisions must be
documented. This documentation must
be kept up to date, retained according
to legal requirements and be easy to
consult

The administrative infrastructure of
the business functions must guarantee
correct application of decisions made

Accounting must be based on an
accounting department responsible
for the accounting management of the
PSF. This department must centralize
the accounting entries recorded by
other departments, as applicable, and
is responsible for preparing the PSF's
annual accounts and regular reports to
be sent to the CSSF

At the heart of regulatory and tax environments | Professionals of the Financial Sector (PSF) in Luxembourg

e. CSSF Circular 96/126 % (as
amended by CSSF Circular 22/806)
on administrative and accounting
organization

This circular applies to specialized and

support PSF. CSSF Circular 96/126

was recently updated by CSSF Circular

22/806 on outsourcing arrangements.

Reflecting Article 17 (2) of the Law that
requires PSF to furnish evidence of
good administrative and accounting
organization, this circular follows on
from the previous Circular 95/120

and provides guidelines on how

such an organization functions.

The recommendations made in this
circular are to be adapted to each PSF
according to operations and size.

The department in charge of the
day-to-day management of the
organization is responsible for
implementing the rules, which
are defined in writing and reflect
its powers and the way they are
delegated while pursuing the
following goals:

Correctly manage assets and
property
Adequately conduct operations

Fully and correctly record
operations and produce reliable and
swiftly available information

Implement the decisions made

by management and by persons
acting on its authority and under

its responsibility and ensure
compliance with rules governing the
PSF's business

A procedures manual is drafted and
contains at least the procedures
applying to administrative organization
and accounting, plus definitions of
positions and related responsibilities.

The accounting management must:

Identify and record all the
transactions undertaken by the
entity

Explain changes to the accounting
balances from one cut-off to the
next by tracking flows that have
impacted the accounting items

Draw up the accounts in accordance
with the accounting and valuation
rules defined by accounting
legislation and applicable CSSF
regulations

Produce and disclose information
on aregular basis to the supervisory
authority

Keep all accounting documents
according to the legal provisions in
force

Prepare, as applicable, financial
statements according to the

chart of accounts in force in the
shareholder’s country of origin with
a view to preparing consolidated
accounts

Produce reliable management
information that is swiftly available
to management so that it can
closely monitor the entity’s financial
situation and its compliance with
budgetary data. This information
will be used as a management
control instrument and will be all the
more effective if it is based on cost
accounting
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This circular is applicable to specialized and
support PSF. It has been replaced by CSSF
Circular 12/552 for investment firms and
recently by CSSF Circular 20/758. However,
the concepts, the principles are the same.

This circular presents and develops the
principles of adequate internal control
applicable to PSF in accordance with Article
17 (2) of the Law.

To satisfy the following aims:

The objectives set by the undertaking
are achieved

Resources are used efficiently and
economically

Risks are adequately managed, and
assets are protected

Financial and management information
is complete and reliable

Laws and regulations as well as in-house
policies, plans, rules and procedures are
observed

The circular specifies the respective
responsibilities of the entity’s board of
directors and management and the internal
control system to be introduced.

It must comprise three components:

It must comply with CSSF Circulars
95/120 and 96/126 examined above for
specialized and support PSF and CSSF
Circular 20/758 for investment firms

There must be a system of identifying,
measuring, limiting and reporting on the
PSF's operational and financial risks

There must be an internal audit function
to regularly assess internal control

This internal control system must also
include various levels of control set out
as follows in the circular:

Daily controls performed by operating
staff

Ongoing critical controls performed
by people responsible for the
administrative processing of operations

Controls performed by managerial staff
on the activities and duties for which
they are directly responsible

Controls performed by the internal
audit department, which must have a
number of characteristics: internal audit
must be independent, be conducted on
a permanent basis and be described,
together with the relevant objectives
and, powers within an audit charter.
The members of this department must
also be objective and have proven
professional skills. Lastly, the extent of
the audit work may not be restricted,
and it must be carried out according

to an audit plan containing the audit
engagements which give rise to written
reports highlighting recommendations

This circular, which applies solely

to investment firms, defines the
organizational requirements and rules of
conduct in the financial sector (transposing
the Directive on Markets in Financial
Instruments (MiFID) 2004/39/EC and
Directive 2006/73/EC).

Regarding organizational requirements,
chapter 3 of this circular includes the board
of directors’ responsibility, the authorized
management’s responsibility and provides
further detail about risk management,
compliance and internal audit functions.
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In October 2013, the European Securities
and Markets Authority (ESMA) published
the French version of its guidelines on
remuneration policies and practices
(MIFID). Circular 14/585 transposes these
guidelines into Luxembourg regulation in
the form of an annex V of CSSF Circular
07/307.

The rules of conduct are set forth
under the following principles:

1. Client categorization (chapter 5)
The MIFID provides for a differentiated
application of the rules of conduct
depending on the type of client. It
draws a distinction between retail
clients, professional clients and eligible
counterparties

2. The assessment of whether the
service to be provided is suitable

for and appropriate to the client
(suitability and appropriateness tests)
(chapter 6)

Article 37-3 (4) of the Law and Article 41
(2) of the MIFID Grand-Ducal regulation
require that when undertakings

provide investment advice or portfolio
management services, they must take
into account the client’s knowledge of
and experience in investing, its financial
situation and investment objectives so

as to recommend suitable investment
services and instruments (suitability test).

When the investment service provided is
other than investment advice or portfolio
management, undertakings must check,
in accordance with Article 37-3 (5) of the
Law, whether the client has the necessary
experience and knowledge to understand
the risks involved in the investment
product or service proposed or requested
(appropriateness test)
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3. Conflicts of interest (chapter 7)
All undertakings must take reasonable
measures to detect potential conflicts
of interest between their own interests
(including those of their managers,

employees and any tied agents), on the one

hand and, on the other, their duties to each
of their clients, and between the diverging
interests of two or more of their clients,
the undertaking having obligations vis-a-vis
each of their clients

4. Benefits (inducements) (chapter 8)
Article 30 of the MiFID Grand-Ducal
regulation provides that, to be acceptable,
remuneration, commission or non-
monetary benefits paid to or collected by
a firm in connection with an investment
service must firstly aim to improve the
quality of the service provided to the client,
and secondly, be disclosed to the same.
Furthermore, benefits paid to or collected
by an undertaking must not prevent it from
fulfilling its obligation to act in the client’s
best interests

5. Obligation of best execution
(chapter 9)

Article 37-5 of the Law and Articles 51 to
54 of the MiFID Grand-ducal regulation set
forth in detail the reasonable steps to be
taken by firms to obtain the best possible
result for their clients taking into account
price, costs, speed, likelihood of execution
and settlement, size, nature or any other
consideration relevant to the execution of
the order

6. Client order handling rules
(chapter 10)

Undertakings are required to introduce
procedures and provisions guaranteeing
prompt and fair execution of client orders
relative to other client orders or their own
trading interests

7. Information to existing and potential

clients (chapter 11)

Superseded CSSF Circular 2000/15
already included an obligation to

make adequate disclosure of relevant
information in dealings with clients, with
the aim of enabling the client to make

a well- considered investment decision
on an informed basis. The obligations of
which the undertakings have to inform
their clients are considerably reinforced
by the MiFID law. Thus, all information,
including marketing communications,
addressed by the undertaking to existing
or potential clients, must be fair, clear and
not misleading

8. The need for a written document
establishing the rights and duties of
the parties (chapter 12)

Under paragraph (7) of Article 37-3 of the
Law, undertakings providing clients with
investment services must establish in
writing the terms and conditions governing
the provision of services and the rights and
duties of the parties. They

may be incorporated by reference to other
documents or legal texts. A framework
agreement or the general terms and
conditions between the undertaking and
the client may, if necessary, fulfill this
requirement
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9. Reports to be provided to clients
(chapter 13)

The MIFID law provides that reports on the
execution of orders which do not come
within the scope of portfolio management
(Art. 47 of the MiFID Grand-ducal
regulation), reports concerning portfolio
management (Art. 48 of the MiFID Grand-
ducal regulation) and statements of clients’
financial instruments and funds (Art. 50 of
the MiFID Grand- ducal regulation) must

be sent to clients on a regular basis. The
detailed rules concerning information to be
sent to clients and the frequency of reports
vary depending on the nature of the
investment service provided and the client
category, i.e., retail or professional

10. Records to be retained (chapter 14)
Under Article 61 (3) of the MiFID Grand-
ducal regulation, the CSSF is responsible
for drafting and updating a list of minimum
obligations regarding records with which
undertakings are required to comply.
Account is taken, inter alia, of the terms of
Article 37-1 (6) of the Law requiring that
undertakings keep a record of any service
they have provided and of any transaction
they have executed to enable

the CSSF to monitor their compliance with
all obligations arising under MiFID, namely
their obligations towards their clients

11. Rules applicable in specific
competitive situations (chapter 15)
The undertaking must refrain from taking
or from attempting to take clients from

a competitor using methods contrary to
fair competition practices. It must not, in
particular, seek to receive and use for this
purpose any confidential information about
a competitor’s clients that is available to a
member of its staff previously employed
by the competitor. It shall also ensure that
employees do not make any active use of
such information for the same purpose

CSSF Circular 07/290 as amended by

CSSF Circulars 107451, 10/483, 10/497 and
13/568 applies solely to investment firms,
excluding all enterprises only authorized to
provide investment advisory services and/
or receive and communicate orders from
investors without holding any funds and/
or securities of their clients. It defines a
capital adequacy ratio, seeking to ensure
that investment firms have sufficient capital
with regard to credit, dilution, operational
and foreign exchange risks, risks of basic
product price fluctuations and portfolio
risks.

The capital adequacy ratio is the ratio
between eligible capital and the global
capital required to cover the different
types of risks. Investment firms must have
sufficient capital at all times to cover their
global capital requirement on an individual
basis and, as applicable, on a consolidated
basis. Eligible capital forming the
numerator of the ratio includes tier-1
capital, tier-2 capital, and tier-3 capital.

In the context of the modified law of 31 May
1999 governing domiciliation of companies,
these four CSSF circulars address various
aspects of the domiciliation activity in
Luxembourg.

CSSF Circular 01/28 stipulates the persons
and companies authorized to operate as
corporate domiciliation agents.

CSSF Circular 01/29 lists the minimum
content of a corporate domiciliation
agreement.
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CSSF Circular 01/47 defines the
professional duties applying prior to

and after entering into a domiciliation
agreement for corporate domiciliation
agents subject to CSSF supervision. It
also provides general guidelines for
domiciliation agents encountering conflict
of interest situations.

Lastly, CSSF Circular 02/65 provides further
detail to the modified law of 1999 as
regards the notion of registered office.

This circular aim to improve the way
financial institutions take, manage and
control risks, by defining guidelines namely
on the structure of compensation and the
process of preparing and implementing
compensation policies.

From this perspective, CSSF Circular
10/437 stipulates the scope of application,
the exclusions, the structure of the
compensation policy, and the disclosure,
monitoring and entry into effect of the
guidelines.

This circular implements a risk assessment
and management process for the provision
of services to the financial sector for
support PSF, relying on:

1. The application of the principle of
proportionality according to the
importance of the activity exercised in
the financial sector by the support PSF

2. Self-assessment and management taken
into account regarding risks the support
PSF exposes the financial sector to
and which are subject to an annual risk
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assessment report (RAR) by the support
PSF; a description of the activities
exercised in the financial sector, the
organization and infrastructure—to be
provided annually in a descriptive report
(DR)—will facilitate the understanding
and analysis of the risks reported in the
RAR

This circular applies to investment fund
managers under Luxembourg law (IFM) and
sets out the specific anti-money laundering
and terrorist financing provisions
applicable to IFMs and entities exercising
the function of registrar agent.

The important points of this circular are:

A list of all important definitions, such as
“delegate” and “key functions”

The conditions for obtaining and
maintaining approval for an IFM

The organization of the IFM with the
conditions of exercise for the members
of the IFM governing body(1,900 hours
and 20 mandates maximum per year)

The system of central administration
and internal governance, with the
requirements in terms of organization,
procedures, and reporting.

The specific organizational
arrangements including the framework
and limits of the delegation

The conditions for obtaining and
maintaining the approval of IFMs that
have UCI management activities.

Any new IFM must, as part of the approval
file, be submitted to the CSSF, include

a risk management procedure (RMP)

in accordance with the appropriate
framework. Next, an update must be
communicated to the CSSF at least once a
year within five months of the end of the
IFM financial year.

This circular implements in Luxembourg
the EBA Guidelines on ICT and security
risk management (EBA/GL/2019/04, “the
guidelines”). The guidelines establish the
requirements for credit institutions,
investment firms, payment institutions and
electronic money institutions to mitigate
and manage their ICT risks, aiming to
ensure a consistent and robust approach
across all European Union (EU) Member
States. However, the circular extends the
scope of the guidelines to include all PSF.
The guidelines give financial institutions a
better understanding of the supervisory
expectations for risk management,
covering areas such as ICT governance and
strategy, ICT risk management frameworks,
information security, ICT operations
management, ICT project and change
management, and business continuity
management. The guidelines are principle-
based and flexible enough to be applied to
all the sector’s relevant institutions.

These laws dated January 2019 and

July 2020 implement the transparency
requirements of European regulations

on the prevention of the use of the
financial system for the purpose of money
laundering or terrorist financing.

Under Directive 2018/843 of the European
Parliament and the Council of 30 May

2018 on the prevention of the use of

the financial system for the purposes of
money laundering or terrorist financing
(the Fifth AML Directive), Member States
are required to maintain inter-connected
and publicly available national ultimate
beneficial owner (UBO) registries. Following

the adoption of the law of 13 January 2019
(the "RBE Law") establishing a register of
beneficial owners of Luxembourg entities,
Luxembourg is fully transposing the

Fifth AML Directive into national law by
establishing a register of fiducies and trusts
(the "RFT Law”). The RFT Law repeals the
law of 10 August 2018 on the information
that Luxembourg fiducies must obtain and
hold, as its relevant provisions have been
directly incorporated into the RFT Law.

The law has several components:

* Obliged entities: all fiducies (including
foreign) and express trusts for which a
fiduciaire or a trustee is established or
domiciled in Luxembourg, as well as all
fiducies and express trusts for which
the fiduciaire or trustee is established
in a third country, where the fiduciaire
or trustee enters into a business
relationship in Luxembourg with a
professional subject to the AML Law of
12 November 2004.

¢ Obligation for trustees and
fiduciaires to obtain and keep data
relating to beneficial owners: trusts
or fiducies will need to be transparent
about all the parties involved in these
particular structures, including the
person who set up the fiducies/
trust, the fiduciaire/trustee, and the
beneficiaries that the assets belong to.
Failing to comply with the new law could
lead to fines of up to €1.250 million.
Trusts/fiducies can apply for exemptions
if the beneficiaries are at risk of fraud,
kidnapping, blackmail, extortion,
harassment, violence or intimidation,
or if the beneficial owner is a minor or
legally incapable.

* Administration of the register of
fiducies and trusts: the Administration
of Registration, Domains and VAT
(AED) will oversee the register wherein
the trustees and fiduciaries will have
to enter certain information they are
obliged to collect.
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e Access to the register of fiducies
and trusts: in principle, access to the
register will be reserved for national
authorities; self-regulatory bodies
exercising their supervisory role in
the fight against money laundering
and the financing of terrorism; and for
professionals in the context of applying
customer due diligence measures.
However, the law leaves the door open
to any natural or legal person who
demonstrates a legitimate interest in
the prevention of the use of the financial
system for the purpose of money
laundering or terrorist financing.

* Cooperation: the Financial Intelligence
Unit (FIU), supervisory authorities,
and self-regulatory bodies will be able
to cooperate closely and exchange
any information obtained, which is
necessary to fulfill their respective
missions in the fight against money
laundering and the financing of
terrorism. In addition, the supervisory
authorities will be able to cooperate with
their foreign counterpart authorities.

The circular is an amendment of CSSF
Circular 19/716, which specifies the concept
of services provided “in Luxembourg".

In this matter, the circular clarifies the
procedure that third-country firms must
comply with in order to benefit from

the regime laid down in Art. 32-1 of the
Law of 1993, after which third-country
investment firms may benefit from the free
provision of services and EU passporting in
Luxembourg.
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If one of the following conditions is met, the

CSSF considers the investment service as
provided in Luxembourg:

The third-country firm has an
establishment (e.g., a branch) in
Luxembourg;

The third-country firm provides an
investment service to a retail client
established or situated in Luxembourg;
or

The place at which the “characteristic
service” is supplied, i.e., the essential
service for which payment is due, is in
Luxembourg.

This circular implements in Luxembourg
the EBA Guidelines on ICT and security
risk management (EBA/GL/2019/04, “the
guidelines”). The guidelines establish

the requirements for credit institutions,
investment firms, payment institutions and
electronic money institutions to mitigate
and manage their ICT risks, aiming to
ensure a consistent and robust approach
across all European Union (EU) Member
States. However, the circular extends the
scope of the guidelines to include all PSF.
The guidelines give financial institutions a
better understanding of the supervisory
expectations for risk management,
covering areas such as ICT governance and

strategy, ICT risk management frameworks,

information security, ICT operations
management, ICT project and change
management, and business continuity
management. The guidelines are principle-
based and flexible enough to be applied to
all the sector’s relevant institutions.

Key regulatory aspects
Along with implementing the guidelines,
the circular:

Updates the existing CSSF Circular
12/552 (replaced by the CSSF Circular
20/758 for investment firms from
January 1, 2021) to align it with the
guidelines

Repeals CSSF Circular 19/713, which
implemented EBA/GL/2017/17

The Circular includes both business
process outsourcing and ICT outsourcing,
and several circulars regarding ICT
outsourcing legislations will be either
repealed (13/554, 15/611, 17/654 and
21/785) or amended (12/552 and 18/698).
The Circular’s extended scope includes a
wide range of entities, such as:

PSF, including branches?
Credit institutions, including branches?

Investment firms, including branches?

The circular also includes additional
requirements for payment service
providers (PSPs), which are required to
provide an up-to-date and exhaustive risk
assessment to the CSSF annually. The form
and deadlines are as follows:

Payment institutions and electronic
money institutions, including branches?

POST Luxembourg, governed by the Law
of 15 December 2000 on postal financial
services

For credit institutions, this assessment,
signed by the management body, must
be submitted as soon as possible after
the closing of the financial year and no

later than 30 April of each year.

For payment institutions and electronic
money institutions, this assessment
must be included in a dedicated section
of the management report on internal
control, which must be published in
accordance with the requirements set
out in CSSF Circular 15/614, no later than
the last day of the third month following
the closing date of the financial year.

In addition, the Circular includes the
following entities if they perform ICT
outsourcing:

Investment fund managers (IFMs) within
the meaning of CSSF Circular 18/698

Undertakings for collective investment
in transferable securities subject to
Part I (UCITS)

Central counterparties (CCPs)

Approved publication arrangements
(APAs) with a derogation and authorized
reporting mechanisms (ARMSs)

Market operators operating a trading
venue within the meaning of the LFS

Central securities depositories (CSDs)

CSSF Circular 22/806 (“The Circular”), which
amends and expands the scope of CSSF
Circular 20/758, created a harmonized set
of provisions that apply to all entities under
CSSF supervision and cover all types of
outsourcing.

Administrators of critical benchmarks
within the meaning of point (25) of
Article 3(1) of the Benchmark Regulation

The Circular became effective on 30 June

2022 for all outsourcing agreements
entered, reviewed, or amended after this
date. For all existing arrangements, entities
had until 31 December 2022 to review and
comply with the Circular's requirements.

26. The Circular also applies, to some extent, to branches of legal entities whose main offices are located in different EU Member States.
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To comply with the Circular, entities can
choose to apply the proportionality
principle and tailor the Circular's internal
governance, central administration, and risk
management requirements proportionally
to the entity’s size, nature, risk assessment
and complexity. The entity's management
must document and approve this decision.

Key changes

CSSF Circular 22/806 introduces several
noteworthy changes in addressing the risks
of outsourcing activities to third parties.

Financial institutions must establish
appropriate due diligence and risk
management procedures when
engaging third-party service providers.
This ensures outsourcing risks are
adequately identified, assessed and
mitigated.

The Circular substitutes the concept of
“materiality” with “critical or important
function,” to align with the terminology
of the Markets in Financial Instruments
Directive (MiFID Il) and the Payment
Services Directive (PSD2). Entities must
assess their functions’ criticality or
importance according to specific criteria.

Entities in scope must ensure their
outsourcing register covers the
requirements of section 4.2.3 of the
Circular, and include information on the
outsourcing agreements that follows the
requirements of section 4.2.7.

Another change is regarding
notifications. Entities must inform the
CSSF of every new critical outsourced
activity at least three months before the
outsourcing becomes effective and one
month before the outsourcing becomes
effective to regulated Luxembourg PSF.

Finally, while CSSF Circular 17/654 on
Cloud Computing has been repealed, its
major principles have been incorporated
in CSSF Circular 22/806 and remain the
same, including the need to identify a
cloud officer and a resource operator.
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While climate change and sustainability
were once strictly confined to corporations’
corporate social responsibility agendas, in
recent years, they have become essential
regulatory topics in Luxembourg and
globally.

Sustainability is the focal point of a growing
number of norms and directives impacting
all financial sector players, requiring firms
to integrate ESG risks in their business
model and risk appetite.

This section summarizes the main
sustainability regulations that apply
to PSF.

1. Capital Requirements Directives
(CRD) IV and V, and Capital
Requirements Regulations (CRR) |

and Il

The Capital Requirements package—
Directive 2013/36/EU (CRD IV) and
Regulation EU N° 575/2013 (CRR)—
entered into force on 16 April 2013, and
became law after its publication in the
Official Journal of the European Union on
27 June 2013. While it is mainly designed for
banks, it is also applied to investment firms.

While CRD IV aimed to implement the Basel
Il capital accords, it did not completely
conform to Basel lll. This is because Basel Il
is a set of internationally agreed standards
promoted by supervisors and central
banks, which needed to be transposed and
adapted to EU and national laws.

CRD IV covered the prudential supervision
of credit institutions by national authorities
and detailed their supervisory powers and
related tools. It also replaced the former
CRDs, 2006/48/EC and 2006/49/EC.

The CRD IV imposed:

A “"bonus cap” of 100% of staff members’
fixed remuneration, to prevent entities
from granting higher bonuses to staff to
encourage them to take excessive risks.
The bonus cap can be raised to 200%
with shareholder approval, or with the
approval of 75% of the shareholders
present if the approval quorum could
not be reached;

Regulations for staff members earning
more than €1 million per year to boost
transparency;

Requirements to ensure supervisors’
effective risk management and risk
monitoring;

Rules to ensure the diversity of board
members (but no gender quota) to
reduce the risk of groupthink and
improve the board'’s risk oversight;

The disclosure of information regarding
entities’ profits, taxes and subsidies on a
country-by-country basis; and

Requirements to reduce credit
institutions' reliance on external credit
ratings by incorporating new internal
rating-based approaches (IRB).

CRD IV also imposed rules regarding
additional capital to be held by credit
institutions:
- Basel lll Pillar 2, which allows national
supervisors to introduce several
measures—including additional capital
requirements—to deal with higher-
than-normal risk.
- CRD IV introduced two capital buffers:
+ The capital conservation buffer,
which is equal to 2.5% of institutions’
risk-weighted assets to allow
organizations to overcome losses
incurred in more than 1 year; and

- The countercyclical capital buffer,
which is to be set by the Member
State’s authority. This buffer
should be between 0% and 2.5% of

institutions’ risk-weighted assets,
collected during high credit growth,
and released during downturns to
minimize their impact.

A reform package was issued on 7

June 2019 to further improve EU credit
institutions’ resilience, implementing
Regulation (EU) No 2019/876 (CRR II) and
Directive (EU) 2019/878 (CRD V) of the
European Parliament and of the Council.

CRD V and CRR Il amended the previous
directive and regulation to improve entities’
ability to bear risks. They strengthened
entities’ solvency, liquidity positions

and risk management to better absorb
economic shocks, while allowing entities
to continue their operations and activities.
They also introduced new rules regarding
exempted entities, financial holding
companies, mixed financial holding
companies, remuneration, supervisory
measures and powers, and capital
conservation measures.

CRD V further amended CRD IV to
establish a new proportionate and risk-
based European prudential framework for
investment firms.

On 27 October 2021, the European
Commission published a legislative
proposal to implement the Basel Il
reforms (Basel IV) of December 2017,
which includes CRD VI and CRRIll. On 27
June 2023, the Council of the EU and the
European Parliament reached a provisional
agreement on these amendments.

CRR Il and CRD VI aim to incorporate
changes to credit risk and IRB approaches,
the calculation of the credit valuation
adjustment (CVA), the operational risk
framework, and the level to which the
output floor (OF) will be applied, among
others.
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2. EU Taxonomy

Regulation EU No. 2020/852 (the "EU
Taxonomy”) was created to help the EU
meet its European Green Deal objectives
and climate and energy targets.

The EU Taxonomy, which entered into force
on 12 July 2020, is a classification system
that defines a list of environmentally
sustainable activities.

It provides companies with appropriate
definitions and technical screening criteria
for economic activities that are aligned with
ESG goals.

The EU Taxonomy aims to boost investor
security, protect private investors from
greenwashing, help companies become
more climate-friendly and enable “green”
companies to stand out from their
competitors and benefit from higher
investments.

The EU Taxonomy sets six environmental

objectives:

1. Climate change mitigation

2. Climate change adoption

3. Sustainable use and protection of water
and marine resources

4. Transition to a circular economy

. Pollution prevention and control

6. Protection and restoration of
biodiversity

w

3. Sustainable Finance Disclosure
Regulation

In 2018, the European Commission issued
the EU Sustainable Finance Action Plan
to promote sustainability in the financial
sector, which included Regulation (EU)
2019/2088, known as the Sustainable
Finance Disclosure Regulation (SFDR).

The SFDR, implemented on 10 March 2021,
aims to improve transparency in the market
for sustainable investment products,
prevent greenwashing, and increase
transparency around sustainability

claims made by financial market players.
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It imposes comprehensive sustainability
disclosure requirements for a broad range
of ESG metrics at both the entity and
product levels.

The SFDR applies to:

Discretionary portfolio management by
credit institutions or investment firms;

Alternative investment funds (AlFs) and
UCITs (investment funds);

Insurance-based investment products
(IBIPs); and

Pension products, pension schemes
and pan-European personal pension
products (PEPPs).

The SFDR's Level 1 requirements, which
applied from March 2021, introduced three
new funds categories, as prescribed by its
Articles 6, 8 and 9:

Article 6: funds that do not promote ESG
characteristics.

Article 8: funds that, among

others, promote one or more ESG
characteristics, given that the
companies in which the investments
are made implement good governance
practices.

Article 9: funds with sustainable
investments and ESG objectives
designated as a reference benchmark.

Additionally, the SFDR's Level 1 targets
entity disclosures on certain topics, such
as the entity’s policies regarding principal
adverse sustainability impacts (PAls)

and related actions. It does not include
technical details on calculating and
presenting this information, but states that
the data should be reported on a “comply
or explain” basis.

Introduced in January 2022, the SFDR’s
Level 2 focused on detailed entity and
product-level disclosure requirements,
especially regarding sustainability
factors, risks and technical disclosure.

The European supervisory authorities

have published MS Word versions of the
SFDR's mandatory disclosure templates
(pre-contractual and periodic templates) on
their websites.

On 6 April 2022, the European Commission
published the SFDR’s Regulatory Technical
Standards (RTS) to provide in-scope entities
with additional guidance. Applying from

1 January 2023, the SFDR's RTS provided
clarification on:

The mandatory disclosure of SFDR
Article 8 and 9 products

PAls and related disclosure obligations
(Annex[)

Pre-contractual (Annex Il and Ill) and
periodic (Annex IV and V) reporting
templates for SFDR Article 8 and 9
products.

On 27 July 2022, the CSSF published an
official communication regarding the SFDR
and its RTS to remind the investment fund
industry of the importance of compliance
and the deadlines involved. It also clarified
the expected documentation that firms
should provide.

4. MiFID Il and ESG amendments

The Markets in Financial Instruments
Directive (MiFID), published in November
2007, introduced a comprehensive set of
rules for firms that provide investment
services and activities linked to financial
instruments. It aimed to improve
financial markets’ fairness, efficiency, and
transparency.

MIFID Il came into force in January 2018

to strengthen the regulation of securities
markets and increase investor protection.
Under MIFID I, firms providing investment
advice and portfolio management services
were required to collect information on
their clients related to financial objectives,
but not their sustainability preferences.



InJune 2020, the European Commission
published its proposed changes to MiFID ||
(Delegated Regulation 2021/1253).

The amendments incorporated ESG
characteristics to reorient investments
towards “green” corporations, help realize
the EU's net-zero carbon emission goals by
2050 and mitigate the risk of greenwashing.
They apply to banks and investment firms
that manufacture and distribute MiFID
products.

The amendments came into force on

2 August 2022, requiring organizations

in scope to include sustainability

risks, factors and preferences in their
organizational requirements (provide staff
with appropriate training on sustainability
topics and keep updated records of the
sustainability preferences of the client) and
periodically assess if their products meet
sustainability targets.

Additionally, organizations must collect
information on their new clients’
sustainability preferences and update their
existing clients’ profiles, while recording any
changes in these preferences. Entities must
also include sustainability factors in their

i:
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policies and procedures and their advisory
process and portfolio management, while
avoiding greenwashing.

The Delegated Regulation 2021/1269

also amended the MIFID Il framework for
financial product manufacturers, including
new product governance requirements
that applied from 22 November 2022. It
introduced an analysis for financial product
manufacturers to consider sustainability-
related factors in their target market
identification processes.

Additionally, the MiFID amendments
require entities to frequently review their
financial products to consistently apply
sustainability-related objectives and
proper product governance arrangements,
to ensure their products align with their
clients’' needs.

On 23 September 2022, the European
Securities and Markets Authority (ESMA)
published its Final Report on Guidelines
on certain aspects of the MiFID Il suitability
requirements to ensure their uniform and
harmonized implementation.

This Final Report is divided into four main

sections:

1. Informing clients about the
suitability assessment and its scope:
general guidelines on how to clearly
inform clients about the suitability
assessment and its purpose.

2. Know your client and know your
product: guidelines on the necessary
arrangements to understand clients
preferences and investment products,
the extent of the information to be
collected from clients (proportionality),
the reliability and update of client
information, and requirements for legal
entities or groups.

3. Matching clients with suitable
products: discusses the necessary
arrangements to ensure an investment’s
suitability, the costs and complexity of
equivalent products, and the costs and
benefits of switching investments.

4. Other related requirements: includes
clarifications on staff qualifications and
record keeping.
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5. Corporate Sustainability Reporting
Directive

The Corporate Sustainability Reporting
Directive (CSRD) was published on 21 April
20217 by the EU Council and adopted by the
European Member States on 28 November
2022.

21 April 2021
Proposal of the
CSRD published

June 2022
Final agreement between EU
institutions on CSRD

Mid 2023
Proposal of the
CSRD published

&) &

NSTER,

ISSB announced

2021
e

&

November 2022
EU Member States adopt
CSRD into national law
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The CSRD applies to large EU-based
corporations, corporations with an annual
turnover of more than €150 million
generated in an EU Member State, and
listed SMEs (which can opt out until 2028).

Companies that meet at least two of the
following criteria are in scope of the CSRD:

€40 million of net turnover
€20 million in assets

More than 250 employees

These criteria bring approximately

50,000 companies in scope of the CSRD,
representing three-quarters of the
businesses in the European Economic Area.

The CSRD requires organizations to
provide more detailed reporting on ESG
information to strengthen sustainable
investments, by placing ESG reporting
under the same quality, control, and audit
obligations as financial reports.

The European Financial Reporting Advisory
Group (EFRAG) has created the standards
for these ESG reports, which require
organizations to:

Set clear ESG targets and plans to
achieve them;

Perform a double materiality
assessment by considering both

the impact materiality, meaning the
company's impact on people and the
environment, and financial materiality,
which considers the financial impact of
sustainability objectives on the entity;

Embed sustainability knowledge in their
structure to help achieve CSRD goals;

Include qualitative and quantitative
sustainability data in their management
report, including both a forward-looking
and a retrospective analysis, with plans
for the short, medium, and long-term;
and

Disclose their data in line with both the
EU Taxonomy and the Task Force on
Climate-Related Financial Disclosures
(TCFD) requirements, which should

be subject to limited assurance by an
independent third party.
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© Role of the réviseur

d'entreprises agreé for PSF

a. The réviseur d’entreprises agréé’s
mission in relation to investment
firms

The role of the réviseur d'entreprises agréé in

relation to investment firms is fully set out

in the amended CSSF Circular 03/113 and

supplemented by CSSF Circulars 13/571

and 21/768.

These circulars define, in general, the role
and mission of the réviseur d'entreprises
agréé as regards of the statutory audit of
the annual accounts, and more specifically,
they stipulate the subjects that must be
analyzed in the analytical audit report.

Report on the annual accounts

The annual accounts must be audited in
accordance with International Standards
on Auditing (ISAs) published by the
International Federation of Accountants
(IFAC), adapted or completed as required
by national legislation or practices.

Audit work and compliance with legal
and prudential provisions

The audit must encompass all areas of the
investment firm, i.e. balance sheet and off-
balance sheet operations.

It must cover all branches abroad and all of
the investment firm'’s foreign subsidiaries
for the purpose of monitoring compliance
with Luxembourg's anti-money laundering
standards and rules of conduct, in
particular.
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In accordance with the circulars, the
auditor must verify compliance with

all of the following legal and prudential
provisions:

Compliance with part Il of the Law

and the provisions laid down by CSSF
Regulation 12-02 on the fight against
money laundering and terrorist
financing as amended and, with
particular regard to the new CSSF
Circulars 21/765 and 21/768. These
amend Part 10 of the long-form audit
report by providing further details on
investment firm procedures concerning
the prevention of money laundering and
terrorist financing.

Compliance with Article 37 of the Law
concerning prudential rules in the
financial sector and particularly the
principles laid down by CSSF Circular
91/78 on the segregation of assets
and the proper application of internal
procedures in force in this respect.

Compliance with Article 37-1 to 37-9 of
the Law and the principles laid down
by CSSF Circular 07/307 MiFID as
amended concerning rules of conduct
in the financial sector, and proper
application of internal procedures for
the implementation of such rules of
conduct.

Compliance with the principles
enacted by the CSSF Circular 20/758 as
amended, on central administration,
internal governance and risk
management; the following items are
highlighted as mentioned in CSSF
Circular 13/571:

Chapter 5 of Part Il dealing with the
administrative, accounting and IT
organization.

Chapter 6 of Part Il on internal
control.

Sub-chapter 7.4 of Part Il relating to
outsourcing.

Chapter 3 of Part Il on credit risk.

Chapter 5 of Part Ill relating to private
wealth management.

Compliance with all other circulars
applicable to the PSF referred to in CSSF
Circular 03/113 as amended, and other
circulars subsequently issued by the
CSSF and specifically requesting the
involvement of the réviseur d'entreprises
agréé.
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Annual analytical audit report

The report must include the following
sections:

Mandate

Significant events

Organization and administration
Activities and analysis of related risks
Scheduled reporting to the CSSF
Prudential ratios

Analysis of the annual accounts

© N o vk W

Professional anti-money laundering and
anti-terrorism financing obligations

9. Professional obligations in respect of
rules of conduct

10.Branches
11. Relations with affiliated undertakings

12.Monitoring of problems raised in
previous reports

13.General conclusion

There is not (yet) any circular dedicated

to the mission of the réviseur d'entreprises
agréé in relation to specialized and support
PSF.

For both specialized and support PSF, the
réviseur d'entreprises agréé must, however,
certify in a compliance report that the
entity complies with professional anti-
money laundering obligations and rules of
conduct.

The réviseur d'entreprises agréé also

issues a letter of recommendation once

a year to the board of directors, which

the latter forwards to the CSSF. This

letter contains the observations relating
particularly to compliance with laws and
circulars applicable to the PSF. The réviseur
d’entreprises agréé considers:

Compliance with part Il of the Law
and the provisions laid down by CSSF
Regulation 12-02 on the fight against
money laundering and terrorist
financing as amended

Article 36-1 of the Law

CSSF Circular 95/120 on central
administration

CSSF Circular 96/126 on administrative
organization and accounting procedures

CSSF Circular 98/143 on internal control,
as amended

CSSF Circulars 01/47 and 01/29
applicable to company administrators,
if relevant

The amended CSSF Circulars 17/656
and 06/240 relating to administrative
organization and accounting
procedures and IT outsourcing reports
significant deficiencies in the letter

of recommendation attached to the
compliance report.

Lastly, the réviseur d'entreprises agréé is
required by law to promptly report to the
CSSF any serious facts discovered during
the audit.
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c. The réviseur d’entreprises agréé’s

mission in relation to branches of PSF
For the purpose of the task of auditing
accounts, the réviseur d'entreprises agréé
must, in certain cases, express an opinion
on the PSF's branches. The réviseur
d’entreprises agréé’s mission depends
primarily on the nationality of the PSF's
branch.

Non-European branches

Whatever the type of PSF chosen, the
réviseur d'entreprises agréé must assess
compliance with regulatory provisions
concerning:

1. The central administrative office of the
branch
2. The branch organization

3. Internal branch supervision and internal
audit

4. The branch’s IT organization and
subcontracting

5. The financial information to be reported
on a regular basis to the CSSF by PSF

6. Anti-money laundering and combating
terrorist financing within the branch

In the analytical audit report drafted for
investment firms only, the registered
company auditor must include an
assessment of branches concerning:

1. Compliance with regulations relating to
asset managers, as applicable

2. Compliance with regulations on
consolidated supervision

3. The Compliance function

4. Compliance with regulations relating to
rules of conduct in the financial sector
(MiFID)

European branches

The réviseur d'entreprises agréé's task is less
extensive for European branches owing to
the fact that they are subject to equivalent
rules as those in force in Luxembourg.

The réviseur d'entreprises agréé must
nonetheless ensure that European
branches of investment firm PSF comply
with regulations on rules of conduct in
the financial sector (MiFID) if investments
services are rendered and comply

with regulations on combating money-
laundering and terrorist financing within
the branch, irrespective of the category of
PSF.

d. Review of the Long Form Report (LFR)
for investment firms
The CSSF is currently reforming the Long
Form Report, which is expected to apply by
31 December 2023 for class Il and selected
class lll investment firms. For the remaining
class lll investment firms, as from the
financial year ending after 31 December
2023, the revised LFR will be applicable.

The review is expected to adapt the current
LFR to reflect the changing regulatory
frameworks (e.g., the IFD/IFR package),
ensure a proportionate and consistent
framework for investment firms of different
sizes and complexities, and focus on
supervisory priorities like governance,
MiFID and AML/CFT.

The revisions are also expected to remove
data collection redundancies and provide
the CSSF with a more efficient data
extraction and data analysis process.

8;s

The analytical audit report

is designed to describe and
analyze the financial and
organizational findings made by
the réviseur d’entreprises agréé
during the audit
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@ Accounting requirements

PSF are subject to the accounting principles set forth by the modified law of 19 December 2002 (title II, chapters Il and IV) for the annual
accounts and by the modified law of 10 August 1915 (section XVI) on commercial companies, for consolidated accounts.

The annual accounts must give a true and fair view of the assets, the liabilities and the income statement of the PSF.
Furthermore, the presentation of the balance sheet and the income statement may not change from one year to the next.

Under the modified law of 19 December 2002, a Grand-Ducal regulation made with the benefit of an opinion of the
Commission des normes comptables determines the form and content of the layouts of the balance sheet and the profit and

loss account.

According to Grand-Ducal regulation of 18 December 2015, the balance sheet is presented as follows:

Capital, reserves, and liabilities

A Capital and reserve
I. Subscribed capital not called I.  Subscribed capital
1. Subscribed capital called but unpaid Il. Share premium account
Ill. Revaluation reserve
IV. Reserves
1. Legal reserve
2. Reserve for own shares
3. Reserves provided for by the articles of association
4. Other reserves, including the fair value reserve
a. Other available reserves
b. Other non-available reserves
V. Profit or loss brought forward
VI. Profit or loss for the financial year
VIl. Interim dividends
VIil.Capital investment subsidies

B. Provisions
1. Provisions for pensions and similar obligations
2. Provisions for taxation
3. Other provisions

C. Creditors

I. Intangible fixed assets 1. Debenture loans
1.Intangible assets a. Convertible loans:
2. Concessions, patents, licenses, trademarks and similar i. becoming due and payable within one year
rights and assets if they were: ii. becoming due and payable after more than one year
a. acquired for valuable consideration and need not b. Non-convertible loans:
be shown under C.I1.3 i. becoming due and payable within one year
b. created by the undertaking itself ii. becoming due and payable after more than one year
3. Goodwill, to the extent that it was acquired for valuable 2. Amounts owed to credit institutions:
consideration a. becoming due and payable within one year
4. Payments on account and intangible fixed assets b. becoming due and payable after more than one year

under development
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1. Tangible assets

1. Land and buildings
2. Plant and machinery
3. Other fixtures and fittings, tools and equipment

4. Payments on account and tangible assets either under

construction or in the course of construction

I1l. Financial assets

1. Shares in affiliated undertakings
2. Loans to affiliated undertakings

3. Participating interests

4. Loans to undertakings with which the undertaking is

linked by virtue of participating interests
5. Investments held as fixed assets

6. Other loans

3.

4

w

o

©

Payments received on account of orders in so far as they are not shown
separately as deductions from stocks:

a. becoming due and payable within one year
b. becoming due and payable after more than one year

. Trade creditors:

a. becoming due and payable within one year
b. becoming due and payable after more than one year

. Bills of exchange payable:

a. becoming due and payable within one year
b. becoming due and payable after more than one year

. Amounts owed to affiliated undertakings:

a. becoming due and payable within one year
b. becoming due and payable after more than one year

. Amounts owed to undertakings with which the undertaking is linked by virtue

of participating interests:
a. becoming due and payable within one year
b. becoming due and payable after more than one year
Other creditors
a. Tax authorities
b. Social security authorities
c. Other creditors:
i) becoming due and payable within one year
ii) becoming due and payable after more than one year

Stocks

1. Raw materials and consumables

2. Work in progress

3. Finished goods and goods for resale
4. Payments on account

. Debtors

1. Trade debtors:
a. becoming due and payable within one year

b. becoming due and payable after more than one
year

2. Amounts owed by affiliated undertakings:
a. becoming due and payable within one year

b. becoming due and payable after more than one
year

3. Amounts owed by undertakings with which the
undertaking is linked by virtue of participating
interests:

a. becoming due and payable within one year

b. becoming due and payable after more than one
year

4. Other debtors:
a. becoming due and payable within one year

b. becoming due and payable after more than one
year

. Investments

1. Shares in affiliated undertakings
2. 0wn shares

3. Other investments

IV. Cash at bank and in hand

D. Deferred income
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According to Grand-Ducal regulation of 18 December 2015, the profit and loss
account is presented as follows:

1.

Net turnover

Variation in stocks of finished goods and in
work in progress

Work performed by the undertaking for its
own purposes and capitalized

Other operating income

Raw materials and consumables and
other external expenses

a) Raw materials and consumables
b) Other external expenses

Staff costs
a) Wages and salaries
b) Social security costs
i) Relating to pensions
i) Other social security costs
c) Other staff costs

Value adjustments

a) Inrespect of formation expenses and
of tangible and intangible fixed assets

b) Inrespect of current assets

Other operating expenses

Income from participating interests

a) Derived from affiliated undertakings

b) Other income from participating
interests

10. Income from other investments and
loans forming part of the fixed assets
a) Derived from affiliated undertakings
b) Other income not shown under a)

11. Other interest receivable and similar
income
a) Derived from affiliated undertakings
b) Other interest and similar income

12. Share of profit or loss of undertakings
accounted for under the equity method

13. Value adjustments in respect of
financial assets and of investments
held as current assets

14.Interest payable and similar financial
expenses
a) Concerning affiliated undertakings
b) Other interests and similar expenses

15. Tax on Profit or loss

16. Profit or loss after taxation

17. Other taxes not shown under items 1 to 16

18. Profit or loss for the financial year
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According to the modified Law of
19 December 2002, the notes to the
accounts must contain information
concerning in particular:

The accounting policies and
measurement bases applied to the
various items of the annual accounts

The name and registered office of
undertakings in which the undertaking,
either itself or through a person

acting in its own name but on the
undertaking’s behalf, holds at least
20% of the capital with the percentage
of capital held as well as the amount

of capital and reserves and the profit/
loss of the last year of the undertaking
in question for which the accounts have
been approved

The average number of staff employed
during the financial year

The amount owed by the undertaking
becoming due and payable after
more than five years as well as the
undertaking's entire debts secured by
collateral on assets furnished by the
undertaking with an indication of the
nature and form of the collateral

The name and registered office of
the company, which prepares the
consolidated accounts of the largest
group of companies of which the
undertaking is a subsidiary, etc.
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The minimum content of the notes to the
annual accounts is stipulated in section 8 of
the modified law of 19 December 2002.

The law of 30 July 2013 reforming the
Commission des Normes Comptables
and amending various provisions relating
to the accounting and annual accounts
of undertakings as well as consolidated
accounts of certain forms of companies
has introduced requirements for support
PSF which are thereby required to comply
with the standard chart of accounts (plan
comptable normalisé). They are no longer
exempt and have to file their annual
accounts applying the eCDF platform.

The Accounting Law permits small-

size undertakings to draw up abridged
balance sheets, profit and loss accounts,
and abridged notes to annual accounts
provided they do not exceed at least two
of the three limits mentioned in the Law
dated 18 December 2015 (relating to the
total balance sheet, the net turnover and
the average number of full-time staff
employed during the financial year). These
options do not apply to undertakings
whose securities are admitted to trading
on a regulated market of any Member State
of the European Union. Please refer to our
brochure “lllustrative Annual Accounts in
accordance with Luxembourg GAAP” dated
November 2020 for more detail.
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CITis calculated on the operating profit
as posted in the balance sheet. Certain
restatements must be made on that basis
to obtain the taxable base to which the
tax rate will apply, as certain categories

of income are exempt and certain
expenses are not tax deductible (the main
restatements are given below).

‘Parent company and subsidiaries’
regime:

Dividends and gains received from
subsidiaries of a Luxembourg entity may
be exempt from CIT and from MBT if the
following conditions are met:

The beneficiary holds or undertakes

to hold, directly or indirectly, an
interest qualifying for the regime for an
uninterrupted period of 12 months

The interest does not fall below the 10%
threshold or its acquisition price below
€1.2 million (€6 million for capital gains)
during that time

Entities benefitting under this regime
are listed in Article 166 of the Law on
Income Tax (LITL).

Exemption from withholding tax on
dividends:

Dividends paid by Luxembourg entities
may be exempt from withholding tax
subject to the following conditions:

The beneficiary holds or undertakes

to hold, directly or indirectly, an
interest qualifying for the regime for an
uninterrupted period of 12 months

The interest does not fall below the 10%
threshold or its acquisition price below
€1.2 million during that time.

Nevertheless, there is an anti-abuse clause

included in the Law in order to prevent
artificial schemes.
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This regime includes eligible parent
companies based in a country with which
Luxembourg has signed a double taxation
treaty (DTT) and is fully liable for a tax
corresponding to the CIT.

Exempt income under a double
taxation treaty:

Several categories of income are covered
by such treaties, which should be referred
to on a case-by-case basis depending on
the type of income and the country in
guestion. However, a permanent entity or
real estate assets are meant to capture
taxation in the related country.

The “Parent-Subsidiary” Directive has been
amended to include an anti-hybrid loan
mismatches provision and a common
anti-abuse rule to prevent misuse of

the directive and to ensure a greater
consistency in its application in different
Member States. The Law of 18 December
2015 transposed these amendments
applicable on revenues allocated after 31
December 2015.

For further details:

Art. 147 and 166 LITL

Circular no. 153-1 LITL of 22 November 2004
Grand-Ducal regulation of 21 December 2001
Directive of 30 November 2011 (2011/96/EU)
amended by the Directive of 8 July 2014 (2014/86/
EU) and the Directive of 21 January 2015 (2015/121/
EU) on the common system of taxation applicable to
parent companies and subsidiaries

Double taxation treaties: http://www.impotsdirects.
public.lu/ conventions/index.html

The tax law provides that a number
of expenses are not tax-deductible
including:

Distributed earnings

Gross director’s fees

Penal and administrative fines

Donations made to non-recognized
organizations

Expenses relating to exempt income

Non-deductible taxes (including CIT,
MBT and NWT)

Additional provisions for payments
depicted in section 9.10 regarding ATAD

For further details:
Art. 12,45 and 168 LITL

Donations and gifts paid to
organizations recognized by law and
subject to certain conditions

Losses which can be carried forward to

future results for 17 years only for losses
incurred as from 2017

For further details:

Donations and gifts: Art. 109 and 112 LITL

Losses available for carry-forward: Art. 114 LITL and
LITL Circular No. 114/2 of 2 September 2010

Since 1 January 2020:
If the taxable base is less than €175,000,
the CIT rate is 15% (or 16.05% including
the employment fund contribution tax)
Between €175,000 and €200,000, the
CIT rate is €26,250 plus 31% of the
revenue above €175,00
Above €200,001, the rate is set at 17%
(or 18.9% including the employment
fund contribution tax)

For further details:
Art. 173 and 174 LITL

In 2022, the Luxembourg government
announced an amendment to the VAT law
that temporarily lowered most VAT
rates by 1%.

The reduction has applied since 1 January
2023 and is expected to expire on 31
December 2023.

The following VAT rates apply in 2023:
Standard rate: 16% (previously 17%)
Intermediate rate: 13% (previously 14%)
Reduced rate: 7% (previously 8%)
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However, the super-reduced VAT rate
remains unchanged at 3%.

From 1 January 2024, the EU’s central
electronic payment information system
(CESOP) rules of Commission Implementing
Regulation (EU) 2022/1504 will apply to EU
payment service providers (PSPs). CESOP
aims to combat VAT fraud in cross-border
e-commerce transactions by imposing new
record-keeping and reporting obligations.

PSPs that are active in the EU will need to
comply with CESOP. Even small PSPs will be
obliged to report data, as the PSD2's Article
32 exemption does not waive the CESOP
reporting obligation.

EU PSPs will need to report cross-border
payments to CESOP when an EU or non-EU
payee receives more than 25 cross-border
payments during a quarter.

The 25-transaction threshold is due

to the average online purchase being
around €90 which, when multiplied by 25
transactions for each quarter, amounts to
€10,000, a threshold that triggers some tax
obligations.

PSPs will need to provide, in a standardized
XML format, the following information:

Payee: name, BIC number, VAT number
or tax identification number (TIN),
account ID, address, and BIC of the
payee PSP;

Transaction: date/time, amount and
currency;

Payer’s location; and

In case of refund: the payment's
Member State of origin or Member State
of destination.

The tax law makes provisions for various
types of tax credit applicable to the CIT
base such as tax relief for investments (see
hereafter).

Investments made in commercial
companies are granted income tax relief,
on request:

The relief is equal to 13% of the
additional investment in depreciable
tangible assets, other than
constructions, made during the
business year in question

The relief for global investment is
granted in respect of investments made
during the business year.

It amounts to:

8% for the first range up to €150,000

and 2% for the investment range in

excess of €150,000 as regards:

- Investments in depreciable tangible
assets other than constructions

- Investments in sanitary facilities and
central heating integrated into hotel
buildings

- Investments in welfare buildings

8% for the first range up to €150,000

and 2% for the investment range

in excess of €150,000 as regards

investments in fixed 8assets eligible for

special depreciation

Since 1 January 2018, 8% for the first
range up to €150,000 and 2% for the
investment range in excess of €150,000
as regards investments in purchased
of software. The credit will not apply
to software created by the company,
which would be able to benefit from the
intellectual property (IP) hereinafter.

Within a single corporate group, each
software purchase will be able to benefit
from the credit regime only once, and

no credit will be allowed for software
purchased from another group entity.
Once a taxpayer requests the tax credit for

the purchase of software, it would not be
allowed to request the application of the IP
regime for the income generated by such
software.

The tax benefit from the regime may not
exceed 10% of the tax due for the year of
the software acquisition.

However, the following investments
are excluded:

Assets ordinarily depreciated over a
period of less than three years

Assets acquired by a bulk transfer of a
company

Second-hand goods
Certain motor vehicles

Second-hand goods are, however, eligible
for investment tax relief up to €250,000
when they are invested by the taxpayer to
establish a first entity.

On 13 July, a draft law (n°8276) was released
regarding extending the investment

tax credit's scope to include digital
transformation and ecological transition
projects, as well as energy investments. Its
legislative process is ongoing.

For further details:

Art. 152 bis LITL

Circular no. 152 bis LITL of 14 November 1994
Grand-Ducal regulation of 29 October 1987
Draft law (n°8276)
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The MBT taxable base is calculated using The MBT rate varies from one locality to
a method similar to CIT. The base is 3% of another. The rate for the city of
the adjusted taxable operating profit. A Luxembourg is 225%, i.e., a global rate of

rebate of €17,500 is provided for entities 6.75% (3% x 225).

liable for CIT and of €40,000 for other

taxpayers. For the city of Luxembourg, including CIT,
MBT, and the employment fund tax, the
effective rate is therefore 24.94%.

For further details:

Art.11 MBT law

MBT Circular No. 37 of 15 September 2003

Decree of 21 November 2022 regarding 2023 rates
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The tax applies to the value of all goods,
rights and assets making up the wealth
as of 1 January of each year, minus any
liabilities burdening such wealth.

Just like CIT and MBT, restatements must
be made to determine the unitary value
including the exemption of significant
interests (special ‘parent company and
subsidiaries’ regime).

Assets must generally be valued at the fair
market value except for real estate located
in Luxembourg, which is valued at a set-
rate value based on 1941 prices.

Once the unitary value of the entity is
determined, the applicable rate to be
applied on the company’s total net assets
is:

Arate of 0.5% on the total net assets up
to €500 million

Arate of 0.05% on the total net assets as
from €500 million and more.

All collective entities with their statutory
seat or central administration in
Luxembourg are liable to the minimum
NWT, regardless of whether they are
regulated. Luxembourg permanent
establishments of foreign companies
are beyond the scope of the minimum
NWT on the basis that, in principle,
foreign companies have their statutory
seat or central administration outside of
Luxembourg.

The amount of minimum NWT due by a
Luxembourg collective entity depends
on the composition of its balance sheet.
For this purpose, Luxembourg collective
entities are divided into two categories:

Tax resident collective entities
irrespective of being regulated or not,
that have qualifying holding and financial

assets (i.e. fixed financial assets,
transferable securities and cash at bank)
exceeding both 90% of their total gross
assets, and the amount of €350,000 will
be subject to a minimum NWT of

€4,815 (including the unemployment
fund surcharge)

Tax resident entities other than those
that hold mainly financial items (broadly
speaking such as operating companies).
Those are subject to a progressive
minimum NWT depending on the total
assets of their balance sheet. The tax
ranges vary from:

€535 (for a total balance sheet up to
€350,000) to...

€32,100 (for a total balance sheet
exceeding €30 million). These
amounts include the unemployment
fund surcharge.

For further details:
NWT Law
Contributions Director Circular net wealth tax of 28

March 2014

Luxembourg law allows an NWT reduction
by creating a special reserve that equals
five times the amount of the NWT due
given fiscal year for which the reduction is
requested and by keeping the said special
reserve during the following five years.
The amount of NWT that can be reduced is
limited to the amount of CIT (including the
contribution to the unemployment fund)
before any tax credits, which is due for the
preceding tax year.

The NWT reduction cannot exceed the
difference between the Net Wealth
computed based on the unitary value and
the minimum Net Wealth after reduction.

59



At the heart of regulatory and tax environments | Professionals of the Financial Sector (PSF) in Luxembourg

Tax returns
Must be filed by 31 December following the
fiscal year for CIT, MBT, and NWT.?

Payment of tax
Advance payments are to be paid on a
quarterly basis:

CIT: 10 March, 10 June, 10 September,
and 10 December

MBT and NWT: 10 February, 10 May,
10 August, and 10 November

Tax notices

Taxes assessed are payable within one
month of notification by Luxembourg tax
authorities.

Failure to pay or late payment:
interest charge of 0.6% per
month.

Failure to submit or late
submission of tax return:
10% of tax due and a fine of
up to €25,000.

27. As per the Law of 23 December 2022, related to the 2023 Budget Law.
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A taxable person for VAT purposes is
“anyone who performs in an independent
and regular manner, operations connected
with any economic activity, regardless of

the aims or results of such activity and the
place in which it is conducted.” Thus, PSF are
generally considered as taxable persons,
which implies various VAT obligations.

Persons established in Luxembourg,

including Luxembourg fixed establishment
of foreign persons, legally independent but
closely bound by economic, organizational

and financial links could set up a VAT group.

The main effects of the VAT group are that
supplies of goods and services between
members of the VAT group are disregarded
for VAT (i.e. not subject to VAT), that
members of the VAT group are jointly liable
for the VAT due by the VAT group and that
consolidated VAT returns must be filed by
the VAT group including all transactions of
the members with third parties

The standard Luxembourg VAT rate is 17%,
thereby currently being the lowest within
the EU.

In addition to that, there is a super-reduced
rate, a reduced rate and an intermediary
VAT rate of 3%, 8%, and 14% respectively,
applicable to specific supplies of goods or

services defined by the Luxembourg VAT law.

The 14% rate, for example, applies to the
custody and management of securities and
to the management of loans or guarantees
by a person other than the entity

granting them.

The supply of services (and goods) is, in
principle, taxable. As an exception and
within the limits set by the Luxembourg VAT
law, certain transactions are VAT exempt,
including among others the following
services:

Outsourced services could also be VAT
exempt should conditions defined by
the Court of Justice of the European
Union be met.

Granting and negotiation of loans as
well as the management of loans by the
granting person

Transactions, including negotiation,
concerning debts, except for debt
collection

Transactions, including negotiation
but excluding management and
safekeeping, of shares, interest in
companies or associations debentures
and other securities

Management of the following vehicles:

Special investment funds within

the meaning of the law on special
investment funds, undertakings

for collective investment within the
meaning of the law on undertakings
for collective investments, SICARs,
ASSEPs and SEPCAVs Subject to

the supervision of the Commission
de Surveillance du Secteur Financier
(CSSF), as well as pension funds
covered by the law on the insurance
sector subject to the supervision

of the Commissariat aux Assurances
(CAA).

Collective life insurance funds under
the supervision of the CAA

Undertakings like to the ones
mentioned under the previous
indent, established in other EU
Member States and subject to the
supervision of a supervisory body
similar to the CSSF or the CAA

Securitization vehicles covered by the
Luxembourg law on securitization
and similar vehicles performing
securitization transactions within the
meaning of the Regulation 24/2009
of the European Central Bank (ECB)

Alternative investment funds as
defined by the law on alternative
investment fund managers.

A taxable person is entitled to deduct input
VAT incurred on received supplies that
directly relate to taxable supplies provided.

However, VAT cannot be deducted on
received supplies that directly relate to VAT
exempt supplies (such as financial services
listed in the previous point, however these
services entitle to deduct input VAT when
rendered to non-EU beneficiaries or are
linked to exportation of goods outside the
EU).

If a received supply relates to both taxable
supplies in respect of which VAT can be
deducted, and VAT exempt supplies, in
respect of which VAT cannot be deducted,
the input VAT can be deducted partially
based on a predefined pro-rata coefficient.

Based on a circular issued by the
Luxembourg VAT authorities, VAT payers
should, for partial input VAT deduction, use
primarily VAT recovery alternative methods
based on appropriate objective allocations
such as the ‘direct allocation” method or
special ‘pro-rata’ method.

The general pro-rata rate calculated based
on of the turnover should, be used as a
residual method for deducting input VAT
incurred on overhead expenses.
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As a general rule, services provided

to other taxable persons established
abroad are taxable where the recipient

is established (B2B). The recipient is then
generally obliged to self-assess VAT based
on its national VAT legislation (reverse
charge’ mechanism).

Services provided to persons that do not
qualify as taxable persons are, in principle,
taxable where the provider is established
(B20).

In principle, any taxable person is required
to register for the purposes of VAT under a
normal regime.

By derogation, a taxable person is not
required to register if its entire turnover is
VAT exempt without entitlement to deduct
the corresponding input VAT.

Such a taxable person falling under this
derogation is nonetheless required to
register (under a simplified regime) for VAT if:

The person performs services that are
VAT exempt in Luxembourg but are
taxable in the Member State where

its VAT registered client(s) is (are)
established, domiciled or resident

The person receives a service from
abroad that is taxable in Luxembourg
under the reverse charge mechanism

The person makes intra-community
acquisitions of goods (threshold of
€10,000/year)

A PSF registered under the normal regime
is required to file VAT returns at a frequency
depending on the sum of annual sales,

and the sum of annual intra-community
acquisition of goods and annual purchase
of services from EU foreign service
providers subject to reverse charge in
Luxembourg. Thus, when the annual sales
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or the sum of the annual intra-community
acquisition of goods and services subject to
reverse charge in Luxembourg is:

Less than €112,000 it must file a single
annual return

Between €112,000 and €620,000 it must
file quarterly returns and an
annual return

Above €620,000 it must file monthly
returns and an annual return

A PSF registered under the simplified
regime is only required to file an annual
VAT return.

Furthermore, since any taxable person
established in Luxembourg is required to
file an EC Sales List when providing services
to other taxable persons established in
other EU Member States who are liable to
self-assess VAT in their Member States.

A PSF may also be required to file an
EC Sales List when it performs intra-
Community delivery of goods.

VAT returns and EC Sales list must

be filed via the Internet using the

eCDF system of the Luxembourg VAT
authorities: Registration Duties, Estates
and VAT Administration (Administration de
I'Enregistrement, des Domaines et de la TVA -
AEDT).

In 2019, the European Commission ordered
a study to be conducted on his behalf by a
consortium of consultants. This consortium
has interrogated European and national
associations, national VAT authorities and
businesses. The current views are that it is
necessary to maintain the VAT exemptions
as well as to clarify and modernized them.
Moreover, many support that cross-border
cost sharing associations (“independent
group of persons”), and VAT group should
be available for the financial and insurance

sectors. Other topics of interest include the
option for tax.

The consultants presented a summary

of their study during the call of 25 May
2020 of the Group on the Future of

VAT (GFV, a consultative body to the
European Commission composed of
representatives of the national VAT
authorities). This summary presented
various options, including the taxation of
all or some financial services at a standard
or a reduced rate. The minutes of this call
indicated that national VAT authorities
have no clear and common views on these
questions. In October 2020, the European
Commission published a “roadmap”
summarizing the work done and indicating
the next steps. The European Commission
organized a consultation between February
and May 2021. Many businesses (86) and
professional associations (73) as well as
around 50 “others” (mainly EU citizens)
have answered to this consultation. In
addition, 50 detailed submissions have
been lodged including those of ABBL,
ABBL and LPEA. Around 75% of the
respondents support the principle of

the VAT exemption even its functioning
should be improved. The cross-border cost
sharing association and VAT group also
found many supporters. The taxation even
at reduced rate seduce only a very limited
number of respondents. Further details
could be found in our dedicated newsletter
European Commission review of the VAT
rules for financial and insurance services

- Deloitte Luxembourg). Based on the
official information currently available and
in line with the process applicable to such
projects, the next steps in 2021 should be a
European Commission impact assessment.
Subsequently, the European Commission
would prepare a draft of legislative texts
that the different stakeholders would have
the opportunity to discuss. The Member
States would have to decide unanimously
Therefore, the entire process would still
take several years.



https://preview2.deloitte.com/content/dam/Deloitte/lu/Documents/tax/input/lu-european-commission-review-VAT-rules-financial-insurance-services-integrated.pdf
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Luxembourg has a fabric of 89 double
taxation treaties. Some additional
agreements are currently under
negotiation or pending ratification by
Luxembourg or the other nation.

The aim of the double taxation treaties
(DTT) s to tax a taxpayer at a reduced rate
and thus encourage investments in these
countries.

Furthermore, a double taxation of one
specific income may occur when the

same income (e.g., dividends, interest,
royalties) is subject to taxation in two or
more countries. The source of the double
taxation issue is that one taxing jurisdiction
might tax income at its source, while others
will tax income based on the residence of
the recipient.

In order to avoid the double taxation

of income, the tax treaties concluded
between Luxembourg and other countries
provide the possibility of tax reliefs.

Tax treaties can only have the effect of
restricting, but never enlarging, the power
to tax that already exists in Luxembourg.
The fact that the right to impose a tax
may be given to Luxembourg by a treaty is
without consequences if the tax in question
is not already anchored in domestic law.
There are two methods being used to
avoid double taxation that are explicitly
mentioned in each concluded treaty. The
first method is tax exemption and the
second one is tax credit.

The exemption method for avoiding double
taxation is for the residence country to
exclude foreign income from its tax base
altogether. The country of source is then
given the exclusive right to tax this income.

The comprehensive tax treaties
Luxembourg signed are generally based,

as far as Luxembourg is concerned, on the
principle of the exemption of income that is
taxable in the other contracting state.

This is without prejudice, however, to

the granting of a tax credit for taxes
deducted at source on income from capital
investments abroad. The exemption
method has the advantage that proof of
payment of the foreign tax is not required
in order to reduce the amount of tax
payable in the country of residence, as this
latter reduction is in principle, independent
of the amount of tax paid abroad.

Luxembourg, when exempting foreign
income, generally employs the exemption
with the progression method. The
taxation procedure, for the purpose of
ensuring that the rate is progressive,
defines that the exempt income is added
to the Luxembourg income in order to
determine the global tax rate. The latter
rate is then applied to the income taxable
in Luxembourg. As a result, the income
taxable in Luxembourg is taxed at the rate
corresponding to the total income of the
taxpayer, taking into account his ability to
pay tax.

This method reflects the concept that the
resident remains liable to tax in the country
of residence on his/her global income,
however, credit for tax paid in the source
country is given by the residence country
against its domestic tax, generally up to
the amount of domestic tax that is due in
respect of the income concerned.

In the treaties concluded by Luxembourg,
the credit method is generally used to
avoid the double taxation of investment
income.

For further details: http://www.impotsdirects.public.
lu/conventions/index.htm!
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Capital duty was abolished with effect
from 1 January 2009 and was replaced by
registration fees, which are explained in
this section.

Pursuant to the law of 19 December 2008,
a fixed registration fee of €75 must be paid
to incorporate a company.

In the event of a contribution of real estate
or a contribution of moveable assets for
payment, a proportional duty is payable in
the manner set forth by Articles 4 and 5 of
the Law

The pure and simple contribution
of a real-estate asset is subject to
the registration fee of 0.6% i.e., 0.5%
registration fees increased by 2/10.
This amount is increased by +0.5% in
transcription fees

The contribution for payment of a real-
estate asset is subject to the registration
fee of 6% i.e., 5% registration fees
increased by 2/10 + 1% transcription
fees.

The contribution for payment of moveable
assets is subject to the proportional duty
as set by the taxation schedule of the

Law of 7 August 1920 as amended and
completed by subsequent laws.
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15% of the gross dividend (exemption
possible under the ‘parent company and
subsidiaries’ regime and/or application of
a reduced rate with countries having a tax
treaty).

0% as a general rule (except payment
to a natural person who is a resident in
Luxembourg).

0% as a general rule unless for specific
activities.

0%

The tax regime applicable to directors’
fees is provided by article 152 title 2 LITL.
This regime provides that a withholding
tax of 20% applies to the directors’ fees
gross amount and is creditable against the
personal income tax due by the director.
The withholding tax on directors’ fees must
be declared on paper or electronically and
paid within eight days following the date of
payment of the income.

The tax withheld is to be paid in a

lump sum, without designation of the
beneficiaries of the directors' fees.

The resident taxpayers must submit a tax
return whenever their income includes
directors’ fees exceeding €1,500.

However, regarding non-resident taxpayers'
taxation, the 20% withholding tax on

gross directors’ fees may be final if the
director has no other Luxembourg-source
professional income, and if the total gross
directors’ fees do not exceed €100,000
during the calendar year concerned.

Finally, whenever the directors’ fees exceed
€100,000, it is compulsory for the taxpayer
to file a personal tax declaration after year-
end.

As a result, this leads to the application of
the progressive income tax rates (with a
maximum of 45.78%) on the Luxembourg-
source directors’ fees, with a subsequent
credit of the 20% withholding tax against
the Luxembourg final income tax due.

Note that non-executive self-employed
activities may also trigger at the level of
the non-executive director social security,
VAT, and bookkeeping requirements in
Luxembourg.

For further details: Art. 146 et seq. LITL
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The ultra-globalized transfer pricing
environment (and the arm'’s length principle
on which it is built) has rocketed to the top
of the agenda of companies involved in
intra-group transactions. These transactions
not only encompass the supply of goods
and services but increasingly also debt
financing and the transfer and licensing of
intangible assets.

The increasing volume of intra-group
transactions (representing about two-thirds
of the total trade volume) and the evolution
of local regulations make transfer pricing
planning and documentation a key risk
management milestone for every company
operating on a cross-border and intra-group
basis.

Under the “arm’s length principle,” intra-
group transactions are treated by reference
to the prices or profit that would have arisen
if the transactions had been carried out
under comparable circumstances

by independent parties. Based on this
principle, tax authorities are, in many
jurisdictions, allowed to adjust the taxable
basis of a company that would have
deviated from market conditions. These
adjustments can result either in an increase
of the taxable income or in a reduction of
the tax loss.

As from 1 January 2015, Luxembourg
formalized the application of the arm'’s
length principle by introducing art.56 of LITL.

Any taxpayers (including PSF) carrying out
intra-group transactions must

be able to deliver, upon request, the
appropriate transfer pricing documentation
demonstrating that the price or
remuneration applied with the related

party is at arm's length?®. As of Q3 2023, a
Luxembourg draft law proposes to enhance
the provisions of the General Tax Law

28. Art. 56 LITL and para 171 (3) General Tax Law
29. Art. 56 and Art. 164 (3) LITL
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(Abgabenordnung) regarding the content
of transfer pricing documentation and its
timing.

As with many other countries, the
Luxembourg practice essentially relies on
the OECD Transfer Pricing Guidelines, last
updated in 2022 and with further updates
expected in early 2024.

In addition to the OECD Transfer Pricing
Guidelines, there are general provisions
in the LITL* allowing Luxembourg tax
authorities to raise taxes or adjust the
taxable basis where the arm'’s length
principle would not have been respected
by taxpayers. Foreign tax authorities are
logically endowed with similar powers of
enforcement.

Accordingly, since tax authorities are
becoming increasingly sophisticated and
making more inquiries, it has become
essential for both Luxembourg and foreign
companies, including Luxembourg PSF, to
ensure upfront compliance with transfer
pricing aspects.

They must also monitor this compliance

on an on-going basis to avoid potential
adjustments of the taxable base by tax
authorities and be able to fulfill their transfer
pricing documentation requests in due
course.

Since mid-2020, the Luxembourg tax
authorities have become more active in
requesting transfer pricing documentation
for entities involved in intra-group financing
activities. A steep increase in scrutiny of

the transfer pricing aspects of financial
transactions has been observed on the side
of the Luxembourg tax authorities since
Chapter X of the OECD TP Guidelines was
published.

In fact, more and more regular tax audits
have been conducted in this area, and a
“wave" of standard information requests
associated with the tax return review
process was sent to a large number of
taxpayers. Most of these requests are not
part of a formal tax audit. However, these
requests may lead to a further, in-depth
investigation of the transfer pricing position
of a taxpayer based on the information and
documentation provided.

Besides the aforementioned requests, tax
authorities have been initiating

several formal audit procedures in respect
of intra-group financing entities.

Handling transfer pricing analysis by
anticipation ensures that functions carried
out by a Luxembourg company are duly
remunerated and provides valuable comfort
to the taxpayers when transfer pricing
justification inquiries knock on the door.

Furthermore, it must be acknowledged
that different exchange of information
mechanisms—at both the European Union
and OECD level—allow the communication
of relevant information in different areas,
including transfer pricing. Multinational
groups with a consolidated turnover of
€750 million or more fall under the country-
by-country reporting (CbCR) obligation, and
public CbCR obligations are anticipated for
fiscal years starting from 22 June 2024.

In March 2010, the United States adopted
new tax regulations within the framework of
the Hiring Incentives to Restore Employment
(HIRE Act), thus creating a new chapter

in the American internal revenue code,

the Foreign Account Tax Compliance Act
(FATCA). FATCA aims for global transparency
of U.S. account holders.

The United States wants all Foreign Financial
Institutions (FFI) to report annually to the
Internal Revenue Service (IRS) on U.S.
persons and their assets, as well as on
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certain types of entities and their controlling
US persons holding directly or indirectly
significant shares (i.e., shares representing
at least 25% of the total value or of total
voting rights) within a Passive Non-Financial
Foreign Entity (Passive NFFE).

The scope of FATCA is much broader than
the Qualified Intermediary regime already
familiar to certain financial intermediaries
(and recently modified in function of FATCA),
as it actually concerns a considerable
number of financial players and payments.
Based on the final regulations, the concept
of a Foreign Financial Institution includes
entities that:

Accept deposits in the ordinary course
of a banking or similar business

Hold ‘financial assets’ for others as a
‘substantial portion’ of their business

Are investment entities, which are
defined as entities that primarily
conduct as a business one or more of
the following activities:

(i) Primarily trading in money market
instruments, foreign currency, foreign
exchange interest rate and index
instruments, transferable securities or
commodity futures

(i) Individual or collective portfolio
management

(ifi) Investing, administering or managing
funds, money or financial assets on
behalf of other person Where the
entities’ gross income is primarily
attributable to investing, reinvesting
or trading and is managed by one
of the above-mentioned entities
(depositary, custodial institution,
investment entity, etc.)

Are certain insurance companies that
issue or are obligated to make payments
with respect to cash value insurance
contracts or annuity contracts

Are holding companies or treasury
centers that
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(i) are part of an expanded affiliated
group that includes a depository
institution, custodian institution,
insurance company or investment
entity or

(i) are formed in connection with or
availed by a collective investment
vehicle, private equity fund, etc. or
similar investment vehicle established
with an investment strategy of
investing, reinvesting or trading in
financial assets

Through FATCA, the U.S. impose a punitive
withholding tax of 30% for all financial
institutions who do not comply with the
FATCA obligations (which comes in addition
to the current US internal withholding tax/
Qualified Intermediary regime). This tax
applies to direct U.S.-source (Fixed,
Determinable, Annual or Periodic income or
FDAP) income.

A participating FFI not only needs to
exchange information with the IRS on U.S.
persons but may also need to apply a 30%
withholding on certain payments to non-
participating FFIs and recalcitrant account
holders (accounts inadequately identified to
determine the status as a U.S. or non-U.S.
person).

However, FFl located in Model 1 IGA
jurisdictions (see below) will only apply the
withholding tax on certain payments made
to non-participating FFls.

Certain non-financial foreign entities (i.e.,
Passive NFFE) must identify their substantial
U.S. owners and provide withholding
agents with a certification regarding their
substantial U.S. owners to avoid the 30%
withholding tax.

On 17 January 2013, the IRS and U.S.
Treasury Department issued the

final regulations setting out the IRS's
interpretations of identification, reporting
and withholding obligations under FATCA.
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These regulations were updated on 20
February 2014.

On 14 December 2018, the Treasury and
the IRS issued Proposed Regulations that
substantially reduce the burden under
FATCA by eliminating withholding on the
payments of gross proceeds and deferring
withholding on foreign pass-through
payments. The final regulations published
in the Federal Register on 2 January 2020
adopted selected provisions from the
Proposed Regulations.

A broader framework for international
cooperation aimed at easing privacy
concerns was initially announced in
February 2012 in a Joint Statement between
the U.S. and five major European countries
(Germany, Spain, France, Italy and the UK).
Meanwhile, 113 countries have signed or
negotiated bilateral Intergovernmental
Agreements (IGAs) with the US in order to
implement FATCA in their jurisdictions.

The FATCA obligations of FFIs will vary
depending on whether they are
incorporated in a country not having signed
an IGA, a country having signed Model 1 IGA
(automatic exchange of information)

or a country having signed a Model 2 IGA
(automatic exchange of information with
the IRS, completed with exchange upon
demand).

On 28 March 2014, Luxembourg has signed
its Model 1 IGA with the U.S.

On 27 March 2015, the Luxembourg draft
law transposing this IGA was issued. The
law has been voted on 1 July 2015 and was
published on 29 July 2015.

The Luxembourg Tax Authorities also issued
several FATCA circulars, dated 31 July 2015:
one circular (ECHA 2) contains certain details
of application of the IGA principles, and the
second circular (ECHA 3) focuses on the

technical details of the FATCA reporting
format.

Meanwhile, Luxembourg Banking and Fund
Industry associations (ABBL and ALFI) have
also published their guidelines and Q&A
documents (“local guidelines”) to implement
FATCA.

Finally, on 18 June 2020, the Luxembourg
Parliament passed bill 7527 on the
modification of the FATCA law into
Luxembourg domestic tax law, introducing
new explicit obligations for Luxembourg
reporting financial institutions (such as
maintaining a register of actions) and
strengthening the Luxembourg tax
authorities’ prerogative to carry out audits of
financial institutions.

Registration portal

Luxembourg financial institutions classified
as Reporting Model 1 FFIs must be
registered on the IRS portal.

Only when registrations are submitted as
final will the IRS assign Global Intermediary
Identification Numbers (GIINS).

U.S. forms

The IRS has released final forms to

certify the status U.S./non-U.S. and the
classification for U.S. tax purposes (i.e.,
classification chapter 3 for QI purposes and
chapter 4 for FATCA purposes); the most
important of which are:

W-8BEN and instructions - Certificate of
Foreign Status for an effective Beneficial
Owner for the purposes of declarations
and withholding taxes for the United
States (individuals)

W-8BEN-E and instructions - Certificate
of Foreign Status for an effective
Beneficial Owner for the purposes of
declarations and withholding taxes for
the United States (entities)
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forms allow non-U.S. beneficiaries to
confirm their status for the purposes of
Internal Revenue Code (IRC) section 1441
and FATCA.

The IRS also published the following final
forms:

W-9 and instructions - Request for
Taxpayer Identification Number for the
purposes of tax and certification

W-8 IMY and instructions - Certificate
of Foreign Intermediary, Foreign Flow-
Through Entity, or Certain U.S. Branches
for the purposes of declarations and
withholding taxes for the United States

The Luxembourg Banking Association
has also issued a template of entity self-
certification form, which can be used by
financial institutions wishing to elaborate
their own self-certification form for the
purposes of FATCA.

For further details:

Intergovernmental Agreement Model 1, signed
between Luxembourg and the United States on 28
March 2014

FATCA Luxembourg implementation law of 24 July
2015

Law of 18 June 2020 amending the FATCA and CRS
legislation

Circulars ECHA 2 and ECHA 3 published by the
Luxembourg Tax Authorities

FATCA temporary regulations and coordination
regulations dated 20 February 2014

9.4. Qualified Intermediary regime

In January 2001, following lengthy
negotiations with the global financial
services industry, the U.S. tax authorities
introduced the Qualified Intermediary (QI)
regime. These regulations enable financial
intermediaries to streamline administrative
withholding tax procedures relating to the
collection of U.S. source revenues.

More particularly, the QI reduces tax
refund applications by applying reduced
withholding rates, thus lightening the
administrative workload while preserving
the banking secrecy for non-U.S. investors.

Although the Ql is required to reveal the
identity of U.S. beneficial owners, the identity
of non-US clients receiving U.S. income is
not revealed. In return, the intermediary

is subject to a complex set of rules and
procedures regarding documentation of

the beneficial owners, withholding tax and
reporting to the U.S. tax authorities.

Until recently, compliance with the
provisions of the contract was regularly
checked by an independent Internal
Revenue Service (IRS)-approved auditor,
and this audit was conducted on the basis
of agreed-upon procedures (Revenue
Procedure 2002-55).

In Luxembourg, many banks as well as
certain PSF have adopted this status
allowing them to preserve the identity of
account holders that are non-US citizens
while allowing them the benefit of the status
against double taxation.

On 13 December 2022, the IRS issued the
new Revenue Procedure 2022-43. This
covers the 2023 QI Agreement, which
contains significant changes compared

to the 2017 version, and applies to QI
agreements in effect on or after 1 January
2023. Many of the amendments relate to
Ql's compliance obligations under section
1446(a) and (f). Other notable changes
include the collection of US taxpayer
identification numbers, guidance on
disclosing QI requirements, and updates on
the QI periodic certification.

For further details:
Revenue Procedure 2022-43

9.5. Automatic exchange of
information—CRS based reporting
OECD 2010 modified convention on Mutual
Administrative Assistance in Tax Matters
implements tax cooperation to tackle tax
evasion and avoidance. This convention
was signed by more than 100 countries
including Luxembourg and will create more
obligations dealing with automatic exchange
of information with countries considered as
CRS Partners towards tax residents of those
countries.

A legal instrument through which the EU
implemented CRS, is the Directive 2014/107/
EU from 9 December 2014 modifying the
Directive 2011/16/EU on administrative
cooperation in the field of taxation (DAC2)
applicable since 1 January 2016.

EU Member States had to transpose the
directive before the end of 2015.

In Luxembourg, the directive has been
transposed into national law framework
through the law of 18 December 2015.
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Under DAC 2, Luxembourg Financial
Institutions (Fls) that include, among
others, banks, funds, life insurers, but

also certain holding companies and PSF
must automatically and annually exchange
relevant personal and financial information
regarding any reportable account they
maintain to the Luxembourg tax authorities,
which will subsequently transmit this
information to the relevant foreign tax
authorities.

Moreover, Fls should also closely monitor
the Grand-Ducal regulation that updates
the list of reportable jurisdictions for the
purpose of CRS in Luxembourg.

On 18June 2020, the Luxembourg
Parliament passed bill 7527 on the
modification of the CRS law into
Luxembourg domestic tax law, introducing
new explicit requirements for Luxembourg
reporting financial institutions (notably to
keep for 10 years a register of engaged
actions to ensure they are CRS compliant);
a nil report obligation in the absence of
reportable accounts (in case of absence of
a nil report in this specific case, a penalty of
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€10,000 should apply besides the existing
one of €250,000) and strengthening the
Luxembourg tax authorities’ prerogative to
carry out audits of Fls.

Finally, Luxembourg Fls must comply with
the notification requirements as per the
Law of 16 May 2023 transposing DAC 7, and
send an annual notification to individual
reportable investors (including controlling
persons).

For further details:

Law 23 July 2016 transposing Directive 2015/2060
OECD Convention on administrative cooperation in
the field of taxation

Law of 18 June 2020 amending the FATCA and CRS
Legislation

Law of 16 May 2023 transposing Directive 2021/514
on DAC7

Handbook on automatic exchange of information
on financial accounts

Directive 2014/107/EU of 9 December 2014
modifying Directive 2011/16/EU as regards
mandatory exchange of information in the field of
taxation.

Grand-Ducal Regulation of 24 January 2020
https.//ec.europa.eu/taxation_customs/individuals/
personal-taxation/taxation-savings-income/
repeal-savings- directive-line-with-international-eu-
developments_en

9.6. Taxation of savings income

The Tax Circular issued on 27 February
2017 completed the Relibi Law following
the Luxembourg 2017 tax reform (tax rate
modification from 10% to 20%).

The law introduced a final withholding tax
regime for interest income from fixed-
income investment such as:

Interest from savings account

Interest from current accounts and term
accounts

Interest on bonds

The law provides a rate of 20% on interest
paid by a paying agent within the meaning
of the law, based in Luxembourg to
beneficiaries resident in Luxembourg.

Interest that is subject to this final
withholding tax should in principle not
be declared in the beneficiary's personal
tax return. However, there are certain
exceptions where this withholding is

not final, and the income should still be
declared (notably if the income relates
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to a commercial, agricultural or forestry
business, or a professional occupation).

The 20% flat-rate tax can also apply if the
paying agent is based in the European
Economic Area (European Union, Iceland,
Liechtenstein and Norway) or in a State that
has signed an agreement with Luxembourg
which includes measures equivalent to
those in the Savings Directive. Taxpayers
resident in Luxembourg who want to opt
for the 20% flat-rate tax must file a separate
return no later than 31 March after the end
of the calendar year in which the interest
was received.

In addition, starting 1 January 2009, interest
paid by home-purchase savings plans are
exempt from tax. This applies to housing
savings plans recognized in Luxembourg or
in any other Member State of the European
Union.

Income that is not subject to the 20% flat-
rate withholding is taxable at progressive
rates as referenced in the taxpayer's
normal tax return (with a small exemption
threshold).

For further details:

Contributions Director circular Flat-rate discharge
payment (relib No.1) of 24 January 2006 law of 23
December 2005

Law of 27 November 2014

The exchange of information on demand
is one of the three main methods of
exchanging information along with the
automatic and spontaneous exchange.

An exchange of information on demand
occurs when a jurisdiction requests another
jurisdiction to provide information on a
case-by-case basis. To answer such demand,
the responding jurisdiction may ask the
holder of the information (bank, taxpayer,

etc.) to provide information for it to send
back to the requesting jurisdiction.

The procedures and the conditions of
exchanging information were described

in the agreements/ protocols signed by
Luxembourg, by the law of 31 March 2010,
as amended by the law of 25 November
2014 (entered into force on 1 December
2014) significantly modifying the procedure
that has to be followed upon the reception
of a request.

Since the publication of the law of the

1 of March 2019 (Article 3), it is now also
possible to contest the “foreseeable
relevance” of the Luxembourg Tax Authority
injunction decision directly before the
Luxembourg Administrative Tribunal (specific
and dedicated procedure).

Administrative cooperation is related to
the cooperation between tax and customs
administration in order to share relevant

information to track and reduce tax evasion.

The Commission launched several
initiatives in the field of taxation in the EU:

+ Directive 2011/16/EU (DACT) aiming to
generalize the exchange of information
on demand and also automatic
exchange of information between EU
Member States.

+ Directive 2014/107/EU (DAC2):
introduced automatic exchange of
financial account information.

+ Directive 2015/2376/EU (DAC3): on
automatic exchange of tax rulings and
advance pricing agreements.

+ Directive 2016/881/EU (DAC4): on
automatic exchange of country by
country.

+ Directive 2016/2258/EU (DAC5): ensures
tax authorities have access to beneficial
ownership information collected
pursuant to anti-money laundering
legislation.

+ Directive 2018/822/EU (DAC6): on
automatic exchange of reportable cross-
border arrangements and how the
Directive operates.

- Directive 2021/514/EU (DAC7): on
automatic exchange of the revenues
generated by sellers on digital platforms.

- DACS8 proposal to extend the exchange
of information framework to the field of
taxation and include crypto-assets and
e-money.>°

DAC6, amending the Directive (DACT)

on administrative cooperation, requires
taxpayers and intermediaries to declare
certain cross-border transactions with
certain hallmarks, as defined in the Directive.

DAC6 amends Directive 2011/16/EU to

(i) implement the mandatory disclosure

of information on potentially aggressive
cross-border tax planning schemes and (ii)
extend the scope of the automatic exchange
of information between tax authorities to
include these schemes.

In application of this Directive, tax planning
devices of a potentially aggressive nature (in
other words, having several characteristics
and particularities, or hallmarks) with

a cross-border dimension within the
European Union will have to be declared

by intermediaries to their national tax
administrations.

The hallmarks listed in Annex IV of
DAC6 constitute a compilation of the
characteristics and elements of the
operations, which indicate an abusive
practice.

30. Proposal for a Council Directive amending Directive 2011/16/EU on administrative cooperation in the field of taxation <EUR-Lex - 52022PC0707 - EN - EUR-Lex (europa.eu)>
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These hallmarks are called general or
specific. General hallmarks and some
specific hallmarks can only be taken into
account when they fulfill the “main benefit
criterion.” The latter is fulfilled when

the main advantage that a person can
reasonably expect from a device (or a series
of devices) is to obtain a tax benefit.

In Luxembourg, the law transposing the
Directive was voted on 25 March 2020.
Since then, some guidance has been

issued as well as information regarding the
reporting itself, i.e., a user guide to complete
the manual form and an XSD scheme for an
XML file format.

The first tax audits started in Q4 2021, with
Luxembourg tax authorities sending letters
to certain Luxembourg market players who
may be considered as intermediaries (within
the meaning of the Luxembourg DAC6 Law
dated 20 March 2020) but protected by the
legal professional privilege and, therefore,
exempt from the reporting obligation, to
monitor compliance with the requirements
of the DAC6 Law.

On 16 May 20233, the Luxembourg
Parliament adopted a law (the “Law")
implementing DAC7.

The Law contains several provisions that
complement and extend existing domestic
rules on tax transparency and exchange of
information. These include:

+ Introduction of new rules on mandatory
automatic exchange of information
reported by digital platform operators;

+ Introduction of automatic and
mandatory exchange of information
on persons resident in other Member
States regarding their ownership of
real estate assets (exchange to cover
information on taxable periods from
1 January 2025);

31. Law of 16 May 2023 implementing DAC7
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- Introduction of a framework for
conducting joint audits with other
Member States;

+ Clarification of the scope and
mechanism of the exchange of
information between tax authorities
of different Member States via, inter
alia, the definition of the “foreseeable
relevance” concept, and clarification
regarding requests on groups of
taxpayers who cannot be individually
identified;

- Clarification of the data protection
obligations imposed on Luxembourg
reporting financial institutions by
the amended Luxembourg law of 18
December 2015 implementing the
Common Reporting Standard (CRS); and

- Introduction of data protection
obligations for Luxembourg reporting
intermediaries under the Luxembourg
law of 25 March 2020 implementing
DACe.

The Law of April 17,2018 inserted a

new article 50ter LITL, which provides

an exemption of 80% on the net income
from eligible intellectual property assets.

It should be noted that, in line with the
OECD recommendations in Action 5 of the
BEPS program (Base Erosion and Profit
Shifting) and those of the European Union
and its Code of Conduct, the net income
of intellectual property qualifying for the
exemption must be adjusted by the amount
of eligible expenditure, that is to say those
necessary for the R & D activities exhibited
by the taxpayer. Also, note that under this
new regime, eligible intellectual property
assets are exempt from NWT.

The eligible assets for this new regime

are patents in the broad sense, as well as
copyrighted software. Intellectual property
assets need to be built, developed and/ or
improved by the taxpayer himself directly or
by a Luxembourg permanent establishment
or part of the EEA after 31 December 2007.

At the demand of the G8 and the G20, the
OECD launched inJuly 2013 extensive action
programs to fight against international tax
evasion and harmful tax competition.

These actions, which, are neither more nor
less recommendations whose normative
force varies, were approved by the OECD
and the G20 in October and November
2015. These are articulated around three
central concerns: more coherence, more
substance and more transparency in
international tax.

Some of these measures have been
implemented at the level of the European
Union through the Anti-Tax Avoidance
Directive (ATAD).

On 18 December 2018, the law
implementing ATAD 1 entered into force.
This law is effective as of 1 January, 2019
(except for the exit tax provisions) and
specific dispositions are applicable as of 1
January 2020. ATAD 2 extends the scope
of ATAD 1 to hybrid mismatches involving
third countries (i.e., non-EU countries) and
concerns forms of hybrid mismatches not
covered by ATAD 1.

Certain measures, such as the introduction
of a limitation on the deductibility of
interest and the rule on controlled foreign
companies, have a significant impact on
certain Luxembourg companies.


https://legilux.public.lu/eli/etat/leg/loi/2023/05/16/a237/jo
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Although all Member States should have
implemented this directive, it should be
mentioned that some of its provisions offer
different transposition options. Therefore,
not all Member States have necessarily
adopted the same ATAD 1 and 2 provisions
in their national legislation as they are seen
as a kind of minimum standard.

The law contains the following main

provisions:

a. The adoption of specific rules regarding
controlled foreign companies (CFC rules)

. The limitation of interest deductibility
Taxation at the exit

. The fight against hybrid arrangements

. The introduction of an anti-abuse clause
General (GAAR)

o™ o n o

In order to amplify the impact of the BEPS
Action Plan and to make it more effective,
the OECD had foreseen the introduction
of certain measures through a Multilateral
Agreement for the Implementation of the
Tax Treaty Measures (MLI). The MLI aims
to modify, through a single multi-party
agreement, multiple bilateral tax treaties
without further negotiations.

The law implementing MLI in Luxembourg
has been voted on the 15 February

2019 and the ratification instrument

has been deposited on the 9 April 2019
with the OECD. MLI has entered into

force in Luxembourg on 1 August 2019.
Implementation of these provisions will
follow the pace of transposition of the other
signatory States of the bilateral tax treaties
referred to in the MLI.

The objective of the MLI is mainly to
implement some of the BEPS actions quickly,
without waiting for bilateral negotiations on
the existing double tax treaty.

The MLI also provides for (i) a declaration of
intent against treaty shopping strategies,

(ii) introduces a general anti-abuse rule
based on the primary purpose of set-

ups and transactions and (iii) proposes a
reinforcement of the rules applicable during
the sale of so-called property-dominated
entities. Finally, the convention also deals
with the question of the artificial avoidance
of permanent establishments and
mandatory arbitration.

Each signatory State must list the bilateral
tax treaties it wishes to be affected by the
provisions of the multilateral instrument.

In order for the provisions of the multilateral
instrument to become part of a bilateral
convention, the two States must have
designated the tax treaty that binds them as
a “covered convention.”

In addition, each Member State must notify
the “specific” provisions of the multilateral
instrument they wish to see incorporated
into these conventions. Indeed, MLI contains
mandatory and optional provisions. The
mandatory provisions qualified as “minimum
standards,” such as provisions on misuse

of conventions or dispute settlements, are
necessarily included in covered tax treaties
(unless they have the same standards).
However, specific provisions (such as those
relating to permanent establishment or
hybrid arrangements) offer some flexibility
to States. This process of identifying and
notifying existing provisions is important.

In the event of a failure to notify or if the
notification differs from the one of the
partner State in the bilateral convention, the
provisions of the multilateral instrument,
which do not concern minimum standards,
are then inapplicable.

At the European Union level, it is crucial to
get a clear view of the tax policy agenda

to understand future trends and take
preemptive steps to anticipate and adapt
to change. This is particularly important as
governments seek to align tax systems with
today’s business operating models, and tax
administrations seek to raise revenue due to
rising pressure on public finances. The pace
of reform is accelerating and challenges
businesses' tax governance structures to
manage increasing tax risks.

The European Commission continues to
focus on anti-avoidance measures (e.g., the
Unshell proposal on the misuse of shell
entities, the implementation of the OECD
Pillar 2 minimum taxation®? across the
European Union, DAC8 imposing reporting
obligations related to cryptoassets and
cryptocurrencies, etc.).

However, certain measures will be aimed
at making the EU tax system more resilient
and efficient. These include the FASTER
proposal for a new common EU-wide
system for withholding tax on dividend or
interest payments, and the Business in
Europe: Framework for Income Taxation
(BEFIT) proposal that replaces the
Common Consolidated Corporate Tax Base
proposal. These changes would go beyond
corporate taxation, featuring reforms of
the EU VAT system and the development
of environmental taxation impacting all
economic sectors.

32. Luxembourg draft law 8292 for implementing EU Council Directive 2022/2523 of 14 December 2022 on ensuring a global minimum level of taxation for multinational

enterprise groups and large-scale domestic groups within the EU.
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Cash compensation represents all forms

of If an individual works for a company in a
non-executive capacity serving as a director
on its board of directors (or equivalent), he/
she is considered to be self-employed for
Luxembourg tax purposes and will receive
director’s fees. This income is subject to

a particular tax regime, which has been
highlighted in section 8.

Alternatively, if an individual works for a
company and is involved in the day-to-day
management or operations of the company,
he/she would be in principle considered as
an employee and his/her income would be
treated as employment income.

As defined by Article 95 of the Luxembourg
Income Tax Law, there are two forms of
employment income: cash compensation
and benefits in kind.

Cash compensation represents all forms
of cash payments made to an employee
for his/her services, typically base salary
plus discretionary bonuses and other cash
incentives.

The basis of taxation of benefits in kind is
founded on the general income tax rule that
all benefits and perquisites made available
to employees and assessable under a given
revenue category are considered to be
income and therefore subject to individual
tax.

Employment income is subject to tax

at progressive rates ranging from zero

to 42 percent and subject to monthly
withholding taxes and social security. (i.e.,
45.78% including the top 9% surcharge
of the amount of tax due, covering the
Employment Fund contribution)

In order to increase the attractiveness of
Luxembourg, in 2011 the Luxembourg

tax authorities introduced a favorable tax
regime for highly skilled employees (also
called inpatriates) coming to Luxembourg,.
The conditions of this special treatment
were relaxed in May 2013 and the scope of
the regime was extended in January 2014.
The new scope applied to expatriates who
arrived in Luxembourg as of 1 January 2014.

By expatriates, the Luxembourg tax
authorities mean employees who are part
of an international group and who are
temporarily seconded to Luxembourg, and
the employees directly recruited abroad by
a company that is located in Luxembourg
or by a company established in another EU/
EEA Member State.

Provided that the conditions of the regime
are met, a number of expenses that are
typically incurred by the employer in

the context of expatriation (e.g., moving
expenses of the employee and his/her
family, expenses related to their move to
Luxembourg, school fees of children, rent,
travel to the country of origin, the differential
cost of living, tax equalization) and are
therefore in principle taxable as benefits in
kind, the employee benefits from a total or
partial tax exemption.

The exemption applies to the employee
but may benefit the employer (assuming
the tax is borne by the employer as part of
a tax equalization policy). Furthermore, the
eligible costs are considered as operating
expenses at the employer level.

The 2021 budget law provided
modernization and legal provisions to
govern the Inpatriate Tax Regime. These
included an increase in the number of years
during which inpatriates would benefit

from the regime (i.e., from 5 to 8 years), an
increase in the minimum yearly base salary
which would apply (i.e., from €50,000 to
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€100,000), a new inpatriate premium that
would be personal tax exempt, while also
canceling certain conditions.

This measure has applied since the 2021

tax year. To that end, the Luxembourg tax
authorities repealed the 2014 Circular on 14
December 2020, with effect from tax year
2021. However, they specified that the tax
regime described in the Circular continues
to apply to inpatriate workers who started
their activity in Luxembourg during tax years
2016 through 2020 (within the limits and
under the conditions stated in the Circular,
and provided the employees concerned do
not benefit from the provisions of article
115, number 13b of the LITL).

This does not apply to inpatriate workers
whose tax regime ended, for one reason or
another, during the same period covering
tax years 2016 through 2020.

As from 2022, the tax authorities decreased
the minimum inpatriate remuneration from
€100,000 to €75,000 per annum (annual
base remuneration excluding benefits and
bonuses).

See also the Abolition of the “stock
option” regime and the profit-sharing
bonus (prime participative)>.

An employer has the obligation to withhold
wage taxes and social security from an
employee’s remuneration each time they
pay a salary to the employee. In order

to avoid penalties, timely payments are
required.

Each year, employees receive or must
request a tax card from the Luxembourg
tax authorities. This tax card needs to be
provided to their employer to ensure the
correct collection and reporting of the
Luxembourg withholding tax.

33. See our Pocket Tax Guide 2023 for more details (Luxembourg Individual Tax Guide 2023 | Deloitte Luxembourg | Tax)

As of 1 January 2015, the tax card no
longer needs to be returned to the tax
administration. It is to be archived by the
employer in order to be provided to the tax
administration in case of wage tax audit.

The 2021 budget law also provides some
modernization regarding employees’

tax cards, which would be managed
electronically as from 2022, and that would
be valid for multiple years.

In Luxembourg, the tax year corresponds
to the calendar year. All the tax files of year
N must be submitted to the Luxembourg
tax authorities before 31 December of year
N+1.

Returns may not be required from
employees who are taxed at source.

As from 1 January 2018, separate/individual
taxation is possible upon election for
Luxembourg married couples for the
calendar year 2018 and onwards. This is
subject to certain filing requirements and
notices.

Both the employee and the employer’s
contributions apply to the employee’s yearly
gross remuneration. See rates below.

In addition, employees are subject to a 1.4%
dependence contribution, which applies to
their yearly gross remuneration uncapped
and not tax deductible.

Self-employed workers support the entire
amount of social security due on their
annual net self-employment profits

See rates below.

In addition, self-employed workers are
subject to a 1.4% dependence contribution,
which applies to their annual net self-
employment profits - uncapped.

EMPLOYEE INDEPENDENT

Coverage Employee % Employer % Coverage %

Sickness 2.8/3.05 2.8/3.05 Sickness 6.10

Pension 8.00 8.00 Pension 16.00
Accident - 0.75 Accident 0.75

Mutual - 0.72t02.84 Mutual insurance 072t 2.84
insurance

Health at work - 0.14 Health at work 0.14
Dependence 1.40 Dependence 1.40

Total 12.20/12.45 1?|':;;° Total 25.11to 27.23
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The Unshell Directive proposal (the “Unshell
proposal” or the “Proposal”) is part of the
EU's legislative framework designed to
combat tax evasion and avoidance. The
European Commission presented the
Proposal’s text on 22 December 2021.

The Proposal would introduce a “filtering”
mechanism for all EU entities that are tax
resident and engaging in economic activities,
regardless of their legal form. These entities
must meet criteria concerning their income,
staff and premises to guarantee they
possess an adequate level of “substance”,
including strong governance in the entity's
country of residence. Entities that fall short
of this substance will be treated as potential
“shell companies.” Unless they can provide
further evidence that proves the commercial
and non-tax reasons for their existence,
they will forfeit any tax benefits granted
under bilateral tax agreements or EU
directives. This approach aims to discourage
these entities’ exploitation for tax purposes.

While the European Parliament proposed a
series of amendments on 17 January 2023,
these amendments are not binding—the EU
Council is the only legislator of European tax
matters, while the European Parliament only
has a consultative opinion.

While the EU Council has not yet publicly
debated the Unshell Proposal, Member
States have been negotiating rewrites of

the Proposal over the past few months.
However, there is currently no updated draft
available. The Spanish Presidency of the

EU hopes that a unanimous agreement of
the EU Member States will be possible by

76

November 2023; if adopted unanimously
by the end of the year, the Directive could
potentially apply from 2025.

Below is a short overview of the key features
of the Unshell proposal presented by the EU
Commission in 2021. These are still subject
to changes, given the ongoing negotiations
and rewrites by EU Member States.
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The Unshell Proposal would introduce a
filtering mechanism (cumulative conditions)
to identify potential “shells”, which is applied
at the level of each entity. An entity would
satisfy this gateway test if:

1. More than 75% of its revenue arises from
“relevant income” (i.e., interest, royalties,
dividends, leasing, property income, etc.).

2. More than 60% of the relevant income
is earned or paid out through cross-
border transactions, or more than 60%
of the book value of the entity's fixed and
moveable assets is located outside the
EU Member State in which the entity was
resident for the past two tax years.

The Proposal lists certain entities that would
benefit from a carve-out and be exempted
from reporting obligations. These include
publicly listed companies, certain holding
companies, certain regulated financial
institutions like credit institutions, insurance
companies, UCITs, Alfs, and regulated fund
managers.

The holding company exemption would
apply to entities:

[, Whose main activity consists of holding
shares in operational companies
resident in the same Member State as its
beneficial owners; and

Il. That are resident in the same Member
State as the entity’s shareholders and/or
ultimate parent entity.

If an entity is caught by the gateway test and
none of the carve-out criteria apply, it would
be obliged to report certain information

in its annual tax returns regarding the
following minimum substance indicators:

1. Premises: the undertaking should have
its own premises or premises for its
exclusive use in the EU Member State of
residence. Shared office space by entities
belonging to the same group would be
allowed.

2. Bank accounts: the undertaking would
have at least one active bank account in
the European Union through which the
relevant income is received.

3. Directors and employees: at least one
of the following two criteria should be
satisfied:

a) One or more directors of the entity
would be tax residents in the same EU
Member State where the undertaking
is resident, or within a certain distance
allowing the performance of their
mandate and are authorized and
qualified to make decisions related to
the entity's relevant income.

b) Most of the full-time employees have
their tax residence in the EU Member
State where the undertaking is
resident, or within a certain distance
allowing the performance of their
work, and are qualified to perform
activities related to the generation of
the entity’s relevant income.

If the undertaking fails to meet the

minimum substance, it could challenge

the presumption of being a shell entity
through the rebuttal procedure. It would
need to provide additional information and
documentation to the competent authority
of its EU Member State of residence, notably
to demonstrate the entity is in place for valid
commercial reasons that reflect economic
reality.

The competent authority would have a
certain period to consider the rebuttal
request (9 months, according to the 2021
Unshell Proposal) and would likely be
considered as rejected if not notified within
the set timeframe.

If an entity is deemed to be a shell entity,
some tax consequences are likely—the
shell entity may be denied tax residency
certificates or receive warnings from the EU
Member States’ tax administrations. The
shell entity should not have access to:

i. double tax treaties,
ii. the Parent-Subsidiaries EU Directive,

iii. the Interests and Royalties EU Directive.

The Unshell Proposal would also create
automatic exchange of information
obligations between EU Member States on
presumed shell entities.

To this end, the Unshell Proposal
would amend Directive 2011/16/EU on
Administrative Cooperation in Direct
Taxation ("DAC").
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Licenses in detail

The following table schematically sets out the various categories, as well as the different PSF license types.
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Investment firms

v

v

241 24-2 24-3 24-4

Reception and transmission Execution of orders Dealing own accounts Portfolio

of orders in relation to ¢ on behalf of clients ¢ €750,000 ) management

one or more financial €75,000 (€150,000) €75,000 (€150,000)
instruments

€75,000 (€150,000)

24-5
Investment advice
€75,000 (€150,000)”
) ( )

A

£ 4

24-6

Underwriting of financial instruments
and/or placing of financial
instruments on a firm commitment
basis

€750,000

24-7

Placing of financial instruments
without a firm commitment basis
€75,000 (€150,000)

24-8

Operation of an MTF®?
in Luxembourg
€150,000

24-9

Operation of an OTF9
in Luxembourg
€150,000 (€750,000)”

Specialized PSF

25 26 26-1 27 28-3 28-4
| Registrar Professional depositaries Professional depositaries of assets Operators of a regulated market Debt recovery Professionals performing
agents of financial instruments other than financial instruments authorized in Luxembourg lending operations
€125,000 €730,000 €500,000 €730,000 €730,000
28-5 28-6 28-7 28-9 28-10
Professionals performing Family Offices Mutual savings fund Corporate N Professionals providing company incorporation
securities lending €50,000 administrators domiciliation agents and management services
€730,000 €125,000 €125,000 €125,000
28-11
Central account keepers
v |
29-1 29-2 29-3 29-5 29-6
Client communication Administrative agents IT systems and communication networks Dematerialization service Conservation service
Hp agents of the financial sector operators of the financial sector providers of the financial providers of the financial
€50,000 €125,000 €125,000 sector sector
€50,000 €125,000
N
a) Conditional on the production of evidence of a subscribed and fully paid-up share capital of no less than €75,000, where the investment firm is not permitted to hold client money or securities
belonging to its clients.
Conditional on the production of evidence of a subscribed and fully paid-up share capital of no less than €150,000, where the investment firm is permitted to hold client money or securities
belonging to its clients.
b) MTF: Multilateral Trading Facility
c) OTF: Organised Trading Facility
d) €750,000, where this firm engages in dealing on own account or is permitted to do so.
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INnvestment firms

Article 24-1 Reception and transmission of orders in relation to one or more financial instruments

Article 24-2 Execution of orders on behalf of clients

Article 24-3 Dealing on own account

Article 24-4 Portfolio management

Article 24-5 Investment advice

Article 24-6 Underwriting of financial instruments and/or placing of financial instruments on a firm commitment basis
Article 24-7 Placing of financial instruments without a firm commitment basis

Article 24-8 Operation of an MTF

Article 24-9 Operation of an OTF

a. Specific information

Although this information is specified in the
first chapter of this report, it is interesting
here to consolidate the points specific to
the investment firm status compared to the
other categories of PSF.

Investment firms are indeed subject to
more extensive licensing conditions and to
additional obligations:

1. Participation in the Investor
Compensation Scheme Luxembourg
(Art. 22-1 of the Law)

2.The organizational requirements set
forth by Article 37-1 of the Law

3.The compliance function
4.The risk management function
5.Prudential ratios

6. Minimum equity amounts higher than
other PSF statuses according to the
license type. Please refer to page 79
for more details.

7.1ssuance of an analytical or long form’
report3*

34. The Long Form Report is currently under reform. Please refer to page 49 paragraph d.
80



At the heart of regulatory and tax environments | Professionals of the Financial Sector (PSF) in Luxembourg

b. Fast-reference sheets and additional data per status

Reception and transmission of orders in relation to one or more financial instruments

Definition

Reception and transmission of orders in relation to one or more financial
instruments means the receiving or transmitting orders in relation to one or
more financial instruments, without holding funds or financial instruments of the
clients.

Legal reference

Article 24-1 of the Law

Minimum capital

€75,000 where the investment firm is not permitted to hold client money or
securities belonging to its clients; otherwise €150,000

Authorization procedure

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. 1.2)

Main applicable CSSF regulations (Reg.)
and circulars

03/113 (long form), 07/290 (prudential ratios), 07/301 (ICAAP), 07/307 (MiFID),
09/403 (liquidity), 10/437 (remuneration), 11/506 (stress tests), Reg. 12-02 (AML),
13/554 (IT), Reg. 16-07 and 17/671 (complaints), Reg. 15-01, 15-02 and 18-03 (CRR/
CRD IV / FINREP), 18/697, 18/698 and 20/750 (ICT and security risk management),
20/758 (governance), 21/784 (Periodic prudential), 22/806 (outsourcing
arrangements)

Status-specific CSSF circular

93/102 (brokers)
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Execution of orders on behalf of clients

Definition

Execution of orders on behalf of clients means acting to conclude agreements
to buy or sell one or more financial instruments on behalf of clients and

includes the conclusion of agreements to sell financial instruments issued by an
investment firm or a credit institution at the moment of their issuance

Legal reference

Article 24-2 of the Law

License granted automatically

Reception and transmission of orders in relation to one or more financial
instruments (Article 24-1) and Investment Advice (Article 24-5)

Minimum capital

€75,000 where the investment firm is not permitted to hold client money or
securities belonging to its clients; otherwise €150,000

Authorization procedure

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. 1.2)

Main applicable CSSF regulations (Reg.) and
circulars

03/113 (long form), 07/290 (prudential ratios), 07/301 (ICAAP), 07/307 (MiFID),
09/403 (liquidity), 10/437 (remuneration), 11/506 (stress tests), Reg. 12-02 (AML),
13/554 (IT), Reg. 16-07 and 17/671 (complaints), Regs 15-01, 15-02 and 18-03 (CRR/
CRD IV / FINREP), 18/697 18/698 and 20/750 (ICT and security risk management),
20/758 (governance) 21/784 (Periodic prudential), 22/806 (outsourcing
arrangements)

Status-specific CSSF circular

82

93/102 (commission agents)
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Dealing on own account

Definition

Dealing on own account means trading against proprietary capital resulting in
the conclusion of transactions in one or more financial instruments.

Legal reference

Article 24-3 of the Law

License granted automatically

Reception and transmission of orders in relation to one or more financial
instruments (Article 24-1), execution of orders on behalf of clients (article 24-2),
portfolio management (article 24-4) and investment advice (article 24-5)

Minimum capital

€750,000

Authorization procedure

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. I.2)

Professional indemnity insurance

€0

Main applicable CSSF regulations (Reg.) and
circulars

03/113 (long form), 07/290 (prudential ratios), 07/301 (ICAAP), 07/307 (MiFID),
09/403 (liquidity), 10/437 (remuneration), 11/506 (stress tests), Reg. 12-02 (AML),
13/554 (IT), Reg. 16-07 and 17/671 (complaints), Regs 15-01, 15-02 and 18-03 (CRR/
CRD IV/ FINREP), 18/697, 18/698 and 20/750 (ICT and security risk management),
20/758 (governance), 21/784 (Periodic prudential), 22/806 (outsourcing
arrangements)

Additional information

Trading for one's own account is an investment activity within the meaning of the MiFID. However, this activity is subject to the MiFID
provisions only when it is carried on together with another investment service or activity. On the contrary, persons managing their own
assets without providing any investment service or activity other than trading for one’s own account do not fall within the scope of the

Law, unless they are market makers.
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Portfolio management

Definition Portfolio management means managing portfolios in accordance with

mandates given by clients on a discretionary client-by-client basis where such
portfolios include one or more financial instruments.

Legal reference Article 24-4 of the Law

License granted automatically Reception and transmission of orders in relation to one or more financial

instruments (Article 24-1), Execution of orders on behalf of clients (Article 24-2)
and Investment Advice (Article 24-5)

Minimum capital €75,000 where the investment firm is not permitted to hold client money or

securities belonging to its clients; otherwise €150,000

Authorization procedure The license is subject to obtaining a written authorization from the Ministry of

Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. 1.2)

Main applicable CSSF regulations (Reg.) and 03/113 (long form), 07/290 (prudential ratios), 07/301 (ICAAP), 07/307 (MiFID),
circulars 09/403 (liquidity), 10/437 (remuneration), 11/506 (stress tests), Reg. 12-02 (AML),

13/554 (IT), Reg. 16-07 and 17/671 (complaints), Regs 15-01, 15-02 and 18-03 (CRR/
CRD IV / FINREP), 18/697, 18/698 and 20/750 (ICT and security risk management),
20/758 (governance) 21/784 (Periodic prudential), 22/806 (outsourcing
arrangements)

Status-specific CSSF circular 91/78 (segregation of assets)

Additional information
Asset management involves specific notions and requirements which should be explained in detail:
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Private portfolio managers manage their clients’ assets, under a mandate, i.e. they act on behalf and for the account of the client

Private portfolio managers may not receive or keep assets belonging to their clients in deposit. These client assets must be deposited
with an authorized custodian supervised by official authorities and do not form part of the collective assets of the PSF in the event of
liquidation. Private portfolio managers must enter their clients’ assets in accounts separate from those relating to their own assets

Discretionary asset management implies that private portfolio managers make decisions as to the investment of their clients’ assets

As part of its business, the manager must enter into a management agreement with the client. This written management agreement
must specify all the accounts and other assets belonging to the client to which it relates. Under no circumstances may the private
portfolio manager dispose in its own favor of clients’ assets. In addition, the management agreement must highlight the objective

of the portfolio management, the nature of authorized transactions, the information to be disclosed to the account holder, and the
manager's method of payment, the term of the agreement and the termination procedure

Private portfolio managers may incidentally grant their clients Lombard loans, provided that this activity is covered by their license.



At the heart of regulatory and tax environments | Professionals of the Financial Sector (PSF) in Luxembourg

Investment advice

Definition Investment advice means the provision of personal recommendations to a
client, either upon its request or at the initiative of the investment firm, in respect

of one or more transactions relating to financial instruments.

Legal reference Article 24-5 of the Law

Minimum capital €75,000 where the investment firm is not permitted to hold client money or

securities belonging to its clients; otherwise €150,000

Authorization procedure The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired

status, including the necessary basic information (cf. 1.2)

Main applicable CSSF regulations (Reg.) and
circulars

03/113 (long form), 07/290 (prudential ratios), 07/301 (ICAAP), 07/307 (MiFID),
09/403 (liquidity), 10/437 (remuneration), 11/506 (stress tests), Reg. 12-02 (AML),
13/554 (IT), Reg. 16-07 and 17/671 (complaints), Regs 15-01, 15-02 and 18-03 (CRR/
CRD IV / FINREP), 18/697, 18/698 and 20/750 (ICT and security risk management),
20/758 (governance) 21/784 (Periodic prudential), 22/806 (outsourcing
arrangements)

Additional information

The Law of 21 December 2012 provides a change in scope, including the activity of adviser of undertakings for collective investment
referred to in the modified law of 17 December 2010 or of specialized investment

funds referred to in the modified Law of 13 February 2007. Nevertheless, if they do not provide personalized recommendations to
clients who are investors, and if they are not subject to the provisions governing the provision of investment services arising from
the legislation relating to markets in financial instruments, these entities, which only give advice inside the group of undertakings for
collective investment and specialized investment funds to which they belong, do not need an authorization pursuant to the Law of 5
April 1993.

The notion of personal recommendations covers two key points:

1. The recommendation concerns dedicated transactions on financial instruments (purchase, sale, subscriptions, swap, etc.)
or rights relating to such financial instruments

2. The personal nature of the recommendation. The recommendation is thus intended for a given person, whether investor
or investor agent, according to the specific situation of the investor in question

The activity of Investment advisers
is limited to providing personal
recommendations and does not
include the implementation of such
advice.

As specified in Article 24 of the Law, the
following are not covered:

A business of merely providing
information

General recommendations about
financial instruments that are disclosed
via distribution channels or intended for
the public

The disclosure of information published
in the press

The simple explanation of the risks
and advantages of one or more given
financial instruments

The production of performance
rating tables of financial instruments
compared to published reference
indicators
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Underwriting of financial instruments and/or placing of financial instruments on a firm commitment basis

Definition

Underwriters of financial instruments are professionals whose business is to
underwrite financial instruments and/or place financial instruments on
a firm commitment basis.

Legal reference

Article 24-6 of the Law

Minimum capital

€750,000

Authorization procedure

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. 1.2)

Professional indemnity insurance

€0

Main applicable CSSF regulations (Reg.) and
circulars
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03/113 (long form), 07/290 (prudential ratios), 07/301 (ICAAP), 07/307 (MiFID),
09/403 (liquidity), 10/437 (remuneration), 11/506 (stress tests), Reg. 12-02 (AML),
13/554 (IT), Reg. 16-07 and 17/671 (complaints), Regs 15-01, 15-02 and 18-03 (CRR/
CRD IV / FINREP), 18/697, 18/698 and 20/750 (ICT and security risk management),
20/758 (governance) 21/784 (Periodic prudential), 22/806 (outsourcing
arrangements)
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Placing of financial instruments without a firm commitment basis

Definition

This activity comprises the placing of financial instruments without a firm
commitment basis.

Legal reference

Article 24-7 of the Law

License granted automatically

None

Minimum capital

€75,000 where the investment firm is not permitted to hold client money or
securities belonging to its clients; otherwise €150,000

Authorization procedure

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. I.2)

Main applicable CSSF regulations (Reg.) and
circulars

03/113 (long form), 07/290 (prudential ratios), 07/301 (ICAAP), 07/307 (MiFID),
09/403 (liquidity), 10/437 (remuneration), 11/506 (stress tests), 11/506 (stress
tests), Reg. 12-02 (AML), 13/554 (IT), Reg. 16-07 and 17/671 (complaints), Regs
15-01, 15-02 and 18-03 (CRR/CRD IV / FINREP), 18/697, 18/698 and 20/750 (ICT
and security risk management), 20/758 (governance) 21/784 (Periodic prudential),
22/806 (outsourcing arrangements)
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Operation of an MTF in Luxembourg

Definition An MTF or multilateral trading facility refers to a multilateral system, which
brings together multiple third-party buying and selling interests in financial
instruments - in the system and in accordance with non-discretionary rules - in a
way that results in a contract.

Legal reference Article 24-8 of the Law

License granted automatically None

Minimum capital €150,000

Authorization procedure The license is subject to obtaining a written authorization from the Ministry of

Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. I.2)

Professional indemnity insurance €0
Main applicable CSSF regulations (Reg.) and 03/113 (long form), 07/290 (prudential ratios), 07/301 (ICAAP), 07/307 (MiFID),
circulars 09/403 (liquidity), 10/437 (remuneration), 11/506 (stress tests), Reg. 12-02 (AML),

13/554 (IT), Reg. 16-07 and 17/671 (complaints), Regs 15-01, 15-02 and 18-03 (CRR/
CRD IV / FINREP), 18/697, 18/698 and 20/750 (ICT and security risk management),
20/758 (governance), 21/784 (Periodic prudential), 22/806 (outsourcing
arrangements)

Additional information

Difference between a regulated market and an MTF.

Regulated markets differ from multilateral trading systems (MTF) due to the fact that the admission of an instrument for trading on a
regulated market, triggers the application of a number of related provisions as follows:

Provisions relating to the publication of a prospectus in the event of offering securities to the public or in order to admit securities for
trading

Provisions relating to the harmonization of transparency requirements concerning the information about issuers whose securities are
admitted for trading on a regulated market

Provisions (prohibitions and obligations) relating to market abuse
These requirements are designed to provide investors with a high standard of protection harmonized at European level.
Operating an MTF is an investment activity within the meaning of MiFID and MTFs are operated by a market operator within the meaning

of MiFID, a credit institution, or an investment firm. Credit institutions are authorized to operate a MTF in Luxembourg under their
banking license and require no separate license for this investment activity.
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Operation of an OTF in Luxembourg

Definition

An OTF or organized trading facility refers to a multilateral system, which is
not a regulated market or an MTF and in which multiple third-party buying and
selling interests in bonds, structured finance products, emission allowances, or
derivatives are able to interact in the system in a way that results in a contract.

Legal reference

Article 24-9 of the Law

License granted automatically

None

Minimum capital

€150,000 or €750,000 where this firm engages in dealing on own account or is
permitted to do so.

Authorization procedure

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. I.2)

Professional indemnity insurance

€0

Main applicable CSSF regulations (Reg.) and
circulars

03/113 (long form), 07/290 (prudential ratios), 07/301 (ICAAP), 07/307 (MiFID),
09/403 (liquidity), 10/437 (remuneration), 11/506 (stress tests), Reg. 12-02 (AML),
13/554 (IT), Reg. 16-07 and 17/671 (complaints), Regs 15-01, 15-02 and 18-03 (CRR/
CRD IV / FINREP), 18/697, 18/698 and 20/750 (ICT and security risk management),
20/758 (governance), 21/784 (Periodic prudential), 22/806 (outsourcing
arrangements)
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€) Specialized PSF

Article 25 Registrar agents

Article 26 Professional depositaries of
financial instruments

Article 26-1  Professional depositaries of
assets other than financial
instruments

Article 27 Operators of a regulated
market authorized in
Luxembourg

Article 28-3 Debt recovery

Article 28-4  Professionals performing
lending operations

Article 28-5 Professionals performing
securities lending

Article 28-6 Family Offices

Article 28-7 Mutual savings fund
administrators

Article 28-9 Corporate domiciliation
agents

Article 28-10 Professionals providing
company incorporation and
management services

Article 28-11 Central account keepers

a. Specific information

The Law of 28 April 2011 clarified and
amended the definition of specialized PSF
and takes into account the actual changes
to the various categories of PSF.
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b. Fast-reference sheets and additional data per status

Registrar agents

Definition Registrar agents shall be professionals engaged in the business of keeping a
register of one or more financial instruments. The keeping of a register comprises
the receipt and execution of orders concerning such financial instruments, for
which they are the necessary accessory.

Legal reference Article 25 of the Law

License granted automatically Client communication agents (Art. 29-1) and Financial sector administrative agents
(Art. 29-2)

Minimum capital €125,000

Authorized form Legal person

Authorization procedure The license is subject to obtaining a written authorization from the Ministry of

Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. I.2)

Professional indemnity insurance €0
Main applicable CSSF regulations (Reg.) and 95/120 (central administration), 96/126 (organization), 98/143 (internal control),
circulars 17/656, 06/240 and 13/554 (IT), 10/437 (remuneration), Reg. 12-02 (AML),
Reg. 16-07 and 17/671 (complaints), 18/698 and 20/750 (ICT and security risk
management)

Additional information

Activity as registrar particularly relates to the field of UCIs, SIFs and venture capital companies (SICAR) for which these agents perform
central administrative office tasks. Registrars may ipso jure work as Financial sector administrative agents - including in particular the
calculation of the net asset value (NAV) - and Client communication agents.

This activity consists in recording on a register of shareholders or security/unit holders all subscription, redemption and conversion
orders sent to the registrar in connection with the shares, securities or units of an issuer. The registrar also proceeds with the issue and
cancellation of personal registration certificates concerning shares, securities and units for which the agent performs this activity.
Registrars may not be engaged in investment advice or in the distribution of shares, securities or units for which they perform this
business, their activity being strictly limited to carrying out administrative tasks involved in receiving and processing orders related to

shares, securities or units on behalf of the issuer.

Registrars do not benefit from the European passport; a specific license is required for this activity.
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Professional depositaries of financial instruments

Definition

Professional depositaries of financial instruments are professionals who
engage in the receipt into custody of financial instruments exclusively from the
professionals of the financial sector, and who are entrusted with the safekeeping
and administration thereof, including custodianship and related services, and with
the task of facilitating their circulation.

Legal reference

Article 26 of the Law

License granted automatically

None

Minimum capital

€730,000

Authorized form

Legal person

Authorization procedure

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. I.2)

Professional indemnity insurance

€0

Main applicable CSSF regulations (Reg.) and
circulars
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95/120 (central administration), 96/126 (organization), 98/143 (internal control),
17/656, 06/240 and 13/554 (IT), 10/437 (remuneration), Reg. 12-02 (AML), Reg.
16-07 and 17/671 (complaints) and 20/750 (ICT and security risk management),
22/806 (outsourcing arrangements)
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Professional depositaries of assets other than financial instruments

Definition

Professional depositaries of assets other than financial instruments are
professionals whose activity consists in acting as depositary for:

Specialized investment funds within the meaning of the modified law of 13
February 2007

Investment companies in risk capital within the meaning of the modified law of
15]June 2004

Alternative investment funds within the meaning of Directive 2011/61/EU, which
have no redemption rights that can be exercised during five years as from the
date of the initial investments and which, pursuant to their main investment
policy, generally do not invest in assets which shall be held in custody pursuant
to Article 19(8) of the law of 12 July 2013 on alternative investment fund
managers or which generally invest in issuers or non-listed companies in order
to potentially acquire control thereof in accordance with Article 24 of the law of
12 July 2013 on alternative investment fund managers

Professional depositaries of assets other than financial instruments may,
through delegation, also ensure the safekeeping of assets other than
liquidities of financial instruments the custody of which may be ensured,
where this mission is delegated to them by a single depositary of an alternative
investment fund within the meaning of Directive 2011/61/EU

Legal reference

Article 26-1 of the Law

License granted automatically

None

Minimum capital

€500,000

Authorized form

Legal person

Authorization procedure

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. .2)

Professional indemnity insurance

€0

Main applicable CSSF regulations (Reg.) and
circulars

95/120 (central administration), 96/126 (organization), 98/143 (internal control),
17/656, 06/240 and 13/554 (IT), 10/437 (remuneration), Reg. 12-02 (AML), Reg.
16-07 and 17/671 (complaints) and 20/750 (ICT and security risk management),
22/806 (outsourcing arrangements)
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Additional information

94

This classification of ‘professional depositaries of assets other than financial
instruments’ has been created in the context of the AIFM Directive.

PSF actors such as fiduciary companies, family offices or domiciliary agents have
their stake to act as a depositary for the ‘not-in-bank’ assets, especially for private
equity and real estate. This new demand represents a real opportunity to diversify
and expand their service offering along the asset servicing value chain and could
also represent an additional advantage for a PSF to increase its client retention by
proposing a ‘'one-stop-shop’ offering.

More specifically, this possibility to deposit 'not-in-bank’ assets with a PSF will be
mainly applicable to the Luxembourg SIF and SICAR schemes, as structures falling
under part Il of the modified law of 17 December 2010 relating to undertakings for
collective investment can also be distributed to retail investors, triggering more
stringent requirements for the depositary.

An important difference is made between safekeeping duties on financial or ‘in-
bank’ assets and monitoring duties on other or 'not-in-bank’ assets. In case of loss
of financial assets in custody (i.e., safekeeping), the depositary has the obligation
to return an identical type or the corresponding amount of the assets whereas
for other assets not held under custody, the monitoring duties mainly consist

in verifying the ownership of these assets. This difference is a key factor for PSF
entities that consider entering this new market segment of the depositary activity.
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Operators of a regulated market authorised in Luxembourg

Definition

Operators of a regulated market in Luxembourg shall be those persons
managing or operating a regulated market in Luxembourg authorized in
Luxembourg apart from investment firms operating an MTF or an OTF in
Luxembourg

Legal reference

Article 27 of the Law

License granted automatically

None

Minimum capital

€730,000

Authorized form

Legal person

Authorization procedure

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. I.2)

Professional indemnity insurance

€0

Main applicable CSSF regulations (Reg.) and
circulars

95/120 (central administration), 96/126 (organization), 98/143 (internal control),
17/656, 06/240 and 13/554 (IT), 10/437 (remuneration), Reg. 12-02 (AML), Reg.
16-07 and 17/671 (complaints) and 20/750 (ICT and security risk management),
22/806 (outsourcing arrangements)

95



At the heart of regulatory and tax environments | Professionals of the Financial Sector (PSF) in Luxembourg

Debt recovery

Definition The business of collecting third parties’ debts, to the extent that it is not the
legal preserve of bailiffs (huissiers de justice), may be authorized only with the
express approval of the Minister of Justice. The application is examined by the
CSSF, which makes sure that the documentation and its opinion are forwarded to
the Ministry of Justice.

Legal reference Article 28-3 of the Law
License granted automatically None
Minimum capital No minimum capital other than the one defined by the Law on commercial

companies of 1915, as applicable

Authorized form Not specified (by default, natural or legal person)

Authorization procedure The license is subject to obtaining a written authorization from the Ministry of
Finance and the Ministry of Justice which handles the license documentation filed
to obtain the desired status, including the necessary basic information (cf. 1.2)

Professional indemnity insurance €0
Main applicable CSSF regulations (Reg.) and 95/120 (central administration), 96/126 (organization), 98/143 (internal control),
circulars 17/656, 06/240 and 13/554 (IT), 10/437 (remuneration), Reg. 12-02 (AML), Reg.

16-07 and 17/671 (complaints) and 20/750 (ICT and security risk management),
22/806 (outsourcing arrangements)

Additional information
All services consisting in contacting defaulting debtors (whether by telephone, text message, email, post or in person) in order to recover
claims on behalf of third parties fall within the scope of Article 28-3.

Alicense under Article 28-3 of the Law is required even if the agent providing the debt collection service is not authorized to collect the

funds or have them credited to its account. However, debt collection by the assignor or by a third party for the account of a securitization
organization does not fall within the scope of Article 28-3 of the Law.
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Professionals performing lending operations

Definition Professionals performing lending operations are professionals engaging in
the business of granting loans to the public for their own account.
The CSSF states that, within the meaning of Article 28-4, ‘public’ means clients
other than professional clients within the meaning of annex Ill section A (1) and (2)
of the Law.

The following, in particular, shall be regarded as lending operations for the

purposes of this article:

(@) financial leasing operations involving the leasing of moveable or immoveable
property specifically purchased with a view to such leasing by the
professional, who remains the owner thereof, where the contract reserves
unto the lessee the right to acquire, either during the course of or at the end
of the term of the lease, ownership of all or any part of the property leased in
return for payment of a sum specified in the contract

(b) factoring operations, either with or without recourse, whereby the
professional purchases commercial debts and proceeds to collect them for
his own account “when he makes the funds available to the transferor before
maturity or before payment of the transferred debts.”

This article shall not apply to persons engaging in the granting of consumer credit,
including financial leasing operations as defined in paragraph (a) above, where
that activity is incidental to the pursuit of any activity covered by the law of 2
September 2011 regulating the access to the professions of craftsman, traders,
industrialists and certain liberal professions.

This article shall not apply to persons engaging in securitization operations.

Legal reference Article 28-4 of the Law

License granted automatically None

Minimum capital €730,000

Authorized form Legal person

Authorization procedure The license is subject to obtaining a written authorization from the Ministry of

Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. 1.2)

Professional indemnity insurance €0
Main applicable CSSF regulations (Reg.) and 95/120 (central administration), 96/126 (organization), 98/143 (internal control),
circulars 17/656, 06/240 and 13/554 (IT), 10/437 (remuneration), Reg. 12-02 (AML), Reg.

16-07 and 17/671 (complaints) and 20/750 (ICT and security risk management),
22/806 (outsourcing arrangements)
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Status-specific CSSF circulars 12/538 (lending), chapter 3 of part Il (except sub-chapter 3.4) and paragraph 12
of chapter 2 of part Il of 20/759 (counterparty risk and credit risk), 12/552 (central
administration, internal governance and risk management)

Additional information

This status covers professionals extending loans to clients for their own account, but which are not authorized to use public savings for
refinancing purposes. These professionals are refinanced exclusively inside their group or in the interbank market.

Article 28-4 of the Law exclusively governs the granting of loans to the public. This excludes professionals exclusively granting loans to
companies belonging to the same group. A lending activity carried on for a limited circle of natural or legal persons is not a public lending
activity, provided the target persons are clearly identifiable by meeting

pre-defined criteria.

Article 28-4 of the Law deals with granting loans of any kind to the public, including mortgage loans and, subject to point (3) of Article 28-
4, consumer credits, no matter whether the credits granted are secured by collateral or pledges or otherwise.

This status does not cover activities reserved solely for mortgage banks. In particular, the professionals in question must not issue
debtinstruments, referred to as mortgage bonds, and based on the rights in rem in immoveable property or charges on real property
securing the mortgage loans.

This status does not govern professionals engaged in securitization operations either.
The Law specifies that financial leasing operations and factoring operations are lending operations within the meaning of Article 28-4
of the Law. However, this list is not limitative and other activities may be considered as lending operations. For instance, the CSSF

considers that issuing guarantees also constitutes a lending operation within the scope of Article 28-4, when this activity is carried on in a
professional capacity and when the professional in question does not use public savings for refinancing purposes.
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Professionals performing securities lending

Definition Professionals performing securities lending are professionals engaging in the
business of lending or borrowing securities for their own account.

Legal reference Article 28-5 of the Law

License granted automatically None

Minimum capital €730,000

Authorized form Legal person

Authorization procedure The license is subject to obtaining a written authorization from the Ministry of

Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. I.2)

Professional indemnity insurance €0
Main applicable CSSF regulations (Reg.) and 95/120 (central administration), 96/126 (organization), 98/143 (internal control),
circulars 17/656, 06/240 and 13/554 (IT), 10/437 (remuneration), Reg. 12-02 (AML), Reg.

16-07 and 17/671 (complaints) and 20/750 (ICT and security risk management),
22/806 (outsourcing arrangements)

Additional information

The professionals in question are authorized to act for their own account as lender or borrower of shares, units, warrants, debt
instruments, bonds, bills of exchange, deposit certificates, savings bonds, promissory notes and other securities of any nature and any
options and rights on or to them, issued or secured by companies located in Luxembourg or abroad.

A company established in Luxembourg which occasionally engages in securities lending operations for its own account to improve the
quality of the borrower’s ratios or balance sheet, when such operations are not its main company object, does not thereby fall within the

scope of Article 28-5.

Professional intermediaries engaged in securities lending for the account of third parties either come under the status of agency broker
(if they act in their own name) or of broker when their role consists in finding the securities requested and putting the parties in contact.
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Family Offices

Definition

Those persons carrying out the activity of Family Office within the meaning

of the law of 21 December 2012 relating to the Family Office activity and not
registered in one of the other regulated professions listed under Article 2 of the
above- mentioned law are Family Offices and regarded as carrying on a business
activity in the financial sector.

Family Office activity within the meaning of the law of 21 December 2012 consists
in providing, as a professional, patrimony advice or services to physical persons,
families or patrimony entities belonging to physical persons or families or founded
by them or from which they are beneficiaries.

Legal reference

Article 28-6 of the Law

License granted automatically

None

Minimum capital

€50,000

Authorized form

Legal person

Authorization procedure

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. I.2)

Professional indemnity insurance

€0

Main applicable CSSF regulations (Reg.) and
circulars

95/120 (central administration), 96/126 (organization), 98/143 (internal control),
17/656, 06/240 and 13/554 (IT), 10/437 (remuneration), Reg. 12-02 (AML), Reg.
16-07 and 17/671 (complaints) and 20/750 (ICT and security risk management),
22/806 (outsourcing arrangements)

Additional information

The main purpose for regulating family office activity is for Luxembourg to strengthen the attractiveness and integrity of its financial
market at European and world level. The purpose of regulating such activity is also to professionalize the role of the family office and its
image, which is in no way incompatible with the independence and discretion it is required to exercise.

Such regulation meets a market need. It also allows Luxembourg to position itself on the world Family Office stage, while being a

complementary activity to its private banking.
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Mutual savings fund administrators

Definition Mutual savings fund administrators are professionals, whether natural or
legal persons, engaged in the business of administering one or more collective
savings schemes (fonds communs d'épargne).

For the purposes of this Article, a collective savings scheme shall be understood
to mean any undivided pool of cash deposits managed on behalf of a group of
savers acting in common, of which there are at least 20 in number, with a view to
obtaining more favorable financial conditions.

Legal reference Article 28-7 of the Law

License granted automatically None

Minimum capital €125,000

Authorized form Natural or legal person

Authorization procedure The license is subject to obtaining a written authorization from the Ministry of

Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. .2), 22/806 (outsourcing

arrangements)
Professional indemnity insurance €0
Main applicable CSSF regulations (Reg.) and 95/120 (central administration), 96/126 (organization), 98/143 (internal control),
circulars 17/656, 06/240 and 13/554 (IT), 10/437 (remuneration), Reg. 12-02 (AML), Reg. 16-

07 and 17/671 (complaints) and 20/750 (ICT and security risk management)

Additional information

Administrators of collective savings schemes being PSF and collective savings schemes (fonds communs dépargne) being undivided pools
without legal personality may not as such become members of the Luxembourg deposit guarantee system. They do not therefore pay any
contribution to this system and do not benefit from the deposit guarantee.
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Corporate domiciliation agents

Definition

Corporate domiciliation agents acting as professionals of the financial sector
are natural or legal persons who agree to the establishment at their address by
one or more companies of a seat and who provide services of any kind connected
with that activity.

Legal reference

Article 28-9 of the Law

License granted automatically

Professionals providing company incorporation and management services (Art.
28-10)

Minimum capital

€125,000

Authorized form

Natural or legal person

Authorization procedure

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. I.2)

Professional indemnity insurance

€0

Main applicable CSSF regulations (Reg.) and
circulars

95/120 (central administration), 96/126 (organization), 98/143 (internal control),
17/656, 06/240 and 13/554 (IT), 10/437 (remuneration), Reg. 12-02 (AML), Reg.
16-07 and 17/671 (complaints) and 20/750 (ICT and security risk management),
22/806 (outsourcing arrangements)

Status-specific CSSF circulars

01/28,01/29, 01/47 and 02/65 (domiciliation)

Additional information

CSSF Circular 02/65 gives details about the definition of registered office’ while emphasizing that this notion must be interpreted in a
broad sense. It should be noted that a registered office’ exists, within the meaning of the modified law of 31 May 1999 on corporate
domiciliation, when the company is provided with an address in Luxembourg by a third party for use by it in dealings with other third

parties.

If not all the criteria of a true lease (i.e., long-term lease with a lessor and a tenant ensuring exclusive enjoyment of private premises
with a separate entrance, such that the tenant can be engaged in a real business on the premises in question) are met, the activity does
constitute a domiciliation business within the meaning of Article 1 of the modified Law of 31 May 1999 on corporate domiciliation.
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Professionals providing company incorporation and management services

Definition Professionals providing company incorporation and management
services are natural and legal persons engaging in the provision of services
relating to the formation or management of one or more companies.

Legal reference Article 28-10 of the Law

License granted automatically None

Minimum capital €125,000

Authorized form Natural or legal person

Authorization procedure The license is subject to obtaining a written authorization from the Ministry of

Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. I.2)

Professional indemnity insurance €0
Main applicable CSSF regulations (Reg.) and 95/120 (central administration), 96/126 (organization), 98/143 (internal control),
circulars 17/656, 06/240 and 13/554 (IT), 10/437 (remuneration), Reg. 12-02 (AML), Reg.

16-07 and 17/671 (complaints) and 20/750 (ICT and security risk management),
22/806 (outsourcing arrangements)

Additional information

Corporate domiciliation agents as referred to in Article 28-9 of the Law and the notaries and registered members of other regulated
professions listed in Article 1, paragraph (1) of the modified Law of 31 May 1999 governing the domiciliation of companies shall be
automatically authorized to act, in addition, as professionals providing

company incorporation and management services. Except for the former, such persons shall not be subject to prior approval by the
minister responsible for the CSSF or to prudential supervision by the CSSF.

As regards the qualification of a professional engaged in company incorporation and management services, the CSSF has specified

that the relationship between the professional and the client is material. The assumption is that the business in question is performed
repeatedly or that the service provider is paid for the services provided.

Services related to company incorporation consist in performing for the account of the client any steps required to incorporate the type
of company desired. The services as intermediary provided to a client to prepare a company incorporation deed (whether organized and
existing under the laws of Luxembourg or not) and of representing a client when incorporating the company are included. As regards
company management services, Article 28-10

covers entities providing third-party companies with administrators, directors or managers.
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Central account keepers

Definition

Central account keepers are persons whose activity is to keep issuing accounts
for dematerialized securities.

Legal reference

Article 28-11 of the Law

License granted automatically

None

Minimum capital

None

Authorized form

Legal person

Authorization procedure

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. I.2)

Professional indemnity insurance

€0

Main applicable CSSF regulations (Reg.) and
circulars

95/120 (central administration), 96/126 (organization), 98/143 (internal control),
17/656, 06/240 and 13/554 (IT), 10/437 (remuneration), Reg. 12-02 (AML), Reg.
16-07 and 17/671 (complaints) and 20/750 (ICT and security risk management),
22/806 (outsourcing arrangements)
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Article 29-1 Client communication agents

Article 29-2 Administrative agents of the financial sector

Article 29-3 IT systems and communication network operators of the financial sector
Article 29-4 (Repealed by the Law of 21 July 2021)
Article 29-5 Dematerialization service providers of the financial sector

Article 29-6 Conservation service providers of the financial sector

Support PSF encompass the financial
sector professionals holding only a license
under Articles 29-1 to 29-6 of the Law. The
term 'support’ was defined by the market in
agreement with the CSSF.

Support PSF do not receive deposits from
the public and mainly act as subcontractors
of operational functions for the account of
other financial sector professionals. These
support PSF are engaged in an activity
which,

in principle, is not part of the financial
sector, but they provide a service for an
entity governed by the modified law of 5
April 1993 relating to the financial sector.
They are therefore subject to a license.

CSSF Circular 08/350 of 22 April 2008
as amended by CSSF Circular 13/568 is
the first circular specific to support PSF. It
covers the following four points:

1.Qualification of the activities carried on
by OSIPs (operators of primary computer
systems) and OSISs (operators of
communications networks and secondary
computer systems)

2. Terms of supervision of support PSF
3. Prudential rules and rules of conduct

4. Transitional provision
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CSSF Circular 06/240 as amended

by CSSF Circular 13/568 deals with

the administrative and accounting
organization; IT subcontracting and details
about the services subject to a support
PSF license, Articles 29-1, 29-2 and 29-3

of the Law; changes to the terms of IT
subcontracting of branches abroad.

The Law of 25 July 2015 on electronic
archiving broadens the license for all
support PSF. These licenses are also
required when activities arising from

these categories are carried out for
payment institutions and electronic money
institutions.

The Law of 23 July 2016 extends it as
well for the administrative agents when
activities are provided for reserved
alternative investment funds.
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Client communication agents are professionals engaged in the business
of providing one or more of the following services on behalf of Luxembourg
and non-Luxembourg credit institutions, PSF, payment institutions, electronic
money institutions, UCIs, SIFs, venture capital investment companies, authorized
securitization organizations, pension funds, insurance undertakings and
reinsurance undertakings:
The production of confidential documents in hard- copy or electronic format
for the personal use of clients of credit institutions, PSF, payment institutions,
electronic money institutions, insurance or reinsurance undertakings,
investors in UCIs, SIFs, venture capital investment companies, authorized
securitization organizations and contributors, members or beneficiaries of
pension funds
The archiving or the destruction of the documents referred to in the previous
indent
The provision of documents or information to the persons referred to in the
first indent concerning their assets and the services offered by the professional
in question
Mail management giving access to confidential data of the persons referred to
in the first indent
The compilation, under the terms of a specific mandate, of the various
positions held by the persons referred to in the first indent with various
financial professionals

Article 29-1 of the Law

None

€50,000

Legal person

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. 1.2)

€0

95/120 (central administration), 96/126 (organization), 98/143 (internal control),
17/656, 06/240 and 13/554 (IT), 08/350 (supervision), 08/364 (reporting), 12/544
(supervision), Reg. 12-02 (AML), Reg. 16-07 and 17/671 (complaints) and 20/750
(ICT and security risk management), 22/806 (outsourcing arrangements)

04/146 (late trading/market timing)
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Administrative agents of the financial sector are professionals who engage in
the provision, on behalf of credit institutions, PSF, payment institutions, electronic
money institutions, UCls, pension funds, SIFs, investment companies in risk
capital, authorized securitization undertakings, reserved alternative investment
funds, insurance undertakings or reinsurance undertakings established under
Luxembourg law or foreign law, pursuant to a sub-contract of administration
services forming an integral part of the business activities of the originator.

Article 29-2 of the Law

Client communication agents (Article 29-1)

€125,000

Legal person

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. I.2)

€0

95/120 (central administration), 96/126 (organization), 98/143 (internal control),
17/656, 06/240 and 13/554 (IT), 08/350 (supervision), 08/364 (reporting), 12/544
(supervision), Reg. 12-02 (AML), Reg. 16-07 and 17/671 (complaints) and 20/750
(ICT and security risk management), 22/806 (outsourcing arrangements)

Article 29-2 of the Law governs the professionals providing purely administrative services (back-office services), on a subcontracting basis,
for the account of financial professionals, whether from Luxembourg or abroad.

The field of action of administrative agents of the financial sector encompasses the following functions, inter alia:
Administrating investor portfolio
Posting transactions in client accounts
Valuing client assets
Opening new accounts in the books
Accounting audit of inflows and outflows
Reconciliations
Calculating the net asset value of UCI units
Defining computer application settings

Therefore, administrative agents may actively partake in the professional process of their client. This status does not cover technical
services that are not likely to impact the principal’s professional activity.
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IT systems and communication network operators of the financial sector
are professionals who are responsible for the operation of IT systems and
communication networks that are part of the IT and communication systems
belonging to: credit institutions, PSF, payment institutions, electronic money
institutions, UCls, pension funds, SIFs, investment companies in risk capital,
authorized securitization undertakings, reserved alternative investment funds,
insurance undertakings, or reinsurance undertakings established under
Luxembourg or foreign law.

Article 29-3 of the Law

€125,000

Legal person

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. 1.2)

€0

95/120 (central administration), 96/126 (organization), 98/143 (internal control),
17/656, 06/240 and 13/554 (IT), 08/350 (supervision), 08/364 (reporting), 12/544
(supervision), Reg. 12-02 (AML), Reg. 16-07 and 17/671 (complaints) and 20/750
(ICT and security risk management), 22/806 (outsourcing arrangements)
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Dematerialization service providers of the financial sector are
dematerialization service providers within the meaning of the law of 25 July 2015
on e-archiving in charge of the dematerialization of documents on behalf of credit
institutions, PSF, payment institutions, electronic money institutions, UCls, SIFs,
investment companies in risk capital, pension funds, authorized securitization
undertakings, insurance undertakings or reinsurance undertakings, governed by
Luxembourg law or by foreign law

Article 29-5 of the Law

None

€50,000

Legal person

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. I.2)

€0

95/120 (central administration), 96/126 (organization), 98/143 (internal control),
17/656, 06/240 and 13/554 (IT), 08/350 (supervision), 08/364 (reporting), 12/544
(supervision), Reg. 12-02 (AML), Reg. 16-07 and 17/671 (complaints) and 20/750
(ICT and security risk management), 22/806 (outsourcing arrangements)

CSSF and ILNAS collaborate for the purposes of the performance of their respective duties of supervision of dematerialization service

providers of the financial sector.
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Conservation service providers of the financial sector are conservation
service providers within the meaning of the law of 25 July 2015 on e-archiving

in charge of the conservation of electronic documents on behalf of credit
institutions, PSF, payment institutions, electronic money institutions, UCls, SIFs,
investment companies in risk capital, pension funds, authorized securitization
undertakings, insurance undertakings or reinsurance undertakings, governed by
Luxembourg law or by foreign law

Article 29-6 of the Law

None

€125,000

Legal person

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. I.2)

€0

95/120 (central administration), 96/126 (organization), 98/143 (internal control),
17/656, 06/240 and 13/554 (IT), 08/350 (supervision), 08/364 (reporting), 12/544
(supervision), Reg. 12-02 (AML), Reg. 16-07 and 17/671 (complaints) and 20/750
(ICT and security risk management), 22/806 (outsourcing arrangements)

The activities consisting solely in basic data storage and that do not consist in the conservation of a recognized legal copy or a digital
original ensuring its integrity according to the law of 25 July 2015 on e-archiving do not fall under this present article.

CSSF and ILNAS collaborate for the purposes of the performance of their respective duties of supervision of conservation service
providers of the financial sector.
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The authorisation of an investment firm shall specify the investment services or

activities listed in Section A of Annex Il which it is authorised to provide. In addition, the
authorisation may cover one or more ancillary services set out in Section C of Annex Il “and
one or more services“of an APA, an ARM or a CTP within the meaning of point (35) of Article
2(1) of Regulation (EU) No 600/2014, pursuant to Article 27b(2) of that regulation "165 "166.
The authorisation as investment firm may not be granted where only ancillary services are
provided.
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Approved publication arrangements (APAs) are professionals whose activity
consists in providing the service of publishing trade reports on behalf of credit
institutions or investment firms.

Article 29-12 of the Law

None

€125,000

Legal person

The license is subject to obtaining written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. I.2).

€0

95/120 (central administration), 96/126 (organization), 98/143 (internal control),
17/656, 06/240 and 13/554 (IT), 08/350 (supervision), 08/364 (reporting), 12/544
(supervision), Reg. 12-02 (AML), Reg. 16-07 and 17/671 (complaints) and 20/750
(ICT and security risk management).

APAs shall have adequate policies and arrangements in place to make public the information required under Articles 20 and 21

of Regulation (EU) No 600/2014 as close to real time as is technically possible, on a reasonable commercial basis. The information shall be
made available free of charge 15 minutes after the APA has published it. The APA shall be able to disseminate such information efficiently
and consistently in a way that ensures fast access to the information, on a non-discriminatory basis and in a format that facilitates the
consolidation of the information with similar data from other sources.

The information made public by an APA shall include, at least, the following details:

. The identifier of the financial instrument;
. The price at which the transaction was concluded;

. The volume of the transaction;

. The time the transaction was reported;

1

2

3

4. The time of the transaction;

5

6. The price notation of the transaction;
7

. The code for the trading venue the transaction was executed on, or where the transaction was executed via a systematic internalizer
the code “SI" or otherwise the code “OTC"

8. If applicable, an indicator that the transaction was subject to specific conditions.

APAs shall operate and maintain effective administrative arrangements designed to prevent conflicts of interest with their clients.

In particular, an APA that is also a market operator, credit institution or investment firm shall treat all information collected in a non-
discriminatory fashion and shall operate and maintain appropriate arrangements to separate different business functions.
Furthermore, APAs shall have sound security mechanisms in place designed to guarantee the security of the means of transfer of
information, minimize the risk of data corruption and unauthorized access and to prevent information leakage before publication. APAs
shall maintain adequate resources and have back-up facilities in place in order to offer and maintain their services at all times.

APAs shall have systems in place that can effectively check trade reports for completeness, identify omissions and obvious errors and
request re-transmission of any such erroneous reports.
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Consolidated tape providers (CTPs) are professionals whose activity consists
in providing the service of collecting trade reports for financial instruments
from regulated markets, MTFs, OTFs, and APAs and consolidating them into
a continuous electronic live data stream providing price and volume data per
financial instrument.

Article 29-13 of the Law

None

Legal person

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. 1.2).

€0

95/120 (central administration), 96/126 (organization), 98/143 (internal control),
17/656, 06/240 and 13/554 (IT), 08/350 (supervision), 08/364 (reporting), 12/544
(supervision), Reg. 12-02 (AML), Reg. 16-07 and 17/671 (complaints) and 20/750
(ICT and security risk management).

The CTP shall have adequate policies and arrangements in place to collect the information made public in accordance with Articles 6 and
20 of Regulation (EU) No 600/2014, consolidate it into a continuous electronic data stream and make the following information available to
the public as close to real time as is technically possible, on a reasonable commercial basis including, at least, the following details:

1. The identifier of the financial instrument;
. The price at which the transaction was concluded;

. The volume of the transaction;

2

3

4. The time of the transaction;

5. The time the transaction was reported;
6. The price notation of the transaction;
7

. The code for the trading venue the transaction was executed on, or where the transaction was executed via a systematic internalizer
the code “SI" or otherwise the code “OTC"

8. Where applicable, the fact that a computer algorithm within the credit institutions or investment firm was responsible for the
investment decision and the execution of the transaction;

9. If applicable, an indicator that the transaction was subject to specific conditions.

10. If the obligation to make public the information referred to in Article 3 (1) of Regulation (EU) No 600/2014 was waived in accordance
with letter (a) or (b) of Article 4 (1) of that regulation, an indication which of those waivers the transaction was subject to.

The information shall be made available free of charge 15 minutes after the CTP has published it. The CTP shall be able to disseminate
such information efficiently and consistently in a way that ensures fast access to the information, on a non-discriminatory basis and in
formats that are easily accessible and usable for market participants.
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Approved reporting mechanisms (ARMs) are professionals whose activity
consists in providing the service of reporting details of transactions to competent
authorities or to ESMA on behalf of credit institutions or investment firms.

Article 29-14 of the Law

None

Legal person

The license is subject to obtaining a written authorization from the Ministry of
Finance which handles the license documentation filed to obtain the desired
status, including the necessary basic information (cf. 1.2).

€0

95/120 (central administration), 96/126 (organization), 98/143 (internal control),
17/656, 06/240 and 13/554 (IT), 08/350 (supervision), 08/364 (reporting), 12/544
(supervision), Reg. 12-02 (AML), Reg. 16-07 and 17/671 (complaints) and 20/750
(ICT and security risk management).

ARMs shall have adequate policies and arrangements in place to report the information required under Article 26 of Regulation (EU) No
600/2014 as quickly as possible, and no later than the close of the working day following the day upon which the transaction took place.
Such information shall be reported in accordance with the requirements laid down in Article 26 of Regulation (EU) No 600/2014.

ARMs shall operate and maintain effective administrative arrangements designed to prevent conflicts of interest with their clients.

In particular, an ARM that is also a market operator, credit institution or investment firm shall treat all information collected in a non-
discriminatory fashion and shall operate and maintain appropriate arrangements to separate different business functions.

ARMs shall have sound security mechanisms in place designed to guarantee the security and authentication of the means of transfer
of information, minimize the risk of data corruption and unauthorized access and to prevent information leakage, maintaining the
confidentiality of the data at all times. ARMs shall maintain adequate resources and have back-up facilities in place in order to offer and
maintain their services at all times.

ARMs shall have systems in place that can effectively check transaction reports for completeness, identify omissions and obvious errors
caused by the credit institution or the investment firm and where such error or omission occurs, communicate details of the error or
omission to the credit institution or investment firm and request re-transmission of any such erroneous reports. ARMs shall have systems
in place to enable them to detect errors or omissions caused by themselves and to enable ARMs to correct and transmit, or re-transmit
as the case may be, correct and complete transaction reports to the competent authority.
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o Summary of main regulations
and circulars applicable to PSF

(as at 30.09.2023)

CIRCULAR/REGULATION TOPIC

Investment firms  Specialized PSF Support PSF

Organization and internal control

91/78 Segregation of assets for private portfolio X (1)
managers
93/95 and 11/515 License requirements X X X
93/102 Activities of brokers or commission agents X(2)
95/120 (as amended by 22/806) Central administration X X
96/126 (as amended by 22/806) Administrative and accounting X X
organization
98/143 (as amended by 22/806) Internal control X X
04/146 Protection of undertakings for collective X(3) X(3) X(3)

investment and their investors against Late
Trading and Market Timing practices

04/155 (as amended by 22/806) Compliance function X X

12/538 Lending in foreign currencies X X(4)

Regs G-D of 25 July 2015 Dematerialization and conservation of X(3)
documents/electronic archiving

15/631 Dormant or inactive accounts X X X

17/651 Credit agreements for consumers relating to X X X

residential immovable property

17/669 Prudential assessment of acquisitions and X X X
increases in holdings in the financial sector

17/671 as amended by 18/698 and 19/718 Out-of-court resolution of complaints X X X

Reg. 20-04 Measures for a high common level of security X
of network and information systems

20/743:19/716 Provision in Luxembourg of investment X
services or performance of investment
activities and ancillary services in accordance
with Article 32-1 of the Law of 5 April 1993 on
the financial sector
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CIRCULAR/REGULATION TOPIC
Investment firms  Specialized PSF Support PSF
20/750 (as amended by 22/828) Information and communication X X X
technology (ICT) and security risk
management
20/758 (as amended by 21/785 and 22/806) Central administration, internal X X(5)
governance and risk management
22/827, updating 07/325 and 13/568 and Branches in Luxembourg or activities X(3)
21/765 exercised in Luxembourg by way of free
provision of services; branches in another
Member State or activities exercised in
another Member State by way of free
provision of services
21/769 as amended by 22/804 Governance and security requirements X X X
for supervised entities to perform tasks or
activities through telework
22/806 repealing 17/656 and 17/654 Outsourcing arrangements X X X
Remuneration
10/437 sector Remuneration policies in the financial X X X
Fight against money laundering and terrorist financing
11/528 Abolition of the transmission to the CSSF of X X X
suspicious transaction reports
11/529 Risk analysis regarding the fight against X X X
money laundering and terrorist financing
17/650 as amended by 20/744 offences Application extended to primary tax X X X
Reg. 12-02 as amended by CSSF regulation Fight against money laundering and X X X
N°20-05 and Circulars 10/495, 15/609 terrorist financing
19/732 Prevention of money laundering and terrorist X X X
financing: clarifications on the identification
and verification of the identity of the ultimate
beneficial owner(s)
20/740 AML/CFT implications during the COVID-19 X X X
pandemic
21/782 as amended by 23/841 & 23/843 Adoption of the revised guidelines, by EBA, X X

on money laundering and terrorist financing
risk factors
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CIRCULAR/REGULATION TOPIC
Investment firms  Specialized PSF Support PSF
MiFID
19/723 ESMA Guidelines on the application of the X
definitions of commodity derivatives in
Sections C6 and C7 of Annex | of MiFID |l
21/779 Adoption of the Guidelines of the European X
Securities and Market Authority (“ESMA") on
certain aspects of the MiFID Il compliance
function requirements (ESMA35-36-1952)
21/783 Application of the Guidelines of the European X

Securities and Market Authority on the MiFID
[I/MiFIR obligations on market data

07/307 as amended by CSSF Circulars 13/560,
13/568 and 14/585

As amended by CSSF Circulars 13/560, 13/568 X
and 14/585
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CIRCULAR/REGULATION

TOPIC

Investment firms

Specialized PSF

Support PSF

Prudential ratios

06/260

07/290 as amended by 10/451, 10/483, 10/497

and 13/568

07/301 as amended by 08/338, 09/403, 10/494

11/501
11/505
12/535
13/572

Capital adequacy ratios / large exposures; X
assessment process

Reg. 14-01, 15-01 and 15-02 and 13/575,

14/582, 14/583, 15/606, 15/618, 15/620, 15/622,
20/756 and 21/784 as well as Regulation (EU)
No 575/2013, ad hoc Commission Delegated

Regulations (EU) and ad hoc Commission
Implementing Regulations (EU)

Supervisory reporting requirements (IFD/IFR/ X(3)
FINREP)

09/403 Sound liquidity risk management X
11/506 as amended by 20/753 Principles of a sound stress testing program X
16/02 Scope of deposit guarantee and investor X
compensation
17/03, 17/649 Adoption of the guidelines issued by the X
European Banking Authority (EBA) on
the methods of providing information in
summarized or collective form for the
purposes of the Banking Recovery and
Resolution Directive (BRRD)
Reporting
05/187 completed by 10/433 and 21/770, Financial information to be submitted to the X X X
19/709 CSSF on a periodic basis
08/334 and 08/344 Encryption specifications for reporting firms X X X
to the CSSF
08/364 Financial information to be submitted to the X
CSSF on a quarterly basis by the support PSF
08/369 Prudential reporting X X X
10/457 Electronic transmission to the CSSF of the X
long form report and of the management
letter
11/503 Transmission and publication of financial X X X
information and relating deadlines
11/504 Frauds and incidents due to external X X X
computer attacks
13/577 Table "Responsible persons for certain X

functions and activities"
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CIRCULAR/REGULATION TOPIC

Investment firms  Specialized PSF Support PSF

Domiciliation

01/28, 01/29, 01/47 and 02/65 Domiciliation X(6)
Supervision
00/22 Supervision of investment firms on a X(3)

consolidated basis

08/350 as amended by 13/568 Prudential supervisory procedures for X
support PSF
12/544 updated by 19/727 Optimization of the supervision exercised on X

the support PSF by a risk-based approach

15/629 as amended by 16/641 Supplementary supervision to be applied X
to financial conglomerates and definition of
structure coefficients to be observed by the
regulated entities belonging to these financial
conglomerates

19/716 as amended by 20/743 Provision in Luxembourg of investment X
services or performance of investment
activities and ancillary services in accordance
with Article 32-1 of the LFS

External audit

03/113, 13/571 and 21/768 Practical rules concerning the mission of X
external auditors of investment firms

(1) applicable only to private portfolio management (art. 24-4)

(2) applicable only to Reception and transmission of orders in relation to one or more financial instruments (art. 24-1) and Execution of orders on behalf
of clients (art. 24-2)

(3) depending on the activity of the PSF
(4) applicable only to professionals performing lending operations (art. 28-4)

(5) applicable only to professionals performing lending operations (art. 28-4) and only chapter 3 of part Il of the circular (except sub-chapter 3.4)
and paragraph 12 of chapter 2 of part Ill of the circular applicable

(6) applicable only to PSF providing domiciliation activities
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Investment firms

PSF activities Article Minimum capital or capital base € Definition of the services
Reception and 24-1 €75,000 where the investment firm Reception and transmission of orders in relation to one or more
transmission of is not permitted to hold client money  financial instruments means the receiving or transmitting orders in relation
orders in relation to or securities belonging to its clients; to one or more financial instruments, without holding funds or financial
one or more financial otherwise €150,000 instruments of the clients.
instruments
Execution of orders 24-2 €75,000 where the investment firm Execution of orders on behalf of clients means acting to conclude
on behalf of clients is not permitted to hold client money ~ agreements to buy or sell one or more financial instruments on behalf of

or securities belonging to its clients; clients and includes the conclusion of agreements to sell financial instruments

otherwise €150,000 issued by

an investment firm or a credit institution at the moment of their issuance

Dealing on own 24-3 €750,000 Dealing on own account means trading against proprietary capital resulting

account

in the conclusion of transactions in one or more financial instruments

Portfolio Management 24-4 €75,000 where the investment firm Portfolio management means managing portfolios in accordance with
is not permitted to hold client money ~ mandates given by clients on a discretionary client-by-client basis where such
or securities belonging to its clients; portfolios include one or more financial instruments
otherwise €150,000

Investment advice 24-5 €75,000 where the investment Investment advice means the provision of personal recommendations to
firm is not permitted to hold a client, either upon its request or at the initiative of the investment firm, in
client money or securities respect of one or more transactions relating to financial instruments
belonging to its clients;
otherwise €150,000

Underwriting of 24-6 €750,000 Underwriters of financial instruments are professionals whose business is to

financial instruments
and/or placing of
financial instruments
on a firm commitment
basis

underwrite financial instruments and/or place financial instruments
on a firm commitment basis.
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Investment firms

PSF activities Article Minimum capital or capital base € Definition of the services

Placing of financial 24-7 €75,000 where the investment firm This activity comprises the placing of financial instruments without a firm

instruments without is not permitted to hold client money  commitment basis.

a firm commitment or securities belonging to its clients;

basis otherwise €150,000

Operation of an MTF ~ 24-8 €150,000 MTF or multilateral trading facility shall mean a multilateral system, which
brings together multiple third-party buying and selling interests in financial
instruments - in the system and in accordance with nondiscretionary rules -
in a way that results in a contract.

Operation of an OTF 249 €150,000 or €750,000 where this firm  OTF or organised trading facility shall mean a multilateral system which

engages in dealing on own account
or is permitted to do so

is not a regulated market or an MTF and in which multiple third-party
buying and selling interests in bonds, structured finance products, emission
allowances or derivatives are able to interact in the system in a way that
results in a contract.
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Specialized PSF

PSF activities Article Minimum capital or capital base € Definition of the services

Registrar agents 25 €125,000

Registrar agents are professionals whose business is to maintain the
register of one or more financial instruments. The maintaining of the
register includes the reception and execution of orders relating to such
financial instruments, of which they are the necessary accessory.

Professional 26 €730,000
depositaries of
financial instruments

Professional depositaries of financial instruments are professionals who
engage in the receipt into custody of financial instruments exclusively from
the professionals of the financial sector, and who are entrusted with the
safekeeping and administration thereof, including custodianship and related
services, and with the task of facilitating their circulation.

Professional 26-1 €500,000
depositaries of assets

other than financial

instruments

"Professional depositaries of assets other than financial instruments are
professionals whose activity consists in acting as depositary for:

- specialized investment funds within the meaning of the law of 13
February 2007, as amended,

- investment companies in risk capital within the meaning of the law of 15
June 2004, as amended,

- alternative investment funds within the meaning of Directive 2011/61/
EU, which have no redemption rights that can be exercised during five
years as from the date of the initial investments and which, pursuant to
their main investment policy, generally do not invest in assets which shall
be held in custody pursuant to Article 19(8) of the law of 12 July 2013
on alternative investment fund managers or which generally invest in
issuers or non-listed companies in order to potentially acquire control
thereof in accordance with Article 24 of the law of 12 July 2013 on
alternative investment fund managers."

Operators of a 27 €730,000
regulated market
authorised in

Operators of a regulated market in Luxembourg are persons who
manage and/or operate the business of a regulated market authorised in
Luxembourg, excluding investment firms operating an MTF or an OTF in

Luxembourg Luxembourg.

Debt recovery 28-3 - The recovery of debts owed to third parties, to the extent that it is not
reserved by law to certificated bailiffs, shall be authorized only with the
assent of the Minister for Justice.

Professionals 28-4 €730,000 "Professionals performing lending operations are professionals engaging in

performing lending the business of granting loans to the public for their own account.

operations

The following, in particular, shall be regarded as lending operations for the

purposes of this article:

(a) financial leasing operations involving the leasing of moveable or
immoveable property specifically purchased with a view to such leasing
by the professional, who remains the owner thereof, where the contract
reserves unto the lessee the right to acquire, either during the course of
or at the end of the term of the lease, ownership of all or any part of the
property leased in return for payment of a sum specified in the contract;
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PSF activities

Minimum capital or capital base € Definition of the services

Professionals
performing lending
operations
(continued)

(b) factoring operations, either with or without recourse, whereby the
professional purchases commercial debts and proceeds to collect them
for his own account "when he makes the funds available to the transferor
before maturity or before payment of the transferred debts".

This article shall not apply to persons engaging in the granting of consumer
credit, including financial leasing operations as defined in paragraph (a) above,
where that activity is incidental to the pursuit of any activity covered by the law
of 2 September 20711 regulating the access to the professions of craftsmen,
salesmen, industrials as well as to some liberal professions, as amended.

This article shall not apply to persons engaging in securitization operations."

Professionals 28-5 €730,000 Professionals performing securities lending are professionals engaging in
performing securities the business of lending or borrowing securities for their own account.
lending

Family Offices 28-6 €50,000 Those persons carrying out the activity of Family Office within the meaning

of the law of 21 December 2012 relating to the Family Office activity and not
registered in one of the other regulated professions listed under Article 2 of
the above-mentioned law are Family Offices and regarded as carrying on a
business activity in the financial sector.

Mutual savings fund  28-7 €125,000 "Mutual savings fund administrators are natural or legal persons engaging

administrators in the administration of one or more mutual savings funds. No person other
than a mutual savings fund administrator may carry on, even in an incidental
capacity,

the business of administering mutual savings funds.

For the purposes of this article, “mutual savings fund” means any
undivided fund of cash deposits administered for the account of joint
savers numbering not less than 20 persons with a view to securing more
favourable financial terms."

Corporate 28-9 €125,000 Corporate domiciliation agents referred to as other professionals of the

domiciliation agents financial sector in the list of paragraphs 1 of Article 1 of the law of 31 May
1999 governing the domiciliation of companies and referred to in this
Article, are natural or legal persons who agree to the establishment at their
address by one or more companies of a seat and who provide services of
any kind connected with that activity. This Article does not refer to the other
persons listed in the above-mentioned list.

Professionals 28-10 €125,000 Professionals providing company incorporation and management services
providing company are natural and legal persons engaging in the provision of services relating
incorporation and to the formation or management of one or more companies.

management services

Central account 28-11 - Central account keepers are persons whose activity is to keep issuing
keepers accounts for dematerialized securities.
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PSF activities Article Minimum capital or capital base €

Client communication 29-1 £€50,000
agents

Activity covered by the status

“Client communication agents are professionals engaging in the provision,

on behalf of credit institutions, PSF, payment institutions, electronic money
institutions, insurance undertakings, reinsurance undertakings, pension funds,
UCls, SIFs, investment companies in risk capital (sociétés d'investissement en
capital a risque) and authorized securitization undertakings established under
Luxembourg law or foreign law, of one or more of the following services:

- the production, in tangible form or in the form of electronic data, of
confidential documents intended for the personal attention of clients of
credit institutions, PSF, payment institutions, electronic money institutions,
insurance undertakings, reinsurance undertakings, contributors, members
or beneficiaries of pension funds and investors in UCls, SIFs, investment
companies in risk capital and authorized securitization undertakings;

- the maintenance or destruction of documents referred to in the previous
indent;

- the communication to persons referred to in the first indent of documents
or information relating to their assets and to the services offered by the
professional in question;

- the management of mail giving access to confidential data by persons
referred to in the first indent;

- the consolidation, pursuant to an express mandate given by the persons
referred to in the first indent of positions which the latter hold with diverse
financial professionals.”

Administrative agents 29-2 €125,000
of the financial sector

Administrative agents of the financial sector are professionals who engage
in the provision, on behalf of credit institutions, PSF, payment institutions,
electronic money institutions, UCls, pension funds, SIFs, investment
companies in risk capital, authorized securitization undertakings, reserved
alternative investment funds, insurance undertakings or reinsurance
undertakings established under Luxembourg law or foreign law, pursuant
to a sub-contract, of administration services forming an integral part of the
business activities of the originator.

IT systems and 29-3 €125,000
communication

networks operators of

the financial sector

IT systems and communication networks operators of the financial sector
are professionals who are responsible for the operation of IT systems

and communication networks that are part of the IT and communication
systems belonging to credit institutions, PSF, payment institutions,
electronic money institutions, UCls, pension funds, SIFs, investment
companies in risk capital, authorized securitization undertakings, reserved
alternative investment funds, insurance undertakings or reinsurance
undertakings established under Luxembourg law or foreign law.

The activity of IT systems and communication networks operator of the
financial sector includes IT processing or transfer of data stored in the IT
systems.

The IT systems and communication networks in question may either
belong to the credit institution, PSF, payment institution, electronic money
institution, UCI, pension fund, SIF, investment company in risk capital,
authorized securitization undertaking, reserved alternative investment
fund, insurance undertaking or reinsurance undertaking established under
Luxembourg law or foreign law, or be provided to them by the operator.
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PSF activities Article Minimum capital or capital base € Activity covered by the status

Dematerialization 29-5 €50,000 Dematerialization service providers of the financial sector are

service providers of dematerialization or conservation service providers within the meaning of
the financial sector the law of 25 July 2015 on e-archiving in charge of the dematerialization

of documents on behalf of credit institutions, PSF, payment institutions,
electronic money institutions, UCIs, SIFs, investment companies in risk
capital (SICARs), pension funds, authorized securitization undertakings,
insurance undertakings or reinsurance undertakings, governed by
Luxembourg law or by foreign law.

Conservation service 29-6 €125,000 Conservation service providers of the financial sector are dematerialization
providers of the or conservation service providers within the meaning of the law of 25 July
financial sector 2015 on e-archiving in charge of the conservation of electronic documents

on behalf of credit institutions, PSF, payment institutions, electronic

money institutions, UCIs, SIFs, investment companies in risk capital
(SICARs), pension funds, authorized securitization undertakings, insurance
undertakings or reinsurance undertakings, governed by Luxembourg law or
by foreign law.
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Glossary

AIFM Alternative Investment Fund Manager

AR Analytical Report

Cl Credit Institution

CiT Corporate Income Tax
Impot sur le Revenu des Collectivités (IRC)

CSSF Commission de Surveillance du Secteur
Financier

DR Descriptive Report

EC European Commission

EEA European Economic Area

FATCA  Foreign Account Tax Compliance Act

FFI Foreign Financial Institution

PSF Financial Sector Professional

ICAAP Internal Capital Adequacy Assessment
Process

ILNAS  Institut Luxembourgeois de
la Normalisation, de I'Accréditation,
de la Sécurité et qualité des produits et
services

IRS Internal Revenue Service

KYC Know Your Customer

Law Modified law relating to the financial
sector of 5 April 1993

References

LITL

MBT

MiFID

MTF
NFFE
NWT

OECD

PSDC

RAR
UCI
SICAR

VAT

Loi de I'lmpdt sur le Revenu:
law on income tax

Municipal Business Tax:
Imp6t Commercial Communal (ICC)

Markets in Financial Instruments
Directive

Multilateral Trading Facility
Non-Financial Foreign Entity

Net Wealth Tax:
Imp6t sur la fortune (IF)

Organization for Economic Co-operation
and Development

Prestataire de Services de
Dématérialisation ou de Conservation:
dematerialization and conservation
service provider

Risk Assessment Report
Undertaking for Collective Investment

Société d'investissement a Capital Risque:
venture capital investment company

Value Added Tax

Modified law relating to the financial sector of 5 April 1993CSSF regulations and circulars
CSSF annual reports
CSSF statistics on PSF
Questions/answers relating to the PSF licenses and statuses granted by the CSSF

Professionals of the Financial Sector (PSF) in Luxembourg - Overview and outlook of a sector adapting to the change
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Q Organizations
representing PSk

Expanding representation across
professional associations

PSF are subject to the supervisory authority
of the CSSF. Holding the PSF status is
subject to a license granted by the Minister
of Finance, in consideration of the opinion
given by the CSSF. The conditions for
granting such a license include in particular
initial capitalization, credit standing, the
competence of the management and
adequate governance, relying on a central
administrative office based in Luxembourg.

The professional associations set out below
are the most representative in terms of
defending the interests of PSF:

Finance & Technology Luxembourg (FTL)
This association, formed in 2007, currently
combines over 50 companies providing
services to financial institutions. The mission
of the association’s platform is to inform its
members about changes in prospects for
the professions in question, create synergy
between players with a view to securing
Luxembourg projects with an international
dimension. It also proactively handles
current topics related directly to support
PSF and FinTech companies.

Tel.: +352 43 53 66-1
www.financeandtechnology.lu

Association Luxembourgeoise des Family
Office (LAFO)

This Luxembourg professional association
has about fifty members and is specialized
in Family Offices. The Family Officer serves
as a service provider for ‘families and asset
entities), i.e. it coordinates, controls and
supervizes all professionals involved in the
provision of services to its clients (asset
management, attorneys, tax advisers, banks,
trustees, notaries, etc.).

Tel.: +352 621 135933

www.lafo.lu

Luxembourg Alternative Administrators
Association (L3A)

Created in 2004, the purpose of this
association is to promote the Luxembourg
trust industry and the representation of the
professional interests of its members.

It organizes seminars and other meetings
and develops initiatives on a central level,
which would be too costly or difficult for
individual members. It safeguards the
promotion of the commercial interests of
trust companies and defend their interests
with the authorities, in particular by
participating in commissions and working
groups.

It has contacts with authorities, other
professional organizations, professional
chambers and other corporate institutions.
Tel.. +352 621 3398 98

Email: contact@I3a.lu

www.|3a.lu

Luxembourg Capital Markets Association
(LuxCMA)

LuxCMA, constituted on 1 March 2019, is as a
not-for-profit association (a.s.b.l.). LuxCMA has
established four Working Groups and three
Task-Forces. The main goal of the association is
to bring all players in the primary capital markets
around the table and materialize their common
interests. In particular, LuxCMA will focus on
facilitating the access to a wide network of capital
market professionals; exchanging views about the
future of the industry; sharing best practices with
peers; sharing the latest information concerning
legal and regulatory developments; setting market
standards and providing input for capital markets
sector proposals in cooperation with other
industry associations, thereby influencing future
policy- making.

Tel.: +352 47 79 36-1

www.luxcma.com.

Association des Banques Et Banquiers,
Luxembourg (ABBL)

The ABBL was constituted in 1939. The ABBL
represents the majority of financial institutions,
regulated financial intermediaries, and other
professionals established in Luxembourg, as well
as lawyers, consultants, and auditors working in or
for the financial sector.

The ABBL is providing its members with guidance
and knowledge to operate in the financial

market and under its regulatory environment.
Furthermore, the ABBL provides a platform to
discuss key industry issues and to define common
best practice standards.

Tel.: +352 46 36 60-1

www.abbl.lu

ABBL investment firms working group

To provide a suitable platform to address the
needs of independent asset managers, the ABBL
has launched a new working group dedicated to
the community of investment firms that are PSF
regulated entities supervised by the CSSF.

Tel.: +352 46 36 60-1

www.abbl.lu

Association Luxembourgeoise des Fonds
d’Investissement (ALFI)

The ALFI was established in 1988 and represents
Luxembourg asset management and investment
funds. The objective of the ALFl is to; “Lead
industry efforts to make Luxembourg the most
attractive international investment fund center”.
Tel.: +352 22 30 26-1

www.alfi.lu

Luxembourg Private Equity and Venture
Capital Association (LPEA)

The LPEA was constituted in 2010 and represents
the interests of the Luxembourg private equity
and venture capital industry. The LPEA provides
its members with analysis and industry trends,
forums to exchange experiences, and offers of
trainings and workshops.

Tel.: +352 28 68 19 602

www.|pea.lu
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Numerous other organizations pertain
to PSF, including the following:

The International Facility Management
Association (IFMA)

Founded in 1980, IFMA is the largest
international association for facility
management professionals. With over
24,000 members in more than 100
countries, it is open to facility managers
to give them the skills necessary for their
business.

www.ifma.org

Fédération de I'lML - Information
Lifecycle Management, du Stockage et de
I'Archivage (FedISA)

Established on 26 November 2009,

FedISA Luxembourg is a not-for-profit
association serving innovation in matters of
dematerialization and electronic archiving.
Its aim is to bring together the players in
the Luxembourg market experts, users

and suppliers of information lifecycle
management, dematerialization, electronic
archiving and storage products and services,
such as OSIPs and OSISs (support PSF).
www.fedisa.lu

ISACA

With more than 145,000 members in

over 188 countries, ISACA is a major global
provider of knowledge, certifications,
exchange, sponsorship and training

in terms of security and assurance of
information systems, corporate governance
concerning information

technologies, IT risk control and conformity.
Founded in 1967, ISACA sponsors
international conferences, publishes a
review, and develops international auditing
and control standards for IT systems.

The institution is open to IT auditors likely to
be involved with PSF.

Www.isaca.org

Foundation LHoFT (Luxembourg House
of Financial Technology)

The foundation LHoFT is an initiative by the public
and private sectors to stimulate technological
innovation for the financial services sector in
Luxembourg, connecting up the national and
international Financial Technology community to
develop the solutions that will shape tomorrow's
world.

Tel.: +352 28 81 02 01

www.lhoft.com
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Other useful addresses

Administration des contributions directes
Tel.: +352 40 800-1

Administration de l'enregistrement
et des domaines
Tel.: +352 44 905-1

Association Luxembourgeoise
des Compliance Officers (ALCO)
Tel.: +352 28 99 25 00

Cellule de Renseignement Financier (CRF)
Tel.: +352 47 59 81-447

Chambre de Commerce
du Grand-Duché de Luxembourg
Tel.: +352 42 39 39-1

Commission de Surveillance
du Secteur Financier (CSSF)
Tel.: +352 26 251-1

Fédération des professionnels du secteur
financier Luxembourg (PROFIL)
Tel.: +352 27 20 37-1

Fedil
Tel.: +352 43 53 66-1

Systéme d'indemnisation des
investisseurs Luxembourg (SIIL)

House of Training
Tel.: +352 46 50 16-1

Institut des Auditeurs Internes
Luxembourg (lIA Luxembourg)
Tel.: +352 26 27 09 04

Institut des Réviseurs d’Entreprises (IRE)

Tel.: +352 29 11 39-1

Institut Luxembourgeois des
Administrateurs (ILA)
Tel.: +352 26 00 21 488

Luxembourg for Finance (LFF)
Tel.: +352 27 20 21-1
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Click here to access our wide range
of services, or scan the below QR code

Off i[O

Over many years, Deloitte has developed its competencies and
services to support and advise all types of PSF over the various
stages of their development, providing the following services
before incorporation and throughout their existence and
growth.
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