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Asset management and investment fundsAsset management and investment funds

Virtual currencies and initial coin offerings

The CSSFCSSF (Commission de Surveillance du Secteur Financier) has recently published two warnings on its
website regarding in particular the significant risks linked to investments in initial coin offerings ("ICOsICOs")
and tokens and virtual currencies (also called “VCs”, “cryptocurrencies” or “virtual money”).

As the CSSF considers these investments to be unsuitable for all types of investors and investment
objectives, they prohibit direct and indirect investments in virtual currencies and/or tokens through ICOs
by UCITS, UCIs addressing non-professional customers  and by pension funds. Only investment funds
restricted to professional investors are therefore allowed to invest directly or indirectly in these
investments provided that they take into account the relevant risks identified by the CSSF.

The CSSF highlights in particular the fact that virtual currencies and ICOs are not subject to a specific
regulation and do not benefit from any guarantee. They are highly volatile and speculative investments,
bearing a number of risks including total loss of investment.

1. Even though it is not expressly confirmed, the reference to non-professional customers should be understood

as covering any type of investor which does not qualify as a professional client within the meaning of MIFID.

Implementation of PRIIPs Regulation

As a reminder, on 1 January 2018, the PRIIPs Regulation entered into force in the EU. As regards the
implementation of the PRIIPs Regulation in Luxembourg law, an implementing law was published on 19
April 2018 ("PRIIPs LawPRIIPs Law").

The PRIIPs Law designates the CSSFCSSF (Commission de Surveillance du Secteur Financier) and the CAACAA
(Commissariat aux Assurances) as the competent authorities responsible for the supervision of
compliance with the PRIIPs Regulation in the Grand Duchy of Luxembourg and, in this context, gives
them specific supervisory and investigation powers. In addition, it details administrative sanctions and
measures that can be imposed in case of violation of the PRIIPs Regulation, such as the prohibition or
suspension of the marketing of the PRIIP, administrative fines that can amount to (i) EUR 5,000,000 or
3% of the revenues for a legal person and EUR 700,000 for a natural person or (ii) twice the profits
made or the losses avoided because of the violation, if they can be determined.

The PRIIPs Law also allows SICARs and UCIs other than UCITS to establish a KID in the UCITS format (i.e.
not a PRIIPs KID but a UCITS KIID prepared in accordance with the UCI Law), provided that this KID
expressly states that the SICAR or UCI, as the case may be, does not qualify as a UCITS. In this case, the
PRIIPs manufacturer is exempt from the obligations stated in the PRIIPs Regulation. Pursuant to the
provisions of the PRIIPs Regulation, this exemption will be valid until 31 December 2019, subject to an
extension of this transitional regime by the EU authorities.

1
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Implementation of Benchmark Regulation

The Benchmark Regulation (Regulation (EU) 2016/1011) has recently been supplemented in Luxembourg
by the publication of an implementing law on 19 April 2018 ("Benchmark LawBenchmark Law").

The Benchmark Law designates the CSSFCSSF (Commission de Surveillance du Secteur Financier) as
competent authority in Luxembourg to ensure compliance with the Benchmark Regulation by
administrators.

The CSSF is also competent (i) when Luxembourg is the Member State of reference of an administrator
located in a third country, and (ii) when an administrator or a regulated entity established in Luxembourg
requests the endorsement of a benchmark or a family of benchmarks provided in a third country.

In addition, the CSSF and the CAACAA (Commissariat Aux Assurances) are also designated as competent
authorities to ensure compliance with the Benchmark Regulation by the entities which are listed in Article
4.1 (17), letters a) to l) of the Benchmark Regulation ("Supervised EntitiesSupervised Entities") and which fall under their
supervision. UCITS management companies ("UCITS ManCosUCITS ManCos") and alternative investment fund managers
("AIFMsAIFMs") are included in the list of Supervised Entities.

According to the Benchmark Law, specific investigation powers are granted to the CSSF and the CAA.
Details on administrative sanctions and measures that can be imposed in case of violation of the
Benchmark Regulation are also provided. These sanctions and measures apply not only to administrators
but also to Supervised Entities (e.g. UCITS ManCos and AIFMs).

According to the Benchmark Law, UCITS ManCos and AIFMs (i) which do not have backup plans, i.e.
robust written plans outlining the steps to be taken in the event that a benchmark is materially changed
or ceases to be produced, and/or (ii) which do not insert the relevant information in their contractual
arrangements with their clients (e.g. prospectus) as required by Article 29 of the Benchmark Regulation,
may be subject to substantial fines, which can be up to an amount of EUR 1,000,000 or 10% of the
turnover of the UCITS ManCo/AIFM (the highest amount being withheld as a maximum).

ELTIF: Level 2 delegated act published

On 23 March 2018, the EU Commission supplemented the European Long Term Investment Fund
("ELTIFELTIF") Regulation (Regulation (EU) 2015/760) by adopting a new Delegated Regulation (EU)
2018/480 which specifies a number of points that are applicable to ELTIFs:

the circumstances in which the use of financial derivative instruments can be considered as solely
serving the purpose of hedging the risks inherent in other investments of an ELTIF;

the concept of sufficient length of life of an ELTIF;

the criteria for the assessment of the market for potential buyers;

the criteria for the valuation of the assets to be divested; and

the specifications on the facilities available to retail investors.

The Delegated Regulation became applicable on 12 April 2018. Transitional provisions are provided which
allow existing ELTIFs authorised under the ELTIF Regulation before 12 April 2018 to comply with the
Delegation Regulation from 1 May 2019 only.
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Banking and financial servicesBanking and financial services

Banking secrecy

Article 41 of the Law of 5 April 1993 on the financial sector (“LFSLFS”), as amended, provides for an
obligation of professional secrecy with regard to information confided to institutions of the financial
sector and their employees or representatives in the context of their professional activities (“BankingBanking
Secrecy ObligationSecrecy Obligation”), subject to certain exemptions also provided for in this Article.

Substantial amendments to this provision were adopted on 27 February 2018 in order to allow these
institutions to make more extensive use of outsourcing solutions including transfers of confidential
information.

Previously, only the communication of information to credit institutions and duly authorised support
financial sector professionals within the meaning of the LFS under a service agreement was exempt from
the Banking Secrecy Obligation. Several circulars of the Commission de Surveillance du Secteur Financier
(“CSSFCSSF”) completed the legal framework in practice by admitting the client’s consent under certain
conditions as a legitimate reason for the transfer of confidential information.

Under the new regime, the exemption is extended without further conditions for outsourcing to entities
established in Luxembourg and supervised by the CSSF, the European Central Bank or the Commissariat
aux Assurances and whose professional secrecy obligation is subject to criminal sanctions.

As regards the outsourcing of activities to all other types of entities (whether they are situated inside or
outside Luxembourg or whether or not they belong to the same group), information covered by the
Banking Secrecy Obligation may be transferred (or given access to) under the condition that the client
has agreed, in accordance with the law or pursuant to a method of providing information agreed
between the parties, to (i) the outsourcing of the relevant services, (ii) the type of information that
would potentially be disclosed in the context of such outsourcing, and (iii) the country in which the
provider of the outsourced services is established. The relevant entity must also be subject to a
professional secrecy obligation or bound by a non-disclosure agreement.

The means of obtaining client consent (i.e. through provisions of the general terms and conditions) are
thus facilitated. Furthermore, a mere contractual confidentiality undertaking will be sufficient at the level
of the recipient of the information.

The new regime is also introduced for insurance companies and payment service providers, subject to
similar professional secrecy obligations, by way of amendments to the relevant provisions of the
respective laws regulating their activities.

CSSF “warnings”: ICOs, tokens and cryptocurrencies – an unregulated area

On 14 March 2018, the Commission de Surveillance du Secteur Financier (“CSSFCSSF”) released two
publications entitled “warnings” on initial coin offerings ("ICOsICOs") on the one hand, and tokens and
cryptocurrencies on the other hand.

Even though the CSSF warns investors of the risks inherent in cryptocurrencies and fundraising through
ICOs, it recognises the innovative potential of blockchain technology within the banking sector.
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ICOs are commonly used to raise funds in order to finance the launch of new cryptocurrencies or any
other new projects. In return for this financing, digital coins or tokens, carrying electronic rights, are issued
by the initiator and allocated to the participant.

In the absence of a legal definition, the CSSF refers to the European Central Bank, which defined
cryptocurrency as a form of unregulated digital money not issued or guaranteed by a central bank, which
can act as a means of payment.

Because of the absence of national, European and international legislation, the CSSF warns investors
participating in ICOs, investing in tokens through dedicated platforms or investing in cryptocurrencies.
The CSSF highlights risks such as fraud, theft, money laundering, liquidity shortage, high price volatility,
complete loss, technological failure, embezzlement and false or misleading information.

Even if the publications are issued as “warnings”, the CSSF does not prohibit or prevent the launching of
such activities in Luxembourg. The CSSF is interested in all initiatives and invites those seeking to launch
a cryptocurrency activity to submit their projects to the CSSF in order to determine whether such an
activity constitutes a regulated activity. As regards ICOs in particular, the CSSF underlines that depending
on its characteristics, the launching of an ICO may be subject to a number of regulations and regulatory
requirements. In any case, the initiator of ICOs must implement procedures to prevent money laundering
and financing of terrorism.

Dispute resolutionDispute resolution

ECJ : Clarification on the ne bis in idem principles

On 20 March 2018, the Court of Justice of the European Union relaxed its rules on the ne bis in idem
principle. It may be limited for the purpose of protecting the financial interests and financial markets of
the European Union. However, any such limitation must not exceed what is strictly necessary to achieve
those objectives.

More information on these judgments is available in the Press release 34/18 published by the Press and
Information Unit of the Court.

EU law, competition and antitrustEU law, competition and antitrust

Brexit : Update

On 23 March 2018, the European Council approved the text of the Draft Agreement on the UK’s
withdrawal from the EU as proposed by the Commission on 19 March 2018 (“Withdrawal AgreementWithdrawal Agreement"). At
this stage, the most relevant points of the Withdrawal Agreement relate to the transition period. It shall
run from the date of its entry into force until 31 December 2020. The following agreed elements are
worth noting regarding the transition period:
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Subject to certain limited exceptions, EU law will be applicable to the UK so it will continue to
benefit from the rights and be bound by the obligations arising from EU law governing the internal
market, meaning also that the UK financial services sector will be under the continued supervision
of the EU supervisory authorities.

Subject to certain limited exceptions, the UK will no longer benefit from its institutional rights
under the treaties and, in particular, will no longer be able to nominate, appoint or elect members
of EU institutions, bodies and agencies, participate in their decision-making or attend their
meetings.

Although the UK remains bound by obligations stemming from existing international agreements
entered into by the EU and by the duty of sincere cooperation, it is explicitly allowed to negotiate
international agreements in areas of exclusive EU competence, such as international trade. The UK
thus receives the right to start negotiating future trade agreements with third countries.

The Court of Justice of the European Union will have continued jurisdiction in relation to the UK,
including as regards the interpretation and application of the Withdrawal Agreement.

Also important is the agreement on the continued application of the Rome I and Rome II Regulations
regarding, respectively, contracts concluded before the end of the transition period and events giving rise
to damages which occurred before the end of that period.

Finally, on the same day, the European Council also adopted  Guidelines for the negotiations on the
framework of the future relationship between the EU and the UK, i.e. for the period post-December
2020. After recalling the indivisibility of the four freedoms, the European Council confirmed its readiness
to work towards an ambitious free trade agreement with the UK, subject to sufficient guarantees for a
level playing field. This agreement would also address trade in services, with the aim of allowing market
access to provide services under host state rules, including as regards the right of establishment, but to
an extent consistent with the fact that the UK will become a third country and will no longer share a
common regulatory and supervisory framework with the EU (which means that there will be no more
passporting rights).

TaxTax

New Luxembourg IP box regime voted

On 17 April 2018, the Luxembourg Law containing the new intellectual property ("IPIP") tax regime was
enacted. This law introduces a new Article 50ter in the Income Tax Law which will be applicable as from
fiscal year 2018.

Since 2008, Luxembourg has offered a tax incentive providing for an 80% exemption from corporate
income tax and municipal business tax on eligible income and capital gains derived from certain IP rights
(the so-called IP Box regime). In addition, from 1 January 2009, a 100% exemption from net wealth tax
was applied to qualifying IP rights.

Following the consensus reached in February 2015 by all OECD and G20 countries on the application of
the modified nexus approach for IP regimes, Luxembourg decided to abolish its IP Box regime as of 1 July
2016 (with a grandfathering period of five years).
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As was the case in the previous regime, under the new IP tax regime, eligible income and capital gains
from qualifying IP assets will benefit from an 80% exemption from corporate income tax and net wealth
tax, resulting in an effective tax rate of approximately 5.2%, and a full exemption from Luxembourg NWT.

The new IP tax regime, which is based on the modified nexus approach developed by the OECD in the
final BEPS report of Action 5 “Countering Harmful Tax Practices More Effectively, Taking into Account
Transparency and Substance”, brings modifications in terms of qualifying IP rights and eligible income.

For further insight into the key features brought by this law, see the article “New Luxembourg IP regime”
on our website.

Tax treaty news

FranceFrance

On 20 March 2018, a new double tax treaty together with an associated protocol (“New DTTNew DTT”) were
signed by the French and Luxembourg governments. It is expected that the New DTT, implementing the
OECD/G20 BEPS new approaches, will replace the current double tax treaty dated 1 April 1958 (“CurrentCurrent
DTTDTT”). It will enter into force after the completion of the ratification process by each State, which may be
as early as January 2019.

The most important changes can be summarised as follows:

Anti-abuse rulesAnti-abuse rules: A new general anti-avoidance rule based on the Principal Purpose Test is included
to deny treaty benefit if such benefit is one of the main purposes of a given arrangement or
transaction. The New DTT also contains an uncommon clause allowing France to apply its domestic
anti-abuse provisions to situations covered by the New DTT.

Permanent establishmentPermanent establishment: The New DTT contains a wider definition of permanent establishment in
line with BEPS under the new rules. Situations where contracts are substantially negotiated in
France by a dependent agent and are merely authorised in Luxembourg may give rise to a
permanent establishment in France.

Withholding taxes on dividend distribution made by French Withholding taxes on dividend distribution made by French Organismes de Placement CollectifOrganismes de Placement Collectif
ImmobilierImmobilier (" ("OPCIs")OPCIs"): A major point of attention regarding the New DTT is the withholding tax rate
applicable to distributions made by a French OPCI. Luxembourg investors owning more than 10%
in French exempt real estate vehicles will be subject to the French withholding tax of 30% (as
opposed to the previous rate of 5% under the Current DTT). However, according to §2 of the
Protocol, a reduced treaty rate of 15% may, under certain conditions, apply to distributions made
to Luxembourg investment funds considered as similar to French investment funds.

Withholding taxes on other passive incomeWithholding taxes on other passive income:

Dividends (other than distributed by a French OPCI): the treaty provides for a standard
withholding tax rate of 15% which can be reduced to 0% if the beneficial owner is a company
owning directly at least 5% of the capital of the company paying the dividends for a 365-day
period including the day of the payment.

Interest: 0%.

Royalties: 5%. 
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EmployeesEmployees: Employees residing in France but working for a Luxembourg employer will be subject
to tax in Luxembourg on their whole wages provided that they performed their functions in
another State (France or a third State) for a period not exceeding 29 days in total per year.

Elimination of double taxationElimination of double taxation: France applies the credit method for the avoidance of double
taxation, while Luxembourg applies the credit method (with respect to dividends, royalties and
directors’ fees) and the exemption-with-progression method for other income. It is no longer
possible, under the New DTT, for a French distributing company which is neither listed in the
parent subsidiary directive nor fully taxable to benefit from the participation exemption.
Distributions made by OPCIs should thus be fully subject to tax in Luxembourg.

SenegalSenegal

On 15 February 2018, Senegal ratified the double tax treaty on income and capital signed between
Luxembourg and Senegal on 10 February 2016. The treaty will be in force after the completion of the
notification process by each State.

The following withholding tax rates will apply under the new treaty:

Dividends: the treaty provides for a standard withholding tax rate of 15% which can be reduced to
5% if the beneficial owner is a company (other than a partnership) owning directly at least 20% of
the capital of the company paying the dividends.

Interest: the treaty provides for a withholding tax rate of 10%, except for interest paid to the other
state, one of its local bodies or the central banks.

Royalties: the treaty provides for a withholding tax rate of 10% which can be reduced to 6% for the
use of, or the right to use, industrial, commercial or scientific equipment. 

Both States apply the exemption and credit methods for the avoidance of double taxation.

OmanOman

Based on recent public information, Luxembourg and Oman have expressed their intention to swiftly sign
the already initialled double tax treaty.

For any further information please contact us or visit our website at www.elvingerhoss.lu.

The information contained herein is not intended to be a comprehensive study or to provide legal advice
and should not be treated as a substitute for specific legal advice concerning particular situations.

We undertake no responsibility to notify any change in law or practice after the date of this newsletter.
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