Luxembourg:
Rules on tax deduction of donations changed

The Luxembourg tax authorities issued a tax circular on 20 July 2009 that allows a tax deduction for donations made to
recognized public service organizations in other EU/EEA Member States (e.g. educational, cultural, scientific, audio-visual
institutions, etc.). The circular was issued in response to a decision of the European Court of Justice in the Persche case, in
which the Court ruled that domestic tax laws that discriminate against donations to public interest organizations based in
other EU Member States violate the free movement of capital principle in the EC Treaty in cases where a donation made to
a nonresident organization satisfies the conditions laid set forth under domestic law.

Luxembourg tax law allows a tax deduction for cash donations to state-approved organizations considered to be in the
public interest, either on the basis of a special law or pursuant to general procedures. The way these procedures operated in
practice discriminated against nonresident organizations, with the result that only Luxembourg organizations were able to
obtain the necessary state approval and therefore qualify as a tax deduction. Under the general procedure, the public
interest nature of the organization must be verified by the relevant state body. While, in theory, this should apply to both
Luxembourg and foreign organizations, in practice, it has been difficult to verify the objectives of foreign organizations, so
that donations to non-Luxembourg non-profits have been disallowed as deductions.

In addition to ending the disparity in treatment between Luxembourg and EU/EEA non-profit organizations, the new circular
also provides that taxpayers are not required to demonstrate the status of the organization at the outset; the tax authorities
can rely on other means to verify status, such as official listings issued in the country concerned or a specific certificate to be
filed by the organization.

The circular will allow many taxpayers to increase their tax deductions. However, it should be noted that, to be deductible,
the total annual value of the donation must be at least EUR 120 but no more than EUR 1 million or 20% of net income for
the tax year concerned (donations exceeding this ceiling may be carried forward for the two subsequent years), whichever is
lower. In addition, the taxpayer must file a tax return. Finally, nonresident taxpayers may take advantage of the deduction
provided at least 90% of their professional income is taxable in Luxembourg (50% for Belgian residents) and they opt to be
taxed in Luxembourg.
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