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Context

In recent years, Luxembourg has implemented several measures to position itself as 
a leader in the EU’s transition to a more sustainable economy. 

Its latest incentive is a reduction in the subscription tax rate for undertakings 
for collective investments (UCIs) when promoting sustainable investments that 
qualify according to Taxonomy Regulation, which was approved in December 2020. 

Multiple advantages are available to Lux UCIs: not only an immediate saving on 
taxes, but it also accelerates the implementation of procedures and controls to 
collect, process and report data required by the SFDR and the Taxonomy Regulation. 

Investment managers that perform structured analyses of their investment 
databases, supported by proper data enrichment, will be ready to comply with the 
future regulatory deadlines and immediately benefit from the advantages. 

Early adopters are likely to gain a market advantage as well as the ability to 
demonstrate clear impacts of their strategic choices on sustainable investments.
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Reduced subscription tax

Rules and practical considerations
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Subscription tax: 0.04%

Saving: 100k€ every 1bn€ 
invested in eligible assets 

Subscription tax: 0.03%

Saving: 200k€ every 1bn€ 
invested in eligible assets

Subscription tax: 0.02%

Saving: 300k€ every 1bn€ 
invested in eligible assets 

Subscription tax: 0.01%

Saving: 400k€ every 1bn€ 
invested in eligible assets 

In principle, the annual subscription tax rate amounts to 0.05% of net assets under 
management. 

Since 1 January 2021, article 174, paragraph 3 of the UCI Law states that, where the 
proportion of net assets of a UCI (or an individual compartment of a UCI with multiple 
compartments) invested in sustainable economic activities and disclosed in accordance 
with the regulation represents at least 5% of its aggregated net assets, this rate amounts to 
0.04% for that proportion of net assets.

If the proportion of net assets represents at least 20% of the aggregated net assets, the 
rate amounts to 0.03% for the qualifying proportion of net assets. The other thresholds are 
35% and 50%, above which the tax rate is reduced to 0.02% or 0.01% respectively.

-> Applicable to UCITS and UCI part II -> more than 4,8 trillions of AUM as at 31.07.2021.

-> Applicable to share classes not currently dedicated to institutional investors (already 
subject to 0,01% subscription tax).

-> The sustainable economic activities are defined in Article 3 of Regulation (EU) 2020/852 
of the European Parliament and of the Council of 18 June 2020 on the establishment of a 
framework to facilitate sustainable investment (“Taxonomy Regulation”), and amending 
Regulation (EU) 2019/2088 (“SFDR”).

Rules and practical considerations

Reduced subscription tax
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• Eligible assets are those that comply with the criteria set forth in the EU “Taxonomy” Regulation 
2020/852 art. 3;

• The reduced subscription tax rate is fixed at financial year-end based on the % of eligible assets 
at that date;

• The reduced subscription tax rate is applicable for the next 4 quarters after communication to 
Tax Authority;

• The reduced rate has to be applied to the % of eligible assets calculated at the end of the 
quarter;

• The % of eligible assets have to be disclosed in the annual accounts or in a specific report; 

• Réviseur d’entreprises agréé have to provide at least reasonable assurance on the % of eligible 
assets and issue a certificate to the Luxembourg tax authorities including the % of eligible assets.

Rules and practical considerations

Reduced subscription tax
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The Tax Authority issued the Circular 804bis and issued a clarification letter to IRE on July 7, 2021, detailing the following:

• A Fund has to provide to the Tax Authority the réviseur d’entreprises agréé certified attestation on the eligible assets at the first tax declaration following the 
finalization of the annual accounts (or reasonable assurance report) or not later that the last day of the quarter to which the reduction will apply for the first 
time. Only the attestation has to be provided while the annual accounts (or reasonable assurance report) need to be available upon request.

• The determined tax rate is fixed and applicable for the next 4 quarters; only for the first year and new funds or sub-funds shorter application is accepted to 
align the covered quarters to the annual reporting cycle.

• In each of the 4 quarters, the tax liability will be calculated applying the reduced rate to the % of eligible assets calculated at the end of each quarter.

30.04.N 
reporting 

y.e.

30.06.N 30.09 N 31.12.N 31.03.N+1 

20.07.N 20.07.N+1 

Filing of 
auditor’s 

certification

Filing of 
auditor’s 

certification

30.06.N+1 

Q1 Q2 Q3 Q4 

Application of fixed certified reduced 
tax rate for the next 4 Q

• Auditor’s annual report (or reasonable assurance report) detailing the % of 
eligible assets in the Fund’s portfolio as at 30.04, ready after 30.06;

• Subscription tax declaration, under usual process, to be submitted within 
20.07 for the second quarter (01.04 – 30.06);

• Submission to Tax Authority of the certified attestation to fix the reduced 
tax rate within 20.07 together with the first tax declaration following the 
completion of the audit cycle; flexibility up to 30.09 is available.

• Reduced rate will be applicable as from third quarter (01.07 to 30.09) and 
for the next 4 quarters; for the first year the application can be for less than 
4 quarters if needed.

• Subscription tax declaration for third quarter will need to be filed within 
20.10 and the liability will be calculated using the reduced rate certified and 
the % of eligible assets as at 30.09.

Calculation of eligible asset to determine the 
sub-tax liability for previous quarter

Rules and practical considerations

Reduced subscription tax

In practice: an example with financial year end on 30.04
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Rules and practical considerations

Reduced subscription tax

A practical example

Assumptions: TNA: 1.000€m at each quarter end

Year-end 30.04.202X

Eligible TNA as at year-end 67%

Therefore the subscription tax rate applicable to the eligible assets is fixed at 0,01% for the next 4 quarters. 

This will be certified by the auditor with an attestation that needs to be provided to the Tax Authority during the first tax declaration after the certification.

Assuming the certificate is ready when the tax declaration for the Q2 is filed (within 20.07) or anyway not after 30.09, the reduced rate certified will be 
applicable as from Q3 (01.07 to 30.09). 

If eligible TNA as at 30.09.202X is 80% => tax liability is €45.000

Tax liability for Q3 is calculated as: ((1.000m * 20% * 0,05%) + (1.000m * 80% * 0,01%)) / 4

If eligible TNA as at 31.12.202X is 48% => tax liability is €77.000

Tax liability for Q4 is calculated as: ((1.000m * 52% * 0,05%) + (1.000m * 42% * 0,01%)) / 4

If eligible TNA as at 31.03.202Y is 20% => tax liability is €105.000

Tax liability for Q1 is calculated as: ((1.000m * 80% * 0,05% + (1.000m * 20% * 0,01%)) / 4

If eligible TNA as at 31.06.202Y is 40% => tax liability is €85.000

Tax liability for Q2 is calculated as: ((1.000m * 60% * 0,05% + (1.000m * 40% * 0,01%)) / 4

On the 4 quarters the Fund paid €312.000 instead of €500.000 

The new audit cycle on 30.04.202Y will fix the new reduced tax rate considering the portfolio composition as at year end and the new rate will be fixed for 4 quarters.
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Auditor approach

Reduced subscription tax

Understanding

Validating

Certificate

• Review of relevant policies, procedures and controls 

implemented

• Interview the people in charge of the assessment and controls

• Assessment of the model implemented (walkthrough of the 

procedures and controls)

• Testing a sample of securities

• Assessment provided by Board of Directors at Fund/sub-fund 

level

• Agreed Upon Procedures (ISRS 4400) to release the certified 

attestation
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How the EU taxonomy defines environmentally 
sustainable activities
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Financial market participants have to disclose the proportion of underlying investments that are 
Taxonomy aligned, expressed as a percentage of the investment, financial product or portfolio

The disclosure must include:

How and to what extend the 
investments underlying the 
financial product are invested in 
environmentally sustainable 
economic activities

Company A

How to define the proportion of taxonomy-aligned equity portfolio? 

Company B Company C

12% taxonomy-eligible

Weight: 30%

8% taxonomy-eligible

Weight: 50%

15% taxonomy-eligible

Weight: 20%

Equity portfolio 10.6% taxonomy-aligned

To what environmental objective(s) 
the investment contribute

The proportion of underlying 
investments that are taxonomy 
eligible (in %)

1

2

3
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2.  Comply with quantitative or qualitative Technical Screening Criteria

The technical screening criteria for activities that substantially contribute to climate 
change mitigation or adaptation have been adopted in summer 2021 and enter into 
application on 1 January 2022.

The criteria to determine contribution to the other four environmental objectives will 
be developed by the Platform on Sustainable Finance and adopted by the European 
Commission by end 2021 and enter into application by end 2022.  

1. Contribute substantially to at least one of the six environmental objectives as 
defined by the regulation

3. Do not significantly harm (so called DNSH) any of the other  environmental 
objectives.

Economic activities making a substantial contribution to climate change 
mitigation or adaptation must not cause significant harm to all remaining 
environmental objectives

4. Comply with a number of minimum social and governance safeguards 

The company should meet international social and governance standards:

How the EU taxonomy defines environmentally sustainable activities
To be taxonomy-aligned, an activity must substantially contribute to at least one of the six environmental objectives, 
comply with Technical criteria, DNSH the others and comply with minimum safeguards

The assessment ensures that progress against some objectives are not 
made at the expense of others
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Substantially contribute Do no significant harm Comply with minimum safeguards 

Activity 1: Coal 
power energy

Activity 2: Hydro 
power energy

Activity 3: Wind 
powered energy 

generation

25%

25%

50% turnover 
taxonomy-aligned

Not aligned

Threshold: <100gCO2e/Kwh, 
data cannot be verified –

Not aligned

Aligned, no threshold
DNSH noise, composite waste, pollution, 

biodiversity risks for birds and baths

Not applicable

Minimum standards related to UNGP, 
OECD, Guidelines and ILO conventions

Not applicable

50%

M
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STEP 2
Verify contribution of each activity
• coal power is excluded from the 

taxonomy
• energy from hydrogen: the 

threshold has to be met
• wind power generation is eligible 

without threshold

STEP 3
For the eligible activity (wind 
energy), the investor need to check 
for DNSH criteria. As the company 
does not provide information, the 
investor has to conduct due 
diligence, including screening 
against controversies

STEP 4
If the information is not reported, 
the investor has to conduct due 
diligence for minimum safeguards, 
including screening against 
controversies

STEP 1
Break down the 
company’s activities 
by environmental 
objectives

To determine the proportion of portfolio taxonomy-aligned, 
each company of the portfolio must be screened
A 4-step approach is prescribed to define the proportion of a company turnover Taxonomy-aligned.
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