PRIVATE INVESTORS IN GERMANY

NEW FLAT TAXATION:
EFFECTS ON INVESTMENT INCOME

On & July 2007, the German Federal Council (Bundesrat) voted the Corporate
Tax Reform 2008 (Unternehmensteuerreform 2008). The reform is intended
to strengthen competitive advantages of the German marketplace.
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will alse have a signiticant effect on the funds industry.

U principles of sexaon o different investment prodhicts (eg egui-
ties, bends, investmenst funds, cectificates, pension vehicles) and the Lhp-
nelicansoe of the prodacts will change and will therefore necd o ba
teviewiel by each dovestior o aptimise his individual porttolio. For the
investimend fund industry, there will bea seed 1o develop products 1o
cover expeched chianges in market demand and toexplare tax oppesrtni-

ties. which are available to rund investors

Overview ol the flat-tax svstem
Effective from January 1, 20089, private investors” investmoent income
whl no longer be su

weet to their progressive individual income tax rate
but will {nstead be subject to o flat-tax rate of 25% with compensatary

effect iprhus salidarnity surcharpe and church tax if applicable) forall invest
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Phescope of the taxable investmiernn income is extended amg fncludes
mterest and dividend income, income from silent p.j|,'||'||,-r'.||!|1-._ pains

from derivatives (financial ftures; swaps, options, o), prémibunn from

i From all kinds of investinens

113 secErities, stocks, tvestioent tands Ireespective: o

the sale of options and realised capital gais
T holding preriod
texcludimy real estatel: The halt-income procedure for private investirs
with dwvidend mcome and realised gain on equity will be gholished. Tran-
siticnal rules have been intreduced considering the different kinds ai
investment income, ¢

apital incorme Crom interest (inoleding capital gain

from bonds qualified as financlal innovations), dividends and received

Peeilatter December 31, 2008 and l.:;'.i‘_u[.jl uain from

Lo preniums ¢

il i dain on securities, interest bearing mstruments and ||ruli‘.~. friom
derivitive instruments if purchased or entered into from 1 January 2006
are subijee b the neww tax regunes Cerrificares (ull sk bondsiare included
ih
Realisedl galns from securnities or derivatives puschased before Janu-

§

in the scope if pucchased alter March 14
A

20617 and sodd-atter June

ary 1, 2008 sl remain tax-exempl wconsidering a holding period of one

vears The tlat tas will only be levied by credit institutions i Germam

avting 4s paying agent, Investment income paid by toreign paving

slaxed on the basis of individual tax declarations,

[ncorme From shares of investment funds

Fhie new regulations for the fat tax are also tansposed into the Ger-
lax At The
current regulatioms are, in weneral, maintained, Capltal meomesis still tax-

miarn bovestimern rirciy

e of transparency and the main

A

fe o0 a yearly hasis (as distributed or deemed distelbuted income, Capi-

tal gain realised from the fund's investriwnts are subject to les only it

distributer] or realised as included by the net asset value when the ineest
rnient fund shares are sold. The new tlat-tax system will In geeeral apply ta
income earned and capital galn realised at the fund level alter 31 Dovemn
Ber 20008, except for realised maln on securities or dervatives pure syl
Betore | lanuary 2009, AL the investor level, realised gain on disposal of
investment fund units will be tax-excmpt (considering a holding periad

uf ame vear) if purchiased or subscribed before | Tamuary 200K

Influence on the Lo xembourg markel

The flat tax provides lor significant advantages in [hquidity due to a
detayved taxation if the tax is not direct Iy deducted by the Gernean payving
Fgent, e for costody of assets Keptin Lsembourg or other fareign coun-

tries where the investor has to be taxed on the hasis of the anoual tax

declaration. This Tiquidity aspect could theretore affect the Luxembours
private banking sector The investment fund sector Iy mainky concerned

v the conslderable tax advantages for investment fund shares purchased

el Jamary 2009 celating to the tax exemption for realised gain, Tlhese

rules are in general applicable to all investment fands in

whing thee Ger-

i funds. Luxembourg may benefit lrom 115 extensive expericnoe to
elfectively develop optimised investment fund prexduces in the transition
pericd until January 1, 2009 || lare Roth



