Italia

The Tax System

 

The Italian tax system is based on two types of taxes: direct taxes and indirect taxes. 

10.1 Direct taxes ('imposte dirette') 

IRPEF ('Imposta sul Reddito delle Persone Fisiche') - income tax on individuals; 

IRPEG ('Imposta sul Reddito delle Persone Giuridiche') - income tax on corporations; 

ILOR ('Imposta Locale sui Redditi') - local income tax 

10.2 Indirect taxes ('imposte indirette') 

IVA ('Imposta sul Valore Aggiunto') - Value Added Tax (VAT); 

Registration tax; 

Inheritance and gift tax; 

INVIM ('Imposta sull'Incremento del Valore degli Immobili') - tax on the appreciation of real estate; 

Stamp duty; 

ICI ('Imposta Comunale sugli Immobili') - municipal tax on buildings; 

Other minor taxes. 

11. Personal Income Tax (IRPEF) 

11.1 Basis of the tax 

Personal income tax (IRPEF) is based upon income earned, whether in money or in kind, in the following categories: 

Income from land and buildings; 

Income from capital; 

Income from employment; 

Income from self-employment

Business income; 

Miscellaneous income. 

11.2 Persons subject to the tax 

All individuals, whether resident or non-resident, are subject to the IRPEF. 

For income tax purposes, those persons who for most of the tax year are registered in the Office of Records of the Resident Population or who are resident or domiciled within Italy are considered as resident. 

11.3 Taxable base 

The tax is applied on the aggregate income. Aggregate income for residents includes all income earned. Aggregate income for non-residents includes solely that income earned within Italy. 

Income from continuous employment abroad, when that is the sole purpose of the labor relationship, is excluded from the taxable base. 

11.4 Taxation of non-residents 

Non-residents are taxable in Italy on the following types of local source income: 

Income from real estate located in Italy; 

Income from capital when received from the State, residents or local branches of non-resident entities; 

Income from employment for services rendered in Italy; 

Income from self-employment services performed in Italy; 

Business income derived from activities carried out in Italy through a permanent establishment; 

Miscellaneous income derived from activities performed in Italy or related to assets located in Italy (quotas in partnerships and limited liability companies are always considered to be located in Italy, whereas shares of corporations are only considered to be located in Italy if the share certificates are physically located there); 

Capital gains realized by individuals on the sale of going concerns ('aziende') located in Italy; 

Income from Italian partnerships attributable to non-resident partners; 

Pensions and royalties when received from Italian resident entities or local branches of non-resident entities; 

Income from artistic and professional performances carried out in Italy. 

11.5 Income from farmland, agriculture and buildings 

Income from farmland is derived by every owner or possessor under title of ownership, a life estate (usufruct) or other real right to the land. The land must be suitable for agricultural production but must not be attached to urban dwellings, used for free public services or used for commercial activities. 

Agricultural income is income derived by every owner of farmland who directly engages in agricultural operations on the land. 

Income from buildings is income derived by every owner or possessor under a title of ownership, a life estate, or other real right to buildings or other construction of a permanent nature that is capable of producing income. 

Income from land and buildings is calculated using a special method referred to as "cadastral value." 

The cadastre is the tax office that keeps land and building registers. These registers record the characteristics of all land and buildings in Italy and the names of the owners. 

The cadastral value is the value attributed to land and buildings by the cadastre office. This value is determined as follows: 

For land, multiply the average ordinary income (fixed by the cadastre) for the surface area taking into consideration the kind of culture and the location of the land; 

For buildings, multiply the surface area by a pre-determined amount (fixed by the cadastre), taking into consideration the location of the building and the quality of the building. 

11.6 Income from capital 

The following types of income are considered to be from capital: 

Income derived from loans; 

Interest and other income from deposits and current accounts; 

Income from participation in corporations, associations and other entities,

excluding partnerships; 

Interest, premiums and other income derived from bonds and similar securities; 

Interest payable for late payment; 

Compensation for guarantees and similar obligations; 

Perpetual annuities; 

Other income derived from the use of capital. 

Income from capital is taxed on a cash basis and deductions are allowed from gross income. 

11.7 Income from Employment 

Income from employment includes salaries, fees, wages, emoluments or other compensation paid in money or in kind from employment earned during the year. Pensions and severance indemnities are also considered employment income. 

11.8 Income from self-employment 

Self-employment income includes all income earned from the practice of the arts and professions. The following types of income are also considered to be self-employment income: 

Income from the rendering of services offered on the basis of a continuous and coordinated collaboration, such as a director, a statutory auditor or a journalist; 

Income from royalties or fees received by the author or inventor for the use of copyrights, patents, designs, processes, formulae, trademarks or similar rights, not received in the conduct of a business or by general or limited partnerships; 

Income from participation in a joint venture ('associazione in partecipazione') in which the sole contribution consists of rendering personal services. 

In addition, indemnities received for the termination of agency relationships and other continuous and coordinated forms of collaboration are treated as self-employment income. 

11.9 Income from business activities 

Profits from business and industry earned by the individual businessman are taxed on an accrual basis from financial statements in the tax period. Rules for determining taxable income are similar to those applicable for corporate income tax purposes. 

11.10 Income from Miscellaneous Sources 

Income from miscellaneous sources includes the income earned from activities not considered in the previous categories, such as capital gains arising from: 

The sale of real estate not directly used by the purchaser or his relatives, or owned for less than five years; 

The sale or exchange of interests in companies. 

11.11 Allowable reductions from the gross IRPEF tax 

The individual taxpayer is entitled to deduct from the gross IRPEF tax due an amount equal to 27% of selected expenses such as: 

Mortgage interest paid; 

Social security tax contributions and life insurance premiums; 

Medical and surgical expenses. 

These deductions must be documented. 

The law provides conditions and limits on the deductibility of these expenses, particularly for non-resident individuals. 

11.12 Personal tax allowances 

A taxpayer is also entitled to personal tax allowances as a tax credit for family dependents. The credit is subtracted from the IRPEF tax calculated on gross income. 

For example, for fiscal year 1994 the personal allowances are: Lire 791,588 for a dependent spouse if not legally and factually

separated; 

The amounts indicated below with respect to children: 

NUMBER OF CHILDREN LIRE

one 91,438

two 182,875

three 274,313

four 365,750

five 457,188

six 548,625

seven 640,063

eight 731,500

for each additional child 91,438

Deductions for personal allowances for a spouse and family dependents are not allowed for non-resident individuals. 

11.13 Tax reductions from employment income 

If employment income is included in aggregate income, the gross IRPEF tax otherwise payable can be reduced by Lire 727,000. This amount may need to be prorated based on the months worked or months during which a pension was received during the year. 

11.14 Calculation of the IRPEF tax (for calendar year 1994) 

The gross tax shall be calculated by applying to aggregate income the following graduated rates: 

income up to 7.2 million lire 10%

income over 7.2 up to 14.4 million lire 22%

income over 14.4 up to 30 million lire 27%

income over 30 up to 60 million lire 34%

income over 60 up to 150 million lire 41%

income over 150 up to 300 million lire 46%

income over 300 million lire 51%

12. Local Income Tax (ILOR) - Individuals 

Local income tax (ILOR) applies to the Italian source income of individuals. Italian source income of non-residents (such as rents and royalties) is also subject to ILOR, if not excluded under a tax treaty with Italy. 

The following income is excluded when computing taxable income for ILOR purposes: 

Income from sources outside Italy, if a permanent establishment exists with a separate system of accounting; 

Income from lands and buildings; 

Income from employment; 

Income from independent work; 

Income from holdings in all types of partnerships and companies; 

Income subject to a final withholding tax; 

Other exempt income; 

Income exempted under tax treaties with other countries. 

All items above, except for the first item, are excluded from taxable income for ILOR purposes whether the income is derived within or without Italy. 

13. Tax Returns and Payments 

Direct taxes are assessed by the tax authorities based on an annual return filed by taxpayers. The return must be filed by June 30 with the local tax office in the area of fiscal domicile, to report income for the previous calendar year. 

An advance payment of 98% (divided into two installments of 39.2% and 58.8%, respectively) of the previous year's personal tax or of the estimated tax for the current year (whichever is the lower) must be made during the tax year. 

The advance payments must be made as follows: 

The first payment (39.2%) within the fifth month of the calendar year (before May 31 of each year); 

The second payment (58.8%) before the eleventh month of the calendar year (before November 30 of each year). 

The balance must be paid before May 31 of the following year. 

14. Taxation of Partnership Income 

14.1 General 

A partnership ('Societá di persone') includes general partnerships ('Societá in nome collettivo' - S.n.c.) and limited partnerships ('Societá in accomandita semplice' - S.a.s.). The partnership itself is only subject to local income tax (ILOR). 

A partnership is regarded as a conduit for determining the net income of the partners. Net partnership income is automatically attributed to the partners in proportion to their percentage of participation in the profits. Even if the apportioned profits are not actually received by the partners, the income is included with their aggregate income and is subject to individual income tax (IRPEF). When, in a later tax period, the income is actually received by the partners, it does not constitute taxable income. Losses are also apportioned to the partners. 

14.2 Tax returns 

Partnerships must file a tax return (Form 750) before June 30 of the following year. 

This return is filed only for the payment of ILOR on the business income earned by the partnership. 

Partnerships are also obliged to pay in the course of the year advance payments on ILOR with formalities similar to those for individuals. 

15. Corporate income tax (IRPEG) 

15.1 General 

All income earned in Italy, whether by a corporation (S.p.A.), a limited partnership by shares (S.a.p.A.), a limited liability company (S.r.l.) or a permanent establishment in Italy of a non-resident company, is subject to the following income taxes: 

IRPEG (Corporate Income Tax) 36% 

ILOR (Local Income Tax) 16.20% 

The aggregate tax burden is 52.2%. 

15.2 Tax returns 

Resident joint-stock companies (S.p.A., S.r.l.) and limited partnerships by shares (S.a.p.A.) must file an income tax return for IRPEG and ILOR purposes (Form 760). The return must be filed within one month of the approval of the annual financial statements by the shareholders' meeting. 

Permanent establishments of non-resident entities must file the annual tax return within one month of the approval of the annual financial statement by the Head Office or within six months of the financial statement's closing date. 

The tax year of a corporation is the accounting year, which may differ from the calendar year. 

An advance payment of 98% (divided into two installments of 39.2% and 58.8%, respectively) of the previous year's corporate tax or of the estimated tax for the current year (whichever is the lower) must be made during the entity's tax year. 

The advance payments must be made as follows: 

The first payment (39.2%) within 30 days of the shareholders' approval of the prior-year financial statements (usually before May 31 each year); 

The second payment (58.8%) before the eleventh month of the tax year (usually before November 30 each year). 

The balance is payable with the tax return. 

From the tax due the following deductions are made: 

Advance payments; 

Advance withholding taxes; 

Tax credit for taxes paid abroad; 

Tax credit on dividends collected. 

If the total of the tax credits, withholdings and advance payments exceeds the tax due, the taxpayer may carry forward the tax credit or request a refund. The credit may also be used against the first installment of the advance payment. 

15.3 Assessments 

The tax authorities may issue final assessments by the end of the fifth year following the filing of the tax return. This period is increased to six years when no return has been filed. 

15.4 Principal components of income 

15.4.1 Revenues 

Revenues from the sale of goods and services rendered are included as income under the following principles: 

for goods, at the date of delivery or shipment; 

for real property, at the date of the signing of the transfer deed;

for services, at the date of the completion of the service.

However, for services to be rendered under lease, loan insurance and other contracts involving periodic payments, at the date such payments become due. 

For contracts with a duration exceeding 12 months, revenues are recognized on the basis of the stage of completion. However, the valuation can be made on a cost basis with authorization from the tax office. 

15.4.2 Capital Gains 

Capital gains from the disposal of assets are included in taxable income for corporate income tax purposes. 

However, the taxation of capital gains may be deferred for up to five fiscal periods if certain conditions are met. 

Gains from the sales of shares are treated as revenue and subject to ordinary taxation. 

15.4.3 Dividends 

Dividends paid by a resident joint-stock company to another resident company are fully taxable in the fiscal year in which they are received (cash principle) for IRPEG purposes only. 

Dividends are exempt for ILOR purposes. 

For dividends received by a resident company from another resident company, a tax credit system applies. 

At present, this tax credit is equal to 9/16 (56.25%) of total dividends received. 

In calculating the tax due by the resident company, the amount of the tax credit is added to the total taxable income. 

This tax credit, therefore, has a double nature: 

Positive component of income, since it is added to the total income of the company receiving the dividends; 

Credit towards the Tax Office, which will be used upon filing the tax return by the company receiving the dividends. 

The receiving company is taxed on the dividends at the rate of 36% (IRPEG). 

A tax of 10% is withheld from dividends paid by resident companies to resident shareholders. This withholding tax constitutes a tax credit a resident company may use when filing its tax return: 

EXAMPLE: 

Dividend distributed by resident Company A 100.00 less Withholding at source (10.00)

Net cash received by resident Company B 90.00

Determination of taxable dividends:

Taxable income for Company B 100.00

(gross dividend received from A)

Tax credit (9/16 = 56.25%) 56.25 

Total taxable income for Company B 156.25 IRPEG (corporate income tax) 36% (56.25)

ILOR (local income tax) 16.20% - 

Total income, net of taxes 100.00 

Position in relation to the Tax Office:

Tax credit on dividends 56.25

Withholding at source on dividends 10.00

IRPEG due (156.25 x 36%) (56.25)

Total credit towards the Tax Office 10.00

The income earned from the dividend is fiscally neutral for the resident company; since the tax credit on dividends forms part of the taxable income, but is then deducted from the tax due. 

The tax credits recorded in the financial statements may be: 

Claimed as a refund paid by the tax authorities within four or five years, with a current annual interest rate of 6%, or 

Carried forward to be used in subsequent periods to offset taxes due. 

Dividends from a non-resident company 

If a resident company owns more than 20% of the capital of a foreign company (or 10% if the shares are listed on a stock exchange), only 40% of the dividends received from that foreign company are subject to corporate income tax. 

Dividends from a company resident in an E.U. Member State Dividends distributed by companies resident in an E.U. member state, subject to certain conditions, are 95% exempt from corporation tax in the hands of the Italian company. This exemption applies only if the Italian company held at least 25% of the shares of the distributing company for an uninterrupted period of one year. 

These provisions reduce the double taxation that may occur on dividends distributed to an Italian resident by a non-resident company, unless a double taxation treaty provides for a more favorable regime. 

15.5 Deductions 

As a general principle, all costs and expenses relating to business activities are deductible (e.g. capital losses, extraordinary losses, labor expenses, royalties), with some limitations for interest paid, income taxes, and charitable contributions. 

15.5.1 Fringe Benefits 

Payments in kind, including goods and services, made to the employee shall be included in the employees income in an amount equal to the cost incurred by the employer. Certain fringe benefits granted to directors and employees are deductible (e.g. housing) if they are taxable income for the employee. 

15.5.2 Repairs and Maintenance 

Expenses for maintenance, repairs, modernization and transformation (not reported on the balance sheet as increases in the cost of assets) are deductible. The maximum deductible amount is limited to 5% of the total cost of all depreciable assets carried in the journal of depreciable assets at the start of the fiscal year. The excess is deductible in equal amounts during the subsequent five fiscal periods. 

15.5.3 Expenses Relating to More Than One Fiscal Year 

Expenses relating to research and development are deducted in the fiscal year in which incurred or in equal installments in the current year and subsequent years but not beyond the fourth subsequent

year. 

Advertising and publicity expenses are deducted in the fiscal year in which incurred or in equal installments in that year and the two subsequent years. 

15.5.4 Bad debts 

The accounts receivable can be written-down for bad debts to a percentage of the total accounts receivable carried on the balance sheet. The global devaluation may not, however, exceed 5% of the accounts receivable on the balance sheet at the end of the year. 

15.5.5 Exchange Risks 

The provision for the reserve for exchange risk is deductible, with a special method of calculation. It is deductible to the extent of the negative difference between the sum of foreign currency receivables and payables valued at the exchange rate of the last month of the accounting period and the sum of the same items valued at the exchange rate of the day on which they arose. 

15.5.6 Depreciation 

The depreciation rates are fixed by a Ministerial Decree, and vary according to the sector in which the company operates. 

Depreciation is calculated on a straight-line basis. 

The principal rates of depreciation permitted by the tax authorities are (on average): 

Buildings and plant 3% - 7% 

Machinery and equipment 10% - 16% 

Tools 25% - 40% 

Office furniture and fixtures 12% 

Motor vehicles 25% 

Electrical and electronic equipment 20% 

In the first year in which the asset comes into use, depreciation is reduced by half. In the case of new assets, the depreciation rates may be increased (doubled) for the first three years as accelerated depreciation. 

Intangible assets - Patents, trademarks, know-how, intellectual property and inventions can be depreciated up to a maximum expense of one-third of their cost per year. Goodwill may not be depreciated at more than 20% per year. 

15.6 Valuation 

15.6.1 Inventories 

The following methods of inventory valuation are allowed: 

FIFO (first in, first out) 

LIFO (last in, first out) 

Average cost 

A write-down of the closing inventory is permitted if the value during the last month of the tax period is lower than the valuation determined by one of the above methods. 

15.6.2 Securities 

The same valuation criteria provided for inventories apply to securities. However, the value of securities may be written down as follows: 

Quoted shares: a write-down is permitted based on the average price in the last month of the fiscal year; 

Non-quoted shares: a write-down is permitted proportionally to the reduction in net worth between the date of the last balance sheet before the date on which the shares were acquired and the most recent balance sheet. 

15.7 Anti-tax haven legislation 

Article 11 of Law n. 413 of December 30, 1991 amended Art. 76 of the Income Tax Code by providing that, except for transfer pricing, the deduction of expenses and other negative items is disallowed when the expenses relate to transactions between resident enterprises and companies domiciled in non E.U.-states and which have a preferred tax regime, if the latter companies directly or indirectly control or are controlled by the Italian enterprise, or are controlled by the same company which controls the Italian enterprise. 

A preferred tax regime is defined as one of a foreign State which exempts the income of the aforementioned companies from income taxes or charges them a tax lower than half of the total tax charged on income of a resident company. 

The deduction of expenses is allowed when enterprises resident in Italy can prove that the foreign companies principally carry on an effective commercial activity, or that the transactions are carried out for effective economic purposes.

16. Local Income tax (ILOR) - Corporations 

A local income tax (ILOR) is imposed in addition to corporate income tax (IRPEG). In computing the total income subject to tax, the same rules and exemptions apply as for corporate income tax, with the following exceptions: 

Only income from Italian sources is subject to local income tax; however, business income derived from foreign sources is considered to be produced in Italy unless the business income is derived through a permanent establishment abroad that has separate administration and accounts; 

Dividends received from resident and non-resident companies are not subject to local income tax. 

The rate of the local income tax is 16.2%. 

17. Withholding taxes 

17.1 General 

Withholding tax is applied to various payments, the most important of which are the following: 

Professional fees; 

Royalties; 

Interest; 

Dividends. 

17.2 Professional Fees 

Professional fees and directors' remuneration are subject to a withholding tax of 19% for residents or 20% if paid to a non-resident (unless otherwise provided by a tax treaty). 

17.3 Royalties 

Royalties paid to non-residents by an Italian subsidiary are subject to a withholding tax of 30% calculated on 70% of the gross amount. The total tax burden is 21% unless a lower rate is provided by a tax treaty. This type of withholding ends any further tax liabilities. 

Therefore, when there are no tax treaties, the non-resident foreign recipient is subject only to the withholding tax and is not obliged to file a tax return in Italy. 

Royalties paid by a resident company to other resident companies are not subject to any withholding tax. 

Royalties paid by a resident company to a non-resident are subject to value added tax at the rate of 19%. If the non-resident company does not have a permanent establishment in Italy, VAT is payable by the payer of the royalties by issuing a self-invoice ('autofattura'). 

17.4 Interest 

A withholding tax on interest applies to certain interest payments. The rates are: 

30% for interest on bonds issued by non-quoted companies; 

30% for interest on deposits and current accounts with credit institutions; 

12.5% on public bonds; 

12.5% on bonds issued by quoted joint-stock companies and banks. 

The withholding taxes outlined above are final taxes if paid by non-residents. If paid by taxpayers with business activity in Italy, the tax withheld is a prepayment of the taxpayer's final tax liability. 

Certain types of interest paid on public bonds abroad are exempt from tax. In addition, Law 467/1993 provides for a tax exemption on Italian securities interest paid to residents of tax treaty countries. 

Other interest payments not outlined above paid to a non-resident are subject to a 15% withholding tax (unless reduced by a tax treaty). 

17.5 Dividends 

Dividends paid by an Italian company to resident shareholders are subject to a withholding tax of 10%. The withholding tax is paid as an advance payment on the recipient's income tax. 

Dividends paid to non-resident shareholders are subject to a withholding tax of 32.4%, unless a lower rate is provided by a tax treaty. 

A refund, not exceeding two-thirds of the withholding tax paid in Italy, may be claimed by shareholders who can prove that they paid tax on the dividend to their country of residence. 

Dividends paid to companies resident in an E.U. Member State 

Dividends paid to companies resident in an E.U. Member State are not subject to any withholding tax in Italy, if the following conditions are met: 

the foreign company owns more than 25% of the stock capital of the Italian subsidiary; 

the foreign company is resident in an E.U. Member State and is subject to tax by that Member State. 

18. Non-Resident Companies and Entities 

For Italian tax law purposes, non-resident companies and entities are those which, for most of the tax period, do not have either their registered office, their administrative headquarters or their principal business in Italy. 

18.1 Aggregate income 

Aggregate income of non-resident companies and entities consists only of income produced within Italy under the criteria discussed above. 

Business income includes any gains and losses on goods destined for, or related to, business activities undertaken within Italy, even though not realized through a permanent establishment. It also includes profits distributed by resident companies and entities and capital gains relating to interests held in limited liability companies or general and limited partnerships resident in Italy. 

If these companies and entities carry out commercial activities in Italy through a permanent establishment, the taxable income (subject to IRPEG and ILOR) is calculated on the basis of balance sheets and profit and loss accounts for the permanent establishment and for the other activities that produce taxable income in Italy. 

The permanent establishment must file a tax return (Form 760) and is subject to the same regulations as illustrated previously. It is subject to corporate tax (IRPEG 36%) and local income tax (ILOR 16.2%) as previously discussed. 

Different rules may be provided under double taxation treaties. 

18.2 Capital gains taxation 

Capital gains derived from commercial activities are considered to be income and are subject to taxation. 

When capital gains are produced by one of the following: 

individuals; 

non profit organizations; 

non-resident individuals; 

non-resident companies with no permanent establishment in Italy; 

they are subject to a separate taxation scheme (see below). 

The tax is imposed on capital gains realized through sale or assignment of shares of any kind of company or partnership. The transfer of bonds, including government bonds, are exempted. 

Capital gains may be taxed under one of two methods, subject to the taxpayer's election: 

a.Analytical System 

The taxpayer is required to list every capital gain or loss realized during the year on his income tax return. 

The tax payable is calculated as 25% of capital gains less all capital losses. When capital losses exceed capital gains, the difference is deductible from capital gains realized in the following five years. The tax is paid when the income tax return is filed. 

The analytical system is compulsory if the capital gain is realized through a share sale exceeding 2% of negotiated stock, or 5% of non negotiated stock or 10% of other companies or partnerships. 

b.Lump-sum (Forfait) 

The tax rate applicable is equal to 1.05% calculated on the sales price (without deducting any cost or loss). 

This system can be chosen by the taxpayer if the transfer is made by means of an authorized broker or a notary public and the share or quota transfer does not exceed the above-mentioned percentages.

The election to use this method must be made at the time of the first share or quota transfer of the year. 

The tax is paid at the time of the transfer. 

The lump-sum system does not allow the taxpayer to deduct capital losses. 

The taxpayer is required to change to the analytical system if, during the year, the share transfers exceed the above-mentioned limits. 

c.Exemptions: 

Transfers of shares not exceeding the above limits if owned for more than 15 years; 

Transfers of inherited shares; 

Transfers of stocks negotiated on the Italian stock exchange after November 24, 1992. This exemption is scheduled to expire on June 30, 1994. 

19. Other income tax matters 

19.1 Anti-avoidance 

At present there is no general tax anti-avoidance rule in Italy, except for those related to mergers, divisions, concentrations, transformations, spin-offs and reductions of capital. 

For these transactions, a specific law was introduced to limit fiscal evasion. As a result, the tax authorities may not recognize, for tax purposes, the tax benefits deriving from transactions performed without valid economic reasons with the sole aim of fraudulently obtaining a tax saving. 

Furthermore, the law states that 30% of any additional tax and interest assessed by the tax authorities must be paid before the taxpayer appeals to the first level of the Tax Court. 

Additional payments may be due if the case progresses beyond the first level of the Tax Court. 

19.2 Thin capitalization 

There are no relevant provisions regarding thin capitalization in Italian tax law. 

19.3 Exchange of information with tax authorities of foreign countries 

It is expressly provided by Italian law that the E.U. Tax Authorities proceed with the exchange of information necessary to ensure a correct assessment of both income tax and VAT. 

The presence in Italy of tax officers from the other member countries for this purpose is authorized. 

In accordance with the laws contained in treaties against double taxation, it is also granted that the Tax Office can collect from other States, any information that may be useful for the purpose of tax assessments. 

19.4 Intercompany transactions (Transfer Prices) 

Transfer price regulations (arm's-length basis) apply not only between a controlled Italian company and the foreign parent company (or vice versa). They also apply if the foreign company is a sister company to the Italian company and if the foreign company is controlled by the same company (resident or non resident) that controls the Italian company. 

19.5 Royalties paid to non-residents 

The payment of royalties is deductible for affiliates engaged in manufacturing goods, in accordance with Ministry of Finance Notice n. 9/2267 of 1980. 

Rates exceeding 5% of sales are only accepted in exceptional cases, justified by the high technological level of the economic sector in question or by other circumstances. 

19.6 Management fees paid to non-residents 

Expenses incurred for management fees are deductible provided precise and unquestionable advantages result for the Italian subsidiary or branch. 

19.7 Carryforward of tax losses 

The loss in any tax period may be carried forward to reduce income in no more than five subsequent tax periods for IRPEG purposes. No carryback is allowed. 

No loss relief exists for ILOR purposes. 

The provision for the carryforward is also applicable to permanent establishments. 

19.8 Tax credit for foreign source income 

If income earned abroad is included in the computation of aggregate income, taxes paid abroad upon such income are allowed as credits against net tax in an amount equal to that part of the Italian tax that is proportional to the ratio between foreign source income and aggregate income, without reduction for losses of prior tax periods carried forward. 

19.9 Tax treaties 

Italy has concluded a number of income tax treaties for the avoidance of double taxation. These treaties may alter the rules regarding such items as residence, tax credits and the taxation of non-residents. The treaties generally provide for more favorable taxation of Italian non-residents than the treatment provided under local Italian law. The provisions of each applicable treaty should be consulted for the manner in which tax relief is granted. 

Italy has tax treaties with the following countries: 

Argentina Indonesia Rumania

Austria Ireland Russia

Australia Israel Singapore

Belgium Ivory Coast Slovak Republic

Brazil Japan Spain

Bulgaria Kenya Sri Lanka

Canada Korea Sweden

China Kuwait Switzerland

Cyprus Luxembourg Tanzania

Czech Republic Malaysia Thailand

Denmark Malta Trinidad 

Ecuador Morocco & Tobago

Egypt The Netherlands Tunisia

Finland New Zealand Turkey

France Norway United Kingdom

Germany Pakistan United States

Greece Philippines Venezuela

Hungary Poland Zambia

India Portugal

20. Indirect taxes 

20.1 Value-added tax (VAT) 

VAT is imposed on virtually all transactions involving goods and services. 

The VAT paid by an entrepreneur on goods and services received may normally be credited against the tax payable on his own turnover, so that in effect only the value added is taxed. 

The normal rate of the tax is 19%. Reduced rates of 4%, 9% and 13% apply to basic necessities. For example, basic food stuffs are taxed at 4%, restaurant and hotel services are taxed at 9%, and textiles are taxed at 13%. 

Companies must calculate their VAT debt or credit on a monthly basis. If there is a balance due, the payment must be made the following month. 

If certain conditions are met, the VAT can be calculated and settled on a quarterly basis. The annual VAT return must be completed

before March 15th. 

20.2 VAT refunds to non-resident companies and individuals 

The requirements under the VAT laws that apply to transactions in Italy by non-residents without a permanent establishment may be executed by a representative resident in Italy. This procedure allows a request for the refund of VAT paid in Italy. Non-resident companies subject to VAT in their own country may apply directly for the refund of VAT paid in Italy without appointing a fiscal representative, if they have no transactions in Italy (apart from those concerning international transport) and do not have a permanent establishment in Italy. 

A VAT refund is also available on the purchase of goods for personal use (exceeding Lire 300,000 ) by non-resident visitors to Italy. The refund of VAT is possible only if certain procedures are followed. Most stores can provide the necessary information at the time of purchase. To obtain the VAT refund it is mandatory to obtain a validation stamp on the invoice. In order to obtain this stamp, the items purchased plus the documentation must be presented at customs upon departure from Italy (or at the border of final departure from the E.U.). 

20.3 Local tax on increase in value of real estate (INVIM) 

A local tax on the increase in value of immovable property (Imposta Comunale sull'Incremento di Valore degli Immobili) is imposed on gains realized on the disposal of immovable property. 

The tax is imposed at progressive rates (between 5% and 30%) on the difference between the value of the real estate on December 31, 1992 and on the date when it was originally acquired. Companies are not only subject to this tax on the disposal on their immovable property, but also on the increase in value of immovable property they owned for each period of ten years, unless the property is used directly in the company's own business activities. 

The rates, which are applied to the ratio of the 'reference increase' value to original cost, are as follows: 

Ratio of increased value to original cost Rate up to 10% of reference increase 5%

10% - 50% of reference increase 10%

50% - 100% of reference increase 15%

100% - 150% of reference increase 20%

150% - 200% of reference increase 25%

Over 200% of reference increase 30%

The INVIM is scheduled to expire on December 31, 2003. 

20.4 Registration Tax 

All written deeds and documents having legal effect and executed in Italy must be registered with the Registry Office within 20 days from the date of execution. In addition, certain oral agreements specified in the Registry Tax Law must be registered. Agreements relating to payments that are subject to VAT are required to be registered only in the event of use, and then at nominal fixed rates. For example, royalties payable by an Italian licensee to a foreign licensor are subject to a self-invoicing VAT system kept by the licensee. The license agreement, therefore, must be registered only in special cases of use and at a fixed rate. 

Contracts executed abroad must be registered before they are used in judicial, administrative or arbitration proceedings. The registration may be done at any time prior to production of the documents as evidence and upon payment of the normal registration tax, otherwise the official of the court or government office will proceed to register it after the decision. 

Where a transaction is subject to VAT, the registration tax is at a normal flat rate amount. For transactions that are not subject to VAT, registration tax is levied at the following rates: aggregate of 10% on conveyances of property and rights in property; upon incorporation of a company or contribution to share capital, 1% is payable on the financial statement used for the incorporation or for a contribution in kind. 

20.5 Land registration taxes 

These taxes are due on sales of real estate at the rate of 2%. 

20.6 Stamp tax 

Almost all legal documents must be drafted on stamp paper, which may be purchased from public offices or authorized private dealers.

The stamped papers generally cost Lire 15,000. 

If a legal document required to be on stamped paper is drafted abroad, it may be written on ordinary paper and subsequently stamped in Italy at a public office upon payment of the appropriate stamp tax. 

20.7 Stock transfer tax 

All stock transfers are subjected to a tax on every Lire 100,000 of declared value as follows: 

Lire/000

a.If the contract is direct between the parties: 

* shares, quotas of every kind of company 140

* currency including foreign currency 100

* bonds and treasury bonds 16

b.If the contract is between a bank and a private person: 

* shares, quotas of every kind of company 50

* currency including foreign currency 90

* bonds and treasury bonds 9

c.If the contract is between stock-holders: 

* shares, quotas of every kind of company 12

* currency including foreign currency 40

* bonds and treasury bonds 9

20.8 Inheritance and gift tax 

The amount of tax is determined according to a dual rate schedule as shown in the table below. The first rate (column A) is applied to the total value of the taxable estate. Where there are several heirs or beneficiaries, the tax is assessed proportionately between them. The other rates (columns B) represent additional tax payable only by an heir or beneficiaries who are neither a spouse or parent nor a direct descendant of the deceased and apply to each legacy or inheritance. 

Rate on amount of inheritance or legacy

(A)Rate on (B)Brothers, (B)Relatives in total value sisters and 4th degree, of net direct or 3rd

Taxable value inheritance relatives of degree of (B) (in millions of Lire) (%) spouse(%) spouse(%) Others(%)

10 - 100 - - 3 6

100 - 250 - 3 5 8

250 - 350 3 6 9 12

350 - 500 7 10 13 18

500 - 800 10 15 19 23

800 - 1,500 15 20 24 28

1,500 - 3,000 22 24 26 31

over 3,000 27 25 27 33

The taxable estate includes, in the case of Italian residents, all assets transferred, wherever situated, and, in the case of non-residents, all assets located in Italy. 

Legacies to the Italian state, local governments, recognized non-profit making organizations (entri morali) foundations, and non-profit making public hospitals are exempt from tax and excluded from the total value of the estate on the basis of the tax rate in column A. 

Italian death duty is reduced by the amount of foreign death duty paid on assets located in a foreign country to the extent that this amount does not exceed the proportion of total inheritance tax assessable on assets. It is also reduced by the amount of tax on the increase in value of property (INVIM) paid on property up to the amount of inheritance tax payable on such property. 

20.9 Municipal tax on productive activities (ICIAP) 

Companies conducting commercial activities must pay the ICIAP tax annually. The tax is based on: 

The type of activity performed by the company (industrial, commercial, banking, etc.); 

The surface area utilized by the company (square meters). 

20.10 Municipal tax on buildings (ICI) 

Effective January 1, 1993, a municipal tax on real estate property (I.C.I.) was introduced replacing ILOR on real estate. The taxable basis is the cadastral value of the building. In the event that the cadastral value has not been determined by the tax office, the taxpayer must determine by itself the cadastral value of the building on the basis of certain parameters. For industrial buildings without cadastral value, the taxable basis is the historical cost of the real estate property reevaluated by certain fixed parameters depending on the of the cost. The tax rate can range from 0.4% to 0.7% of the taxable basis.
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