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= clarifications on the extra deprematth
ertain tang|bl§assets

Under article 1 (91-94) and (97) of the 2016 Budget Law!", certain taxpayers
can benefit from a 40 percent increase in the depreciable income tax (IRES
and IRPEF) base of certain new tangible assets. The depreciable cost of the
asset rises to 140 percent, allowing higher deductible depreciation charges
and lease payments.

On 26 May 2016, the ltalian Revenue Agency issued Circular no. 23 (the
‘Circular'), which provides extensive clarifications on the new tax break. Some
of the main features are briefly summarized below.

Who benefits

The benefit is available to the following taxpayers, regardless of their legal
form and size, and the industry in which they operate.

— ltalian enterprises and permanent establishments of non-resident
enterprises.

— Non-business organizations, with respect to any business they do.
— Independent workers.

— Natural persons who have a business, trade or profession, even if they
already benefit from other tax breaks, such as the ‘regime dei minimi" tax
regime.

Which assets qualify

Investments in new tangible assets are eligible for the benefit. The Circular
provides the following clarifications.

Eligible assets

The measure applies to assets purchased under a transfer of ownership
agreement or a finance lease (in the latter case only the lessee is eligible for
the benefit). It also applies to assets produced in-house or under a
procurement contract.

(1) Law no. 208 of 28 December 2015, published on 30 December 2015 in Italian Official Gazette no. 302.
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The assets must be ‘relevant’ to the business, i.e. used
over the long term as production tools (therefore,
merchandise and consumables are ineligible).

The measure applies exclusively to new assets and not to
those that have already been used in any way. For example,
cars displayed in a showroom are eligible, while a car used
in road tests by a dealership is not.

Complex assets, which sometimes include used assets, are
eligible as long as the overall complex asset is new. In
other words, the cost of the used assets must not account
for most of the cost of the complex asset as a whole.

The law does not specify that the assets must be used in
production facilities located in Italy. Therefore, the benefit
should also apply to assets used abroad, as long as their
depreciation charges are included in the tax base in ltaly.

Ineligible assets
The benefit does not apply to:
* intangible assets;

» assets obtained under an operating lease or rental
agreement;

» tangible assets whose tax depreciation rate (set in the
Ministerial Decree of 31 December 1988 — the ‘Decree’)
is less than 6.5 percent;

* buildings and construction work;

e the assets listed in Appendix 3 of the 2016 Budget Law
(e.g. rolling stock and railway and tramway equipment).

Relevant dates

The benefit applies to assets purchased between 15
October 2015 and 31 December 2016.

In accordance with the accruals principle established in
article 109 of the Italian Income Tax Code (the ‘lITC'), the
purchase costs of assets are recognized on the date of
delivery or dispatch of the assets or, if later, the date on
which ownership or other property rights are transferred.
For the purposes of the extra depreciation measure, this
rule also applies to IAS/IFRS adopters.

In the case of assets purchased under a finance lease
contract, the relevant date is when the asset is delivered to
the lessee (or when it is tested and approved). The date on
which the purchase option is exercised is irrelevant.

The Circular also specifies the criteria to be followed when
determining the relevant date for assets purchased under a
procurement contract or produced internally.

In accordance with article 102(1) of the IITC, the benefit
applies only from the fiscal year in which the taxpayer
begins using the asset.

How the measure works

As mentioned above, the benefit consists of a 40 percent
increase in the depreciable base of new tangible assets for
income tax (IRES and IRPEF) purposes (it has been clarified
the benefit cannot be applied for regional tax (IRAP)
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purposes). This means that the depreciable cost rises to
140 percent, allowing higher deductible depreciation
charges and lease payments. The Circular explains how the
benefit actually works.

— The 40 percent increase is not deducted in the profit and
loss account, but in the tax return.

— For tax purposes, the depreciation charge must be
calculated using the rates set in the Decree (halved in
the first year®?). Lease payments must be deducted over
a period no shorter than half the depreciation period
established in the Decree.

— If the taxpayer does not take the entire benefit, the
difference cannot be carried forward.

— The benefit can be combined with other types of tax
benefits, unless there are any specific tax rules to the
contrary as provided for by the legislation enforcing the
other tax benefits.

— If the asset is sold before the taxpayer has used the full
benefit:

« theincrease must be adjusted, in the year of
transfer, on a pro rata basis;

» any extra depreciation that has not been deducted
is lost (i.e. the purchaser cannot use the benefit);

« the seller does not have to return any deductions
(the law does not provide for a recapture
mechanism);

e any capital gain or loss is simply computed as the
difference between the sale price and the
purchase cost, without the 40 percent increase, as
the benefit applies for depreciation purposes only.

— For assets purchased under a finance lease agreement,
the 40 percent markup only applies to the portion of the
lease payments that constitutes the principal (which,
together with the purchase option price, is the
acquisition cost of the asset) and not to the interest
portion. The higher lease payments are deductible over
the length of the agreement (and, in any case, over a
period no shorter than half the depreciation period
established in the Decree). Instead, the higher purchase
option price is deductible via depreciation, after
redemption. These criteria must also be followed by
IAS/IFRS adopters, even if they record assets purchased
under a lease agreement in their balance sheet and
deduct depreciation.

— The benefit also applies to assets that the [ITC allows to
be fully deducted in the year of purchase without any
depreciation, i.e. those costing up to €516.46. Even if,
by applying the 40 percent increase, the overall cost of
the asset exceeds €516.46, the cost can still be fully
deducted in the year of purchase.

(2) For instance, if (i) an asset is eligible for the benefit and has a cost of €100
and (ii) the Decree establishes a 10 percent depreciation rate for that asset for
tax purposes, the taxpayer can depreciate a cost of €140 (100 plus 40 percent).
Therefore, it can decrease its taxable income by an extra €4 in its tax return. This
is true even if the depreciation rate for accounting purposes is different from the
depreciation rate for tax purposes.
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Impact on the advance payment of taxes

The new rule will have no impact on the calculation of
advance IRES/IRPEF payments for tax year 2015,
regardless of the method used to calculate the taxes.
Moreover, when calculating the advance payments for tax
year 2016% using the ‘historical’ method (i.e. based on a
certain percentage of the IRES paid in the previous year),

taxpayers must use the 2015 numbers without the benefit.

Effects of the new measure

The measure does not affect the taxability of assets in

terms of:

+ calculating capital gains or losses on the sale of an
asset;

+ the ceiling for the deduction of maintenance and repair
costs;

+ the vitality test used to identify dormant companies;

» calculating the value of tangible assets, charges and
lease payments in sector studies.

(3) Calendar-year taxpayers have to make their first advance payment
in June 2016.
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