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Fines for companies that don’t offer option purchase with a debit or credit card

Deductions of 50 to 65 percent of cost for environmental upgrades

Italy is hoping to close a 110 billion euro tax gap with new measures aimed at increasing electronic payments.

The additional revenue will be used to block a scheduled value-added tax hike, according to the Draft Budgetary Plan submitted Oct. 16 to the European

Commission.

“The bill does not stop at eliminating the [increased] VAT clause for 2020, but contains important provisions for work, the environment, investments, families and

disabilities,” the government said in a statement Oct 16.

The Italian budget’s overall goal is to rein in the growing deficit and jump-start its sluggish economy. Revenue raised from countering tax evasion would be used to

help spur growth through a mix of company tax breaks and green incentives.

Tax evasion in Italy consistently ranks among the worst in the EU. At 33.5 billion euros ($37 billion), its VAT tax gap is Europe’s highest in absolute terms, according

to the European Commission.

The budget’s expected revenue will be enough to prevent an automatic VAT-rate increase that would have gone into effect next year if alternate tax revenues hadn’t

been found.

Tax Evasion Measures

In order to reduce VAT evasion and increase traceability of purchases, starting in 2020, companies that don’t offer the option to make purchases with a debit or

credit card will be subject to as-yet-unspecified fines. The government will also introduce a “cashback” bonus to encourage payment through electronic methods.

A “receipt lottery” will also be introduced to encourage buyers to request receipts, with winning receipt numbers receiving cash prizes.

Changes to the main tax filing system will also be implemented to make it harder to claim fraudulent tax credits.

Francesco Marconi, a partner with Andersen Tax & Legal in Milan, said one reason tax evasion remains such a persistent problem in Italy is because companies and

individuals feel like they are over-taxed.

Small businesses such as bars and restaurants might respond to the new tax evasion measures, but the overall culture isn’t likely to change as a result, he said.

“This seems more like a collection of ideas than the type of comprehensive reform plan that I think we need in Italy,” Marconi said. “A more systemic approach to

reforming corporate tax would be more effective.”

Paolo Besio, a partner with Bernoni Grant Thornton in Milan, agreed that a systematic approach would be more effective in the medium- to long-term, but in the

meantime, limiting the use of cash could be an effective approach to increasing tax revenue, he said.

“I think these measures may be effective to the extent that you create a conflict of interest between the two categories: the seller and the purchaser,” he said.

In particular, certain large expenses such as home renovations aren’t eligible for tax deductions, so purchasers don’t have an incentive to ask for a receipt or

invoice for that type of work, Besio said. Offering tax credits or deductions in these strategic areas could therefore make a dent in unreported income.

Tax Breaks, Incentives

The plan also calls for lowering taxes on workers and increasing tax breaks and incentives available to companies.

Under an extension of the existing Industry 4.0 investment scheme, companies will be eligible for up to 300,000 euros in bonuses for training and development

programs, including up to 200,000 euros available for ‘large’ companies—a classification which is not defined.

The law would also extend the country’s existing “eco-bonus” allowing tax deductions of 50 to 65 percent of cost for environmental upgrades to buildings such as

installation of solar panels and more energy-efficient heating systems. Renovations upgrading building facades will be eligible for a new 90% deduction.

The plan must now be approved by the European Commission and the Italian Parliament.
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(Adds comments in paragraphs 10-15.)
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