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Introduction to Italian tax law
Defining tax residency

Italian tax resident ‘ i Hong Kong tax resident ‘ﬁ “Tie-Break"” rules ‘ B
Any individual who, for more than Any individual who lives in Hong When an individual is considered to
183 days, alternatively: Kong for either: be resident in both countries, the

Double Taxation Agreement ("DTA”
» is registered in the Italian = more than 180 days during a ¢ ( )

population registry;

= has his economic centre and .
vital interest in Italy; or

» has his habitual abode in Italy.

© 2018 Deloitte AP ICE

year of assessment; or

more than 300 days in two
consecutive years of assessment.

A Hong Kong tax resident with a
family living in Italy might still
be considered as resident in
Italy

between Italy and Hong Kong
states that the country of residence
is where it is located:

» an individual’s permanent home
» the centre of his vital interest
» the habitual abode

= if the criteria above are not
sufficient, then each competent
authority will settle the issue by
mutual agreement.
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Italian expats in Hong Kong
Italian tax obligations for Hong Kong tax residents

Income subject to tax return filing in Italy Income exempted to tax return filing in Italy

Property/land income .
Capital income

Income such as bank loan interest, bonds interests,
dividends, etc. subject to withholding or substitutive tax

Income derived from land and/or properties held in Italy

Business income

Income generated by an activity performed in Italy through a

permanent Establishment Real estate held outside of Italy — Not sourced in Italy

Employment/self employment income

Financial activities held outside of Italy — Not sourced in
Italy

Income generated pro rata temporis in Italy and paid by an
Italian employer

Miscellaneous income

i.e. capital gain on real estate owned for less than 5 years All income from a foreign source

© 2018 Deloitte AP ICE Deloitte Italy’s Asia-Pacific Desk - Italians working in Hong Kong 10



Italian expats in Hong Kong
Taxation on properties: previously owned and newly bought

Scenario Property income taxation

IMU (Local Municipality Tax) - it is not due if the property is deemed
as a “principal abode”. As such, an Italian resident in Hong is always
subject to IMU for the real estate owned

»= there are no Hong Kong
1) tax purpose obligations

= even if it is not leased, L . o . .
still, Ttalian taxation TASI TASI (Indivisible Services Tax) - it is a service tax to be paid as a

OWN a aspects may apply compensation for the municipality services
house
in Italy

If you

Ordinary individual income taxation plus additional regional and
Rental income municipality or implementation of the substitutive taxation of 21%
called “cedolare secca”

Seller is a private or VAT exempt company Buying subject to VAT

« Purchasing a real estate Fixed mortgage tax
has indirect tax

implications

Fixed mortgage tax

2
) + The ordinary taxation Fixed cadastral tax
If you regime applies when no

BUY a other special regime is
house applicable

in Italy

Fixed cadastral tax

Fixed registration tax

L7998 Proportional registration fee 10% VAT rate (22% for properties
of A/1, A/8 e A/9 categories)

© 2018 Deloitte AP ICE Deloitte Italy’s Asia-Pacific Desk - Italians working in Hong Kong 11



Italian expats in Hong Kong

Buying a “first home” in Italy

Scenario

From a private or a company VAT exempt From a private or a company subject to VAT

3)

If you
BUY a

“first
home”
in Italy

© 2018 Deloitte AP ICE

A beneficial tax regime
called the “first home”
applies if:

= Real estate must not be
of luxury category

» Subjective condition:
Taxpayer should not
have already benefited
this beneficial regime on
another real estate

= Objective condition:
taxpayer should not buy
a real estate in the
municipality in which
he/she already has one

Proportional registration fee

Fixed mortgage tax Fixe iR ilax

Fixed cadastral tax
Fixed cadastral tax

Fixed registration tax

401 VAT rate

Rules on the choice of the location

@

If the expat is resident in Italy
Benefits apply to properties located in municipality or where the company is located

If the Italian expat is resident in Hong Kong

When an Italian is enrolled in the AIRE the benefits apply to properties
located everywhere in Italy

Deloitte Italy’s Asia-Pacific Desk - Italians working in Hong Kong 12



Italian expats in Hong Kong
Withholding tax rates to specific type of income

Taxation for Hong Kong

Types of income Taxation for Italian tax residents tax residents (DTA)
Dividend income Separate taxation of 26% on the net amount 10%!1
Dividend income from qualified shares Separate taxation of 26% starting from 20192 10%!?1
Interest income Separate taxation of 26% 12.5% or 0%?3
Capital gain on financial assets Separate taxation of 26% 0%
Income perceived from a life insurance Separate taxation of 26% 0%
Interest or capital gain from Italian government Separate taxation of 12.5% 0%

bonds

Subject to the general individual income tax at

progressive rate or substitutive tax “cedolare tax” 21% Same

Rental income perceived from a real estate

Capital gain on foreign real estate owned less Subject to the general individual income tax at 0%
than 5 years progressive rate (even real estate in Italy)

! The reduction of the withholding tax rates will be applied according to procedures mutually agreed upon by the competent authorities of Hong Kong and Italy.

2 Until 31 Dec 2018, 58.14% of the taxable base of the dividend will contribute to the general individual income tax

3In fact, 0% rate applies the interest is paid by the Italian government or to the Hong Kong government or a political or administrative subdivision or a local authority of the
HK government

4 In fact, 0% rate also applies on bonds issued by banks and listed companies (large issuers)
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Italian expats in Hong Kong
Common Reporting Standard (CRS)

International transparency standards Data Collected

= CRS is an automatic exchange of information on bank account and related financial Bank account information
activities owned by non-resident individuals between the countries that adhered to this (capital gain, avg. balance, etc.)
system ~ -

= As opposed to bilateral agreements of information exchange between countries, under CRS Personal data of holder
data are shared automatically without any formal request by the relevant authorities (address, tax code, etc.)

» In fact, financial institutions are required to disclose any financial information referred to

the individual to the relevant tax authorities Financial activities

(dividend, interest, etc.)

Timeline
Jo
O Y. & %) (I
'2016 September 2016 12017 September 2017 ' '2018
CRS system i_n force CRS system in force
in Italy in Hong Kong
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Transitioning back to Italy
Moving back to Italy after the 2" of July (< 183 days in Italy)

Moving back date

2nd July 31st Dec.

HONG KONG TAX RESIDENT

for the whole fiscal year

* Requirement

ation register in an It Cancel AIRE registration and register in an Italian
munic municipality
* Worldwide tax principle _ = Territorial taxation
come produced anywhere is taxed in Italy Income produced in Italy is taxed in Italy, income
ian reporting di produced in Hong Kong is taxed in Hong Kong
‘he section "Quadro RW” ii e

= Double taxation

liti” tax Irn _ _ _ _
There are no double taxation issues in this case
' ..;o_uble‘tf (every income is taxed in the country where it is
Relle_ve sourced)
mec
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Transitioning back to Italy
Moving back to Italy before the 2" of July (> 183 days in Italy)

Moving back date

'1st January '2nd July 31st Dec

ITALIAN TAX RESIDENT
for the whole fiscal year
» Requirement * Requir nt
Cancel AIRE registration and register in an Italian ancel £ -egistratic
municipality Inicipa

» Worldwide tax principle
Income produced anywhere is taxed in Italy

» Italian reporting duties
File the section "Quadro RW” in the "Modello
Redditi” tax return

= Double taxation
Relieved through the DTA (if applicable) or the
mechanism of foreign tax credit, by claiming a
reimbursement for the taxes paid in Hong Kong
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Transitioning back to Italy
Filing "Quadro RW” in the Italian Tax Return

Obligations in the Italian Tax Return (“"Quadro RW") Items to disclose

» The section “"Quadro RW” has to be filed for tax monitoring Financial activities Real estate and other items
purposes

» Individuals who qualify as Italian tax residents and own
financial activities and investments outside of Italy are _
required to disclose them " Stock options

» Shares detained

= Bank accounts l Real Estate
Valuable objects

Art works
* The amounts must be included in an apposite section of Life insurance

the Italian tax return ("Quadro RW”) * Bonds « Pension funds (i.e. Hong

= Non compliance may result in penalties " Etc. Kong MPF)

Wealth taxes and exemptions

On the value of the financial activities and real estate (with some exceptions), the individual is liable to pay:

0.2% on financial activities in proportion to the days possessed during the fiscal year
= € 34.20 fixed financial tax for checking accounts with an annual average of more than € 5,000

Neither reporting nor taxation is due on the foreign account has an annual average balance of less than € 5,000 and if the
total balance has been less than € 15,000 during the fiscal year

IVIE = 0.76% rate on real estate not held as principal abode (in proportion to the months possessed during the fiscal year)

0.49% rate on the principal abode if it configures as a luxury real estate
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Transitioning back to Italy
Inpatriate regime

Situation

Tax benefit

Extension

Beneficiaries

When getting the
Italian tax residency
back, those who meet
particular requisites
may enjoy a special
tax regime

© 2018 Deloitte AP ICE

50%
exemption
for

employees
or self-
employed

* Five years,
starting from the
day in which the tax
residency in Italy is
granted

= A minimum
commitment of two
years of tax
residence in Italy is
required to enjoy
the benefit

Degree
holders

Non degree
holders .
with .
managing
roles and
high

qualified
skills

Having a bachelor’s degree or above

Having worked abroad (employed or self-
employed) or spent abroad for education
purpose at least 24 months (with
accomplishment of an academic degree)

Being granted tax residency in Italy

Being granted tax residency in Italy
Non tax resident in Italy for the past 5 years

Being engaged in a work activity mostly carried
out in Italy

Starting a work activity with either a company
established in Italy or with the parent, a
subsidiary, a sister or a PE of a company
established in Italy
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Transitioning back to Italy

Inpatriate regime: calculation example

Case 1

Case 2

Case 3

Ordinary tax regime

Application of the beneficial tax regime
From gross salary

Application of the beneficial tax regime
From granted net salary

Compensation package € Compensation package € Compensation package €
Gross Salary 100,000 Gross Salary 100,000 Gross Salary 73,200
SSC on the employee - 10,000 SSC on the employee - 10,000 SSC on the employee -7,320
Taxable base 90,000 Taxable base ante benefits 90,000 Taxable base ante benefits 65,880

Deduction 50% - 45,000 Deduction 50% - 32,940

Taxable base 45,000 Taxable base 32,940
Salaries tax - 34,000 Salaries tax - 14,500 Salaries tax - 9,880
Net employee salary 56,000 Net employee salary 75,500 Net employee salary 56,000
Costs for the company € Costs for the company € Costs for the company €
Compensation 100,000 Compensation 100,000 Compensation 73,200
SSC on the employer 30,000 SSC on the employer 30,000 SSC on the employer 21,960
Leaving indemnity (TFR) 7,407 Leaving indemnity (TFR) 7,407 Leaving indemnity (TFR) 5,421

Total

© 2018 Deloitte AP ICE

Total 137,407

Beneficial for the employee
(€ 19,500 of difference)

100,58 ’

Total

On an equal net salary,
beneficial for the employer
ca. € 36,000 of difference
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