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talian Split Payment
Mechanism: An Increase
of VAT Credit Positions

By Francesco Milano

From 1 July 2017 the Italian Split
Payment Mechanism, whereby VAT
charged on VAT invoices issued to a
public administration is paid directly
to the tax office by the public adminis-
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tration receiving the invoice, has been
extended to other transactions.

In particular, the Split Payment
Mechanism also applies to transac-
tions involving the issuance of invoic-
es in respect of:

» subsidiaries of the Presidency
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dividuals, private and public companies as
well as non-profit organisations.

Francesco Milano is a chartered accoun-
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of the Council of Ministers and
Ministries;

o subsidiaries of regions, provinc-
es, metropolitan cities, munici-
palities or associations of mu-
nicipalities;

e subsidiaries of previous compa-
nies;

e companies listed in the FTSE
MIB index of the Italian Stock Ex-
change

The reason behind the adoption of
the mechanism is to limit VAT fraud
and abuse. The adoption of this mech-
anism is subject to a “special measure
of derogation issued by the Council of
the European Union” authorising Italy
to adopt the new mechanism to dis-
continue payments from 1 July 2017 to
30 June 2020.

The main consequence of this in-
tervention will be an increase in VAT
receivables for those who are required
to issue invoices with Split Payment
Mechanism, which may result in cash-
flow problems, considering in particu-
lar the difficulties and long timelines
required in Italy for reimbursement of
VAT. These problems may also be ex-
acerbated because of new restrictions
introduced to mix the compensation
of a VAT credit with other tax debts.
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