
Law 244/2007: Abstract 

Law 244/2007 (Finanziaria 2008) has changed the rules about costs of representation in the 
determination of the business income, reforming the art. 108 paragraph 2 and by providing new 
criteria for qualification and deductibility of these expenses from 2008 tax period . Article. 108 
paragraph 2, second and third rules that: "... representation expenses are deductible in the 
standing tax period if they meet the requirements of fairness and inherence established by decree 
of the Ministry of Finance taking into account the nature and destination of these expenses, the 
volume of revenues of the firm characteristic activities and the firm international activities. 
Expenses related to value-free goods that does not exceed euro 50 per unit are, however, 
deductible... "Having read the new version of art. 108, TUIR, it is clear that the costs of 
representation lose their fiscal nature of expenses related to several years, but continue to be 
governed by Article 108 of TUIR which is entitled "Expenses for several fiscal years." The 
"Finanziaria 2008" does not provide a definition of cost of representation but merely introduce the 
general criteria of fairness and inherence leaving to a subsequent decree implementation.  

Definition representation expenses 

The Decree (DM 19 November 2008) published in Gazz. Uff. n.11, 15 January 2009 has given 
practical effect to the new discipline of representation expenses. The decree consists of a single 
article of seven paragraphs. From this decree and in particular paragraph 1, it is possible to derive 
the general notion of representation expenses: the beginning of that paragraph provides that: "... 
shall be considered related, so far actually incurred and documented, expenses for value-free 
delivered goods and services with promotional purposes or for public relations, that match criteria 
of reasonableness in terms of generating economic benefits , even potentially, for the company or 
that are consistent with commercial practices of the sector. " The decree identifies the 
characteristic elements of the costs of representation: 
- the actual incurred and documented expense (mandatory for the deduction of any charge) 
- free of charge service 
- promotional purposes or public relations  
- reasonableness or consistency with business practices in the sector. 
1) Free of charge service 
Element susceptible of immediate objective feedback is the gratuity of the incurred expenses: in 
the absence of this requirement representation expenses can not be presented. The expenses 
must relate to the distribution or supply of goods and services to third parties without charge, 
without assumption of any obligation by the subject who delivers them. 2) Promotional purposes 
or public relations 
Second essential element is the purpose of free of charge donations : costs incurred by the firm 
must be carried out with promotional purposes or for public relations. This step was necessary to 
distinguish the costs of representation from simple undeductible donations to third parties or in 
some cases only deductible with limitations (Art. 100, TUIR) for business income purposes of the 
firm. 3) Reasonableness and consistency with business practices in the sector 
Third and final requirement of representation costs (rather discretionary) is that of reasonableness 
or consistency with business practices in the sector. Unlike the first two points this requirement 
must be reported to individual enterprise conduction and should be considered in a very 
qualitative meaning and not quantitative (the thresholds of appropriateness are clearly defined in 
the second paragraph of the decree). As recalled by Assonime in its Circular No. 16/2009 ".... It is 
not easy to grasp, in practice, the definition of "quality" of expenditure which denote the 



relevance of the expenses in the firm's exercise. Deserves a particular consideration that the 
concept of expenditure reasonableness which the rule refers, is based on a more general approach 
recently emerged in the administrative practice, which tends to regard as non inherent all 
expenses that do not meet, in the opinion of the verifier, the criteria of fairness Economic...The 
result of this approach is that the tax offices tend to review decisions of conveniences on 
economic transactions relevant to the management company, replacing an assessment that 
should compete only to the company"  
Paragraph 1 of the Decree, after having indicated the general characteristics of these expenses, 
provides at the chapters a), b), c), d), a list of expenses for which the requirements in paragraph 1 
shall be deemed to be satisfied "a priori". In particular, are considered representation expenses: 
a) costs during travel tours which are specifically planned and carried out significant promotional 
activities of the goods or services whose production or exchange is the main activity of the firm. 
b) expenses for parties, receptions and other events held at corporate anniversaries or civil or 
religious holidays. 
c) expenses for new branches, offices or establishments openings. 
d) expenses for exhibitions, fairs and similar events that are exposed goods and services produced 
by the firm. 
Finally, to complete the definition of expenses, the decree to the letter e) provides a residual case: 
e) any other expenditure on goods and services provided or distributed free of charge (...) for 
conferences, seminars and similar events which meets the criteria of inherence indicated in this 
paragraph. 
This case includes all the free benefits that meet the inherence standards dictated in the first part 
of the first paragraph (free of charge, promotional purposes or for public relations, reasonableness 
or consistency). 

Fairness and deductibility 

The second paragraph of the decree establishs the limits within which the expenses incurred in the 
tax period shall be deemed adequate or fully deductible from the business income. The 
quantitative limits are commensurate, regressive in percentage, to the amount of revenues and 
income from operations resulting from the tax return on the same tax period. The percentage of 
capacity limits are determined by the amount of: 
- 1.3% of revenues and other income up to euro 10 million 
- 0.5% of revenues and other income for the excess part of euro 10 million and up to euro 50 
million 
- 0.1% of revenues and other income for the excess of euro 50 million. 
As mentioned in the fourth paragraph of the decree in order to calculate the ceiling within which 
the costs of representation shall be allowed as deduction "... the expenditure on goods distributed 
free of value that does not exceed 50 euro per unit must not be taken in account...." Please note 
that these expenses are fully deductible in the tax period. The approach is applicable to all 
taxpayers regardless of the different types of enterprises. In the case of Holding Company, will 
contribute to the formation of revenues and other income, which are relevant for the calculation 
of the deductibility of expenses, revenues from the characteristic management or the income 
arising from financial assets (dividends, funding). We must emphasize that the implementation of 
the decree did not consider the requirement contained in art. 108 paragraph 2 of TUIR that 
inherence and fairness should have been gauged in the light of international activity of the firm: 
paradoxically , the regressive percentage penalize large companies in Italy which are also those 
with an international vocation and more prone to incurring in these costs.  



Constitution of new businesses 

The third paragraph of the Decree defines the rules applicable to undertakings in the new 
constitution businnesses, for which "... costs incurred in taxable periods prior to that they have 
achieved first revenues, may be deducted from income in the same period or on the following 
year, if and in the measure that the expenditure incurred in those periods are less than the 
deductible amount." We must emphasize that the exclusive reference to "revenues" would mean 
the desire regarding new young companies that, assuming only "other income" (not to be shown 
in "A1" section of the income declaration), the company would not be entitled to deduct any 
expenses incurred during the period, and should defer the deduction to the first income period 
(confirming the effectiveness of the activity). 

 


