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Dedication and Preface

| dedicate this guide to Kathleen, Federico, Emanuele and Giacomo—four exceptional lawyers
whose expertise guided me through my very first complex liquidation. Their assistance was
essential, but more importantly, their friendship has been lasting. This guide is born from the
lessons learned alongside them and many other advisors in the trenches of Italian operations.

This is a strategic framework written specifically for foreign CFOs, General Counsel, and
Private Equity Operating Partners. Too often, global leadership assumes that local lawyers or
existing management will be sufficient to navigate a wind-down. They are wrong and, in Italy,
that assumption can trigger personal civil and criminal exposure for directors and officers.

Legal advice is essential, but a successful Italian exit requires specialised strategic execution:

1. A controlled voluntary exit is not realistically achievable without a signed labour
agreement.

2. Timing errors may destroy asset value.

3. State Incentives and “exit” taxes are hidden costly traps.

4. Judicial procedures mean loss of control, as decision-making authority is substantially
shifted to the Court.

5. A specialised CRO protects directors from civil exposure and potential criminal
investigations, while preserving enterprise value and corporate reputation.

This guide provides the operational roadmap to move you from emotional avoidance to the
cold rationality required for a clean, compliant, and socially responsible exit.

Legal Disclaimer

This guide is for informational and educational purposes only. The contents herein reflect the
author's professional experience and strategic observations regarding the lItalian industrial
landscape but do not constitute legal, financial, or tax advice. Winding down operations in
Italy involves complex regulatory requirements, including Law No. 223/1991 and specific fiscal
principles like the "Arm's Length Principle". Every corporate situation is unique, and the
trajectory of a financial plan changes radically based on the chosen path. Readers are strongly
advised to consult with specialized legal, tax, and labor advisors before making any strategic
decisions. The author and publisher disclaim any liability for actions taken based on the
information provided in this guide.
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Introduction: The Italian Paradox and what is this Guide
about

Welcome to the ultimate guide on winding down Italian operations—or as your board likely
calls it, "The Project We Should Have Started Six Months Ago". You are currently standing at a
unique crossroads: your global strategy says "exit," but the Italian legal system is saying "let’s
sit down for a three-year chat about worker constitutional rights over a very slow lunch."

High Industrial Value vs. Structural Exit Complexities

Italy presents a unique and often frustrating paradox for global leadership: it remains Europe’s
third-largest exporter and a premier hub of industrial excellence, yet it is weighed down by
persistent structural obstacles that can derail even the most well-planned corporate
strategies. For a Global HQ, this means that while the industrial output of an Italian subsidiary
may be world-class, any strategic operational change—such as downsizing a workforce or a
full site closure—is inherently more complex and volatile than in almost any other jurisdiction.

The lllusion of Control

A critical misconception for foreign HQs is the assumption that closing a business in Italy is a
purely unilateral, administrative decision. Closing a business in Italy should not be taken for
granted. Unless the HQ is willing to accept court-driven or court-controlled situations—such
as Judicial Liquidation—the process requires careful navigation. In court-driven scenarios, a
court-appointed curator takes the lead, and the shareholder’s control over the process,
timing, and asset recovery is likely to be completely lost. To maintain strategic control and
protect group value, a voluntary, managed path is essential, yet significantly more difficult to
execute.

| could use a different angle. Dissolving a business is, by any objective measure, a painful
decision for a Global HQ. It represents the end of a strategic vision, the loss of investment,
and the disruption of lives. However, the greatest risk to the Group during this phase is not
the pain itself, but the human tendency to handle such decisions under the influx of emotions
rather than rationality.

When global leaders face the closure of an Italian subsidiary, the process is often clouded by
a mix of frustration with local bureaucracy, guilt regarding the workforce, and the stress of
potential reputational damage. This emotional weight often leads to two dangerous extremes:
avoidance or impulsivity.

© 2026 Andrea Lovisatti | All Rights Reserved. https://lovisatti.com/ 5
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e Avoidance manifests as a delay in making necessary decisions, allowing the local
subsidiary to bleed cash and resources while the "Labor Wall" grows higher and more
expensive to dismantle.

e Impulsivity leads to sudden, poorly communicated announcements—like the one that
shocked the Feltre territory in the Hydro Extrusions case—which trigger immediate
strikes, media outrage, and a total loss of operational control.

In both cases, emotion replaces a structured framework, resulting in an exit that is far more
expensive and damaging than it needs to be. Rationality dictates that a dissolution must be
treated as a high-stakes operational project, stripped of emotional bias and led by a
specialized professional whose sole focus is a clean, compliant, and "quiet" exit.

The current reality for a medium-sized Italian company integrated into a large foreign
industrial group illustrates how these complexities trigger at the very first moment of a
strategic shift. | live close to an industrial plant owned by a huge Norwegian company, listed
on Oslo Stock exchange, employing 32.000 people across 40 Countries with an annual
turnover of almost 20 billion euro. In late 2025, the company announced the decision to cease
operations at the Feltre plant by 2026. What followed this announcement was a textbook

example of the "structural exit complexities" unique to the Italian landscape:
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e Immediate Media Escalation: Within days, the announcement was defined as a
"shock" for the territory. It was documented by major outlets like I/ Sole 24 Ore, which
reported immediate worker mobilization and permanent pickets.

e Operational Paralysis: Unions (Fiom Cgil and Fim Cisl) immediately denounced the
closure and initiated strikes.

e Institutional Entanglement: The exit process was instantly elevated to the "Crisis Unit"
of the Veneto Region, involving local government leadership to demand national
government intervention.

The "Labor Wall": Collective Dismissal Procedures

The most significant structural barrier is the Collective Dismissal Procedure (Law No.
223/1991). Unlike jurisdictions where "at-will" employment or simple severance packages
suffice, Italian law mandates a rigid, multi-phase consultation process with labor unions and
public authorities. This procedure is designed to explore alternatives to layoffs, such as
retraining or finding a new buyer for the site.

The success of a wind-down hinges entirely on reaching a formal agreement with the
workforce representatives. Without a signed social plan or agreement, the company faces
protracted litigation, reputational damage, and an inability to physically decommission the
site or transfer assets. In the Italian context, there is effectively no viable way to exit an
operation unless you secure an agreement with the employees or unions.

A Systemic Administrative Maze The difficulty of exiting Italy is not merely a legal hurdle, but
a systemic one. The IMF’s 2025 Article IV Consultation confirms that while Italy’s economy
shows resilience, it faces "persistent structural challenges," including stagnant productivity
growth and significant demographic headwinds. Furthermore, the US State Department’s
2025 Investment Climate Statement highlights a "lack of transparency and complicated
bureaucracy" that acts as a significant risk during exit or restructuring.

This administrative maze is best evidenced by Italy’s management of the EU recovery funds
(NRRP). While the country secured approximately 80% of its €194 billion allocation by late
2025, actual spending stood at just over 44% by August 2025. This "spending gap" reflects a
systemic difficulty in executing complex projects through the local administrative maze—a
reality that directly impacts corporate restructuring timelines and traps capital when a Group
needs it most.

Navigating this paradox requires more than just high-level strategy; it requires a specialized
"bridge" between global mandates and local industrial realities. A critical misconception for
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foreign HQs is the assumption that closing a business in Italy is a purely unilateral,
administrative decision that can be delegated to existing local management and a labor
lawyer. Relying on existing staff to manage a dissolution creates three critical risks that often
lead to failure:

e Conflict of Interest: HQ is essentially asking employees to manage their own
redundancy. Objective execution is impossible when the manager tasked with the
wind-down is also a victim of the closure.

e Talent Brain Drain: In a crisis, the best people are the first to secure new roles. If key
staff vanish mid-project, they take the institutional knowledge required to close
correctly.

e The Execution Gap: While lawyers handle legal filings, they do not manage physical
phasedowns, sell machinery, or negotiate building handovers. Local managers are
trained to run a company, not to deconstruct it.

Therefore, | believe that an Interim Chief Restructuring Officer (CRO) should be considered.
As a neutral leader with direct operational responsibility, the CRO serves as the indispensable
intermediary who translates the HQ’s vision into "boots-on-the-ground" execution—
coordinating legal, tax, labor, and operations under a single, non-conflicted point of control.
By managing the multidisciplinary complexities that traditional advisors often leave to local
management, the CRO ensures that capital preservation and group objectives remain the
priority. We introduce this figure here as the essential executor of the Italian exit; however,
the full strategic framework for this leadership will serve as the final argument and concluding
pillar of this guide.

Achieving a socially responsible Exit

In the Italian industrial landscape, a Socially Responsible Exit is the gold standard for global
headquarters, yet it is rarely achieved without expert intervention. When a multinational with
billions in global profits announces a site closure, the narrative of ‘corporate greed' versus
'local survival' spreads instantly through outlets like ANSA and I/ Sole 24 Ore. In today’s ESG-
conscious investment climate, this damage is no longer localized; union denunciations and
images of worker pickets at the Italian gates resonate globally, directly impacting a group's
Social (S) and Governance (G) ratings.

To mitigate this, a strategic exit must be reflected in the Financial Statements not merely as a
'liquidation cost,' but as a structured social mitigation plan. By transparently disclosing
provisions for 'Social Peace' incentives, outplacement programs, and environmental
remediation within the Notes to the Accounts and the Report on Operations, the CFO
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transforms a potential liability into a documented commitment to stakeholder responsibility.
This approach ensures that the exit is seen by international shareholders and Italian regulators
alike as a disciplined, ethical withdrawal rather than a chaotic abandonment. Properly framed
in the year-end reporting, these actions protect the Parent Company from 'Abuse of Direction
and Coordination' claims and reinforce the group's global commitment to sustainable
governance even in times of downsizing.

This guide moves beyond standard advisory to provide a clear, operational roadmap for
managing the "Italian Paradox"—ensuring that the transition from a full-scale manufacturing
presence to a successful wind-down or conversion is handled with surgical precision. By
understanding the legal, tax, and social levers detailed in the following chapters, global
leadership can engage in a more informed discussion on how to protect group value and
execute a quiet, compliant exit that preserves the integrity of the global organization.

This guide deliberately focuses exclusively on voluntary exit procedures—those fully managed
by the multinational group through self-financed resources (primarily shareholder injections
or internal cash flows)—as the preferred and most controllable path to achieve a clean,
compliant, and "quiet" wind-down while preserving maximum group value and strategic
oversight. These voluntary routes, typically structured as voluntary liquidation or negotiated
branch/asset sales under private agreements, allow the Board to retain decision-making
authority, minimize external interference, and execute the process with surgical precision.
Different procedures—such as concordato preventivo (pre-insolvency composition with
creditors) or liquidazione giudiziale (judicial bankruptcy)—which involve court supervision,
significant loss of control, higher costs, extended timelines, and elevated director liabilities,
are not the primary subject of this book and will be discussed only briefly in the final chapters
as cautionary alternatives or inevitable consequences when early voluntary action is delayed
or liquidity constraints become irreversible. By concentrating on proactive, cash-supported
voluntary exits, this guide equips CFOs and General Counsel with the precise tools needed to
avoid those more punitive judicial scenarios altogether.
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Chapter 2. The Financial Roadmap

Converting Strategic Intent into a Rational Financial Model

As we established, a dissolution is a high-stakes operational project, not a mere administrative
task. To strip away the emotional bias that often leads to avoidance or impulsive—and costly—
decisions, global leadership must pivot immediately to Financial Modeling. The model is the
CFQ’s primary control tool. It is not just a spreadsheet of past data; it is a forward-looking map
of timing, liabilities, obstacles, and costs with the objective of understanding if the exit will
generate cash (and how much and when) or exit needs to be funded by shareholder’s
resources. In the Italian context, this map is complex and requires gathering every possible
data point before the first formal step is taken.

The financial model process does not start with numbers; it starts with questions. The most
fundamental question the Board must answer is: What is the scope of the retreat and the
desired end-state. Many companies exiting a manufacturing presence in Italy choose to leave
a "residual" activity here. For example, a Repair & Maintenance Hub and a small technical
team. This ensures you don't breach long-term service contracts or warranties with existing
Italian customers, which could otherwise lead to massive breach-of-contract lawsuits. Other
opts for transitioning from a factory to a commercial branch. This keeps the revenue flowing
while shedding the high overhead of industrial labor and real estate.

The trajectory of your financial plan changes radically based on two distinct paths:

g ' | o Total Dissolution represents the most
— aggressive path, triggering the maximum
intensity of the Collective Dismissal
Procedure and potential Exit Tax events

on all remaining assets.

END OF AN
ITALIAN

BUSINESS AND

e Strategic Pivot (The "Hybrid" Footprint)
as a model transformation by shifting

from a "Heavy" industrial footprint to a
"Light" commercial or service-based
operation. This path often mitigates the
harshest "clawbacks" of state incentives
and reduces the friction of labor
negotiations compared to a total
shutdown.
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After answering the preliminary questions, | suggest that modeling the forecasted cash flow
should then dig into a:

a) Financial review of the operating cycle.

The very first question in your financial modeling must be timing. What is the realistic time
horizon for your remaining operating cycle? In a wind-down scenario, you are no longer
seeking new business; instead, you are executing the "tail" of existing commitments.

You must define the period required to complete work-in-progress (WIP) and fulfill
outstanding orders to avoid costly breach-of-contract lawsuits or penalties. During this phase,
the business does not simply "stop": raw materials must still be purchased, employees and
consultants must be paid, and utilities like electricity will continue to be consumed.

For the purposes of this guide, we assume that after a thorough review, 6 months is a realistic
time horizon for stopping operations. As we will explore in the following chapters, 6 months
is often a realistic timeframe to navigate the complexities of employee dismissals and the
"Labor Wall". Consequently, for the sake of clarity, this guide utilizes a 6-month forecasted
cash flow model as the baseline for strategic decision-making.

OPERATING CASH FLOW FORECAST
month0 month1 month2 month3 month4 month5 month6 beyond|

Cashas at today 100 73 76 99 132 166 133 132
Cashinflow

Account receivables from operation 100 120 130 100 90 40 20
Cash outflow

Account payables/ operation 80 70 60 20 20 40 0

Payroll 20 20 20 20 10 10 0

Rent 10 10 10 10 10 10 10 100

Utilities 10 10 10 10 10 7 7

Other 7 7 7 7 6 6 4 20
Net cash from operation -27 3 23 33 34 -33 -1 -120
Cash at the end of the period 73 76 99 132 166 133 132 12|

I sometimes happened to find holes in local accounting. Unfortunately, holes are always found
late, so my recommendation is to account a contingency provision for them.

Now, you must add to the basic model several additional items.
b) Comprehensive Labor Audits:

In Italy, labor is not just an operating expense; it is a constitutional right that manifests as a
formidable structural barrier—the "Labor Wall." Closing an operation without a signed
Collective Dismissal Agreement is effectively impossible in a managed, voluntary liquidation.
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To dismantle this wall with precision, the financial model must move beyond simple payroll
data and map the true cost of industrial peace.

With the help of a specialized labor consultant and a labor lawyer, the CFO must integrate
detailed projections from a covering:

e TFR (Severance) Accruals and accrued vacation leave: You must identify the total
liability for severance payments, specifically isolating amounts that remain on the
balance sheet versus those already transferred to private pension funds.

e The Cost of "Social Peace": Experience shows that securing a signed agreement
typically requires negotiation incentives ranging from 3 months to a full year of salary,
depending on employee seniority and the local union climate.

The "Burn Rate" of Friction: the model must realistically factor in the "burn rate" during
intense negotiation periods—a phase where production is often paralyzed by strikes and
pickets while fixed costs continue to accumulate.

By quantifying these "soft" social factors into "hard" financial data, the CFO transforms a
volatile negotiation into a controlled budgetary exercise. Add accrued vacation time and
evaluate pending litigations. This tells you how much your company would likely face to pay
to agree and execute a collective dismissal agreement. It may depend on your financial
resources, on the Unions attitude, on your resistance to stand strikes and operational shut
down. | suggest you seek in advance advise from the local Industry association: they may give
a hint on comparable situations, how strong is the local economy in that moment, how easy
it would be for your employees to find another job.

c) Asset Recovery and the "Market Distortion"

A critical pillar of your roadmap is the realistic assessment of physical assets. While Europe
boasts a highly active secondary market for industrial machinery—populated by international
auction houses like Surplex and Ritchie Bros.—the CFO must account for a unique Italian
market distortion that can catch a foreign HQ off guard:

e The Incentive Trap: Government schemes like "Industria 4.0" offer tax credits as high
as 40% for brand-new machinery. This makes buying new equipment more attractive
than buying used assets, significantly depressing the resale value of your existing fleet.

o The "Clawback" Risk: Selling, moving, or ceasing to use assets before their legally
mandated "stability period" expires can trigger a mandatory repayment of state
incentives with interest.
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Strategic Directive: Do not rely on book value. To ensure the model reflects reality rather than
hope, the CFO should engage independent valuation firms like Kroll to provide "forced
liguidation value" appraisals. This ensures the asset sale intended to raise cash does not
inadvertently result in a net fiscal liability for the Group.

d) Intangible Asset Valuation: The "Hidden" Portfolio

Explore if there are intangibles embedded that survive the liquidation? For example, is the
Group retaining the sales and after sales services on Italian market? Very likely intangibles do
not appear in the accounting records but hold significant value for the Group, such as
customer lists, patents, or trademarks. Finding them only in case of a tax audit would be
terrible surprise. The Customer list is a perfect example. In some sectors — like pharma - the
customers list is extremely valuable. You will find more accurate information about this on
Chapter 4 And thereafter you will have the tools to include additional figures on your Model.

e The "Exit Tax" Minefield: If these intangibles are transferred intragroup for a symbolic
value, the Italian Tax Authority will apply the "Arm's Length Principle".

e Valuation Risk: If the "Normal Value" is deemed high, the Group faces massive tax risks
on built-in gains.

The financial roadmap must treat these transfers with the same rigor as a third-party sale to
ensure a clean, compliant, and "quiet" exit from the Italian fiscal landscape

e) Costs associated with decommissioning the industrial site

You will have eventually to decommission the industrial site. Explore the lease terms, for
duration and renovation obligations. It may be a hard negotiation to arrive at an agreement
with the landlord. Not to say if there Is potential that your company impacted the
environment or did not conform to the numerous law environmental related, you may face a
huge mess. If you suspect that the soil is contaminated, you better immediately call a
specialised firm for an environmental due diligence. This is fully explored on Chapter 5 where
| will offer some tools to include additional liabilities on your Model.

f) Did the company receive any State incentive?

Finally Access to National Register of STATE AIDS. www.rna.gov.it. And check if your company

ever received governmental grants or State incentives. A liquidation may jeopardize them, and
the State may want them reimbursed.
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LIQUIDATION CASH FLOW FORECAST
month0 monthl month2 month3 month4 month5 month 6 beyond

Cash as at beginning of the period 100 -47 -17 3 13 -96 -108 135
Cashinflow

Account receivables from operation 100 120 130 100 90 40 20
Cash outflow

Account payables/ operation 80 70 60 20 20 40 0

Payroll 20 20 20 20 10 10 0

Rent 10 10 10 10 10 10 10 100

Utilities 10 10 10 10 10 7 7

Other 7 7 7 7 6 6 4 20
Net cash from operation -27 3 23 33 34 -33 -1 -120

Incentives fromcollective dismissal 100 50 50

severance indeminities and unpaid vacations 10 5 4

Cash flow from asset sales 210

tax or governmental grants clawbacks 20

Contingencies 100

Advisory fees 20 20 20 20 20 20 20 10
Net cash from liquidation -47 -17 3 13 -96 -108 135 -250
Net cash at the end of the period 53 -64 -14 16 -83 -204 27 -115

To the core model, | have incorporated the following variables: exit incentives required for
the Collective Dismissal Agreement (CDA), liquidation proceeds from asset sales,
decommissioning costs, advisory fees, and a buffer for contingencies (they could be the
accounting holes mention earlier).

The projections indicate a total funding requirement of 115 by the end of the liquidation
process. Notably, the model highlights a liquidity crunch in months 4 and 5; it is critical to
ensure that sufficient capital is available upfront to execute the CDA and maintain the wind-
down schedule.

A critical, yet often overlooked, variable in the financial roadmap is the immediate reaction of
local financial institutions. In the Italian market, the moment a company is perceived to be
entering a wind-down phase or formal liquidation, banks frequently move to protect their
positions by instantly revoking credit lines.

This systemic "reflex" can trigger an operational standstill. To ensure a "quiet exit," your
financial modeling must account for:

e Liquidity Management: You must ensure that the Group has injected sufficient "fresh
cash" into local accounts before any public announcement to cover at least the first 90
days of the phase-down.

o Contingency Funding: The model should assume that no local debt will be available to
fund the exit; the entire process must be self-financed by the Global HQ to maintain
total control over the timing.
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Conclusion: From Pain to Precision

By now, you have likely realized that an Italian financial model is less like a standard Excel sheet
and more like a tactical radar for an uncertain future. Building this model is neither easy nor
fast, and initially, your data may be imperfect. However, accuracy will increase as the
liquidation progresses; in the meantime, it serves as a powerful numerical anchor to keep
both you and Global HQ aligned on critical issues and their financial consequences.

The financial model must track:

e Cash Flow Projections: This requires assessing the total cost for incentives and
severance indemnities (TFR and exit packages), which often represent the largest cash
outlay in an Italian exit. The model must also capture the "burn rate" during intense
Union negotiations—a volatile period where production may be stalled by strikes or
pickets, yet fixed operational costs and payroll remain due.Capturing the "burn rate"
during intense Union negotiations, a phase where production often stalls due to strikes
while fixed costs persist.

o Asset Recovery Forecasts: Establishing realistic timelines for machinery sales and the
restoration of leased sites, avoiding the "Incentive Trap."

e Risk Valuation: Mapping potential capital gains and "Exit Tax" liabilities if assets are
moved cross-border, ensuring compliance with international standards.

e HQ Financial Funding & Banking Continuity: Identifying exactly when and how much
"fresh cash" is needed from the Parent Company. This is vital because local banks will
likely freeze credit lines the moment the wind-down is signaled, particularly during the
high-stress months 4 and 5.

Ultimately, this model determines whether the exit will be self-funding or—as is more
common—require upfront capital. By addressing these questions early, the CFO replaces the
"pain" of a difficult decision with the "precision" of an operational roadmap. Every Euro
allocated becomes a strategic step toward a clean, compliant exit rather than a reactive fire-
fighting expense.

Remember: In Italy, an unmapped risk isn't just a rounding error; it’s a dinner invitation for
the tax authorities and a front-row seat at a union picket line. Furthermore, because these
financial decisions directly impact your personal exposure, an entire section of this guide is
dedicated to Directors’ Liabilities.
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Now that we’ve put a price tag on the "pain," it’s time to head over to Chapter 3, where we
meet the most immovable object in the Italian landscape: The Labor Wall. Pack your patience
(and perhaps some decent espresso)—you’re going to need it.
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Chapter 3: The "ltalian Labor" Wall — Where Strategy
Meets the Street

If Chapter 2 was about mastering the spreadsheet, Chapter 3 is about mastering the street—
specifically, the one currently blocked by 200 workers, three television crews, and very
determined union representatives.

Welcome to the "Labor Wall." In most jurisdictions, labor is a flexible resource you can scale
down with a few polite emails and a severance check. In Italy, labor is a constitutional pillar.
Article 1 of the Italian Constitution literally states that the Republic is "founded on labor,"
which is a poetic way of saying that if you try to close a factory without a perfectly
choreographed dance of consultations, the State will treat it less like a business decision and
more like a personal affront to the nation’s soul.

As a Global CFO, this is where your "Precision over Pain" mantra is truly tested. You are no
longer just managing a wind-down; you are navigating a multi-phase legal gauntlet known as
Law 223/1991. This isn't just bureaucracy; it’s a strategic negotiation where the "burn rate"
isn't just about cash—it’s about the cost of strikes, regional crisis units, and the potential for
your corporate logo to become the backdrop for a national evening news scandal.
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In this chapter, we’ll show you how to dismantle this wall brick by brick. We will explore the
"social shock absorbers" like CIG and CIGS—Italy’s state-funded way of helping you pay people
not to work while you figure out the exit. We’ll also introduce you to the regional retraining
programs that can turn a hostile picket line into a "social plan" that preserves your global
reputation.

So let’s dive into the art of the Italian negotiation. It’s time to move from "corporate greed"
headlines to a "narrative of responsible stewardship". Don’t forget that in 2026, a "hostile"
exit—characterized by sudden closures and mass layoffs without adequate support—is no
longer just a local dispute; it is a trigger for ESG downgrades at the global parent level. Under
the Corporate Sustainability Reporting Directive (CSRD) and the associated ESRS S1 (Own
Workforce) standards, a "Social Plan" is now a mandatory reporting component of a Group’s
"Social (S)" performance. Failure to document a responsible transition can lead to a negative
impact on the Group’s sustainability rating, directly affecting its cost of capital and
attractiveness to institutional investors.

* % %k

In the Italian industrial landscape, no barrier looms larger during an operational wind-down
than the "Labor Wall"—a formidable array of legal, social, and negotiation challenges rooted
in Italy's robust worker protections. These are deeply embedded in the Constitution of the
Italian Republic, reflecting the post-World War Il commitment to social justice and the
foundational role of labor in the nation's identity. Article 1 declares Italy a democratic Republic
"founded on labour," while Article 4 recognizes the right of all citizens to work and obliges the
state to promote conditions that make this right effective. Articles 35—-38 further enshrine
protections for work in all its forms, including fair remuneration sufficient for a free and
dignified existence (Article 36), social security, and safeguards against unemployment, illness,
disability, and old age. These constitutional principles—rooted in anti-fascist ideals and the
need to prevent exploitation—elevate labor rights to fundamental status, making them
superior to ordinary legislation and requiring strong safeguards against arbitrary employer
actions. This constitutional entrenchment explains why Italian politics actively intervenes in
industrial relations, particularly in cases of collective dismissals or company closures: elected
officials and regional authorities view themselves as guardians of these core societal values,
stepping in through crisis units, ministerial oversight, or mandatory consultations to mediate
between global corporate decisions and local workforce impacts, ensuring that economic
restructuring does not undermine the Republic's foundational commitment to dignified work
and social stability.

As highlighted in Chapter 1's analysis of the "Italian Paradox," what begins as a strategic
decision at Global HQ can quickly escalate into a protracted battle with unions, strikes, and
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institutional intervention if not handled with precision. This chapter dissects the core of this
wall: the Collective Dismissal Procedures under Law 223/1991, providing CFOs with a clear
roadmap of timelines, costs, and mandatory steps. By integrating this into your financial
model (as outlined in Chapter 2), you can quantify liabilities, mitigate risks, and steer toward
a "quiet exit" that preserves group value and avoids reputational fallout.

The Harsh Reality: Real-World Strikes and Union Confrontations in Italian Exits

Recent cases underscore how labor negotiations can paralyze operations, inflate costs, and
amplify media scrutiny. These incidents, drawn from national and regional news, illustrate the
volatility that Global HQs face when attempting to close or restructure Italian subsidiaries.
Without proactive compliance and negotiation, even profitable global groups risk operational
shutdowns and judicial overreach.

e Hydro Extrusions Feltre Closure (Veneto Region, Late 2025): As reported by I/ Sole 24
Ore on November 15, 2025: "The announcement of the Feltre plant closure by
Norwegian multinational Hydro Extrusions has triggered immediate outrage in the
Belluno territory. Unions Fiom-CGIL and Fim-CISL mobilized over 200 workers for
permanent pickets and strikes, according to local news, denouncing the decision as
'corporate greed' amid the group's huge global profits. The Veneto Regional Crisis Unit
has intervened, demanding national government intervention to explore alternatives
like site repurposing." This case exemplifies how a margin-driven exit can escalate into
regional institutional entanglement, stalling asset recovery for months.

o Stellantis Melfi Plant Restructuring (Basilicata Region, Ongoing 2025-2026): ANSA
coverage on December 5, 2025, highlighted: "Tensions at Stellantis' Melfi facility
reached a boiling point with a 24-hour strike involving 6,000 workers, organized by
UILM and UGM. Unions accused the Franco-Italian automaker of bypassing collective
procedures under Law 223/1991, leading to blocked production lines and calls for a
'social plan' to avert mass layoffs. Local authorities have escalated the dispute to the
Ministry of Labor, warning of potential judicial liquidation if negotiations fail."

e llva Taranto Steelworks Downsizing (Puglia Region, 2025): Regional outlet La Gazzetta
del Mezzogiorno reported on October 20, 2025: "ArcelorMittal's plan to downsize
operations at the Taranto steel plant sparked violent clashes between protesters and
police, with Fiom-CGIL leading indefinite strikes affecting 8,000 jobs. The union labeled
the move a 'betrayal' of prior agreements, invoking Law 223/1991 to demand
retraining programs and buyer searches. Puglia's regional government has formed a
task force, but delays in collective bargaining have frozen asset transfers and exposed
the company in the tens of millions in potential clawback liabilities from state aids."
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This national scandal, amplified by environmental concerns, shows how labor disputes
can intersect with regulatory risks, eroding global brand equity.

These extracts reveal a pattern: In Italy, labor confrontations are not isolated events but
systemic responses amplified by media, unions, and government bodies. For CFOs, they
translate into unpredictable cash outflows—strikes halt the order-to-cash cycle, negotiation
incentives balloon severance costs, and litigation drains resources. The solution lies in
mastering the Collective Dismissal Procedures, transforming this wall from an obstacle into a

navigable pathway.

There is a critical threshold in every Italian wind-down beyond which a
voluntary, self-managed exit is no longer feasible. This “point of no
return” is typically reached when the company can no longer finance
labor negotiations or maintain operational continuity during union

The Point Of confrontation.

Indicators that this threshold is approaching or has been crossed

N (@) Retu rn.: include:

* Inability to fund negotiated exit incentives or TFR payments

W h e n * Accumulation of unpaid wages, social security contributions, or taxes
* Extended strikes causing a collapse of the order-to-cash cycle
Voluntary . 2 co7apse o7 e o
* Revocation of bank credit lines without immediate shareholder
H rt
Control is suppo

* Breakdown of negotiations with unions or refusal to engage in a

LO St social plan ’

Once this threshold is crossed, control rapidly shifts away from
shareholders and directors toward courts, public authorities, and
insolvency administrators—making judicial procedures no longer a ,
choice, but an inevitability.

s

Collective Dismissal Procedures (Law 223/1991): Timelines, Costs, and
Mandatory Steps

Enacted in 1991 and amended over the years (notably by the 2015 Jobs Act), Law No.
223/1991 governs collective dismissals in cases of company restructuring, cessation of activity,
or closure—precisely the scenarios Global HQs face during an Italian wind-down. This law is
non-negotiable for voluntary exits aiming to retain control (avoiding court-driven judicial
liquidation, as warned in Chapter 1). Unlike "at-will" employment models in other
jurisdictions, Italy mandates a structured, multi-phase consultation process with trade unions
and public authorities. The goal? To explore alternatives to layoffs, such as retraining or finding
a new buyer for the site.

Failure to comply can result in reinstatement orders, back-pay liabilities or, in aggravated
scenario, even criminal scrutiny for the company's directors. While violations of Law 223/1991
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primarily give rise to civil and administrative sanctions, mismanagement during a collective
dismissal often acts as a triggers for parallel criminal investigations under insolvency law, tax
or safety law. In practice, labor disputes frequently become the entry point for broader
prosecutorial scrutiny.

For CFOs, this means embedding these procedures into your financial model from Chapter 2:
Project timelines to forecast the "burn rate" during consultations, estimate negotiation
incentives (often 3-12 months' salary per employee), and allocate for TFR (Trattamento di Fine
Rapporto) severance accruals. An Interim CRO, as introduced in Chapter 1, is invaluable here—
serving as a neutral negotiator to bridge HQ directives with local union dynamics, minimizing
strikes and securing a signed social plan. In practice, without a neutral CRO holding executive
authority, Law 223 procedures tend to fragment: lawyers focus on compliance, HR on process,
local management on self-preservation, and Global HQ on cost containment. This
fragmentation is precisely what unions exploit. The CRO’s role is not advisory but integrative—
controlling timing, cash, negotiations, institutional relations, and communications under a
single, non-conflicted mandate.

The procedure applies when dismissing 10 or more employees within 90 days in companies
with 15+ workers (or proportionally fewer in smaller firms). Below is a step-by-step
breakdown, aligned with Italian legal practice, including timelines, costs, and strategic
considerations for a compliant, cost-controlled exit.

Phase Timeline Key Actions & Mandatory Steps Strategic Focus for the CFO

Step 1: Pre-Notification Day 0 Send formal PEC (certified email) to  Intelligence Gathering: Assess union
Works Councils (RSU), strength and prepare initial
national/regional unions, and public "sweeteners" (e.g., outplacement).
authorities.

Step 2: Union Consultation Days 1-75* Mandatory meetings to negotiate a  The "Burn Rate" Zone: Model incentives
"Social Plan." Explore alternatives (3—12 months' salary) vs. the cost of

like CIG/CIGS or retraining. strikes and production halts.

Step 3: Implementation Days 75-120 Notify Provincial Employment Liquidity Management: Execute final
Directorate (DPL). Issue individual TFR (severance) payments and settle
dismissal letters specifying the accrued vacation liabilities.

collective reason.

Step 1: Pre-Notification Communication to Trade Unions (Day 0)

¢ Mandatory Action: Before any dismissal notices, the company must notify employee
representatives (e.g., works councils, RSUs—Rappresentanze Sindacali Unitarie) and
the most representative trade unions at national, regional, and company levels
(typically CGIL, CISL, and UIL affiliates). This initiates the consultation phase and must
include detailed information on the reasons for restructuring (e.g., economic losses,
site closure), the number of affected employees, and proposed timelines.
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Step 2:

Timeline: Immediate—sent via registered letter or PEC (certified email). Failure to
notify triggers invalidation of the entire process.

Costs: Minimal direct costs (legal drafting), but indirect: Unions may demand
preliminary meetings, delaying operations by 1-2 weeks. In your financial model, factor
in potential early strike risks.

CFO Tip: Use this phase to gather union intelligence. Engage a labor consultant to
assess union strength and prepare "sweeteners" like outplacement services to build
goodwill.

Opening of the Consultation Phase (Days 1-30/75)

Mandatory Action: Within 7 days of notification, formal consultations begin with
unions to negotiate a "social plan" (piano sociale) or agreement. Discussions must
explore alternatives: job preservation measures, voluntary redundancies, retraining
programs, or business transfer options. If no agreement is reached, the company must
provide a written proposal outlining mitigation steps.

Timeline: Minimum 30 days for companies with <100 employees; 75 days for those
with 100+ (extendable by mutual agreement). Regional variations apply—e.g., in
Veneto, the Crisis Unit may extend this to 90+ days via institutional involvement.

Costs: High variability. Base severance (TFR) is ~7.4% of annual salary accrued per year
of service, plus untaken vacation pay (often 2-4 weeks' salary). Negotiation incentives
to secure agreement can add 6 months' salary per employee (up to 12 months for
senior roles. Include legal / union facilitation fees. Strikes during this phase can add
costs in lost production.

CFO Tip: Model scenarios in your dashboard: Best-case (quick agreement, 20% cost
savings via incentives); worst-case (protracted disputes, +50% costs from litigation).
Prioritize incentives for key union figures to avoid escalation.

Alternatives to Dismissal: Wage Supplementation Schemes and State-
Funded Retraining Programs

Note: in recent practice, authorities apply heightened scrutiny where CIG or CIGS is requested

in situations that amount to an irreversible liquidation. Where the underlying intent is a

definitive shutdown rather than a temporary restructuring, approvals may be delayed,

conditioned, or denied.
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A key objective of the consultation phase under Law 223/1991 is to prioritize alternatives to
outright dismissals, which can reduce financial liabilities and reputational risks while
facilitating a smoother wind-down. Two critical tools in this regard are Italy's wage
supplementation schemes—Cassa Integrazione Guadagni (CIG) and its extraordinary variant,
Cassa Integrazione Guadagni Straordinaria (CIGS)—alongside regionally managed, state-
funded vocational training and qualification courses. These mechanisms allow companies to
temporarily suspend or reduce work hours without full terminations, providing breathing
room for restructuring or transitions. For CFOs, incorporating these into your financial
roadmap can offset severance costs by leveraging public funds, potentially saving 20-40% on
labor-related outflows during the exit process.

Cassa Integrazione Guadagni (CIG): Ordinary Wage Supplementation

Cassa Integrazione Guadagni, commonly known as CIG, is Italy's primary "social shock
absorber"—a state-funded wage guarantee fund administered by the National Social Security
Institute (INPS). Established to support workers and maintain employment during temporary
company difficulties, CIG provides partial income replacement (typically 80% of lost wages,
capped at around €1,200-€1,500 monthly depending on salary levels) for employees facing
reduced hours or suspensions. It relieves companies from full payroll burdens while
preserving jobs, making it a vital alternative in early restructuring phases.

CIG Ordinaria (CIGO) applies to short-term, ordinary disruptions such as market slumps,
supply chain issues, or external events (e.g., weather or pandemics). It is available to industrial
and similar companies with more than 15 employees, lasting up to 13 weeks (extendable in
some cases). During a wind-down, CIGO can bridge the order-to-cash cycle, allowing
fulfillment of remaining obligations without immediate layoffs. However, it requires union
consultation and ministerial approval, adding 1-2 months to timelines. Costs to the company
are minimal (a small contribution rate), as INPS covers the bulk, but factor in administrative
fees (~€10,000-€20,000) and potential "burn rate" if production halts.

Cassa Integrazione Guadagni Straordinaria (CIGS): Extraordinary Wage Supplementation

For more severe or structural challenges, such as company crises, reorganizations, or solidarity
contracts, Cassa Integrazione Guadagni Straordinaria (CIGS) offers extended support.
Managed by the Ministry of Labor and Social Policies and disbursed via INPS, CIGS targets
companies with over 15 employees (including apprentices in crisis scenarios) and provides the
same 80% wage integration but for longer durations—up to 24 months within a five-year
rolling period (non-continuous). Eligibility requires at least 30 days of employee seniority and
is granted for causals like business reconversion or transitions, making it particularly relevant
for strategic downsizes or conversions (as discussed in Chapter 2). Not for a total wind-down.
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In the context of collective dismissals, CIGS can serve as a transitional tool, suspending
contracts while exploring sales or repurposing—potentially avoiding the full "Labor Wall"
impact. For instance, during union negotiations, proposing CIGS can de-escalate tensions by
demonstrating commitment to job preservation. Direct costs are low (employer contributions
~1-2% of payroll), but approval involves detailed applications and can extend consultations by
45-90 days. CFOs should model CIGS as a cash-flow stabilizer: It shifts wage burdens to the
state, reducing immediate liabilities, though it may trigger state aid clawback risks if linked to
prior incentives.

State-Funded Regional Qualification and Vocational Training Courses

Complementing CIG/CIGS, ltalian regions offer a robust array of state-funded vocational
training and qualification courses (known as Istruzione e Formazione Professionale, or leFP)
as alternatives to layoffs. These programs, financed through national budgets, European Social
Fund (ESF) allocations, and regional resources, aim to requalify workers for new roles,
facilitating internal redeployment or transitions to other employers. Under Law 223/1991,
unions often demand their inclusion in social plans, positioning them as "mitigation
measures" to avert strikes and secure agreements.

Regions manage these initiatives autonomously, leading to variations in offerings, but all are
free or low-cost for participants and accessible via accredited training centers or employment
offices (Centri per I'lmpiego). Key examples include:

e Lombardia and Piemonte: Fund individual training vouchers for employed or
redundant workers, covering courses in sectors like manufacturing, IT, and green
technologies. Lombardia's Santachiara CFP, for instance, provides ESF-backed
programs lasting 3-4 vyears, leading to nationally recognized qualifications and
university pathways.

¢ \Veneto and Friuli Venezia Giulia: Offer public training for apprenticeships and cross-
disciplinary skills, integrated with company needs. Veneto's Crisis Units often mandate
retraining via regional funds, with courses up to 120 hours focused on basic and
technical competencies.

o Emilia-Romagna and Toscana: Provide customizable services through networks like
Effe.Pi, including summer apprenticeships and higher technical institutes (ITS) for
advanced skills. These are EU-co-financed and emphasize job placement, with
remuneration for trainees (~€450-€600 monthly).

e National Programs like Garanzia Giovani (Youth Guarantee): For under-30s
(extendable in restructurings), this EU-funded initiative across all regions offers
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vocational courses, internships, and job matching. Regions like Sicilia, Lazio, and
Sardegna allow online registration, with tailored paths for redundant workers.

In practice, these courses can be proposed during Step 2 consultations to retrain affected
employees, potentially reducing dismissal numbers. For CFOs, they represent zero-to-low
direct costs (state-covered) but require budgeting for coordination. Regional variations—
stronger in the North (e.g., Lombardia) versus the South—should inform your risk mapping:
In Puglia's llva case, unions pushed for such programs, delaying but ultimately softening the
exit. An Interim CRO can leverage these to negotiate "win-win" social plans, aligning with ESG
goals and minimizing long-term litigation.

Step 3: Notification to Public Authorities and Individual Dismissal Letters (Post-Consultation)

e Mandatory Action: Concurrently with union consultations, notify the local Provincial
Employment Directorate (DPL) and unemployment office (Centro per I'lmpiego) via the
"G2 procedure" (online portal). After consultations conclude (with or without
agreement), issue individual dismissal letters to affected employees, specifying the
collective reason, effective date (typically 15-45 days later, per notice periods), and
appeal rights. If no social plan is signed, employees can challenge via labor courts.

Communication Control: Preventing Escalation Before It Starts

In Italian labor disputes, loss of narrative control often precedes loss of operational control. A
single uncoordinated statement by local management, an unsolicited interview, or an informal
email to union representatives can trigger immediate strikes, media escalation, and
institutional intervention. Best practice in a wind-down requires strict communication
governance: A single designated spokesperson; no external communications without CRO
clearance; alignment of announcements with union consultations and regional authorities
and Immediate containment of local media exposure

Silence, when structured and intentional, is often the most effective negotiation tool.

Strategic Navigation: Achieving Agreement and Avoiding Pitfalls

In today's interconnected and ESG-conscious world, the imperative to secure a signed social
plan and execute a responsible exit has taken on heightened strategic importance far beyond
mere legal compliance. Mishandled labor negotiations in Italy—amplified by social media,
national press, and union networks—can rapidly transform a localized industrial decision into
an international reputational crisis for the global group. Images of striking workers, picket
lines, and political denunciations broadcast worldwide can erode stakeholder trust, alienate
customers sensitive to ethical supply chains, depress investor sentiment, and even trigger
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activist campaigns or boycotts. For multinational corporations and private equity owners,
protecting brand reputation is no longer a secondary consideration: it is a core business risk
that directly impacts valuation, access to capital, and long-term market positioning. By
proactively engaging an Interim CRO to orchestrate transparent, humane negotiations—
incorporating wage supplementation schemes, state-funded retraining, and genuine
alternatives to dismissal—the CFO can convert a potentially damaging closure into a narrative
of responsible stewardship. This not only mitigates immediate financial and operational
fallout but also safeguards the group's global license to operate, demonstrating that even in
the most challenging jurisdictions, value preservation includes preserving social legitimacy
and corporate integrity.
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Chapter 4- Tax and Legal Architecture of the Exit

For a Global CFO, the final phase of an Italian operation is a high-stakes balancing act between
two competing forces: the mandate to repatriate value to Headquarters and the fiscal
sovereignty of the Italian state. In Italy, a wind-down is not simply a cessation of activity; it is
a "Grand Stress Test" of the Group’s historical and current compliance. Every intercompany

transaction, every transferred patent, and every euro sent back across the border will be
viewed by the Agenzia delle Entrate through the lens of "Substance over Form."

This chapter discusses the tax architecture for a managed exit.

4.1. The Italian Corporate Tax Framework in a wind-down scenario;
4.2. The sale of machinery;

4.3. The transfer of intangibles;

4.4. Exit Tax on a liquidation;

4.5. The operational alternatives: the sale of sub-branches;

4.6. Financing the liquidation and repatriating the cash.
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By following this "Precision over Pain" framework, the CFO transitions from a reactive posture
to a proactive one. Instead of simply paying a "departure fee" to the Italian authorities, the
Group documents a defensible, arm's length transition that satisfies both global audit
standards and Italian tax law.

4.1. The Italian corporate tax landscape scenario in a wind down

This subchapter focuses on some pivotal areas: a brief overview of income taxes in Italy,
including deductions for liquidation-related expenses and the computation of capital gains on
asset disposals; incentive schemes such as tax credits under iperammortamento and Industria
4.0/5.0; clawbacks associated with the premature disposal of incentivized equipment and
their impact on financial modeling; and alternatives to full liquidation, such as the sale of a
branch division (cessione di ramo d'azienda).

All these elements build directly on the Comprehensive Financial Plan from Chapter 2,
enabling CFOs to forecast tax outflows, optimize asset recovery, and integrate strategic
alternatives that preserve group value.

Income Taxes: Corporate Framework, Deductions, and Capital Gains
Computation

Italy's corporate tax regime, governed by the Income Tax Code (TUIR), imposes a standard
corporate income tax (IRES) rate of 24% on resident companies' worldwide income, with an
additional regional production tax (IRAP) typically at 3.9% (varying by region and sector). For
non-residents, taxation applies to Italian-sourced income, often through a permanent
establishment (PE). In the context of a wind-down, these taxes become central as the Italian
subsidiary realizes gains or incurs losses during asset disposals, contract terminations, and
final settlements.

A key advantage for exiting entities is the full deductibility of liquidation-related expenses,
provided they are inherent to the business and properly documented. This includes costs for
severance (TFR), union incentives (as detailed in Chapter 3), site decommissioning,
environmental remediation, and professional fees (e.g., legal, tax advisory, and CRO services).
Deductions are allowed under Article 101 TUIR for ordinary business expenses, reducing
taxable income and potentially generating tax losses that can be carried forward (up to 80%
of future profits) or offset against prior years via carry-back in certain restructuring scenarios.
However, timing is critical: Expenses must accrue in the relevant fiscal year, and aggressive
deductions risk challenges under general anti-avoidance rules (GAAR, Article 10-bis of Law
212/2000).
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Capital gains on asset disposals—common in wind-downs—are computed as the difference
between the sale proceeds (or fair market value in intragroup transfers) and the tax book value
(historical cost adjusted for depreciation). Taxed at the standard IRES rate (24%), plus IRAP
where applicable, these gains can be mitigated through installment deferral (up to 5 years
under Article 86 TUIR) if the asset was held for at least three years. For intangibles (e.g.,
patents, customer lists from Chapter 2), valuation follows arm's length principles, often
requiring independent appraisals to withstand Agenzia delle Entrate scrutiny. In a full closure,
net losses from disposals can offset other income, but CFOs must model these in the
dashboard to anticipate cash tax positions, factoring in any Exit Tax overlays (detailed later in
this chapter).

Incentive Schemes: Tax Credits Under Iperammortamento and Industria 4.0/5.0

Italy's incentive schemes, designed to boost industrial investment and innovation, have
provided and provide significant tax credits.

"Iperammortamento (Hyper-depreciation), introduced by the 2017 Budget Law, allowed for a
step-up in tax-deductible depreciation (initially up to 250% of the acquisition cost) for
qgualifying Industry 4.0 tangible assets, effectively lowering the IRES base. Starting in 2020,
this deduction model transitioned into the Tax Credit (Credito d’Imposta) system under the
Industria 4.0 (now Transizione 5.0) framework. These credits currently range from 20% to
50% (and up to 45% for energy-saving investments under 5.0) for assets enabling digital
transformation, such as loT-integrated equipment, automation systems, and advanced
software.

Also several intangibles were included, typically MES (Manufacturing Execution Systems),
SCADA, PLM software, cybersecurity software related to production, Al platforms for
predictive maintenance.

Unlike a deduction, these credits are offset via F24 (tax payment form) against IRES, IRAP, and
social security contributions over a 3-year period. Eligibility requires a technical certification
(perizia giurata) and adherence to a 'recapture period' (periodo di sorveglianza). For tangible
assets, if the machine is sold or relocated abroad before December 31st of the second year
following its interconnection, the benefit is clawed back, requiring the return of the credit
without penalties but with interest."

Clawbacks for Equipment Disposal: Impact on Financial Modeling

Tax incentives are granted on the presumption that assets remain within the company’s
productive perimeter in Italy. The clawback mechanisms (recapture) under these schemes
represent a critical risk in asset disposals. The premature sale, demolition, or relocation of
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subsidized equipment before the recapture period expires mandates the repayment of
claimed credits, plus interest and penalties.

For Industria 4.0/5.0 assets, a clawback is triggered if the equipment is sold or relocated to a
foreign production site before December 31st of the second year following its
interconnection (the 'Stability Period'). This reversal effectively creates a net fiscal liability that
can erode 30-50% of the asset's recovery value.

This risk must be integrated into financial modeling: CFOs should cross-reference asset
disposal lists with the National Registry of State Aid (RNA) to identify incentivized items and
calculate remaining 'lock-in' periods. For example, a €1 million machine with a 40% credit
(€400,000 benefit) sold before the deadline triggers a full repayment requirement. With
interest (legal rate) and potential penalties (up to 70-90% for improper use, rising higher in
cases of tax fraud), a projected €600,000 resale can turn into a significant net loss.

While the recapture period is relatively short (2 years post-interconnection), the CFO must
ensure that the technical documentation (the Perizia) and interconnection logs are archived
for the entire duration of the tax assessment window—typically 5 to 8 years—as the burden
of proof for maintaining the benefit remains with the company."

4.2. The sale of machinery and equipment and their tax consequences

A CFO approaching a restructuring or wind-down should begin with a clear, economically
grounded understanding of the subsidiary’s asset base, looking beyond book values and
depreciation schedules. The objective is to identify what can be monetized, redeployed, or
transferred, and at what realistic value, under market conditions. This typically requires an
external, independent perspective: commissioning an appraisal from a recognized firm such
as Kroll (or comparable valuation and restructuring advisors) allows the CFO to benchmark
both tangible and intangible assets against observable market data, replacement cost, and
secondary-market demand. This exercise is not only financial in nature, but also strategic and
defensive, as it supports informed decision-making and provides contemporaneous
documentation in the event of scrutiny by stakeholders or authorities.

In this context, it is important for the CFO to be aware that there is a healthy and liquid
secondary market for industrial assets in Europe, served by specialized operators that focus
on the acquisition, dismantling, and resale of machinery and entire production plants.
Companies such as Surplex, Hilco Industrial, SSMI, Paptec, and Osertech operate across
different models. Some act as auctioneers: they organize competitive sales where legal title
to the assets remains with the seller, and market risk (price realization) is borne by the owner.
Others operate on a buy-and-resell basis, acquiring the assets outright, taking responsibility
for dismantling, logistics, and resale, and assuming the commercial risk themselves in
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exchange for a discounted purchase price. In Italy, a country characterized by a dense fabric
of small and medium-sized enterprises, this institutional secondary market is complemented
by a broad base of local entrepreneurs and industrial buyers who may be directly interested
in specific machines, lines, or technologies, often valuing them more highly than generic scrap
or liquidation scenarios.

To conclude this analysis of industrial recovery, it is crucial to recognize that these incentives
are far from being a legacy of the past; they are active market forces that continue to shape
the financial reality of the Italian manufacturing sector.

The Current Incentive Status (2025-2026)

The Transizione 4.0 and 5.0 programs remain in force through 2026, though with a strategic
shift. The 2026 Budget Law has transitioned the benefit from a direct tax credit back toward
an enhanced depreciation model (a "structural iperammortamento"). This means that a
buyer of new machinery in 2026 can still benefit from a tax shield that effectively reduces the
net acquisition cost by a significant margin—often between 35% and 45% depending on the
energy efficiency gains achieved (the "5.0" requirement).

The Secondary Market Distortion

This ongoing support for new equipment creates a severe valuation distortion on the
secondary market. A Global CFO looking to sell used machinery during a wind-down faces a
"double-squeeze":

1. The New-Asset Discount: A potential buyer will compare a used machine against a
new one. If the new machine costs €1M but comes with a €400k tax credit, the
"effective" market price for a new unit is €600k. Consequently, used machinery must
be priced significantly below this €600k threshold to be competitive, regardless of its
original book value.

2. The "Two-Year" Clawback Trap: If the seller attempts to dispose of a machine before
the two-year stability period (post-interconnection) has elapsed, the distortion
becomes a financial liability. The seller is hit with a 100% recapture of the original
credit plus interest.
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4.3. Transfers of Intangibles in Italian restructurings

Introduction

This chapter addresses one of the most underestimated risk areas in Italian restructurings and
wind-downs: the identification and transfer of intangible assets. It is intentionally tax-driven
and designed to highlight structural “red flags” for Headquarters (HQ), global CFOs, and
financial leaders overseeing the reorganization or exit of Italian operations.

In today’s industrial environment, a company’s enduring value is increasingly detached from
its physical footprint. Machinery, plants, and inventory may be shut down or disposed of, while
the true economic substance of the business—technical know-how, process optimization,
customer intelligence, regulatory access, and proprietary data—often survives the closure.
These intangible assets frequently represent the majority of the enterprise’s residual value.
Unlike tangible assets, intangibles do not automatically dissipate when a production site is
closed. Instead, they tend to migrate—sometimes implicitly—within the Group. From a tax
and transfer pricing perspective, this migration may constitute a transfer of profit potential
and, as such, is a focal point of scrutiny under OECD Chapter IX on Business Restructurings.
Overlooking intangibles is a frequent and often material mistake in financial modeling. Take,
for example, know-how: legally defined as a body of secret, unpatented technical or
commercial knowledge that is identifiable and has economic value. For a global CFO, mapping
know-how is a form of defensive planning against a transfer of value that tax authorities are
likely to scrutinize closely. Under OECD Chapter IX, the phase-down of a subsidiary and the
subsequent migration of its technical “recipe” to a sister company is analyzed as a transfer of
profit potential.

If the CFO fails to identify and document this transfer ex ante, the Italian tax authorities
(Agenzia delle Entrate) may reconstruct it ex post, asserting exit taxation or a lump-sum
royalty. When a production “recipe” is moved from Italy to a sister plant in another
jurisdiction, the underlying OECD test is straightforward: would an independent Italian
company relinquish a secret that reduces defects by 15% without compensation as it exits the
market? In an arm’s length scenario, it would not. Such a performance improvement would
normally be monetized. Accordingly, assessing and documenting that incremental value prior
to the transfer becomes a priority. Failure to do so can lead to tax audits in which the
authorities challenge undisclosed asset transfers, potentially applying significant penalties
and, in extreme cases, raising issues of tax fraud.

The same logic applies beyond technical know-how. Consider a subsidiary that holds no
patents but has served leading industry players for decades. Its balance sheet value may be
negligible, yet its internal databases may capture pricing elasticity, technical friction points,
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and purchasing behavior across the market. By identifying this information as a Commercial
Intangible, the CFO creates a legal and economic “bridge”: when the Italian site is closed, the
Group does not lose twenty years of accumulated intelligence, but transfers a pre-qualified
revenue engine supported by a defensible valuation—often reflecting millions of euros in
avoided customer acquisition costs.
This dynamic is particularly evident in regulated sectors such as healthcare. When a Group
closes an Italian subsidiary selling specialized ventilators to hospitals and resumes sales from
another jurisdiction, it may have effectively transferred a Customer Relationship Asset. This
asset typically includes clinical preference data, multi-year histories of participation in Consip
and regional tenders, and specific technical and regulatory registrations (such as those in the
Repertorio Dispositivi Medici). It also incorporates critical cash-flow intelligence, including the
payment cycles and administrative practices of regional health authorities.
Against this background, this chapter provides a practical roadmap for managing intangible-
related risks in Italian restructurings through three core areas:
o Definition of Intangibles — what qualifies as a transferable asset under Italian and EU
law;
e CFO Mapping Checklist —how to identify and document intangibles that are otherwise
absent from the balance sheet;
e Preliminary Evaluation Considerations — how to approach valuation in a manner
consistent with OECD principles and Italian transfer pricing rules.
The objective is not theoretical completeness, but operational defensibility: enabling HQ and
financial leadership to preserve value, manage tax exposure, and withstand scrutiny in the
event of an audit.

Definition of Intangibles

In the framework of Italian and European law, intangibles are defined by three characteristics:
Identifiability: the asset can be separated from the business and sold, licensed, or transferred
independently; Control: The company has the legal right to obtain future economic benefits;
Future Economic Benefits: The asset is expected to generate revenue or cost savings.

For an intangible to receive legal protection under Italian law, particularly for unregistered
assets like trade secrets, it must also satisfy the requirements of Article 98 of the CPI (Codice
della Proprieta Industriale - Italian Industrial Property Code): Secrecy: The information is not
generally known or easily accessible to specialists in the field; Economic Value: Its value
derives specifically from its secrecy; Reasonable Measures: The owner has taken adequate
steps to maintain secrecy (NDAs, access controls, physical security). We will focus here
exclusively on those intangibles that are potentially transferrable.
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Registred and non registered Intangibles

* Patents

* Trademarks
* Design Rights

Manufacturing Know-How

* Proprietary Software and
Algorithms

Inta ngib les . rdr:t(:::)((:’t;on Processes and

¢ Customer Lists and
Databases

1. Industrial Property: The "Registered"” Monopolies

These assets derive their value from state-granted exclusivity, conditional upon public
disclosure and registration.

PATENTS

What they protect: Technical solutions to technical
problems

Registration: UIBM (Ufficio Italiano Brevetti e
Marchi - Italian Patent and Trademark Office) or
EUIPO (European Union Intellectual Property Office)
Legal basis: Article 45 CPI

Duration: 20 years of absolute exclusivity
Manufacturing Example: A specific chemical
synthesis process for biodegradable plastics
achieving higher melting points than market
standards; a unique die-casting technique reducing
porosity in aluminum components by 40%
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TRADEMARKS

What they protect: The "origin function" -
distinguishing the commercial source of
goods oo
Registration: UIBM for Italian marks; EUIPO
for EU marks 3
Legal basis: Article 7 CPI
Duration: 10 years, renewable indefinitely
Manufacturing Examples:
oA specific "Pantone" color used
consistently on industrial packaging
oThe distinctive shape of a product G &S
(shape mark) like the contour of a
specialized valve
oA brand name wused on OEM
components even if not consumer-
facing
oThe "Made in Italy" certification marks.

Tuesday, January 27, 2026 at 12:51:14 PM CE [

DESIGN RIGHTS

What they protect: The appearance and
aesthetic features of products

Duration: 5 years, renewable up to 25 years
Manufacturing Example: The specific
housing design of an industrial sensor that's
recognizable in the market.
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2. Technological or commercial assets: The "Unregistered" Secrets

Unlike patents, these are protected through confidentiality rather than disclosure. Under
Articles 98-99 of the CPI, they can achieve the status of industrial property rights, and can
therefore be transferred, without registration.

MANUFACTURING KNOW-HOW

Definition: Technical-industrial experience

MANUFACTURING KNOW-HOW:
and methods Precision Furnace Calibration
Legal Status: Protected as a Trade Secret

i . STANDARD PROCESS PROPRIERTARY TECHNIQUE
under the ltalian Industrial Property Code
(Arts. 98-99 CPI), contingent upon its T =
secrecy and the implementation of robust ==
. > ' p
internal controls. 3

CALIBRATION OFEST: +02°C
+0F°C,

Manufacturing Examples:

o The precise calibration settings and
humidity controls in an industrial
furnace that reduce product defects : % O CRREE ="
by 15% - a "recipe" not visible in the =3 § cosmme
final product

o The sequence and timing of quality
control checkpoints that ensure
consistency

o Supplier quality assessment criteria
that have been refined over
decades

o Specific tool path programming for
CNC machines that extends tool life
by 30%

Tuesday, January 27, 209§
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PROPRIETARY AND

ALGORITHMS

SOFTWARE

Protection: While software source code is
protected under Copyright Law (Law
633/1941), the underlying algorithms and
system  architecture are frequently
protected as Trade Secrets.
Manufacturing Examples:
o Custom ERP modules for production
scheduling
Predictive maintenance algorithms
o Quality control Al/ML models trained
on company-specific defect data
o Inventory optimization software

PROPRETRARY SOFTWARE & ALGDRITHI' .

" Underlying Algorithms & Architecture
(Trade Secret Protection)
Llad
()

Source Code o
(Copyright Protection) KB~

Tuesday, January 27, 2026 at 6:07:53 PM CET

Production Processes & Methods
Custom Tooling & Infrastructure

In-house designed assembly jigs and precision fixures
that optimize cycle times and eliminate manual bothclecking.

SFANDARD PROCESS PR@PERTARY TECHNIQUE

o ——r

e Custom Tooling & Infrastructure:

times and eliminate manual
bottlenecking.
e Advanced Diagnostic Protocols:

Production Processes and Methods

Proprietary, non-obvious
utilized in manufacturing,
guality assurance.
protected as Industrial Inventions (Patents) if
they offer a novel technical solution, or as
Trade Secrets (Know-How) if their value is
derived from their confidentiality.

Advanced Metallurgical Sequences:
Proprietary cycles of heat treatment,
quenching, and tempering engineered to
achieve material hardness specifications
that exceed standard market grades.

methodologies
assembly, or

In-
house designed assembly jigs and
precision fixtures that optimize cycle

Specialized testing methodologies and
sensor-driven data loops capable of
identifying latent failure modes that
remain undetected by standard industry
benchmarking.
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CUSTOMER LIST AND DATABASE

Legal protection: Protected by sui generis
database rights (EU Directive 96/9/EC) when
substantial investment made in obtaining,
verifying, or presenting data
What makes them valuable: Not just names
and contact information, but:
Purchase histories and patterns
Credit risk profiles
Seasonal buying cycles
Key decision-maker relationships
Technical requirements and preferences
Negotiated payment terms
o Complaint and quality issue histories
Example: A B2B customer database for an
aerospace components supplier containing:
o Procurement officer contacts at 45
qualified aerospace OEMs
o Each customer's specific testing and
certification requirements
o 5-10 years of order history showing
seasonal patterns
Credit limits and payment history
Records of technical collaboration on new
product development
o Estimated reproduction cost: €2-3M and 3-
5 years to rebuild

O O O O O

GENERIC DATA

taoeme
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Mapping Intangibles

The mapping phase is a Defensive Due Diligence. For a global CFO, the objective is to
"materialize" assets that are absent from the balance sheet so they can be legally protected
and fiscally justified. Without this "materialization," a transfer of knowledge is legally invisible
to the Group but highly visible to tax authorities as a taxable event.

1. Mapping registered IP: The Visible Perimeter

The first step is a comprehensive audit of registered rights. This ensures the Group maintains
control over its formal monopolies and prevents accidental forfeiture during the restructuring.

o Database Reconciliation: Verify all filings via the UIBM (ltaly -
https://uibm.mise.gov.it), EUIPO (Europe - https://euipo.europa.eu), and WIPO
(International - https://www.wipo.int/reference/en/) to identify registrations in the
subsidiary’s name.

e Encumbrance Audit: Identify any pledges, liens, or third-party encumbrances that
could block the transfer of these titles.

o License Review: Inventory all "In-bound" and "Out-bound" licensing agreements to
determine if the closure of the Italian site triggers change-of-control clauses or
termination rights.

2. Mapping "Know-How"

In the Italian manufacturing context, know-how is often accumulated gradually over decades
of process optimization. It is rarely found in original equipment manuals; rather, it resides in
proprietary adjustments, parameters, and operational protocols developed on-site. For a CFO,
the objective is to translate this technical excellence into a documented, transferable, and
legally recognizable asset.

Assume that a luxury automotive component manufacturer in Emilia-Romagna is being closed
and that the Group intends to relocate the production of high-performance crankshafts to a
lower-cost facility in Eastern Europe.

The Group CFO appoints a dedicated task force comprising the local Head of Production (Plant
Manager), the Quality Control (QC) Manager, the R&D Lead (responsible for collecting
“negative knowledge” logs and experimental data), and internal or external IP counsel. The
role of the latter is to ensure that the resulting documentation—scripts, protocols, and
enhanced SOPs—meets the “reasonable secrecy” requirements set out in Article 98 of the
Italian Industrial Property Code (CPI).
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A. Performance Delta (Yield and Process Analysis)

The team begins by identifying areas in which the subsidiary’s performance exceeds industry
or internal Group benchmarks, focusing on the specific parameters that generate higher
margins or reduced scrap rates. If the Italian plant consistently achieves a 95% first-pass yield
while the Group average is 82%, the intangible asset lies in the technical elements that bridge
that 13% gap.

From a transfer pricing perspective, this differential represents the profit potential being
transferred. In the example, a discovery exercise reveals that although the receiving plant
operates identical €5 million forging presses, it cannot replicate the same output quality
without incurring a scrap rate of approximately 30%. Further analysis shows that the Italian
team developed a proprietary pre-heating sequence—adjusting temperatures by two degrees
every ten minutes based on ambient humidity—that is not documented in any manual. In
addition, a senior technician applies a specific lubricant mixture and a defined manual
polishing angle that prevents micro-cracks in the final product.

B. The “Negative Knowledge” Inventory

One of the most valuable yet frequently overlooked categories of know-how consists of
records of unsuccessful R&D efforts or abandoned process trials. The objective of this phase
is to map historical data relating to failed iterations and technical dead ends. This information
represents a tangible economic benefit for the receiving entity, as it avoids the duplication of
time, capital expenditure, and experimentation costs.

Under a cost-based valuation approach, the avoided costs associated with this negative
knowledge can provide a defensible basis for attributing value to the transferred know-how.

C. Codification of Tacit Knowledge (Article 98 CPI Compliance)

Under Italian law, technical knowledge qualifies for protection as a trade secret only if it is
identifiable and subject to adequate secrecy measures. The transformation of undocumented
individual expertise into corporate property therefore requires formal codification. In practice,
this process results in written Technical Transfer Protocols or enhanced Standard Operating
Procedures (SOPs).

These documents “materialize” the underlying secret and ensure that it can be legally
transferred. In the example, the CFO ensures that the identified parameters and operational
steps are consolidated into a formal Technical Transfer Protocol. Rather than transferring only
tangible assets such as machinery, the CFO recognizes and documents the transfer of a
protected trade secret.
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This approach enables the CFO to present a contemporaneous, data-backed position to both
Group management and the tax authorities, demonstrating that the transfer of value is being
managed at arm’s length. For example, the CFO’s internal registry may record:

“Based on the 13% vyield differential identified during the mapping exercise, the Head of
Production has codified twelve proprietary calibration protocols. These protocols have been
classified as trade secrets under Article 98 of the CPI and are the subject of a formal licensing
or assignment agreement with the receiving entity.”

* Without Mapping: The Italian authorities see the Italian
profit drop to zero and the Polish profit soar. They hit the
Group with a €10M Exit Tax for the "undisclosed transfer
of a going concern."

Ma pp| ng * With Mapping: The CFO sets up a 5-year Licensing
Agreement. The Polish plant pays the Italian entity (in
KN OW = HOW liquidation) a 4% royalty for the "Thermal Recipe." This
justifies the profit shift, satisfies the Arm’s Length

Principle, and protects the Group from tax fraud
allegations.

3. Mapping the "Customer List" - Market Access Intelligence

Assume that a global MedTech group is winding down its Milan-based subsidiary. Sales to
approximately 80 Italian public hospitals will no longer be conducted locally but will instead
be managed directly by the French headquarters. From a tax perspective, the key question is
whether this operational shift constitutes the transfer of an economic benefit—namely, an
intangible asset.

In Italy, public hospitals cannot procure medical devices from suppliers that are not formally
registered in their Albo Fornitori (Approved Vendor List). Achieving and maintaining this status
requires passing administrative, technical, and compliance audits that are selective, costly,
and time-consuming. In addition, the relevant products must be registered in the Repertorio
Dispositivi Medici (RDM) maintained by the Ministry of Health.
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More broadly, in regulated industries such as medical devices, aerospace, and automotive,
market access is conditional upon formal qualification processes. Where it takes, for example,
18 to 24 months for a new supplier to be qualified by a major Italian customer, the incumbent
subsidiary effectively holds a time-to-market advantage. This advantage exists independently
of the direct costs and operational risks associated with entering the market from scratch.
From the perspective of the Italian tax authorities, a Customer Relationship Asset is
characterized by proprietary information and institutional positioning that allow a successor
entity to bypass the ordinary costs, delays, and uncertainties of market entry. Transferring this
“qualified status” to a sister company therefore represents a transfer of profit potential that,
under transfer pricing principles, must be remunerated at arm’s length.

If, following the closure of the Italian entity, the Group continues to sell the same equipment
from a foreign entity while relying on the existing Italian registrations, approvals, and
commercial intelligence, it has effectively transferred a “ready-to-use” revenue engine. The
value of this engine lies in the recurring profit potential embedded in established and qualified
customer relationships.

As with manufacturing know-how, once the value pattern of the customer-related intangible
has been identified, the subsequent steps follow a structured sequence: appointment of a
dedicated internal team, completion of the relevant documentation, commissioning of a
valuation, and execution of an intercompany assignment agreement.

The Mapping Team

The mapping exercise typically involves the following functions:

1. Head of Sales / Commercial Director Leads the identification of the procurement
pathways, decision-making processes, and technical influencer networks within key
accounts.

2. Key Account Managers (KAMs) Document client-specific behavioral patterns,
including payment practices, negotiation dynamics, and recurring friction points.

3. Regulatory Affairs Manager Verifies the existence, scope, and portability of Approved
Vendor statuses and Ministry of Health registrations, including RDM listings.

4. Legal Counsel Ensures that all customer-related information is appropriately classified
as confidential and protected by existing contractual safeguards (e.g., NDAs), in line
with the “reasonable secrecy” requirements under Italian law.

Valuation and Assignment

At the valuation stage, the CFO typically commissions a Multi-Period Excess Earnings Method
(MPEEM) analysis, isolating the cash flows attributable to the relationships with the 80
public hospitals. Based on this analysis, the Italian entity (in liquidation) enters into an asset
Assignment Agreement with the French headquarters.
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For legal and transfer pricing purposes, the transferred asset is defined as Confidential
Company Information, comprising the right to use existing Approved Vendor registrations,
technical and regulatory dossiers, proprietary commercial scripts, historical specification data
relevant for future tenders, and the behavioral and transactional data of the recurring client
base.

This structured approach enables the CFO to present a contemporaneous, data-backed
position to both Group management and the tax authorities, demonstrating that the transfer
of value has been executed at arm’s length. By integrating inputs from the Sales, Regulatory,
and Finance functions, the CFQ’s internal registry may state:

“Based on the Multi-Period Excess Earnings (MPEEM) analysis, the primary income-generating
asset has been identified as the recurring commercial relationship with 80 public hospital
clusters. The associated ‘ready-to-market’ status—including current Albo Fornitori approvals
and RDM registrations—has been codified into a formal Technical Transfer Dossier. These
assets, representing a stable revenue engine with a documented five-year attrition profile,
have been transferred through an Assignment Agreement at arm’s length value, in compliance
with OECD Chapter IX and Article 110(7) of the TUIR.”

Concluding Notes on Evaluation Models

Selecting an appropriate valuation methodology represents the final link between the
identification of an intangible asset and its formal legal transfer. For a global CFO, this choice
is not a purely technical valuation exercise, but a central element of the Group’s transfer
pricing position. The objective is to ensure that what might otherwise be perceived as the
informal migration of information or relationships is correctly framed as the transfer of a
clearly defined income-generating asset, supported by a coherent valuation rationale.

1. The Multi-Period Excess Earnings Method (MPEEM)

The Multi-Period Excess Earnings Method is widely applied to the valuation of so-called
“primary” intangibles, such as customer relationships and market access assets.

Valuation logic.

The method isolates the cash flows attributable to the intangible asset and then deducts
Contributory Asset Charges (CACs), representing the economic returns required by other
assets—such as tangible assets, working capital, and routine functions—that contribute to the
generation of those cash flows.

Practical considerations for CFOs. From a transfer pricing perspective, the MPEEM is often
regarded as one of the more robust approaches, as it separates the value of the intangible
from the physical assets and operational infrastructure that may be discontinued as part of
the restructuring. In exit scenarios, this allows the valuation to focus on the residual profit
potential that is effectively being transferred to another group entity.
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2. The Market-Based Approach: Relief-from-Royalty (RFR)

The Relief-from-Royalty method is commonly used for the valuation of registered intangibles,
in particular trademarks and patents. It estimates value by reference to the royalties that the
Group would be required to pay to a third party if it did not own the asset.

Key risk factors.

Although conceptually straightforward, this method is highly sensitive to the selection of
comparable royalty rates. Recent Italian case law indicates that, where royalty benchmarks
are not supported by sufficiently comparable market data, the Agenzia delle Entrate may
challenge the reliability of the valuation. As a result, particular care is required in documenting
the selection and adjustment of comparables.

3. The Cost Approach: A Defensive Floor for Software and Data

For internally developed software, proprietary databases, or the results of unsuccessful R&D
activities, the Cost Approach—typically based on reproduction or replacement cost—can
provide a defensible minimum valuation.

Valuation logic. This approach estimates the amount that an independent party would need
to invest to recreate the asset with equivalent functionality and economic utility.

Practical considerations for CFOs. In restructuring or wind-down scenarios, the Cost Approach
is often particularly suitable for valuing so-called “negative knowledge,” such as documented
failed trials or abandoned development paths. While it may not capture upside potential, it
establishes a credible value floor based on avoided costs, which can be relevant in supporting
the arm’s length nature of the transfer.

The Final Compliance Check: The CFO’s "Exit Protocol"
The identification and valuation of intangibles represent only the first step. From a compliance
perspective, the restructuring is defensible only if these elements are embedded into a
coherent and well-documented exit framework. For a global CFO, the ultimate goal is not
merely to assign a value, but to demonstrate that the transfer of profit potential has been
managed at arm’s length and in line with OECD guidance.
Accordingly, the final output of this process should be a structured Exit Protocol, rather than
a standalone appraisal report. Consistent with the OECD Transfer Pricing Guidelines (2022),
this protocol should include, at a minimum:
e Updated Master File and Local File, reflecting the revised functional profile of the
Italian entity and the newly identified Intangible Asset Registry;
e Attrition and useful-life analysis, documenting the expected duration of the
transferred profit streams (particularly relevant for customer relationships and market
access assets);
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e Tax Amortization Benefit (TAB) calculations, where applicable, ensuring that the
valuation reflects the tax shield available to the receiving entity, in line with IFRS 13
and fair value principles.

When properly executed, this documentation reframes the restructuring narrative. What
might otherwise appear as the informal migration of knowledge, customers, or registrations
is presented instead as the formal transfer of clearly identified income-generating assets,
supported by valuation logic, legal classification, and contemporaneous documentation.

In this way, the CFO moves the discussion away from operational continuity and toward
economic substance. The result is a defensible, audit-resilient exit strategy that preserves
group value, minimizes post-closure exposure, and aligns Italian restructuring outcomes with
international transfer pricing standards.

Disclaimer

This chapter is intended for informational and educational purposes only and does not
constitute legal, tax, or financial advice. The strategies, case studies, and evaluation models
(including MPEEM and the Cost Approach) discussed herein are provided as illustrative
examples of industry practice and judicial trends.

International restructuring, "Exit Tax" planning, and the transfer of intangible assets are
subject to highly complex regulations, including the OECD Transfer Pricing Guidelines, Italian
Legislative Decree n. 147/2015, and Article 110(7) of the TUIR. Because tax authorities—
including the Agenzia delle Entrate—assess transactions based on their specific "substance
over form," the application of these principles varies significantly depending on the individual
facts and circumstances of each corporate wind-down.

Readers are strongly cautioned that:

1. No Professional-Client Relationship: The use of this guide does not create an attorney-
client or advisor-client relationship.

2. Dynamic Legal Landscape: Tax laws and judicial interpretations (such as the cited
Supreme Court/Cassazione rulings) are subject to frequent change and evolution.

3. Requirement for Local Expertise: A global CFO should never execute a cross-border
transfer or an Assignment Agreement without commissioned valuations from
independent experts and formal legal opinions from qualified Italian counsel.

The author and publisher disclaim any liability for actions taken or not taken based on the
contents of this chapter. Final decisions regarding the valuation, mapping, and transfer of
intangibles must be supported by a comprehensive Transfer Pricing Local File and a dedicated
Evaluation Report tailored to the specific corporate entity.
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4.4. Exit Tax Implications when residence or functions
move abroad

Many CFOs view the EU’s "Freedom of Establishment" as a green light to move operations
wherever the weather—or the tax rate—is better. Imagine a multinational group closing its
Italian R&D hub. The plan? Empty the Italian subsidiary of its staff, keep the valuable patents
inside, and move the legal seat to Luxembourg to enjoy lower royalty taxes.

On paper, the CFO is a hero. He has avoided the costs of new incorporations, skipped
expensive patent valuations, and bypassed the headache of "trapped cash" in Italy as Italy has
received millions for the sale of its patents intr-group. He thinks: "I just moved the chair to a
different room. No sale, no tax."

The reality is different. This "move" is exactly where the Italian Exit Tax strikes. This isn't just
a fee; it’s a formidable fiscal barrier. Italy treats this migration as if you sold everything at Fair
Market Value the day before you left. If those patents are worth millions, Italy wants its cut
of the "unrealized" gain before the plane even lands in Luxembourg. Governed by Article 166
of the Italian Income Tax Code (TUIR)—amended by Legislative Decree No. 142/2018 to
implement the EU Anti-Tax Avoidance Directive (ATAD)—this tax captures unrealized capital
gains on outbound migrations. It ensures the Italian authorities tax all value created
domestically before it leaves their jurisdiction.

When does the "Tax Trap" trigger?

For a CFO managing a wind-down or restructuring, these are the four red flags that create
immediate tax liabilities:

TRIGGERS OF EXIT TAX

Trigger What happens? CFO Risk

Moving Residence Shifting the legal seat or The "Final Bill": Italy taxes all domestic
management office outside value created to date.
Italy.

Asset Migration Moving machinery, brands, or Deemed a "sale" at market price, even
tech to a foreign branch. if no cash changed hands.

PE Termination Closing an Italian branch and Immediate tax on the branch's hidden
moving its assets to HQ. capital gains.

Cross-Border M&A Merging an ltalian sub into a  Hidden gains are taxed unless a
foreign parent. "Permanent Establishment" stays

behind.
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The "Nexus" Exception.

Let’s look at a different scenario. A German CFO is tired of Italian corporate costs and the
constant complaints from local directors about their personal liability. He decides to move the
company’s seat to Germany and replace the board with German directors.

However, the Italian factory continues to manufacture and sell steel tubes exactly as before.
In this case, the Exit Tax might not bite. Why? Because the factory remains a "nexus"—a
Permanent Establishment (PE)—in Italy. Since Italy still has the right to tax the income
generated by that factory, the move of the legal seat doesn't trigger the "final bill."

The Bottom Line: In a total closure where no "nexus" or PE remains, Italy assumes all business
assets have been sold. This can create a massive, dry tax charge (tax due without the cash
from an actual sale).

Calculation of Exit Tax Liability

The tax base is the difference between the FMV of migrated assets and liabilities (net of those
allocated to an Italian PE) and their fiscal book value (fiscally recognized cost). This "built-in
gain" approach ensures taxation of unrealized appreciation accrued in Italy.

e FMV Determination: Assessed under arm's length principles (Article 110(7) TUIR),
referencing the Ministerial Decree of May 14, 2018, and OECD guidelines. For
intangibles like customer lists or know-how (Chapter 2), methods include Relief from
Royalty or Multi-Period Excess Earnings, factoring in functions, risks, and comparable
uncontrolled transactions. Tangibles (e.g., machinery) use market appraisals, adjusted
for Italian-specific distortions like depressed secondary markets (Chapter 2).

e Tax Rates: Corporate income tax (IRES) at 24%, plus regional IRAP (typically 3.9%,
varying by sector and region). Losses can offset other income, but in closures, they
may generate carry-forwards of limited use.
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4.5. The operational alternatives: the sale of sub-
branches

To mitigate clawbacks and optimize value, investigating alternatives like an asset deal or
branch division sale (cessione di ramo d'azienda) offers a strategic pivot from full liquidation.
Under Article 2555 of the Italian Civil Code, a branch sale transfers a functionally autonomous
business unit—comprising organized assets, contracts, employees, and intangibles—as a
going concern, qualifying for VAT exemption and proportional registration tax (typically 3% on
value, varying by assets) rather than 22% VAT on individual sales.

Unlike liquidation's value destruction (e.g., 40-60% erosion from severance, discounted
auctions, and clawbacks), a branch sale preserves continuity: Contracts transfer automatically
(Article 2558, no penalties), employees shift with TFR liabilities (Article 2112, no redundancy
incentives), and Industria 4.0/5.0 credits pass to the buyer without clawback, potentially
inflating the purchase price by 20-30%. However, joint and several liability for pre-transfer
debts (Article 2560) requires careful due diligence and indemnities.

Financial modeling benefits immensely: Compare branch sale scenarios to full closure by
quantifying avoided TFR payouts, going-concern premiums (including goodwill), preserved
incentives, and faster timelines (6-12 months vs. 18-24). Substance-over-form scrutiny (Article
20 Registration Tax Code) demands pre-existing autonomy—e.g., a production line or regional
network—to avoid reclassification as individual assets, which would trigger VAT and
clawbacks.

Consider a scenario where your Italian subsidiary operates three distinct production lines,
each with specialized press machinery, dedicated personnel, and a loyal customer base. A
strategic buyer may see far more value in acquiring an entire production line as a bundled
business unit—including the machinery, the trained workforce, and the existing customer
contracts—rather than simply purchasing isolated assets at auction.

By structuring this as a sale of a branch division (cessione di ramo d'azienda), you secure a
significant strategic advantage: you drastically reduce friction with labor unions, avoid costly
individual severance and incentive payments, and—crucially—prevent the 'clawback’ of state
tax incentives that would otherwise be triggered by a piecemeal liquidation.
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Sirti Group - Divestiture of Transportation Business Unit to Almaviva (2021)

Sirti, a leading ltalian telecommunications infrastructure company, faced distress in the mid-
2010s due to high debt and market saturation. Acquired by private equity firm Pillarstone in
2016 via a debt purchase and restructuring under Article 67 of the Italian Bankruptcy Law, Sirti
refocused on digital solutions while divesting non-core segments. In 2021, it sold its
Transportation Business Unit—a ramo d'azienda specializing in rail and transport signaling
systems—to Almaviva for €91 million.

o Key Events and Strategies: The unit was functionally autonomous, with dedicated
assets, contracts (e.g., with Italian railways), and employees. The sale was part of a
portfolio turnaround, allowing Sirti to concentrate on high-margin telco and energy
sectors. Pillarstone coordinated the deal, ensuring arm's length valuation and minimal
clawback risks on any Industria 4.0 incentives tied to equipment.
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Outcomes: According to specialised press, the transaction generated €91 million in
cash, reducing net debt/EBITDA from 6.34x (2015) to 2.28x (2021) and funding
further investments. Over 200 employees transferred seamlessly, avoiding collective
dismissal procedures (Law 223/1991). Sirti's revenues reached €711 million in 2021,
with digital solutions growing at 11% CAGR, illustrating value creation through
targeted branch sales.

Lessons for CFOs: In tech-intensive firms, branch sales can unlock liquidity for
diversification while preserving incentives, but require proving pre-existing autonomy
to avoid reclassification.

Burgo Group - Divestiture of Burgo Energia Branch (2018)

Burgo Group, a major Italian paper manufacturer, entered distress in the 2010s amid
declining graphic paper demand and high energy costs. Pillarstone acquired €190 million in
debt in 2015, converting portions to equity and orchestrating a repositioning. In 2018, Burgo
sold its energy division, Burgo Energia—a ramo d'azienda focused on gas and power
supply—to a third party as part of €87.5 million in non-strategic divestitures.

Key Events and Strategies: The branch included energy contracts, infrastructure, and
personnel, transferred as a going concern to exit the volatile consumer energy
market. This aligned with Burgo's shift to specialty papers and cardboard, funded by
CAPEX reductions and divestment proceeds.

Outcomes: The sale contributed to a significant net debt reduction (2014-2019), with
energy revenues dropping from €534 million (2014) to €98 million (2019). EBITDA
rose 32%, and the group achieved positive net income, enabling a 2020 sale to
QuattroR. Employee transfers minimized labor costs, and no clawbacks occurred on
transferred assets.

Lessons for CFOs: Branch sales in commodity sectors can de-risk operations, but
modeling must account for lost revenues versus gained margins.

These cases demonstrate that “cessione di ramo d'azienda”, when executed with robust due
diligence and CRO oversight, can transform potential value erosion into strategic gains,
particularly in manufacturing, infrastructure, and tech sectors. CFOs should integrate such
alternatives into early financial modeling to evaluate against full wind-down paths.
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4.6. Financing the exit, repatriating the cash.

Transfer Pricing, Withholding Tax, and Corporate Law Compliance

The dissolution of an Italian company represents a pivotal moment where all historical
intercompany financing arrangements, compliance gaps, and unresolved issues inevitably
surface, often under intense scrutiny from tax authorities, creditors, and courts. Under Article
2484 of the Italian Civil Code, dissolution can be triggered by events such as the expiry of the
company's term, impossibility of achieving its purpose, shareholder resolution, or capital
reduction below legal minima. This initiates the liquidation phase (voluntary or judicial),
during which liquidators are appointed to inventory assets, settle debts, and distribute any
surplus—culminating in cancellation from the Companies Register.

In this context, intercompany loans become particularly critical: subordination under Article
2467 of the Civil Code is strictly enforced, relegating shareholder claims (including from
foreign parents) behind third-party creditors, potentially rendering repayment impossible in
distressed scenarios. Waiver of these loans is often essential to streamline the balance sheet,
facilitate asset sales, and enable an orderly closure, but incorrect tax treatment can lead to
severe consequences, including unexpected IRES/IRAP liabilities, penalties up to 90% of
adjustments, or even clawback actions in judicial liquidation.

Building on the waiver rules outlined above, during dissolution, the tax-neutral treatment of
principal waivers (as capital contributions per Article 88 TUIR) assumes heightened
importance—provided anti-abuse documentation (e.g., adjusted tax basis affidavits under
comma 4-bis) is in place to avoid deeming the entire amount taxable. Accrued interest waivers
trigger withholding tax via constructive receipt, and any income realized during liquidation
(e.g., from asset disposals) is subject to standard corporate taxation, with distributions to
shareholders potentially taxed as dividends if exceeding contributed capital.

Transfer pricing documentation from prior years will be audited to defend interest rates and
deductions, while reporting obligations (e.g., CbCR for large groups) persist. Foreign CFOs
should view dissolution not as an endpoint but as a stress test of the entire financing structure:
early planning, including potential advance rulings from the Agenzia delle Entrate, is critical to
minimizing disruptions and tax exposure.

Many of the risks that crystallize at dissolution originate from the original choice and
structuring of intragroup financing.

In the context of intragroup financial support, a parent company may provide funds to its
Italian subsidiary through formal capital contributions, informal capital contributions, or
shareholder loans, each carrying distinct legal and tax consequences. A formal capital
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contribution involves increasing the subsidiary's statutory share capital, requiring compliance
with corporate laws such as shareholder approval and registration with the Companies
Register, thereby strengthening the equity base and improving financial stability. Informal
capital contributions, while not increasing statutory capital, represent funds infused to
support the company without formalizing as debt, often recorded as equity loans or similar
instruments; these typically do not generate interest expense but may have limited legal
protections compared to formal equity.

Shareholder loans, conversely, are debt instruments subject to repayment and interest, but
under Italian law—especially Article 2467 of the Civil Code—such loans may be subordinated
to third-party creditors' claims during insolvency and must comply with transfer pricing and
interest deduction rules. Recent court decisions and tax authority guidelines emphasize the
importance of properly classifying these transactions to avoid recharacterization risks and
adverse tax consequences, as misclassifications may trigger adjustments in taxable income,
denial of interest deductions, or challenges in insolvency proceedings. Thus, the choice of
funding form significantly affects corporate governance, creditor rights, and tax treatment,
underscoring the need for careful structuring and documentation of intragroup financial
support.

In particular shareholder loans to Italian companies are a common instrument, particularly
when a foreign parent company provides financial support to its Italian subsidiary. While these
operations may appear straightforward, they involve significant legal and tax complexities that
require careful analysis from both corporate law and tax perspectives.

Civil Law Framework: Shareholder Loans under the Italian Civil Code

The Italian Civil Code, at Article 2467, expressly regulates shareholder loans to limited liability
companies (S.r.l.), providing specific protection for company creditors. The law establishes
that repayment of loans granted by shareholders is subordinate to the satisfaction of other
creditors, particularly if the loans are granted when the company's leverage is excessive or in
times of financial distress.

Although the provision formally applies only to S.r.l., doctrine and case law recognize its
analogous application to joint-stock companies (S.p.A.), especially when shareholders exercise
dominant influence or there is a unitary control structure.

The subordination regime under Article 2467 has been reinforced by the Italian Crisis Code
(D.Lgs. 14/2019, as amended, in force since July 16, 2022). Article 214 of the Crisis Code
expressly confirms that shareholder loans rank below ordinary creditors' claims in insolvency
and restructuring proceedings. Given the Code's emphasis on early crisis detection (Articles 3
and 377) and directors' duties in distress situations, proper classification of intragroup
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financing becomes even more critical: loans provided during financial difficulty may be
recharacterized as equity, affecting both creditor ranking and potential director liability for
mismanagement.

Within international groups, loans from a foreign parent to an Italian subsidiary may thus
qualify as shareholder loans under Article 2467 c.c., particularly when the Italian subsidiary's
financial position renders the loan effectively equivalent to a disguised capital contribution.

Corporate Resolutions for Loans from a Non-Resident Parent

When a foreign parent company provides a loan to its Italian subsidiary, it is highly
recommended that companies formalise in writing and execute the corporate resolutions
required under Italian law. Even if the loan does not involve capital increases, the board of
directors or shareholders’ meeting should formally approve the transaction to ensure
transparency, traceability, and legality, protecting both shareholders and company creditors.

Resolutions may include:

e Approval by the administrative body: the board of directors (or sole director) should
approve the loan, specifying amount, interest rate, duration, and repayment terms,
ensuring compliance with the arm’s length principle.

e Optional shareholder approval: if the loan is substantial or entails significant risk,
submitting the decision to the shareholders’ meeting may be advisable.

e Loan documentation: it is best practice to formalize the loan through a written
agreement detailing all economic and legal terms, including the lender’s identity
(foreign parent) and any guarantees.

Such resolutions protect the company from internal or external challenges and provide key
evidence in case of tax audits, especially regarding interest rate determination and
deductibility.

Tax Considerations: Classification and Arm’s Length Principle

From a tax perspective, shareholder loans — particularly cross-border intragroup loans —
require attention to: a) the interest rate determination; b) the taxation of interest in Italy,
including potential withholding tax. Interest rates must comply with the arm’s length principle,
under Article 110(7) of the Italian Income Tax Code (TUIR) and the OECD Transfer Pricing
Guidelines.

The rate must reflect what independent parties would have agreed under comparable
conditions. The Italian Revenue Agency recommends transfer pricing methods, such as the
Comparable Uncontrolled Price (CUP) method, or, if unavailable, reference rates consistent
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with the borrower’s credit rating, loan duration, and market conditions. Non-arm’s length
interest rates may lead to taxable income adjustments: low rates may be challenged as under-
remuneration, while high rates may limit the deductibility of interest expenses.
Interest expenses are deducted on accrual, irrespective of actual payments.

However deduction is subject to limitation under Article 96 of the Italian Income Tax Code.
Specifically, net interest expense—defined as interest expense minus interest income—is
deductible up to the amount equal to 30% of the borrower's Tax Adjusted EBITDA, plus the
amount of interest income recognized in the same period. Tax Adjusted EBITDA (technically
called ROL or “reddito operativo lordo”) is determined on a tax adjusted basis and, inter alia,
excludes dividends from foreign subsidiaries.

Any excess net interest expense is non-deductible in the current fiscal year but can be carried
forward indefinitely to subsequent years, where it can be deducted subject to the same yearly
limitation. This provision aims to curb excessive interest deduction and align with EU anti-tax
avoidance rules. It is crucial for companies to consider these limitations when structuring
shareholder loans to optimize tax efficiency and compliance.

Transfer Pricing Documentation Requirements

Beyond determining an arm's length interest rate, Italian companies receiving shareholder
loans from foreign parent companies must comply with specific transfer pricing
documentation obligations under Article 1, paragraphs 6 and 7, of Legislative Decree
471/1997, as amended.

Italian transfer pricing rules require companies to maintain contemporaneous
documentation that demonstrates the arm's length nature of intragroup transactions,
including financial transactions such as shareholder loans. This documentation must be
prepared by the tax return filing deadline and must be made available to the Italian Revenue
Agency upon request during tax audits.

For shareholder loans, the documentation typically includes:

- Masterfile: providing an overview of the group's business, organizational structure,
intangible assets, financial activities, and transfer pricing policies (required for groups
exceeding €50 million consolidated revenues);

- National documentation (Italian file): describing the specific loan transaction, including:
e detailed description of the loan terms (principal, interest rate, duration, repayment

schedule, guarantees);
e functional analysis identifying the roles, risks, and functions of borrower and lender;
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e economic analysis supporting the interest rate determination, typically through a
benchmarking study using comparable third-party loan transactions or reference
financial indices (e.g., interbank rates plus credit spread);

e selection and application of the appropriate transfer pricing method—usually the
Comparable Uncontrolled Price (CUP) method for financial transactions, comparing
the interest rate to those charged in comparable uncontrolled transactions, or
alternatively the cost-plus method based on the lender's funding costs;

e creditworthiness assessment (credit rating) of the Italian borrower, which may be
performed through a simplified internal rating or, for material loans, an independent
credit rating analysis;

- Intercompany agreements: the formal loan agreement specifying all economic and legal
terms must be in place and should reflect the terms that would have been negotiated
between independent parties.

The burden of proof rests on the taxpayer. In the absence of adequate documentation, the
Italian Revenue Agency may challenge the interest rate and make adjustments to taxable
income, potentially triggering additional IRES (corporate income tax), IRAP (regional
production tax), penalties up to 90% of the additional tax due, and interest on late payment.
Penalties may be reduced to a minimum of 10% if adequate transfer pricing documentation is
provided.

For small and medium enterprises that do not meet the Masterfile threshold, maintaining at
least a simplified National documentation with a basic comparability analysis is strongly
recommended as a defensive measure, even though formal documentation may not be strictly
mandatory below certain thresholds.
Since 2010, Italian law also provides for the possibility of entering into Advance Pricing
Agreements (APAs) with the Italian Revenue Agency under Article 31-ter of Presidential
Decree 600/1973. An APA allows taxpayers to obtain advance certainty on the transfer pricing
methodology for intragroup transactions, including financial transactions. Bilateral or
multilateral APAs—negotiated through mutual agreement procedures with treaty partners—
are particularly valuable for complex financing arrangements, as they provide protection from
double taxation and reduce audit risk in both jurisdictions. The APA procedure typically takes
18-24 months and requires comprehensive documentation, but can be a worthwhile
investment for material and recurring intragroup loans.

In summary, transfer pricing compliance for shareholder loans is not limited to choosing a
defensible interest rate but requires robust, contemporaneous documentation that
substantiates that rate through recognized methodologies and comparable data. Companies
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should treat transfer pricing documentation as an integral part of loan structuring, not as an
afterthought prompted by a tax audit.

Withholding Tax on interest, EU Directive and Double Taxation Treaties

Interest paid by an Italian company to a foreign company is generally subject to withholding
tax under Article 26(5) of Presidential Decree 600/1973, at a standard rate of 26%. Reduction
or exemption depends on: (a) the existence of a Double Taxation Treaty (DTT) between ltaly
and the recipient's country; (b) for EU intragroup loans, the application of the domestic
exemption regime under Article 26-quater of DPR 600/1973, which transposed the former EU
Interest and Royalties Directive (2003/49/EC, repealed effective January 1, 2024) into Italian
law.

Italy's Double Taxation Treaties are based on the OECD Model and typically address interest in
Article 11, allowing taxation in the recipient's residence country while permitting limited
taxation in the source country (often 0—10%), provided the recipient is the beneficial owner.
Thus, when a foreign parent company provides a loan to its Italian subsidiary, the Italian
company must verify:

e the parent’s tax residence
* jts status as beneficial owner
e possession of a valid certificate of tax residence

If these conditions are satisfied, withholding may be reduced under an applicable DTT or
eliminated for qualifying EU intragroup payments under Article 26-quater of DPR 600/1973.

Loan waivers in restructuring scenarios- Legal and Tax Implications

A foreign parent may be in the situation of waiving its loan claim against the Italian subsidiary.

When a shareholder (the foreign parent) decides to waive an intercompany loan owed by the
Italian subsidiary — often during a financial distress situation or as part of an orderly wind-
down — the tax consequences are primarily governed by Article 88 of Presidential Decree
917/1986 (TUIR — Italian Income Tax Code).

a) Principal amount

Legally, the waiver can take different forms:

e Capital contribution or grant to strengthen the subsidiary’s equity
* Pure debt remission
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Taxwise, irrespectively of the legal form, a waiver of the loan principal should be generally
treated as a capital contribution in the hands of the Italian beneficiary and should therefore
be tax-neutral (no taxable income arises). For the parent company the tax treatment of the
waiver should follow the rules of the parent’s jurisdiction and it is usually deductible as a
capital loss or non-recurring expense. As an anti-abuse measure introduced in Italy in 2015 to
prevent undue tax advantages (e.g., deducting credit impairments followed by tax-free
waivers), Article 88, comma 4-bis of the TUIR stipulates that a shareholder's waiver of credits
towards the Italian subsidiary constitutes extraordinary taxable income for the portion
exceeding the credit's adjusted tax basis at the shareholder level.

To determine this, the shareholder—typically the foreign headquarters—must formally
communicate the adjusted tax basis to the subsidiary via a dichiarazione sostitutiva di atto
notorio (a self-certified affidavit under Italian law) or, for non-residents, an equivalent
notarized declaration from their home jurisdiction. In the absence of such communication,
the adjusted tax basis is deemed zero, rendering the entire waived amount taxable for the
subsidiary at the 24% IRES rate. This imposes a compliance burden on the parent company,
requiring timely documentation to minimize or eliminate the tax impact, though recent
interpretations (e.g., AIDC interpretive guidance no. 232/2025 — Associazione Italiana Dottori
Commercialisti) suggests the provision may not apply to waivers by non-resident shareholders
where the credit originated with them—pending alignment from the Agenzia delle Entrate.

b) Accrued interest

If the loan agreement provided for interest that has accrued but has not yet been paid at the
moment of the waiver, the waiver of such interest generates taxable income for the Italian
company under ordinary rules (Article 88(3)(b) TUIR in conjunction with Article 109 TUIR).
Supreme Court of Cassation has consistently confirmed this principle (most notably Cass. sez.
trib. 30 October 2019, no. 21532 and subsequent confirming judgments). From a withholding-
tax perspective, the waiver of accrued interest triggers a 26% withholding tax obligation (or
treaty/EU-reduced rate) under Article 26(5) DPR 600/1973, as the amount is deemed
constructively received by the parent via the "incasso giuridico" doctrine (Ministry of Finance
Circular n. 73/E/1994; confirmed by Cass. n. 2057/2020 and Tax Court n. 4091/2017). The
Italian subsidiary must withhold and remit as if payment occurred, even without cash flow.
Exemptions apply under Article 26-quater of DPR 600/1973 (the domestic transposition of the
former EU Interest & Royalty Directive) if beneficial ownership is established. Otherwise, the
subsidiary should request formal guidance from the Revenue Agency if the amounts are
material, as the "constructive receipt" doctrine can be controversial.
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8. Additional reporting obligations

Certain ancillary reporting obligations may apply depending on the size of the group and the
amount of the financing.

e Loans or cash-pool balances exceeding € 50 million from non-resident lenders must be
notified to the Bank of Italy for balance-of-payments statistics (direct reporting or via
the banking system — “Segnalazione Statistica Mensile”).

e Groups that meet the € 750 million consolidated revenue threshold are subject to
Country-by-Country Reporting (CbCR); intercompany interest expenses are disclosed
in Table 2 of the Italian CbC report.

e Cross-border financing arrangements that present certain hallmarks (e.g., interest
exceeding 30 % of tax EBITDA or use of low-tax jurisdictions) may trigger mandatory
disclosure under DAC6/MDR, although plain vanilla shareholder loans at arm’s length
rarely meet the hallmarks in practice.

e These are essentially compliance checklist items rather than rules that affect the
substance of the financing structure.

9. Concluding Remarks

Shareholder loans from foreign parent companies to Italian subsidiaries are subject to
increasingly stringent scrutiny by Italian tax authorities with dissolution serving as the ultimate
culmination where past oversights—such as inadequate documentation or improper
waivers—can result in significant financial and legal repercussions. The interaction between
civil law subordination rules (Article 2467 Civil Code and Article 214 Crisis Code), transfer
pricing requirements (Article 110(7) TUIR), interest deduction limitations (Article 96 TUIR),
and withholding tax obligations creates a multi-layered compliance framework where proper
documentation and arm's length compliance are not merely advisable but essential to avoid
adverse tax consequences.

Transfer pricing documentation deserves particular emphasis: the burden of proof rests
entirely on the taxpayer, and inadequate documentation can trigger penalties up to 90% of
additional taxes due. Companies must maintain contemporaneous records—including
functional analysis, benchmarking studies, and creditworthiness assessments—prepared
before the tax return filing deadline, not in response to an audit. Loan waivers require equally
careful attention: while principal waivers may be tax-neutral, the anti-abuse provisions of
Article 88(4-bis) TUIR and established case law on accrued interest create potential tax
liabilities that must be carefully managed through timely communication of the credit's
adjusted tax basis and proper withholding tax compliance. Looking forward, Italian
subsidiaries and their foreign parents should adopt a proactive compliance strategy that
includes:
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e Periodic review of existing loan terms and interest rates to ensure continued arm's
length compliance, particularly in volatile interest rate environments;

e Advance planning for any potential restructuring or waiver scenarios, including
dissolution contingencies with consideration of advance rulings (APAs or interpretive
rulings) from the Agenzia delle Entrate where material amounts are involved;

e Coordination between Italian and foreign tax advisors to manage the interaction
between Italian rules and the parent's home jurisdiction, particularly regarding the
deductibility of credit write-offs or waiver losses and the avoidance of double taxation;

e Monitoring of evolving case law and administrative practice, as Italian courts and the
Revenue Agency continue to refine their interpretation of subordination rules, the
"constructive receipt" doctrine, and anti-abuse provisions.

Cross-border intragroup financing is a legitimate and efficient tool for group treasury
management, but it demands technical competence, rigorous documentation, and an
integrated approach that considers civil law, corporate governance, and tax implications from
the outset. Companies that treat shareholder loans as routine transactions without adequate
legal and tax analysis—or worse, as mere bookkeeping entries—expose themselves to
compliance risks, recharacterization challenges, and potential financial liabilities that far
exceed any short-term administrative convenience. The cost of proper structuring and
documentation is invariably lower than the cost of defending an inadequate structure during
a tax audit.

Chapter 4 Conclusion: Checking the King (and Saving the Queen)

So, you’ve survived the wood-paneled rooms of the tax office. You’ve successfully navigated
the “Asset Deal Trap,” wrestled with the invisible ghosts of your Intangible Portfolio, dodged
the Exit Tax sniper, and managed to untangle the web of intercompany loans without
accidentally subordinating your entire Group’s treasury.

At this point, you’ve realized that a "quiet exit" in Italy isn't about sneaking out the back door;
it’s about conducting a perfectly choreographed symphony where every tax advisor, liquidator,
and lawyer is playing from the same sheet music. If Chapter 4 has taught you anything, it’s
that the Agenzia delle Entrate (the Revenue Agency) doesn’t view your departure as a
goodbye—they view it as a final opportunity to audit your entire life story.

By applying the "Precision over Pain" framework to your tax and legal architecture, you’ve
done more than just save a few million Euros in potential penalties. You’'ve built a defensible
narrative. Whether it’s proving that your brand migration had "economic substance" or
showing that your loan waiver was an "entrepreneurial necessity," you are no longer just
reacting to tax claims—you are preventing them.
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Now that the financial and legal "Chessboard" is set, it’s time to look at the physical reality of
what you’re leaving behind. While you’ve been focused on the numbers, there’s a factory floor
out there that needs to be cleared, sold, or decommissioned.

Put on your hard hat and keep that analytical armor polished. We’re heading into Chapter 5,
where we tackle the "Hidden Balance Sheet" of environmental liabilities. It turns out, what’s
under the soil can be just as expensive as what’s in your tax returns.
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Chapter 5. Site Decommissioning the site and managing
Environmental Risk

EXIT GUIDE:
DECOMMISSIONING THE INDLISTRIAL SITE
AND MANAGING ENVIRONMENTAL RISK REMEDIATION
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The Hidden Balance Sheet: Environmental Liabilities as Undisclosed
Debt

Welcome to the part of the guide where the risks are buried underground: for the Global CFO
preparing to wind down Italian operations, environmental liabilities represent one of the most

dangerous forms of undisclosed debt on the balance sheet. Unlike labor obligations or tax
exposures—which can be modeled with reasonable precision—environmental contamination
often remains invisible until the moment you need to exit. That invisibility can be catastrophic.

In the Italian industrial landscape, historical manufacturing activities—particularly in
chemicals, metals processing, automotive, tanneries and textiles—have frequently led to soil,
subsoil, or groundwater contamination. For a CFO modeling the exit, the critical question is
not "might there be contamination?" but rather "how do we discover it, quantify it, and
neutralize it before it derails our timeline and destroys our asset recovery value?"

Environmental decommissioning is not a compliance afterthought to be delegated to the local
facility manager. It is a material financial variable that can consume 15-40% of expected asset
recovery value and extend exit timelines by 6-24 months in moderate cases, or transform a
controlled voluntary exit into a legal and reputational nightmare in severe cases. This chapter
provides the strategic and operational framework to manage environmental risk, protect
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balance sheet value, and execute a clean handover or sale—whether the site is leased or
owned.

The ltalian Environmental Framework: Strict Liability and the "Polluter
Pays" Principle

Site decommissioning in Italy operates under one of Europe's most stringent environmental
regimes, governed primarily by Legislative Decree No. 152/2006 (Testo Unico Ambientale, or
Consolidated Environmental Act), particularly Title V on the remediation (bonifica) of
contaminated sites. This framework enshrines the "polluter pays" principle and imposes
strict liability (responsabilita oggettiva) on the party responsible for contamination—
regardless of fault, intent, or even knowledge of the pollution.

For the Global CFO and Board, this strict liability structure creates several critical exposures:

e Primary Liability Falls on the Operator: The entity that caused or contributed to
contamination bears mandatory remediation costs. Even if your subsidiary acquired
the site years after the pollution occurred, operating activities that "aggravated"
historical contamination can trigger liability.

e Successor Liability in Corporate Restructurings: Recent CJEU interpretations confirm
that environmental obligations can bind successors in corporate transactions. If your
group acquired an Italian subsidiary through M&A, you may have inherited latent
contamination liabilities that were inadequately disclosed or assessed during due
diligence.

e Criminal Liability for Directors: Severe contamination cases trigger criminal exposure
under the Italian Criminal Code, including environmental pollution (art. 452-bis),
environmental disaster (art. 452-quater), illegal waste management, or failure to
report contamination. Executives can face fines, imprisonment, and corporate
sanctions under Legislative Decree 231/2001.

The regulatory authority overseeing this process is the Agenzia Regionale per la Protezione
Ambientale (ARPA)—or its regional equivalents. ARPA conducts or oversees technical
investigations, reviews historical records and permits, performs site inspections, soil sampling,
groundwater monitoring (via piezometers), and chemical analyses. Contamination levels are
compared against threshold concentrations established in Annex 5 to Title V:

e CSC (Concentrazione Soglia di Contaminazione): Contamination threshold
concentrations. Exceeding these triggers mandatory notification and investigation.
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e CSR (Concentrazione Soglia di Rischio): Risk threshold concentrations based on site-
specific risk analysis. Exceeding CSR mandates full remediation (bonifica).

ARPA supports regional or provincial authorities in classifying the site, approving
characterization plans, risk analyses, and remediation projects. For sites classified under the
Seveso Directive (major accident hazards), additional baseline reporting requirements apply.

Financial Modeling of Environmental Risk

As established in Chapter 2, the financial model is the CFO's primary control tool for a wind-
down. Environmental decommissioning must be embedded into that model from day one—
not as a footnote, but as a primary cost and timeline driver alongside labor negotiations and
asset liquidation.

A robust environmental risk model should include a preliminary Environmental Site
Assessment (Desktop Review) based on Historical records review, regulatory database search,
site walkthrough, preliminary contamination risk assessment with the aim of identifying red
flags.

For leased sites, this should happen before issuing termination notice. For owned sites, before
engaging potential buyers.

If red flags are raised, an Environmental Site Assessment (Intrusive Investigation) should follow
and, if contamination exceeds CSC, a characterization Plan and Risk Analysis, that should be
approved by ARPA.

Decommissioning the site

No: Notify landlord of early termination, for serious reasons
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A site with unresolved contamination is not an asset—it is a liability that bleeds cash,
consumes management time, and exposes directors to criminal prosecution. Conversely, a site
with clean ARPA certification, comprehensive documentation, and zero retained liabilities is a
marketable asset that commands premium pricing and enables fast, quiet closure.

The strategic imperative is clear: Discover environmental risk early, quantify it accurately,
and neutralize it proactively. This requires integrating environmental due diligence into your
financial model from day one, engaging ARPA and consultants before contamination
discoveries become crises, and deploying an Interim CRO to coordinate the complex, multi-
disciplinary execution.
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Chapter 6: Directors and Parent Corporate Liability —
Piercing the Italian Veil
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If you've made it this far, you've navigated the labor strikes, outmaneuvered the tax auditors,
and hopefully haven't found anything too terrifying buried under your factory floor. But before
you book your victory flight out of Milan, we need to talk about the most important assets in
this exit: your freedom, your bank account, and the Group's reputation.

In this chapter, the ltalian legal system stops looking at your company's balance sheet and
starts looking at you. In most jurisdictions, the "Corporate Veil" is a sturdy brick wall that
protects the Parent HQ from the mess of a local subsidiary. In Italy, that veil is more like a
piece of wet tissue paper.

Under the ltalian 2022 Code of Business Distress and Insolvency (CCIl), liability is a
"strategic contagion." If the subsidiary fails because you prioritized a global cash-sweep over
paying local Italian suppliers, the judiciary doesn't just sue the local entity — they climb the
reporting line directly to your desk at HQ.

In this chapter, we'll explore the "Triple Threat": civil liability, administrative sanctions, and
criminal proceedings.
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i\ For the Global CFO Reading This Guide

Whether you hold a seat on the local Italian board or oversee operations from a distant
HQ, the risks are personal and pervasive. While you likely maintain comprehensive
Directors and Officers (D&O) Liability Insurance, these policies are often insufficient to
shield you from the unique "triple threat" of Italian corporate law: civil liability,
administrative sanctions, and — most critically — criminal proceedings.

The Business Judgment Rule in Italy: A Shield With a Critical Flaw

Global CFOs often rely on the Business Judgment Rule (BJR) as a shield against liability for
unsuccessful business outcomes. In Italy, however, this shield has a critical limitation that is
frequently misunderstood by foreign executives.

It is important to note at the outset that the BJR is not codified in Italian law. It is a judicial
construct imported from US and German legal doctrine and applied inconsistently by Italian
courts. Its scope remains actively debated, particularly following the CCIl reform. Foreign
CFOs who rely on it as a settled, reliable shield do so at their peril.

While the BJR protects the merit of your decisions (i.e., a judge will not second-guess whether
a factory closure was a "good" or "bad" business move), it does not protect a failure to follow
mandatory procedures.

Under the CCII, directors have a strict, non-discretionary duty to establish an "adequate
organizational, administrative, and accounting structure" (Article 2086 of the Civil Code). This
obligation was significantly strengthened by the CCII reform: it is no longer merely an
organizational aspiration but a mandatory, actionable duty with direct liability consequences.
If a subsidiary fails and the court finds that you lacked the required early-warning systems or
failed to follow the procedural steps of the CCII, the BJR is void. You are not being sued for
the "bad decision" to close, but for the "negligent process" of managing the company's
distress.

In the ltalian legal system, liability is no longer a localized operational risk. It is a strategic
contagion that can climb the reporting line directly to the parent company's board. The
"corporate veil" is not an impenetrable shield; it is a membrane that the judiciary can pierce
when a subsidiary is mismanaged or under-capitalized.

6.1 The Local Director: The First Line of Liability

Local directors (and appointed liquidators) are the immediate "custodians" of the company's
assets. Under the lItalian Civil Code, their liability is triggered by a failure to act with
professional diligence.

e The Preservation Duty (Art. 2486): Once a "dissolution event" occurs (such as the
loss of capital), directors must manage the company solely for the purpose of
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preserving its value. Any "business as usual" operations that result in further losses
are often treated as a personal liability of the directors.

The "Adequate Structure” Mandate (Art. 2086): Directors have an explicit and now
strongly enforceable duty to implement an organizational and accounting structure
capable of detecting financial crisis early. Failure to have this "dashboard" is
increasingly used as a basis for liability claims in liquidation.

Preferential Payments: Paying a "friendly" group supplier while leaving Italian tax
authorities or employees unpaid is a major red flag that frequently triggers both civil
liability actions by creditors and, critically, charges of Bancarotta Preferenziale (Art.
216(3) of the Bankruptcy Law) — a criminal offense carrying significant penalties.

6.2 The Parent Company: "Direction and Coordination" (Art. 2497)

The Italian legal system uniquely recognizes that a subsidiary is often a "tool" of the parent
company. Under Article 2497 of the Civil Code, a parent company is directly liable to the
subsidiary's creditors if it exercises its "direction and coordination" powers in violation of sound
management principles.

The Abuse of Power: If the HQ forces the lItalian subsidiary to take actions that
benefit the Global Group but damage the local company's integrity (e.g., selling
assets below market value or aggressive cash repatriation), the parent company is
liable for the resulting damage.

The "Shadow Director" Risk: If Italian courts find that local directors were merely
"messengers" and that all substantial decisions were dictated by the HQ treasury or
legal department, the HQ itself can be treated as a de facto director. This strips away
limited liability protection and exposes foreign officers to Italian claims directly.

An Important Distinction: The chapter must note that Italian courts distinguish
between two legally separate concepts: the amministratore di fatto (a de facto
director who acts in place of the formal director) and a parent company exercising
direzione e coordinamento under Art. 2497. These trigger different liability regimes,
different plaintiffs (the liquidator versus creditors directly), and different evidentiary
standards. Understanding this distinction is critical when designing your defense
strategy.

The Art. 2497 Safe Harbor: Critically — and this is frequently overlooked — Art.
2497 provides a compensatory safe harbor. A parent company can escape liability
if the subsidiary's creditors or shareholders are compensated for the damage caused
by the abusive direction, either through intra-group benefits that fully offset the harm
(the "compensatory result" or risultato complessivo doctrine), or through specific
remedial actions taken before insolvency is declared. A CFO planning a structured
wind-down who documents the overall economic benefit to the subsidiary of its group
membership — and who ensures that any harmful transactions are balanced by
equivalent compensatory flows — can invoke this defense. It must be planned and
documented in advance; it cannot be reconstructed after the fact.
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6.3 Criminal Exposure: When Failure Becomes a Crime

In Italy, the line between a "failed business" and a "criminal offense" is remarkably thin. If a
company enters judicial liquidation, the public prosecutor automatically reviews the files for
Bankruptcy Crimes (Bancarotta).

e Fraudulent Bankruptcy (Bancarotta Fraudolenta, Art. 216 L.F.): This occurs if
assets are "distracted" or hidden. In a wind-down, an unprofessionally managed
asset sale to a sister company can be recharacterized as a criminal "distraction" of
assets, exposing directors to imprisonment of up to ten years.

e Preferential Bankruptcy (Bancarotta Preferenziale, Art. 216(3) L.F.): Often more
relevant than outright fraud in a wind-down context, this offense is committed when a
director pays certain creditors (such as group entities) ahead of others (Italian
suppliers, employees, tax authorities) in the period preceding insolvency. Penalties
are lower than fraudulent bankruptcy but charges are far more common and easier
for prosecutors to establish.

e Simple Bankruptcy (Bancarotta Semplice): Even without intent to defraud,
directors can face charges for "gross negligence" or delayed filing that worsened the
company's financial state.

e Tax Crimes: Personal criminal liability for directors triggers automatically when
unpaid VAT or withholding taxes exceed specific thresholds (see Section 6.5 for
updated details).

The Cash Sweep Scenario: A Case Study

A US-based industrial group owns "Milan Components S.r.I.," a high-end Italian manufacturing
plant. Due to a global shift in strategy, the US CFO decides to wind down the lItalian factory.
The Italian subsidiary has €5 million in its local bank account, intended to cover upcoming
severance payments (TFR) for 100 workers and several local suppliers. However, the Global
HQ's automated cash-pooling system sweeps that €5 million into the central group account in
Delaware to pay off a high-interest corporate bond at the parent level. The HQ instructs the
local Italian directors to "delay" the local payments, promising that "funds will be sent back
next quarter."

The Italian wind-down then hits a "Labor Wall." Negotiations fail and the company is forced
into judicial liquidation before the funds are returned. The Italian subsidiary now has €5 million
in debt and €0 in the bank. The foreign HQ becomes immediately exposed on multiple fronts:

1. Abuse of Direction & Coordination: Under Article 2497, the Italian liquidator (or the
public prosecutor) will argue that the Global HQ exercised its power to the detriment
of the subsidiary's creditors. The HQ prioritized its own financial health (paying the
bond) over the integrity of the Italian subsidiary's assets.

2. The "Shadow Director" Evidence: If the local Italian directors can prove they only
authorized the cash sweep because of a direct, mandatory email from the Global
CFO, the court will treat the Global CFO and the HQ as De Facto Directors.

© 2026 Andrea Lovisatti | All Rights Reserved. https://lovisatti.com/ 68



The Global CFO’s Guide to Italian Exits A Strategic Framework

3. Criminal Bancarotta: Because the subsidiary became insolvent shortly after the
cash sweep, the act of moving the €5 million abroad may be recharacterized as
Fraudulent Bankruptcy (Asset Distraction). Italian authorities could issue a claim
against the foreign parent company to return the full amount, plus damages.

4. Clawback Action (Azione Revocatoria): Independently of the criminal proceedings,
the liquidator has a civil law duty to challenge the €5 million cash sweep as a
preferential or prejudicial transaction under Art. 2901 of the Civil Code and the
specific insolvency revocatory provisions. Transactions made within two years before
the insolvency declaration are prime targets; acts conducted in bad faith may be
challenged up to five years prior. This is a separate civil remedy that does not require
proving criminal intent, making it an almost certain action in this scenario.

6.4 The Clawback Regime: The Liquidator as Adversary

Foreign CFOs frequently underestimate what happens once a liquidatore giudiziale is
appointed. This is not a passive administrative appointment: the judicial liquidator has a
fiduciary duty owed exclusively to creditors, and from day one becomes an active, well-
resourced adversary of the parent company.

The liquidator will systematically audit all intercompany transactions going back years,
subpoena correspondence between HQ and local directors, and file liability actions against
any party they believe caused or aggravated the insolvency. They are incentivized to do so:
their compensation is partly linked to assets recovered for creditors.

Practically, this means any email from a Global CFO or Treasury department instructing local
directors to delay payments, sweep cash, or transfer assets becomes a potential exhibit in
civil or criminal proceedings. Internal communications that seem routine at HQ level — a CFO
email saying "hold off on the supplier payments this month" — can read very differently to an
Italian court reviewing them in the context of insolvency.

The clawback framework under Italian law operates on two parallel tracks: ordinary revocatory
actions (Art. 2901 Civil Code) targeting transactions made with knowledge of the prejudice
caused to creditors, and insolvency-specific revocatory actions (Art. 166 CCIl and prior Art. 67
of the Bankruptcy Law), which operate on presumed prejudice for certain categories of
transactions made in the "suspect period" (typically one to two years before insolvency). For
a foreign parent, all intercompany transactions — cash sweeps, repayment of intercompany
loans, asset transfers at book value — fall squarely in the crosshairs of both tracks.

6.5 Decree 231: The Quasi-Criminal Risk for the Group

Legislative Decree 231/2001 introduces "administrative" liability for the company itself for
crimes (like tax fraud or safety violations) committed in its interest.

e Extraterritorial Reach: The Italian Supreme Court has confirmed that foreign parent
companies can be sanctioned under Decree 231 even if they have no physical office
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in Italy, provided the benefit of the crime flowed to the HQ. Penalties include massive
fines and bans on doing business with the Italian state.

¢ Relevant Predicate Offenses in a Wind-Down: The chapter focuses on tax fraud,
but CFOs must be aware of two further categories of predicate offenses that are
commonly triggered in industrial wind-downs:

Workplace safety crimes (Art. 25-septies D.Lgs. 231/2001): These carry some of the
heaviest sanctions under the entire Decree 231 framework and are very frequently triggered
during factory decommissioning and site closures. The risks are especially acute when
physical dismantling of industrial equipment is contracted out without adequate oversight.
Parent companies are routinely exposed when HQ decisions about decommissioning
timelines and contractor selection are made with cost as the primary driver.

Market manipulation and false corporate communications (Art. 25-ter): Relevant where
the group is listed or where financial communications about the Italian subsidiary's health
were made to investors or markets during the wind-down period.

6.6 The CCIll Early Warning System: The Most Overlooked Trap

One of the most practically important — and most frequently overlooked by foreign executives
— aspects of the 2022 CClII reform is the mandatory early-warning and negotiated composition
framework. Italy introduced the Composizione Negoziata della Crisi (CNC), a structured,
confidential procedure under which a company showing statutory signs of distress must
engage with an independent expert to explore solutions before insolvency becomes inevitable.

For a foreign CFO managing a wind-down remotely, the danger is this: if the Italian subsidiary
meets the statutory distress indicators — negative cash flow, inability to service debt, declining
equity — and the CFO fails to initiate or support the CNC process, the delay itself becomes a
source of personal liability for the aggravation of the insolvency. You are not being penalized
for closing. You are being penalized for closing too slowly and without procedure.

The CCII also imposes obligations on statutory auditors (Collegio Sindacale) and external
auditors to flag distress signals, and in certain cases to report to creditors or the court. A wind-
down that ignores these procedural triggers — or worse, one where HQ instructs local
management to downplay financial difficulties to delay triggering the CNC — creates serious
exposure for both the parent and local directors.

The practical action item: as soon as a decision to wind down is made, Italian legal counsel
must assess whether the CNC thresholds are already met or likely to be met during the wind-
down process, and advise on whether voluntary engagement with the CNC framework could
provide both procedural protection and a structured path to managing creditor negotiations.

6.7 When Tax Management Becomes a Crime

In the ltalian jurisdiction, the boundary between a "commercial disagreement” with tax
authorities and a criminal offense is defined by strict monetary thresholds under Legislative
Decree 74/2000, as significantly amended by Legislative Decree 87/2024. CFOs must note
that the 2024 reform lowered several thresholds. The figures cited below are post-reform;
always verify against the current text before relying on them for advice.
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For a Global CFO, the primary risk during a wind-down comes from several directions:

e Unfaithful Tax Return (Dichiarazione Infedele, Art. 4 D.Lgs. 74/2000): Criminal
liability triggers if the tax evaded exceeds €150,000 and the undeclared income is
more than 10% of the total declared income or exceeds €3 million. [Note: Verify
current thresholds under D.Lgs. 87/2024 before publication.] Complex asset transfers
and intercompany loan waivers during liquidation are frequent sources of undeclared
income.

e Omitted Tax Return (Omessa Dichiarazione, Art. 5): Triggers at a lower threshold
of €50,000 in unpaid tax.

e Failure to Pay VAT (Omesso Versamento IVA, Art. 10-ter): Criminal liability arises
when annual VAT payments are not made by the statutory deadline and the amount
exceeds €250,000. This is one of the most commonly triggered crimes in a wind-
down, where cash is scarce and VAT remittances are often the first payment
deferred.

e Failure to Pay Withholding Taxes (Omesso Versamento Ritenute, Art. 10-bis):
Triggers at €150,000 annually. Again, commonly triggered in distressed wind-downs
where payroll withholding taxes accumulate unpaid.

In a liquidation scenario, these limits are easily and often inadvertently breached during
complex asset transfers or the waiver of intercompany loans, potentially exposing local and
foreign directors to imprisonment ranging from two to five years depending on the specific
offense.

The transfer pricing dimension deserves specific mention. The Agenzia delle Entrate
focuses intensely on intercompany transactions during the wind-down phase: intercompany
loans being waived, IP being transferred back to HQ at book value, or inventory sold to group
entities below arm's length prices. Transfer pricing adjustments can generate taxable income
at the subsidiary level precisely when there is no cash to pay the resulting tax, mechanically
pushing the subsidiary over the criminal thresholds. A pre-wind-down transfer pricing review
is not optional; it is a core risk management exercise.

Beyond individual director exposure, the company itself faces quasi-criminal administrative
liability under D.Lgs. 231/2001. Tax crimes — including fraudulent returns using non-existent
invoices — are predicate offenses triggering massive corporate fines and restrictive sanctions.
The extraterritorial reach of Decree 231 means a Global HQ cannot simply walk away from a
failed subsidiary; if the "advantage" of an unpaid Italian tax bill flowed to the central treasury,
the parent company may be held directly liable for the resulting administrative penalties.

6.8 Personal Asset Freezing and Travel Restrictions: The Risk No One
Warns You About

This section addresses what is perhaps the most viscerally important risk for a foreign CFO
— and the one most frequently absent from guide-level discussions.

Italian criminal courts can issue precautionary asset freezing orders (sequestro
preventivo) against foreign individuals for sums equivalent to the alleged damage caused.
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These orders can attach to personal assets — not merely company assets — and can be
enforced across borders through EU judicial cooperation mechanisms (in particular, the
European Investigation Order framework and the EU Freezing Order Regulation 2018/1805).

In serious Bancarotta Fraudolenta or Decree 231 cases, travel bans (divieto di espatrio)
can be issued against named individuals. A foreign CFO who travels to ltaly for a board
meeting during an active criminal investigation — even one they are unaware of — faces the
real practical risk of being served with precautionary measures that restrict their freedom of
movement.

The practical implication is clear: before any foreign executive enters Italian territory during or
after a wind-down, Italian criminal counsel should be consulted to confirm whether any
preliminary investigation (indagini preliminari) is open or likely. In lItaly, preliminary
investigations can run for years before any formal charge, and the investigated party has no
automatic right to be informed.

D&O insurance policies, while essential, routinely contain exclusions for intentional acts and
criminal proceedings, and many policies do not cover personal asset seizures. The adequacy
of your D&O coverage for Italian criminal risk scenarios should be reviewed by specialist
counsel before the wind-down begins.

6.9 Actionable Mitigation: Building the Operational Firewall

To shield the Global HQ and local directors from "climbing" liabilities, the CFO must replace
informal oversight with a rigorous, compliance-driven framework. Liability in Italy is often
triggered not by the intent to fail, but by the failure to prepare.

6.9.1 Establish a Professional "Firewall"

Do not attempt to manage a complex ltalian liquidation through your existing local team or
remote HQ oversight.

e Appoint an Interim CRO: Engaging an independent Chief Restructuring Officer or
specialized Liquidator creates a vital legal buffer between HQ and the local estate.
Critically, this professional must be seen to have genuine decision-making
autonomy. If HQ continues to issue operational directives and the CRO merely
implements them, the shadow director risk is not eliminated — it is simply
transferred, while HQ remains fully exposed. Document the CRQO's independent
authority explicitly in the board resolution appointing them.

e Specialized Advisory: Appoint dedicated tax, legal, and environmental counsel
specifically for the wind-down. Their primary role is to document that every step taken
— from severance negotiations to site decommissioning — complies with the
"polluter pays" principle and Italian tax thresholds.

6.9.2 Engage With the CCIlI Early Warning Framework

As soon as the wind-down decision is made, have Italian legal counsel assess whether the
Composizione Negoziata della Crisi thresholds are triggered or imminently likely. Proactive
engagement with the CNC framework demonstrates procedural diligence, may provide a
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structured path for creditor negotiations, and significantly reduces the risk of liability for delay-
related aggravation of insolvency.

6.9.3 Document the "Entrepreneurial Interest”

Under the Business Judgment Rule, Italian judges will not second-guess a bad business
outcome, but they will aggressively scrutinize a lack of diligence.

¢ Independent Appraisals: Every intercompany transaction — loan waivers, asset
transfers, IP migrations — must be supported by a third-party professional appraisal
at arm's length. This ex-ante documentation is your primary evidence that the move
was made in the entrepreneurial interest of the local company and not as an "asset
distraction" for the benefit of the parent group. It is also your transfer pricing defense.

e Formal Board Resolutions: Ensure all strategic decisions are recorded in formal
board minutes, explicitly noting the risks analyzed, the professional advice sought,
and the reason the decision was in the entrepreneurial interest of the local entity.

e Document the Art. 2497 Compensatory Result: If the subsidiary derives (or has
derived) genuine economic benefit from group membership — access to financing,
shared services, IP licenses at favorable rates — document and quantify this benefit
contemporaneously. This is the foundation of the compensatory safe harbor defense.

6.9.4 Implement and Maintain "Model 231"

Even during a wind-down, maintaining an active Organizational Model (Decree 231) is the
only statutory defense against corporate administrative liability for crimes committed in the
group's interest. This provides the "organizational diligence" needed to prove that any potential
misconduct was the result of an individual's fraudulent circumvention of group policy, rather
than a lack of HQ supervision.

6.9.5 Address Environmental Liabilities Proactively

The wind-down of an industrial site frequently uncovers legacy environmental issues that carry
their own set of severe personal and parent company risks. Under the Italian "polluter pays"
principle (Legislative Decree 152/2006), liability for soil or groundwater contamination can
pierce the corporate veil if the foreign HQ is found to have exercised "de facto" management
over the site's environmental policies. Environmental crimes — such as the unlawful disposal
of hazardous waste — are also predicate offenses under Decree 231, potentially exposing the
entire group to administrative bans and massive fines.

6.9.6 Review D&O Insurance for Italian Criminal Risk

Before the wind-down begins, have specialist counsel review the adequacy of your D&O policy
for Italian criminal risk scenarios. Pay particular attention to exclusions for intentional acts,
criminal proceedings, and personal asset seizures. Consider whether supplementary
coverage or an ltalian-law-specific policy rider is warranted given the exposure profile of the
specific transaction.
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6.10 Conclusion: The Firewall Is Set

By implementing the "Actionable Mitigations" discussed above — from appointing a genuinely
autonomous Interim CRO, to engaging proactively with the CCIl Composizione Negoziata, to
securing independent appraisals for every intercompany move and documenting the Art. 2497
compensatory result — you have effectively built a legal bunker.

You have moved from being a "target of opportunity" for a liquidator to a "diligent professional”
protected by the Business Judgment Rule. You have replaced the "Shadow Director" risk with
a transparent, documented, and professionalized board process. You have ensured that your
Model 231 is active and that every strategic decision is backed by a rationale that an Italian
judge can respect.

You have taken seriously the risks that most foreign executives only discover after the fact:
the clawback actions, the CCIl procedural obligations, the transfer pricing traps, and —
critically — the personal exposure to asset freezing and travel restrictions that can affect you
personally, not merely your company.

The "Veil" might be thin in Italy. But yours is now reinforced with the best steel professional
advice can buy.
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A Final Note: The Survivor's Medal

Congratulations! You have officially reached the end of the Global CFO's Guide to Winding
Down Italian Operations.

Statistics suggest that 90% of executives would have given up by the second paragraph of
the Labor Law chapter and just decided to move to a goat farm in Tuscany instead. The fact
that you are still reading means you are either a glutton for punishment, a world-class risk
manager, or you've spent so much time on this exit that your family has forgotten what you
look like.

An executive summary
l. The Italian Paradox: From Emotional Avoidance to Rational Precision:

Exiting the Italian market is not a unilateral administrative decision but a high-stakes
operational project. The "ltalian Paradox" combines world-class industrial excellence with
structural obstacles that can derail global strategies if handled with impulsivity or avoidance.
To maintain control and preserve group value, a voluntary, cash-supported path is essential.
Allowing the process to slip into court-driven "Judicial Liquidation" results in a total loss of
decision-making authority to court-appointed curators.

Il. The Financial Roadmap - Tactical Radar for Capital Preservation
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A successful exit begins with a forward-looking financial model—a "tactical radar" that maps
timing, obstacles, and liabilities. Key financial pillars include:

e Operating Cycle Review: Defining a realistic time horizon (typically 6 months) to fulfill
outstanding orders and avoid breach-of-contract lawsuits.

e Asset Recovery & The "Incentive Trap": Realistically valuing machinery in a market
distorted by "Industria 4.0" tax credits, which often make new equipment cheaper than
used assets.

e The "Burn Rate" of Friction: Budgeting for fixed costs and payroll during periods of
operational paralysis caused by strikes.

lll. Dismantling the "Labor Wall" (Law No. 223/1991)

Italian labor law protects employment as a constitutional right, creating a formidable barrier to
exit.

e Mandatory Consultation: A rigid, multi-phase process with unions and public
authorities is required.

o The Necessity of Agreement: There is effectively no viable exit without a signed
social plan or agreement with workforce representatives.

e Cost of Peace: Financial models must account for negotiation incentives (often 3—-12
months of salary) and TFR (severance) accruals.

IV. Tax and Legal Architecture

Protecting Intangibles Economic substance often survives a physical closure. Failure to
properly value and document the migration of "intangibles" (know-how, customer lists, and
market access) can trigger aggressive "Exit Tax" challenges and transfer pricing audits.

e The Exit Protocol: Restructurings must be embedded in a documented framework
(Master File/Local File) to demonstrate that all transfers occurred at "Arm's Length".

V. The Operational Firewall

Piercing the Italian Veil In Italy, the "Corporate Veil" is thin. Personal civil and criminal exposure
for Directors and Officers is a real risk if the exit is mismanaged.

e Abuse of Direction & Coordination: Under Article 2497, the Parent HQ can be held
liable if it prioritizes group health to the detriment of the Italian subsidiary's creditors.

o Criminal Triggers: Labor disputes or "cash sweeps" that leave the subsidiary unable
to meet obligations can trigger investigations into fraudulent bankruptcy (Bancarotta
Fraudolenta).

e Actionable Mitigation: Establishing a professional "firewall" by appointing an Interim
Chief Restructuring Officer (CRO) provides a vital legal buffer and ensures decision-
making autonomy.

VI. Socially Responsible Exit (ESG)
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In an ESG-conscious climate, a site closure is a global brand risk. Framing the exit as a
"Socially Responsible" withdrawal—documented through outplacement programs and
environmental remediation—protects the Parent Company from reputational damage and
legal claims.

* % %k

You have successfully navigated the Italian Paradox, dismantled the Labor Wall, outplayed
the Tax Chessboard, and cleared the Hidden Balance Sheet. You are now equipped to execute
an exit that is surgical, compliant, and — most importantly — finished.

Thank you for trusting this guide. Now, go put that "Precision over Pain" mantra into practice.
And for heaven's sake, go get a decent glass of Barolo. You've more than earned it.

Salute!
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