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Chilean government submits 
significant tax reform bill 

Chile's Executive Branch has submitted a significant tax reform bill to the Congress.  
The bill's primary aim is to increase tax revenues in order to finance public 
education.  The bill also intends to simplify the tax regime and correct perceived 
deficiencies in the existing tax rules.  

The following summary covers the salient aspects of the tax reform bill. The bill 
would: 

 Increase the "First Category" corporate-level income tax rate to 
20%. In the wake of 2010's major earthquake, the government temporarily 
increased the corporate-level income tax rate from 17% to 20%.  The rate, 
which gradually is being reduced back to 17% (currently at 18.5%), would 
increase to 20% beginning in calendar year 2012.   

 Modify the capital gains tax rules relating to transfers of Chilean 
limitada interests.  The bill would subject the sale or other transfer of an 
ownership interest in a Chilean Sociedad de Responsabilidad Limitada 
("limitada") to the same income tax treatment that applies to the transfer of 
shares in a Chilean Sociedad Anonima (SA).  Under the proposed rules, gain 
realized from a sale or other taxable transfer of a Chilean limitada or SA 
would generally be subject to a domestic law income tax rate of 35% or, 
alternatively, 20% if the taxpayer satisfies certain requirements.  The current 
applicable tax rate is 35% of net gain in all cases of limitada interest 
transfers.
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In computing taxable gain or loss, the outside share basis in the limitada 
interests generally would equal their original acquisition cost, adjusted for 
inflation.  The tax reform bill would eliminate the possibility of obtaining an 
outside basis step-up in the transferred limitada interests equal to 
undistributed tax retained earnings (FUT), which is currently available in 
certain circumstances.  This significant change could materially affect the 
Chilean tax cost of moving limitada interests, e.g., with internal 
restructurings or post-deal integration transfers.  

 Subject indirect transfers of Chilean shares to capital gains 
taxation. Capital gains realized on the indirect sale or transfer of at least a 
10% interest in a Chilean company (SA or limitada) would be subject to 
Chilean income tax irrespective of the buyer or transferee's residence.  Under 
current law, the indirect transfer of a Chilean company's shares or interests is 
taxable only when the buyer or transferee is a Chilean resident (and not when 
the transfer occurs wholly between nonresidents).  The transferred Chilean 
company would be jointly and severally liable for any resulting income tax on 
capital gains. 

 Introduce new rules for cross-border reorganizations. The bill 
would limit the application of the Chilean tax-free reorganization provisions 
in the cross-border context.  Specifically, for certain cross-border 
reorganizations that include Chilean entities, the Chilean IRS could impose 
income tax on any realized capital gains.  Thus non-recognition treatment 
generally should not apply when the parties to a reorganization are not 
Chilean. 

 Introduce OECD-based transfer pricing rules. The tax reform bill 
includes new transfer pricing rules that are generally based on the OECD 
model.  The new rules also include Advanced Pricing Agreements (APAs).  

 Allow the Chilean IRS to assess taxable gain on certain asset 
transfers to foreign related parties. When there is an asset transfer 
(including business lines), or a reorganization involving non-resident related 
parties, and the transaction is not arm's length, the Chilean IRS could assess 
any applicable tax.   

 Subject Chilean branches of foreign companies to tax on a 
worldwide income basis.  The bill would subject foreign source income to 
tax on a cash basis, while subjecting domestic source income to tax on an 
accrual basis.  A branch could utilize foreign tax credits to mitigate potential 
double taxation.  Note that current law subjects Chilean branches to tax on a 
territorial basis.   

 Change the thin-capitalization rules. The bill maintains the current 3:1 
debt-to-equity ratio under Chile's thin capitalization rules, but changes the 
ratio's methodology of computation from annually to monthly.  The bill 
expands the existing related party definition for thin-capitalization rule 
purposes. 

 Allows goodwill amortization. In a merger or liquidation of a subsidiary 
into its parent, any excess of the fair market value of the merged/liquidated 
entity over the value of its non-monetary assets would be considered 
goodwill, and amortizable over a 10-year period.    

 Imposes a penalty tax on loans to shareholders or interest 
holders.  In certain cases the bill would subject loans made by a limitada to 
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its interest holders or by an SA to its shareholders to a 35% penalty tax.  This 
concept applies under current law, but only to loans made by limitadas to 
their interest holders. 

 Impose a penalty tax on disallowed expenses incurred by 
limitadas. The bill would subject expenses that are disallowed because they 
are not ordinary and necessary to a 35% penalty tax.  Current law applies a 
similar tax treatment to disallowed expenses incurred by stock corporations. 

 Subject limitada distributions in excess of the Chilean previously-
taxed income (FUT) account to immediate taxation.  Amounts that 
limitadas distribute in excess of the FUT account would be subject to the 
Chilean 35% Additional Tax.  Current law only subjects SAs to current 
taxation for such excess distributions.  The existing rules applicable to SRLs 
allow a tax deferral on such distributions until the SRL generates taxable 
earnings.      

 Not subject cross-border payments for standardized software to 
withholding tax.  Current law may subject such payments to income tax 
withholding rates of 15% or 20%, levied on the gross payment amount. 

 Reduce the stamp tax to 0.2%. The current maximum stamp tax rate is 
0.6%.  

 Reduce custom duties to 0%.  The bill would reduce customs duties from 
the current rate of 6% to 4% in 2013, to 2% in 2014 and to 0% in 2015 and 
subsequent years. 

The Congressional debate has just begun and the text of the current tax reform bill is 
subject to change.  We will continue to monitor legislative developments and issue 
additional newsalerts as warranted.  
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For more information, please contact: 

Your LATAX team in the US: 

John Salerno  +1 (646) 471-2394 john.salerno@us.pwc.com 

Jose Leiman  +1  (305) 381-7616 jose.leiman@us.pwc.com 

Eduardo Pupo +1 (646) 471-7007 eduardo.pupo@us.pwc.com 

Julian Vasquez +1 (646) 471-5883 julian.r.vasquez@us.pwc.com  
Your tax  team in Chile: 

German Campos +1(56)(2) 940-0098 german.campos@cl.pwc.com 

Loreto Pelegri +(56)(2) 940-0155 loreto.pelegri@cl.pwc.com 

Rodrigo Winter +(56)(2) 940-0588 rodrigo.winter@cl.pwc.com 

 

This document is for general information purposes only, and should not be used as a substitute for consultation with professional advisors. 
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