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Tax News
Double Taxation Conventions: Australia and USA

Santiago, 5th of February 2010

Double Taxation Conventions: Chile signs treaty with the USA.

On January 25th 2010, the Chilean government announced that the negotiations with
the United States of America to avoid double taxation on income taxes had concluded
successfully.

According to information published on the website of the US Treasury Department, the
double taxation Convention between Chile and the US was due to be signed in February
this year, which actually took place on the 4th of February 2010.

In this way, this will be the second double taxation Convention signed by the United
States with a South American country.

This Convention contains regulations that will reduce the taxation in the source State
on certain payments of dividends, interests and royalties to residents of the other
State; rules to determine when an enterprise or individual of one country is subject to
tax on business activities in the other country, and rules that will enhance the mobility
of labor by coordinating the tax aspects of the pension systems of both countries.
Moreover, the treaty contains a clause that allows the exchange of information
between the tax authorities of both States, and a clause on the limitation of benefits
(LOB) that seeks to prevent abuse of the Convention by third country investors.

Finally, it is also worth mentioning that this convention includes provisions that grant
tax benefits to the investments made by pension funds, directly or through the
companies managing them. This saves the difficulties caused by the fact that generally,
and due to the nature of the funds, they do not qualify as persons or companies for
these treaties, and that they are not recognized as the effective beneficiaries of the
investment income.



Comments by PwC Chile

Firstly, it must be highlighted, that the negotiations of this Convention were pending due to the demands
imposed by the United States regarding bank secrecy and exchange of information. In this sense, the recent
legal changes passed in Chile as part of the process to join the OECD, which entailed the approval of a higher
standard on tax information exchange matters; would have been key factors for the conclusion of these
negotiations and swift signature of the treaty.

Secondly, it should be noted that the entry into force of this convention is subject to the ratification and
approval by the National Congress of each State. In any case, once the ratification takes place and each State
notifies the other on this fact through diplomatic channels, the treaty will be in force as from the date of the last
notification. The provisions of the convention shall have effect at the latest on January 1 of the following year,
with respect to tax periods commencing on that date or thereafter. With respect to taxes withheld at source,
the provisions of the treaty shall apply with respect to sums paid or credited on or after the first day of the
second month following the date on which the convention entered into force. Notwithstanding all this, the
provisions on exchange of information shall be applicable as from the date of entry into force of the convention,
without regard to the taxable period to which the matter relates.

Thirdly, regarding the taxation of dividends and profits paid from Chile, it is necessary to keep in mind that the
convention with the USA does not provide for a reduction of the rates applicable in Chile, as long as the First
Category Tax continues to be a credit against the Additional Withholding Tax.
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