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In Montevideo, on April 1st the Authorities of the Chilean and Uruguayan Government signed a tax treaty to avoid double 
taxation (DTT), which substantially follows the OECD Model Tax Convention. This is a second step after the Agreement 
for the Exchange of Information (AEoI) that these countries signed back in 2014. 

It is expected to enter into force in January 2017, provided Congress approval in both countries and the exchange of 
ratifying notes occur before the end of this calendar year. 

Below we include a summary of the most relevant provisions that the DTT contains. 
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The DTT signed by Chile and Uruguay follows the OECD Model Tax 
Convention. It resembles in some specific aspects to the most recent 
treaties concluded by Chile, particularly those with US and Australia.

As to permanent establishment (PE) rules, Article 5 of the DTT 
provides that a construction PE will be constituted when the work lasts 
for a period exceeding six months. According to Uruguayan domestic 
tax law, a construction PE is deemed to exist if the activities carried out 
exceed three months. As such, the treaty provides a lengthier period for 
constituting a PE regarding construction and related activities.

In addition, the treaty defines that a Services PE will exist when the 
activities exceed 183 days in any twelve-month period, This definition 
is complemented with two specific articles dealing with freelance 
workers (Article 14) and technical services (Article 14bis). This solution 
differs from previous treaties that both Uruguay and Chile had signed 
with other countries. 

In the case of insurance policies, specific rules are included regarding 
the attribution of taxing powers to residence and to source country. As 
it is customary when both States are entitled to tax, limitations exist as 
to the tax rates applicable in the country of source. The maximum rate 
in case of reinsurances is of 2.5%, and 10% for all other policies. 

On other matters, and following the general rule of Article 7 (business 
profits) of the OECD Model, profits of a company of a contracting state 
are taxable only in the State of residence, except when a PE in the 
country of source exists. 
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As to Article 10 dealing with dividends taxation, in the case of Uruguay 
the general IRNR 7% rate can be lowered to 5% if the beneficial owner 
is a company that holds at least 25% of the capital of the payer of such 
dividends. 

In the case of Chile - and in view of its particular taxation system -, this 
country retains its freedom of action with regard to the provisions in 
the Convention relating to the rate and form of distribution of profits by 
companies. Particularly, the reduced rates of withholding (5% and 15%) 
will not limit the application of the Additional Chilean Tax, to the 
extent that the First Category Tax is creditable against the Additional 
Tax. Also, within this article, it has been specified that PE distributions 
of profits by both countries will be considered as dividend income for 
the purposes of the application of the DTT.

Regarding pensions, Article 18 does not follow the OECD Model, 
allowing for taxation in the source country (up to 10%), in addition to 
the general rule of taxation in the residency country of the individual.

Software is dealt with in the Protocol of the DTT. Payments for the use 
of standard software will be taxed under the provisions of Article 7 
(business profits), while specific software developments will follow the 
rules of Article 12 (royalties). In the latter case, the country where the 
software is used will have the right to tax with the limit of 10% rate. In 
the case of Uruguay, the withholding applicable by domestic law is 
lowered (from the standard 12%). 

Tax Insight
Chile – Uruguay: Double Tax Treaty

April 2016



PwC

DC1 - Información de uso interno

This new DTT is another step in the path of adherence to the 
international standards in taxation. 

Today Uruguay has subscribed more than 30 international agreements. 
Among them we find the AEoIs with France, Island, Denmark, 
Greenland, Argentina, Norway, Canada, Australia, the Feroe Islands 
and Sweden. The agreement with Brazil was approved by the 
Uruguayan Congress, and there are other in ratification process (The 
Netherlands, The United Kingdom, Guernsey and South Africa). 
As to DTTs, nowadays the ones with Hungary, Mexico, Spain, Germany, 
Switzerland, Liechtenstein, Portugal, Equator, Malta, South Korea, 
Finland, India and Rumania are in force. The agreement with 
Luxembourg was approved by the Uruguayan Congress and the ones 
with Belgium, Vietnam, United Arab Emirates, Singapore and The 
United Kingdom are in the process of ratification.
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Moreover, Article 28 deals with the limitation of benefits (LoB clause) 
and is aimed at preventing persons who are not resident of the 
Contracting States from accessing its benefits (i.e. through the use of an 
entity that would otherwise qualify as a resident of one of the States). 
This article follows the guidelines of the OECD to avoid “treaty 
shopping” and particularly, it was convened that the Authorities of both 
States will exchange notes shortly, informing each other of any specific 
regimes that could be excluded from the benefits and application of the 
DTT. This could be the case of any tax regime where the final income 
tax imposed is zero, provided any of the two Governments include it in 
the referred exchange of notes.

As to provisions to eliminate double taxation, this Agreement defines 
which taxes and persons are in its scope, and foresees the mechanism 
to avoid double taxation, taking the option of the concession of credit 
(with the limitation of the tax that the source country applied on such 
income or assets).

Finally, regarding the exchange of information, the treaty includes 
specific clauses and establishes a procedure for mutual assistance in the 
tax collection. However, this is a complement of the already existent 
AEoI signed between the two Governments on September 2014, which 
is in the last stage of Congress approval in Uruguay.
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