JANUARY 8, 2010

Tax Advisory Firm Reviews Italy-U.S. Tax Treaty

The 1999 Italy-U.S. tax treaty entered into force on December 16, 2009, according to
a Funaro & Co. newsletter; though the new treaty is largely effective for taxable
years starting January 1, 2010, taxpayers can continue applying the 1984 Italy-U.S.
treaty for one year from the date on which the new treaty would otherwise become
effective.

[View as PDF]
New Italy-U.S. Tax Treaty Enters into Force
The Italy-U.S. income tax treaty signed in 1999 (the "New Treaty") entered into force
on December 16, 2009, after representatives of both governments exchanged
instruments of ratification in Rome, 10 years after it was signed and ratified by the
U.S. Senate.
The New Treaty replaces the 1984 Treaty. It will largely be effective for taxable years
starting January 1, 2010, applying to taxes withheld at source on February 1, 2010.
A grandfather election is available for taxpayers to continue the application of the
1984 Treaty for 1 year from the date on which the New Treaty provisions would
otherwise become effective.
For businesses and individuals of one country working or operating in the other, the
new Treaty limits or eliminates source country withholding taxes. The applicable
withholding rates are indicated in the inset, opposite this column.
___________________________________________________________________
___
DIVIDENDS
•
•

5% for dividends paid to a company owning at least 25% of the voting stock
of the payer;
15% for most other dividends.
INTEREST

•
•

10% for most interest payments;
0% for certain interest (paid to qualified governmental entities and on interest
paid on credit sales of goods).

ROYALTIES
•
•
•

0% on royalties for certain literary, artistic or scientific works;
5% on royalties for computer software and commercial industrial, or scientific
equipment;
8% on all other royalties.
___________________________________________________________________
___
The New Treaty introduces limitation on benefits provisions to avoid Treaty shopping
and authorizes the U.S. to collect the Branch Profits Tax, i.e., a dividend-equivalent
tax on the repatriated profits of a branch. Also, the New Treaty removes a barrier to
labor mobility by providing for the reciprocal recognition by the two countries of
contributions made to private pension plans that qualify for tax benefits under the
laws of the home country. In addition, the new Treaty is expected to improve
information exchange between the two countries, and strengthen their mechanisms
to resolve tax disputes.
U.S. withholding agents must obtain proper documentation in order to apply Treaty
benefits (e.g., Form W-8BEN, Form W-8ECI, Form 8233). Italian persons claiming
the benefits of the New Treaty will typically be required to obtain a U.S. taxpayer
identification number and, in many cases, will also be required to file a Treaty-Based
Return Position (Form 8833). Penalties for not filing Form 8833 range from $1,000 to
$10,000.
For more information please contact:
Luigi Perin, Partner
luigi.perin@funaro.com
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William H. Green, Director
bill.green@funaro.com
ABOUT FUNARO & CO.
Funaro & Co. is a leading medium-sized audit and tax advisory firm. Founded in
1947 to service the unique needs of Italian companies with operations in the U.S,
our firm has grown steadily over the years and the scope of our services has grown
with us.
For over 60 years, Funaro & Co.'s unmatched U.S./E.U. cross-border experience
has kept us solidly in a position of leadership in our profession. With more than 80
employees and offices in New York and Milan, the size of our firm is small enough to

provide an unusual degree of personal service, yet large enough to provide every
type of professional support required by its clientele.
For additional information about our firm, please visit our website at
www.funaro.com.
The information and opinions contained in this Briefing Note do not
constitute professional advice. Specific advice relating to any
individual matter may be obtained by contacting the above.
To ensure compliance with requirements imposed by the IRS, we inform
you that any U.S. federal tax advice contained in this communication
(including any attachments) is not intended or written to be used,
and cannot be used, for the purpose of avoiding penalties under the
Internal Revenue Code or promoting, marketing or recommending to
another party any transaction or matter addressed herein.
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