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DOING BUSINESS IN PANAMA 

The Republic of Panama is an independent country since 1903, joining Central America and South 

America, between Costa Rica and Colombia. It borders the Caribbean Sea and the Pacific Ocean. It is 

subdivided politically in ten provinces and five special indigenous regions. The Panama Canal crosses 

the Republic from North to South, at the Isthmus’ narrowest point. 

Quick Facts 

Area: 75,517 square kilometers.  

Population: 3,405,813 

Government type: Constitutional democracy, centralized Republic. 

Capital: Panama City 

Language: Spanish is the official language; English is widely spoken.  

Time Zone: GMT-5 

Currency: officially, known as the “balboa”; the US dollar is legal currency since 1904. 

Weather: Tropical maritime; with a rainy season from May to January and a dry season from 

January to May. 

Government: Constitutional democracy structured in three branches: Executive, Legislative and 

Judiciary. 

Legal System: Based on the civil law system; there is a judicial review of legislative acts in the 

Supreme Court of Justice and we accept compulsory International Court of Justice jurisdiction with 

reservations. 

How to get here: Our main international airport is Tocumen International Airport in the city of 

Panama, which is easily accessible from the United States and Europe. It is serviced by Copa 

Airlines, our national carrier, and many other international carriers. 



Our Economy 

The exercise of the economic activities depends mainly on the private sector. The most developing economic 
sector is services, with special emphasis on international commerce carried out within and from Panama. 
Outstanding in importance in the latter sector are the International Banking Center and the Colon Free Zone, 
with growing activity in the Panama Pacifico Area and in companies under the Multinational Headquarters 
regime. 

The official monetary unit is the Balboa, which is at par value with the United States dollar (US$), as the 

currency that circulates freely in the country. The constitutionally mandated absence of officially issued paper 

currency accords the circulation of the US dollar which holds immense importance for both local as well as 

international transactions. 

In recent years, there has been a boom in the maritime, logistics, construction and infrastructure industries 

related to the Panama Canal expansion project and a third set of locks in the Panama Canal, concluded in 

2016. Likewise, the Metro of Panama, which line No.2 initiated operations in 2019, represents a positive push 

for the Panamanian economy. For the year 2035 it is expected that all of the Master line network would be 

operational. 

Our Political System 

Under our Constitution, the Republic of Panama is established as a sovereign and independent State with a 
unitary, representative, democratic, and republican government. The government is structured basically in 
three branches: the Legislative, the Executive, and the Judiciary. 

The Legislative branch consists of a unicameral National Assembly, currently consisting of 71 legislators, 
elected for a five-year term, by direct, universal, and popular suffrage, and allowed re-election. The National 
Assembly conducts eight-month sessions divided between two assembles of four months each (1st July to 
31st October and 2 January to 30 April).  



The President of the Republic and the Cabinet constitute the Executive branch. The President is elected for a 
period of five years by direct popular suffrage, and by majority election. One Vice President stands in for the 
President’s absences is elected concurrently for the same period. No immediate reelection exists for the same 
position. 

The Judiciary branch consists of a Supreme Court of Justice, and such tribunals and courts as established by 
law. The administration of justice can be also exercised by the arbitral jurisdiction in accordance with the law. 
The nine Magistrates that comprise the Supreme Court are nominated for a period of ten years by the President 
of the Republic and his Ministers assembled in Cabinet, and their designation is then ratified by the National 
Assembly. 

Entering to Panama 

Most foreigners initially enter the Republic of Panama with a tourist status, without the need to apply for a visa. 

The maximum length of stay is 6 months. Other types of short stay visa for non-residents are: seafarer visa, 

visa for doing business, visa for the banking sector, and trader or investor capacity.  

Some restricted nationalities will require an Authorized Tourist Visa to enter the country, unless they have a 

valid and previously used visa from the United States, Canada, Australia, Great Britain or Europe. In this case, 

they are granted an automatic permit to stay in Panama up to 30 days. If required, Authorized Tourist Visas 

can be obtained from Panamanian Consulates abroad or may need to be applied locally. Since 2 May 2019, 

Chinese citizens may apply to a Multiple-entry tourist visa, with a maximum length of 90 days of stay in Panama. 

When staying longer than 6 months or when a restricted time frame is stamped on the passport at entry, foreigners 

remaining in Panama will be required to register with the National Immigration Service (“Servicio Nacional de 

Migración”) of the Ministry of Public Security and will be required to apply for another migratory status or a permit 

to leave the country, as applicable.  

Additionally, there are different types of residence permits available within Panama to attain legal residency 

(temporal or permanent), and a case by case review must be done in order to verify residency options available. 

Amongst the more favored residence permits used are: 

1. Friendship Residence Permit. This permit grants permanent residency and a work permit to

foreigners of specific nationalities that have an employment contract with a Panamanian company or

prove that they will invest in Panama.

2. Economic Solvency Residence Permit. This permit grants residency to foreigners who invest

US$300,000.00 in real estate or in fixed term deposit accounts at Panamanian banks.

3. Retiree Residence Permit. This permit grants residency to retirees who can prove they receive a

monthly stipend from a foreign government or company and who wish to retire in Panama.

4. Foreign Professional Residence Permit. This permit grants residency and a work permit to foreign

professionals who hold degrees in professions that are not restricted to Panamanian nationals. The

degrees need to be approved by the National University of Panama or the Technological University of

Panama prior to submission of the application.



Foreigners investing in Panama 

The creation of legal vehicles and the enactment of business 

regulation within the country have been consistent with the 

strategy of promoting services as offered by the Panamanian 

economy. There are few existing limitations for foreign 

investments. Foreign and local investors are accorded equal 

status under the Law, which also holds among foreign investors 

themselves. With the exception of retail trade, which is limited to 

local nationals and purchasing real estate within 10 kilometers of the 

Costa Rican and Colombian borders, Panama has no general 

prohibitions for foreigners to hold equity in local businesses and/or 

in joint ventures.  

Foreign investments in public services are allowed generally, 

except that law expressly prohibits direct or indirect investment by 

foreign governments. Foreign equity participation in local retail 

companies is allowed if they sell their own manufactured products. 

In addition, businesses with investments greater than US$3 million 

dollars are not considered retail trade, provided that the business 

is dedicated to the sale of goods and the provision of services 

under the same establishment. 

Under an open economic policy and with the explicit purpose of 

attracting foreign investments, the Government has set up various 

legal procedures and institutions. The Ministries of Economy and 

Finance and the Ministry of Commerce and Industries are the main 

official institutions engaged in giving direction, regulating and 

monitoring commercial activities within the country. Among the 

main sectors for foreign direct investment, we can mention: 

multimodal logistics, maritime services, headquarters premises 

and other services, tourism, renewable energy, light 

manufacturing, and the development of infrastructure projects. 

Step 1: Choosing Your Corporate 
Structure 

The main corporate structures covered under Panama law are: 

a. Corporations (“sociedades anónimas”)

b. Limited Liability Companies (“sociedades

de responsabilidad limitada”)



c. Limited Partnerships (simple or by shares) (“sociedades en comandita”)

d. Branch of a foreign corporation.

For estate planning purposes, other structures such as private interest foundations (“fundación de interés 

privado”) and trusts (“fideicomisos”), are also available. 

There are also several laws providing for special benefits and special economic areas for which the 

Company may apply, which are: 

1. Establishment in a “Zona Franca”, regulated by Law 32 of 2011, formerly known as an Export

Processing Zone.

2. Establishment in the Colon Free Zone, regulated by Decree Law No. 18 of 1948, as reorganized
by Law 8 of 2016.

3. Establishment in the Panama-Pacifico Area, regulated by Law 41 of 2004.

4. Establishment as a Multinational Company Headquarters, regulated by Law 41 of 2007, in

Spanish, “Sede de Empresa Multinacional” or SEM.

5. Establishment in the “Tecnoparque” of the City of Knowledge, in Spanish, “Ciudad del Saber”,

regulated by Decree Law 6 of 1998.

6. Law 76 of 2009 which establishes the Certificate for Industrial Promotion (CERFIN), with the

aim of encouraging the development of industry, based on the effective integration of technology

with high added value.

7. Law 50 of 2017, which establishes the certification for Financing Maritime Projects, providing

legal, migratory, and labor incentives to promote the construction of ships, yards, containers

and wind parks.

8. Law 54 of 1998 on Legal stability of investments, providing certain legal and tax benefits to

enterprises with investments over 2 million dollars.

Below you will find a description of the most relevant corporate structures and special benefits laws and 

regimes. 

Corporations 

Regulated by Law 32 of 1927, as amended, Panamanian Corporate Law is inspired in Delaware’s Corporate 

Law. 

Advantages 

• Expedite incorporation procedures;

• Limited Liability of shareholders, directors and officers;

• Favorable tax treatment of foreign earned income.



Quick Facts 

1. A corporation can be constituted by two or more persons or corporate entities, even if they are

not domiciled in Panama;

2. It begins its existence after its articles of incorporation are registered in the Public Registry;

3. The article of incorporation must include:

a. Name and domicile of the parties who execute the articles;

b. Name of the corporation with an indication that it is a corporation;

c. The purposes and objectives of the corporation;

d. The capital stock and the number and classes of shares into which it is divided, which can be:

i. Registered/Nominative or Immobilised Bearer Shares (Law 47 of August 6, 2013 has

adopted a regime for the custody of bearer share certificates, which comes into force on

August 6, 2015, and requires that bearer shares be deposited with an authorized

custodian together with a sworn declaration containing information on the beneficial

owner);

ii. Of various classes with designations, rights, privileges, and limitations,

iii. With or without a stated par value.

e. The number of shares underwritten by each party to the articles of incorporation;

f. The corporate domicile and the name and address of its resident agent in Panama, which

must be a law firm or lawyer;

g. The corporation’s duration, which may be perpetual;

h. The initial Board of Directors, which should have at least three members and may be

natural persons or legal entities;

i. Other legal clauses agreed upon.

4. Directors may be represented and cast their votes in the meetings of the Board of Directors by

proxies.

5. Any corporation, regardless of where it undertakes its business, must keep a record book for

Minutes and another for Shares.

6. Accounting and other records may be kept using ledgers, electronic media, and other means as

approved by law.



 

 
 
Management of the Corporation 

 
There are two main corporate bodies in charge of the management of the corporation: 

 
• The Board of Directors 

 
The Board is responsible for the management or supervision of the corporation. The Board has absolute 

control and full supervisory powers, and may exercise all powers granted to the corporation, save for 

limitations in the Law, the Articles of Incorporation, and the By-laws, or those set aside for the 

shareholders. The Board of Directors appoints Corporate Officers. 

 
• The General Shareholders Meeting 

 
The shareholders hold paramount power in the corporation. Their engagement is unavoidable when 

amending the Articles of Incorporation, appointing Directors, enacting, amending or repealing by-laws, and 

when the articles of incorporation so require, to transfer into trust or to encumber property with liens or 

mortgages to secure the corporation’s debts with third parties, and any agreement to merge or dissolve the 

corporation. 

 
In addition to the aforementioned, corporations may also have any agents and representatives which 

the Board of Directors, the By-laws, or the Articles of Incorporation may establish and designate. 

 

Taxes 
 
Corporations with business taxable within Panama are under the obligation to file an income tax 

declaration, as well as discharge any other lawful requirement related to the type of business they 

undertake. 

 

Pursuant to Law 52 of 2016, by which it is established the obligation for certain legal entities to maintain 

accounting records, corporations not having operations that are completed, consummated or having 

their effects in the Republic of Panama, are obliged to keep accounting records and supporting 

documentation, for at least five years. Such accounting records, and supporting documentation must 

be kept by the resident agent of the legal entity, or in another place as determined by the legal entity. 

In the latter, the resident agent must know the physical address where the accounting records and 

supporting documentation is kept, and the name and contact information of the person in charge of 

their custody.   

 

Limited Liability Companies 

Law 4 of the 9th of January of 2009 regulates limited liability companies and provides a new vehicle through 

which foreigners and nationals can structure their investments and make use of advantages that laws of 

their country of origin provide for limited liability companies.  



Advantages 

• More flexibility and privacy in the creation and use of the LLC structure, although an LLC requires

more disclosure for its constitution than a Panamanian corporation (“sociedad anonima”).

• Possibility to convert into any other type of legal entity.

Quick Facts 

1. An LLC can be formed by at least of two or more partners, which may be individuals or legal

entities, whose names and domiciles are noted in the publicly available articles of organization;

2. There is currently no legal limit on the number of partners than an LLC may have;

3. The articles of organization must be entered to the Public Registry and may be documented either

by an officially recorded private document or by a public deed, and must include the following

information:

a. The identity of the granters, the partners and an indication of their domicile;

b. The LLC’s domicile;

c. The duration of the LLC, which may be perpetual or for a definite period of time;

d. An indication of the corporate purpose, which may be broad or limited;

e. The amount of authorized corporate capital, which may be in any currency, the shares or

interests in which it is divided and the value of each one;

f. The designation of one or several individuals who will be in charge of the administration and



representation of the LLC and who may or may not be partners; 

g. The designation of one or more officers or general power of attorney holders, special power

of attorney holders, and the powers granted to them;

h. The designation of a resident agent, which must be a lawyer or a law firm; and

i. Any other legal agreements that the granters wish to include.

4. The LLC can exist for a term, which can be renewed, or it can exist in perpetuity;

5. Capital may be completely or partially paid at the time of incorporation, and only the

contributions in kind must be completely made at the time of incorporation;

6. Modifications to the corporate capital can be made by amending the articles of organization,

however, a reduction of the corporate capital is not allowed if such a decrease could cause the

company’s assets to be less than its liabilities;

7. Transfers of corporate quotas that change the identity of the partners and the dissolution of the

LLC must be registered to be valid.

8. Transfers may be made through a private document and must be entered to the Public Registry,

but to become a partner, the transferee must be approved by the other partners;

9. Panamanian LLCs to transform into any type of company or merge with any other type of

company, if such a conversion or merger is approved and any other type of company can

transform into an LLC.

Management of the LLC 

Panamanian LLCs are governed by two corporate bodies. 

• A General Assembly of Partners

The General Assembly of Partners is the meeting of all the partners of an LLC. This Assembly can be 

notified through electronic means and written agreements between partners are valid, without the need for 

a meeting, and whether the partners are present or absent. 

• Administrators

Administrators are individuals designated to carry out the LLC’s operations. If there were several 

administrators, agreements are to be made by a majority of votes, unless the articles of organization state 

otherwise. 

Taxes 

Panamanian LLCs with taxable income in Panama are under the obligation to file an annual income tax 

declaration, as well as discharge any other lawful requirement related to the type of business they 

undertake. 



Pursuant to Law 52 of 2016, by which it is established the obligation for certain legal entities to maintain 

accounting records, corporations not having operations that are completed, consummated or having their 

effects in the Republic of Panama, are obliged to keep accounting records and supporting 

documentation, for at least five years. Such accounting records, and supporting documentation must be 

kept by the resident agent of the legal entity, or in another place as determined by the legal entity. In the 

latter, the resident agent must know the physical address where the accounting records and supporting 

documentation is kept, and the name and contact information of the person in charge of their custody. 

Registration as a Branch of a Foreign Corporation 

Corporate structures organized in other countries or jurisdictions may register as a branch of a foreign 

corporation in the Republic of Panama. 

Advantages 
• Expedite incorporation procedures.

Quick Facts 

1. The registration of the foreign corporation to do business in Panama requires the following filings:

a. Registration before the Public Registry Office (our corporate registry),

b. Obtaining a Notice of Operation in the Ministry of Commerce and Industry’s Panama

Emprende system, and

c. Registration before the Ministry of Finance and Treasury as a taxpayer;

2. To register the foreign entity before the Public Registry Office following documents need to filed:

a. A certified copy of the company’s articles of incorporation and amendments to date,

notarized and legalized by apostille or before a Panamanian consulate;

b. A copy of the company’s Balance Sheet, notarized and legalized by apostille or before a

Panamanian consulate;

c. A corporate resolution indicating the company’s intent to register a branch in Panama, which

should include a declaration of the amount of its capital engaged or to be engaged in business

in Panama, as well as the designation of legal representatives and a resident agent,

notarized and legalized by apostille or before a Panamanian consulate;

d. A Certificate of Good Standing issued by the registrar of the State of incorporation,

notarized and legalized by apostille or before a Panamanian consulate.

3. The Branch must appoint one or more natural persons that will act as legal representatives of

the corporation in the Republic of Panama, with power to act in the name and on behalf of the

company in all its local activities;

4. Usually, a general power of attorney is registered on behalf of the persons that will be handling

the Branch’s matters.
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Taxes 

The branch will be required to file taxes on the taxable income it 

generates within Panama. It will be under the obligation to file an 

income tax declaration, as well as discharge any other lawful 

requirement related to the type of business they undertake. 

Multinational Headquarters Regime 

Law 41 of the 24th of August of 2007 creates a special regime 

for the establishment and operation of Multinational Companies 

Headquarters (SEM, for its acronyms in Spanish) and creates 

the Licenses Commission of Multinational Companies 

Headquarters.  

Law 57 of 2018 modified some aspects of Law 41 related to tax 

matters by introducing a 5% income tax on its taxable income 

with a minimum 2% income tax on its taxable income), 2% 

capital gains tax in the event of sale or transfer of its shares and 

the application of transfer pricing norms under the arms’ length 

principle in its inter-company contracts. It also allowed SEMs to 

apply for the benefits of Law 54 of 1998 on legal stability of 

investments.  

Advantages 

• Favorable tax treatment for the company;

• Special migratory visas for its workforce;

• Flexible labor regulations for their employment contracts.

Quick Facts

1. In order to qualify for the benefits of Law 41, the company

or its business group has to fit specific criteria:

a. It has to have headquarters in a foreign country,

b. Carry out activities in several countries or different regions

of the same country, and

c. Its assets should be of at least US$200 million or have provide
services to at least 7 affiliates, subsidiaries or related
companies;

2. A Multinational Company Headquarter is intended to be a

part of the multinational company which provides services

to the company’s headquarters, subsidiaries, affiliated

companies or associated companies outside of Panama;



 
 

3. A Multinational Company Headquarter can carry out the following type of services  for the 

multinational company or companies that are part of the same business group: 

a. Management and /or administration of operations of any of the companies of an economic or 

corporate group in a specific geographic area or globally, including strategic planning, business 

development, managing and/or training personnel, operation control and/or logistics; 

b. Logistics and/or warehousing of components or parts required for the manufacturing or 

assembling of any product manufactured by the company; 

c. Technical assistance to companies of an economic or corporate group or to customers having 

acquired products or services from any such companies, for which the latter shall be under the 

obligation to provide support services; 

 

d. The financial management, including treasury services, of an economic or corporate group; 

e. The accounting of an economic or corporate group; 

f. Preparation of plans being part of the designs and/or constructions, or any thereof, in the 

normal course of business of the headquarter or any subsidiaries thereof; 

g. Consulting, coordination and monitoring of marketing and advertising strategy for goods or 

services produced by any economic or corporate group; 

h. The electronic processing of any activity including the consolidation of operations of an 

economic or corporate group, which may include network operations; 

i. Support of operations and research and development of products and services of an 

economic or corporate group; 

j. Any other analogous service previously approved by the Cabinet Council; 

 

4. In order to obtain a license, a written request must be submitted to the Technical Secretariat of the 

Commission by way of the application form, along with a series of documents. 

 

 

Management 
 

A Multinational Company Headquarter can operate as a foreign company registered in Panama or as 

Panamanian corporation that is owned by the multinational company, its subsidiaries or affiliates. While 

the company may also engage in local activities, they must do so through a separate legal entity. The 

separate entity must keep their personnel separate from the Multinational Company Headquarter’s 

personnel and will not partake in the benefits Law 41 grants to the Multinational Company Headquarter. 
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Confidentiality 

After obtaining a license, Multinational Companies Headquarters (under SEM license) are obliged to present an 

annual report to the Technical Secretariat regarding their activities in the isthmus and will have a duty to report 

any changes in the status of their operations in the country and its personnel. 

Taxes 

Companies Headquarters have the following tax benefits: 

1. They pay a 5% income tax rate over taxable income, with a minimum payment of at least 2%.

2. They are exempt of the payment of the dividend tax and the complementary tax.

3. They are not subject to use the fiscal equipment, although they are required to record all their

activities by issuing receipts or any equivalent documents that will allow the General Directorate of

Income the due control of their records, accounting and supervision of the transactions.

4. Panamanian taxpayers that benefit from the services of a company with a SEM license, must retain

a rate of 5% as long as such services have an impact on the production of income with Panamanian

source. In the case of remittances abroad, the effective rate will be 2.5% as long as such services

have an impact in the production of income with Panamanian source, and the expenditure is

considered as a deductible expense.

The foreign management personnel of Multinational Companies Headquarters are granted the following tax 

benefits: 

1. They are exempt from payment of income tax, social security and education contributions so long as

their salaries are paid from abroad;

2. They are allowed to import household items without the payment of custom duties on their first arrival

to the country.

Immigration 

There is a special and efficient procedure for obtaining visas for the personnel of a Multinational Companies 

Headquarters. Law 41 instructs the Ministry of Commerce and Industry to procure the paperwork for the foreign 

personnel and their dependents, which they do through a Single Window Service. 

The Visa for Permanent Personnel of Multinational Companies Headquarters is issued for a renewable period 

of five years, during which they have the benefit of multiple entries and exits, with the option of obtaining permanent 

residency at then of 5 years counted from the visa approval date. Holders of this type of visa do not require a work 

permit.  
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For temporary personnel, there is a Special Visa for Temporary Personnel of Multinational Companies 

Headquarters, which can be obtained by personnel from countries that require a visa to enter Panama. This visa 

has a maximum duration of three months and the holder does not require a work permit. Special visas are also 

available for special events, obtainable by personnel of countries who require a visa to enter the country and will 

only enter for a specific event. 

 
It must be noted that the ordinary visa application requirements and costs still apply and their personnel need to 

be covered by private medical insurance plan. 

 

 
Labor Law Benefits 

 
Among the benefits conferred upon personnel by Law 41 are the following: 

 
1. Their personnel do not require work permits;   Additionally, Labor Code mandated quotas do not apply to the 

management personnel of Multinational Companies Headquarters. 
 

 

The Colon Free Zone 
 
Decree Law No. 18 of 1948 created the Colon Free Zone Administration as the official entity charged with 
establishment, operation and development of the Colon Free Trade Zone.   
 
The Colon Free Zone Administration may undertake the following activities, transactions, or negotiations: 
1. Import, store, exhibit, bale and unpack, manufacture, package, organize, assemble, refine, distil, mix, 

transform, and generally operate and manipulate all manner of merchandise, products, raw materials, 
packaging and other business dealings; 

2. Allow locals and foreigners, whether resident or not, for third parties or for their own accounts, with or 
without profit, to engage in the transactions listed under a) above, or to allow foreign firms to be 
represented for the purpose of re-exporting merchandise; 

3. Construct buildings for offices, factories, stores, warehouses, or machine shops for the Colon Free Zone’s 
own use or for rental; 

4. Lease land for other parties to erect structures for specific purposes 
5. Develop ports, piers, dry docks, sites for landing and disembarking, railway depots, and to grant 

concessions or licenses for development of said activities; 
6. Authorize all manners of ancillary businesses of banking, insurance, customs brokerage and cargo 

verification surveys, 
7. Authorize development of any infrastructure whatsoever as required conducting the above listed business 

under investment acknowledgement agreements, 
8. Allow local natural persons the sale of food within the zone itself from movable stands, 
9. Allow within the zone itself mass and individual transportation of persons and goods. 
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The above allows companies interested in importing and exporting goods out of the Colon Free Zone the 
following ways to operate within the Free Zone:  
 
1. Leasing lots for construction of warehouses or offices or own use or by third parties;  
2. Leasing buildings from the Colon Free Zone Administration for real estate from private persons;  
3. Via representation agreements with operators already established in the Colon Free Zone;  
4. Using the Free Zone’s public warehouse. 
 
There are three main permits that companies apply for to operate in the Colon Free Zone:  
 

1. User Company Permit, applicable for Panamanian companies that will lease warehouse space and 
operate their own import/export activity. Companies commit to hiring at least 5 Panamanians and 
must re-export at least 60% of all products stored in the warehouse outside of Panama. Companies 
may have showroom space. Companies must pay annual fees to the Colon Free Zone, waste 
management fees and you will need to have compliance procedures as required under Panama’s 
compliance laws and appoint a representative for compliance matters and complete forms with the 
Unidad de Análisis Financiero (Financial Analysis Unit) to prevent money laundering. Income tax will 
be applicable for your sales into Panama, and dividend tax applicable on your full sales, as well as a 
tax on corporate capital (impuesto de aviso de operación).  
 

2. Representation Permit, applicable for Panamanian companies that hires an established operator in 
the Colon Free Zone to handle its import/export activity, but does not directly have physical presence 
in the Colon Free Zone. This companies may have an office space in the Colon Free Zone for handling 
paperwork of maximum 20 m2, but no showroom space. They must re-export at least 60% of all 
products stored in the warehouse outside of Panama. Companies with this permit will need to appoint 
a representative for compliance matters and complete forms with the Unidad de Análisis Financiero 
(Financial Analysis Unit) to prevent money laundering. Income tax will be applicable for your sales 
into Panama, and dividend tax applicable on your full sales, as well as a tax on corporate capital 
(impuesto de aviso de operación). 

 
3. Special Representation Permit, applicable for foreign companies that will handle their storage and 

products through a contract with an established operator and will re-export 100% of the products 
outside of Panama. Under this scheme, you will not be liable for Panama taxes, however, you will not 
be able to import any product into Panama. Products meant for Panama would need to be shipped 
directly from China to Panama, and consigned to the buyer in Panama. You will need to appoint a 
representative for compliance matters and complete forms with the Unidad de Análisis Financiero 
(Financial Analysis Unit). Taxes will not be applicable under this permit, as the company will not have 
a presence in Panama.  
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The Panama Pacific Special Economic Area 

The Special Panama-Pacific Economic Area Agency is a government entity created by Law No. 41 of 

2004 (amended by Law 31 of 2009, Law 8 of 2010, Law 11 of 2013, and Law 66 of 2018), which is in 

charge of managing, directing, operating, and developing the Panama-Pacific Area. 

This area is located on the west bank of the Panama Canal, near the Pacific Ocean, where the U.S. 

Howard Air Force Base previously operated. This Base was under the command of the United States 

of America, until it was reverted back to Panama in 1999, by virtue of the Panama Canal Treaties. 

Individuals and corporation established in the Panama-Pacific Area may engage in all kinds and types 

of activities not expressly prohibited the laws and rules and regulations currently in force in the Republic 

of Panama, on health, security, and public order issues. 

Regarding activities which in the opinion of the Agency may affect equilibrium of contract agreements 

entered into with the State, individuals and corporations who engage in said activities can register at the 

Registry of the Panama-Pacific Area, but shall not benefit from the tax and labour incentives provided 

by the law currently in force. 

Panama-Pacific Agency 

The Panama-Pacific Agency is responsible for handling all paperwork procedures which the companies 

operating therein need to carry out, as well as to assist them in any need they may have. 

The Panama-Pacific Agency operates as a system known as the Integrated Processing System (in 

Spanish, SIT). It makes it easier for all companies which operate therein, to carry out all the processing 

of their paperwork procedures which must be processed before Government entities, thus avoiding 

the need to go to different places or locations for services to be rendered. Therefore, the institutions 

stationed at SIT take care of and resolve at the site, all processing of paperwork procedures required for 

by the companies operating within the Panama-Pacific Area, pursuant the new and swift, accelerated 

procedures. At present, Government entities which have established an office at SIT are as follows: 

The National Immigration Service, Ministry of Labour and Labour Development, the National 

Environmental Ministry, Municipal Government, Social Security Office, National Customs Authority, just 

to name a few. 

Tax incentives 

The Panama-Pacific Area is an area or zone with a preferential tax treatment, including a reduced income 

tax rate of 5%, amongst other benefits and exemptions, depending on the company’s activities and source of 

income.  
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Labor Regime 
 

Law 41 of 2004, as amended, contains special labor provisions for the Special Panama Pacific Economic 

Area, nevertheless, matters not regulated by said Law shall be regulated by the Labor Code in a supplementary 

manner; that is, it applies to those issues not regulated by Law 41 of 2004. 

 

We can mention among the Labor regulations, the following: 

 
• 25% fixed overtime pay for overtime hours. 

• Mixed and night work shifts, paid per tour actually worked. 

• Possibility to agree on rotating shifts. 

• Possibility to agree on weekly day off different than Sunday. 

• Fixed overtime pay of 50% for working on a weekly day off. 

• Possibility to negotiate the manner of making use of vacation time. 

• The following are considered to be grounds for dismissal: reduction in sales, and/or request of 

services because of market fluctuations. In the event of economic grounds for dismissal, Labor 

authorities shall have 15 days to render a decision thereupon. In the event that no decision has been 

made, the dismissal shall be considered to be justified. 

• Day, night, and mixed shifts shall be paid on an hourly basis having been worked. 

• Maximum duration, without exceeding that established by Law. 

• Right to compulsory day off, is governed by the Labor Code. 
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• Overtime hours can be agreed upon, with the limitations set forth under the Labor Code, with an only 

overtime pay of 25%. 

• Unless otherwise agreed upon, overtime work shall be compulsory if relief has not arrived. 

• Freedom to negotiate the compulsory weekly day off, same which can be any day of the week. 

• This includes all companies located within the Special Economic Area, which are part of the list of 

companies which pursuant the Labor Code, can open on Sundays and on national or mourning 

holidays. 

• By way of negotiation of a Collective Work Agreement, on vacation issues. 

• The Labor Code applies temporarily, until a Collective Work Agreement is approved. 

• Justified grounds for dismissal are listed in the Labor Code of the Republic of Panama, as well as 

economic grounds or reasons for dismissal as regulated under Law 41 of 2004. 
 

• Market fluctuations which cause the loss or considerable reduction on the demand for services or 

sales are grounds for dismissal or layoff. 

• Ministry of Labor must render a decision for request for dismissal or layoff within a period of 15 days; 

otherwise the company will understand that it is authorized to proceed with a reduction of personnel. 

• In lieu of Labor Conciliation Boards, the Office of Conciliation has been created at the Agency, which 

shall handle all out of court, unofficial Labor claims. 

• There is an obligation to enter into Labor contract agreements in writing, subject to the formalities 

and provisions as set forth in the Labor Code. 

 

Migration Regime 
 

Law 41 of 2004, as amended, contains special Special Visas for Area employees and investors which are 

processed directly at the Panama-Pacifico Agency. 

 

Promotion and Industry Development (CERFIN) 

Law 76 of 2009 created the Certificate for Industrial Promotion (CERFIN) with the aim of encouraging the 

development of industry, based on the effective integration of technology with high added value. This benefit is 

applicable to industrial manufacturing companies, agro-processing and marine resources companies, as well 

as to all the integrated operations of industrial firms engaged in the acquisition and processing of agricultural 

and forestry raw materials, including micro, small, medium and other companies established or being 

established in the Republic of Panama.  

Law 76 was amended by Law 25 of May 23 of 2017, stating that the objective of the Law is to create a new 

institutional framework with a body of law that promotes the competitive development of the industrial and 

agro-industrial sector. Thus, the Law is also applicable to the agroindustry and the manufacturer industry. 

 
The Certificate for Industrial Promotion is a non-transferable nominative document approved by the 

authorities, which is exempt from any kind of tax, does not cause any interests, and is valid for eight 
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(8) years from its issuance. The same may be used by the beneficiary for the payment of all taxes and national

contributions. The certificate may not be used for payment of taxes, fees or contributions of the company that

were generated in fiscal years prior to its issuance, to cover the minimum payment of dividends or

complementary taxes, for payment of excise tax on fuel or oil products, or for payment of taxes subject to

withholding.

Some of the main contributions of Law 25 of 2017 are: 

(i) The establishment of a National Program of Industrial Competitivity, with the aim to implement

a national policy on industrial promotion;

(ii) The establishment of a National Industrial Registry, seeking to collect statistic data and

develop indicators allowing to evaluate the development of competitivity and production of the

national industry, and to implement a streamlined process through a Single Window for the

industry. MICI will be the entity in charge of registering the company in the Registry.

The CERFIN will be granted to agricultural/industrial businesses that invest in privileged activities, which may 

receive the benefit of 35% reimbursement of disbursements incurred in such activities and 25% for other 

industrial activities they perform. 

The activities encouraged by the law are: 

1. Research and development;

2. Management and quality assurance and environmental management;

3. Investment or reinvestment of profits in the establishment or expansion of productive facilities or the

capacity to produce;

4. Preparation and training of human resources;

5. Increase in employment associated with production.

Companies that for whatever reason are enjoying any other benefit or tax incentives, construction companies, 

communication or power generation, transmission and distribution of electricity, or companies engaged in the 

packaging and distribution of products without the intervention of industrial processing, are not allowed to 

request a CERFIN. On the other hand, companies that are established after the entry into force of Law 76 may 

apply for the CERFIN two years after starting its operations. 

Companies which adopt the provisions of Law 76 of 2009 may import raw materials, semi-finished or 

intermediate products, machinery, equipment, packaging, and other inputs used in the composition or the 

process of developing their products, paying in addition to the VAT, only the import tax equivalent to 3% of 

CIF value of foreign inputs. 

All companies benefiting from the incentives provided under Law 76 of 2009 must inform the Ministry of 

Commerce and Industry through a sworn affidavit, the name of beneficiaries who have directly or indirectly more 

than 5% of the shares of that company. 

This is effective as of 23 January 2010 and is valid for 20 years. 
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Step 2: Your Notice of Operation 

Once the branch or company is registered at the Public Registry, the next step is to obtain the Notice of 

Operation, which is the equivalent of a business license. 

 
Law 5 of January 11, 2007, by which the opening process of enterprises is speed up and other norms are 

established, provides the legal groundwork for the Notice of Operation, which has replaced the commercial 

licenses that were once issued by the Ministry of Commerce and Industry. It is the only process required to start 

a new activity in Panama and includes the Taxpayer’s Unique Registration Number, known as the RUC, 

“Registro Único de Contribuyentes”. 

 

Quick Facts 
 

1. The Notice of Operation is obtained online through a website called Panama Emprende 

(www.panamaemprende.gob.pa) through which information on the corporation, its directors, 

employees, activities, operation, starting date of business and a sworn statement is introduced; 

2. The number issued by the Panama Emprende System is the only number that will identify a taxpayer 

at all levels of government, including the Ministry of Economy and Finance, the Ministry of Commerce, 

the Social Security System and municipalities. 

 

 

Regulated Activities and Exempt Activities 
 

Certain regulated activities need to comply with previous requirements before starting the operation notice 

process. 
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Step 3: Registering with the Authorities 

Ministry of Economy and Finance 
 

Registration as a taxpayer before the Ministry of Economy and Finance assigns the company a taxpayer 

number known as “Registro Unico de Contribuyente” or RUC. This registration is conducted by way of a form 

that must be signed by the legal representative of the company and filed at the General Directorate of Income. 

 
Additional, a Tax Identification Number (“Número de Identificación Tributaria” or NIT) is obtained at the 

General Directorate of Income’s website, which allows taxpayers to view their tax status, statements and 

pending taxes online, as well as generate tax good standing certificates. 

 

Municipalities 
 

Companies must register as a taxpayer before the Municipalities in which they operate. The Municipality will 

then perform an inspection, assign the company a taxpayer number and assess municipal taxes to be paid 

by the company. 
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Regulated Industries 
 

Companies engaged in any of the following regulated industries may require registration, licenses and/ or 

permits at any of the following entities: 

 
1. Banks and financial institutions at the Superintendency of Banks of Panama (“Superintendencia de 

Bancos de Panamá”), 

2. Insurance and reinsurance companies at the Superintendency of Insurance and Reinsurance of 

Panama, (“Superintendencia de Seguros y Reaseguros de Panamá”), 

3. Securities activities at the Superintendence of the Securities Market, (“Superintendencia del Mercado 

de Valores”), 

4. Companies engaged in activities involving public services such as water, energy, electricity and 

telecommunications at the National Authority of Public Service (“Autoridad Nacional de los Servicios 

Públicos”), 

5. Companies engaged in private or commercial air travel at the Civil Aeronautic Authority (“Autoridad 

Aeronáutica Civil”), 

6. Companies engaged in the tourism industry at the Tourism Authority of Panama (“Autoridad de 

Turismo de Panamá”). 

 

Step 4: Your Employees 

Panamanian labor conditions are governed by the Labor Code (Cabinet Decree No. 252 of December 30th, 1971 

as modified). Legal subservience and economic dependence hallmark the existence of a job relationship 

under the Code. The existence of said relationship gives rise to the obligation for payment of wages. 

 
Workers’ rights are considered a minimum and cannot be relinquished nor diminished. Any act, contract or 

statement suggesting waiver or impairment of worker’s rights is held to be null and void. Furthermore, employer 

or business’ division into different legal entities does not impinge on workers’ rights. 

 
The two entities you will engage with on the matter of your employees are: 

 
1. The Ministry of Labor and Labor Development; 

2. The Caja de Seguro Social (Social Security Administration). 

 

Employment Contracts 
 

Employment contracts must be executed in writing in 3 copies (one each for the worker, employer and Ministry 

of Labor and Labor Development). In absence of such contract, worker allegations of facts and 
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circumstances, which should have been contained thereon, shall be deemed proven, barring contrary proof 

from the employer. 

Contracts can be entered into for specific or indefinite periods and for specific works. The maximum term for a 

specific contract is one year. It will nonetheless be held as effectively covering an indefinite period should the 

employee: 

1. Continue working beyond the contract’s expiration,

2. Continue working beyond conclusion of works agreed,

3. When successive contracts are entered into for definite terms or for specific works.

Contracting under probation period of up to three months is viable, provided the service sought requires certain ability 

or dexterity and is explicitly spelled out in the contract. 

Termination of Employees 

Under Panamanian law an employer cannot terminate without cause a permanent job relationship, barring justification 

provided by law and under legal formalities. Exceptions to this general rule include: 

1. Workers with service of less than two continuous years,

2. Household staff,

3. Ratings on vessels trading internationally,

4. Apprentices, and others.

The Law prescribes a specific set of causes justifying dismissals, categorizing them as disciplinary, not 

attributable, and economic. 

The main grounds for dismissals include: 

1. Incurring in acts of violence or threats against an employer or his relatives, senior staff or co- workers;

2. Incur into grievous lack of probity or integrity or in the commission of property crimes to the detriment of

the employer;

3. Sabotage of job-related machines, tools, and product, buildings and appurtenances;

4. Negligently imperil security of the workplace and of persons present there;

5. Willfully and repeatedly refuse measures preventing occupational hazards;

6. Unjustifiable disobedience of management-related orders to the employer’s detriment;
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7. Repeated lack of attendance without employer authorization; 

8. Sexual harassment, lewd or criminal conduct by worker during working hours; 

9. Repeated and unauthorized consumption of alcohol or drugs; 

10. Evident deficiency in productivity against specific standards measured under technical and 

evaluation systems previously approved by the Ministry of Labor and Labor Development or agreed 

to in collective bargaining; 

11. Self-evident lack of talent or inefficiency by the worker or his loss of legal qualifications for his 

specialty which preclude discharge of contractual obligations; 

12. Force major or happenstance implying unavoidable, direct, definitive cessation of the employer’s 

activities; 

13. Employer’s bankruptcy proceedings; 

14. Contractually-defined job interruptions or decrease in employer activity, due to serious market 

downturns, partial profitability due to production losses or through innovations in production 

procedures and equipment or analogous causes, all subject to corroboration. 

 
To legalize dismissal an employer must deliver a letter formally notifying the worker of the decision as well 

as a date and specific cause for termination of the job relationship. 

 

Foreign Workers 
 

All foreign workers require a work permit approved by the Ministry of Labor and Labor Development in 

order to work in Panama. A Work Permit is valid for one year, renewable for similar periods. 

 
As a general rule Panamanian law allows contracting foreign workers in a proportion of not more than 10% 

of the workforce, except for foreign technicians, whose percentage may increase up to 15%. 

 
.  

 
Exempted from said percentages are foreign staff members of businesses established solely to supervise from 

Panama transactions executed, carried out, and consummated abroad, prior official approval. 

 
In recent years, specific resident categories have been created to allow foreigners to work in companies outside to 

10% and 15% criteria as set out above. 

 
A case by case evaluation must be made to assess options available to each particular client. 
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Salary 

Salaries may be set by unit of time (month, fortnight, week, day or hour) and by piecework. It encompasses, in 

addition to money or payment in kind, gratuities, receipts, bonuses, performance premiums, commissions, 

profit sharing, and any income or benefit accruing to the worker by virtue of his job or as consequence thereof. 

In any event it may not be less than the legal minimum (decreed by Government according to service and 

geographical location) or by agreement. 

Thirteenth Month Bonus (Décimo Tercer Mes) 

Under Panamanian law employers must pay workers a special bonus styled “Thirteenth Month” consisting of 

a day’s salary for each eleven days’ work, to be disbursed in three equal installments on April 15th, August 15th 

and December 15th of each year. This amount is not considered as part of the salary for purposes of the 

Social Security assessment. 

This worker bonus is not attachable, but is subject to income tax. It is tax deductible for the employer as an 

expense in the production of his income. 

Work Shifts and Overtime 

Three work shifts exist under the Labor Code, to wit: 

1. Day shift (from 6:00 a.m. to 6:00 p.m.);

2. Night shift (from 6:00 p.m. to 6:00 a.m.);

3. Swing shift (encompassing periods other than the above, but limited to three hours within the night

shift).
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Day shift involves a maximum 8 hours, and its workweek is defined as up to 48 hours. Maximum night 

shift is 7 hours and its work- week covers up to 42 hours. 

The swing shift is allowed a maximum 7.5 hours’ work and its week is up to 45 hours. 

The same wages accruing to a full Day shift of 8 hours are to be paid for each 7- hour Night shift and 7.5-hour 

Swing shift. 

Overtime entitles surcharges on regular wages as follows: 

1. 25% during the Day shift;

2. 50% during the Night shift or as an extension of a Swing shift begun during a Day shift;

3. 75% for extensions of a Night shift or of a Swing shift begun during a Night shift.

No more than three hours overtime per day or nine hours per week are lawful. Should overtime materialize 

in excess of said limits, the surplus itself shall bear a surcharge of an additional 75%. 

Shifts during National holidays or days of mourning carry a surcharge of 150% (which includes payment for the 

day’s rest), without prejudicing the worker’s right to another weekday’s rest as compensation. 

Shifts on a Sunday or other mandatory day of rest entitles the worker to a 50% surcharge, without prejudice to his 

right to enjoy another day’s rest. 

In calculating these surcharges, the surcharge for work on a Sunday, holiday or National day of mourning is 

initially applied to regular wages, and this amount subsequently serves as the basis for determination of any 

overtime owed. 

National Holidays and Days of Mourning 

The following are mandatory rest days in Panama: 

• January 1 and 9;

• Carnival Tuesday;

• Good Friday;

• May 1;

• November 3, 4 and 5;

• November 10 and 28;

• December 8 and 25Inaugural Day for a new President of the Republic.
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Vacations 

Workers are entitled to annual paid vacations determined at the rate of 30 days for every 11 months of continuous 

work (or one day for every eleven days of service). Payment will involve one month’s salary when the latter had 

been agreed on a monthly basis and 4 1/3 weeks when weekly wages had been agreed. 

Vacation time may not be waived nor exchanged for neither money nor any other compensation. Time off for 

vacation can be divided only in two equal portions. Up to two vacations terms may be accumulated, in which 

event the worker must take at least fifteen days’ rest from the first term and the balance should accumulate 

for the subsequent term. 

Seniority Premium and Severance Fund 

Upon termination of any job contract for an indefinite period, for whatever reason, every worker is entitled to 

receive from his employer a “Seniority Premium” to be fixed at the rate of one week’s wages per each year’s 

service from the commencement date of the work relationship. In the event of an incomplete year of service, 

the worker is entitled to proportionate payment. 

For Seniority Premiums calculations, the average amount of any and all compensation received by a worker 

during the final five years of employment is deemed to constitute his salary for every year throughout his working 

relationship. The official Social Security Administration as well banks, life- insurance companies, and savings 

and loans associations are authorized to manage Seniority Premium sinking fund contributions. 

Employers are under the obligation to set up a Severance Fund to cover Seniority Premiums and indemnity 

for unjustified dismissals or warranted resignations. 

Every three months an employer must contribute into this Fund a quota for the worker’s Seniority Premium, 

plus 5% of the monthly amount towards an indemnity to which the worker might be entitled should their 

relationship end in unjustified dismissal or warranted resignation. These quarterly contributions will be held in 

trust by banks (with General License), insurance companies (with license to operate in Panama), businesses 

holding fiduciary licenses, co-operatives and companies managing investment funds or mutual funds. Such 

contributions are deductible expenses to the employer’s income tax calculations. 

Indemnity for Unjustifiable Dismissal 

The Labor Code provides for an indemnity to be disbursed solely in cash in event of termination of an indefinite 

job contract without a justifiable cause, as per a schedule established in the Code. For job relationships initiated 

following August 12, 1995, indemnity is 3.4 weeks for every year served during the first ten years, while every 

subsequent year thereafter carries one week’s salary each. This indemnity cannot be combined with the 

other scales. An appropriate proportional amount is payable, should a full year not be completed. 
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Collective Labor Relationships 

Formation of unions by company or by industrial is viable under 

Panamanian law. Workers’ right to strike in order to protect their 

rights and working conditions is also recognized. Similarly, collective 

bargaining between employers and unions is also lawful. Collective 

labor disputes are submitted to conciliation.  Following the 

conciliation proceedings, the collective dispute could be submitted, 

total or partially, to arbitration if both parties agrees, or if the conflict 

involves a utilities entity. Workers may also submit a request to 

arbitrate the dispute before the Regional or General Labor 

Department. Employer strikes (“lockouts”) do not exist in Panama. 

 

Social Security 

Both employers as well as workers or employees must pay 

mandatory contributions into the Social Security Administration (Caja 

de Seguro Social, or C.S.S.), in order to cover benefits for disability 

(temporary or permanent), death, old age, maternity leaves, dental 

and medical services, pensions and retirements. 

 
As a general rule, under Panama law every employee (including 

foreigners) employed by a natural or juridical person operating within 

Panama must be insured against occupational hazards with the 

Social Security Administration (C.S.S.). Premiums for this coverage 

are set by the aforementioned entity via a schedule covering types 

and degrees, and payments are from employers’ sole account. 

Classifications and ratings of firms or employers are set by Social 

Security Administration. Premiums are quantified by multiplying total 

salary amounts by the degree of risk associated with the business and 

by a constant factor of seven cents (US$0.07). 

 

Education Tax 

This contribution styled as “Educational Insurance” is a mandatory 

subsidy for educational activities within the country. It is made up by 

contributions from workers (salaried or self-employed) and from 

employers. Contributions into the Educational Insurance Fund are 

deductible from the taxpayer’s income tax calculations. 

 
 
 
 
Step 5: Managing your Business 

Contracting with Third Parties 
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Contracts without special legislation are generally covered under the general rules for contracts. The general 

rule of contracts encompasses the notion of contractual freedom, in which parties may accord into any 

clauses, pacts, terms and conditions deemed convenient as long as they do not contradict the law, public 

morals and public policy. 

However, contracts between providers of goods and services, and consumers are regulated by Law No. 45 of 

October 31, 2007, as amended, which dictates norms on consumer protection and defense of competition.  This 

law creates the Consumer Protection and Competition Defense Authority (“Autoridad de Protección al 

Consumidor y Defensa de la Competencia”). In adhesion contracts, the Law deems such clauses as “unfair 

terms” that might imply a waiver of consumer rights recognized in Law, and thus, to be null and void. 

Contracting with the Government 

Law No. 22 of June 27, 2006, as amended most recently by Law 153 of May 8, 2020, regulates government 

procurement, or contracting with the government. 

The General Directorate of Government Procurement (“Dirección General de Contrataciones Pública”) is the 

entity that regulates, interprets, controls and advises state and public entities on contractor selection 

proceedings. The Directorate is an autonomous entity with legal personality, but subject to the control 

exercised by the General Comptroller of the Republic (“Contraloría General de la República) and the Executive’s 

policies as outlined by the Ministry of Economy and Finance. 

Contracts with the government are managed through an online portal system called “PanamaCompra”, which 

details the products and services required by the public sector. All government entities are required to publish 

all the information pertaining minor contracting, contractor selection proceedings, direct contracting and the 

contractual stages. 

Intellectual Property Rights 

Law 35 of May 10, 1996 regulates industrial property and was modified by Law 61 of August 2, 2012. 

This statute intends to protect inventions, utility patents, models and industrial drawings, industrial and 

commercial secrets, trade and service marks, collective marks, warranty marks, declarations of origin, source 

denominations, commercial names and advertising slogans and signs. Amongst the changes implemented in 

2012 is the possibility of multiclass registrations, allowing the registration of power of attorneys within the 

Panamanian trademark office and provisions with respect to the electronic processing of trademark 

registrations. 

Protection is applied for at the General Directorate of Industrial Property Registration (D.I.G.E.R.P.I.) of the 

Ministry of Commerce and Industries. 

Step 6: Paying Taxes 

Tax legality is among the fundamental rights enshrined in the Political Constitution of the Republic of Panama, 

which is to say all tax and revenue schemes must be enacted into Law. The Fiscal Code (Law No. 8 of 1956 and 

its successive reforms) is the principal body of law governing the country’s taxation system. 
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Among the major national tributes levied under the Panamanian tax system are taxes on: 

a. Income;

b. Import;

c. Exports;

d. Real estate;

e. Ships;

f. Execution of documents (stamp tax);

g. Commercial and industrial licenses;

h. Banks, finance companies and exchange houses,

i. Fuel and Petroleum by-products

j. Transfer of Chattel and Services (ITBMS)

k. Selective Consumption (ISC)

l. Real Estate Transfer and,

m. Insurance.

A. Income Tax

The hallmark of Panamanian taxation is strict adherence to the principle of tax territoriality. Thus Article 694 of 

the Fiscal Code specifies that only “taxable income generated from any source within the territory of the 

Republic of Panama regardless of where it is collected” is subject to income tax. 

Currently, the general corporate tax rate is 25% from the net taxable income. The taxpayer will be responsible to 
file its income declaration within the term established by law; as a general rule for companies, they have until 
March 31 of the following year for the declaration of the precedent year. 

Entities in which the Government owns above 40% of their shares shall pay income tax at the rate of 30%. 

According to article 694 of the Tax Code certain activities as not taxable within Panamanian territory, since 

they are not considered to be income: 

a. Invoicing from a business within Panama for the sale of merchandise or products for an amount greater

than that for which such items had been invoiced to said business within Panama, whenever said

merchandise or products do not physically enter Panama, and as long as such merchandise or

products are displaced abroad only;

b. Supervise from an office within Panama business transactions performed, completed, or having

effect abroad (offshore operations); and,
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c. Distribute dividends or shares of juridical persons that do not require Notice of Operations or 

generate income in Panama, when such dividends or shares are produced from incomes that were not 

generated in Panamanian territory, including incomes described from the activities mentioned in 

points a) and b) of this paragraph. 

 
If a natural or juridical person receives income from both Panamanian and non-Panamanian sources, tax is 

liable only against that portion obtained from a Panamanian source, except for dividends if the company has a 

notice of operation. 

 
For natural persons, the following items are considered gross revenue of the taxpayer’s overall income, without 

any deductions: 

 
a. Salaries, wages, bonuses, representation expenses, day wages, travel allowances, incentives, 

commissions, pensions, retirements, honoraria, use of vehicles or housing, leisure travel, family 

education expenses, considerations, shares plus other payments for personal services, except 

medical insurance expenses; 

b. Proceeds or profits from business, industries, commerce or agricultural activities; 

c. Leasing activities of any kind, interest plus shares from copyrights, royalties, lease premiums, 

factory marks, patents, and etc.; 

d. Dividends or share distributions; 

e. Profits taken on the sale of real or personal property, shares, bonds, plus other securities; 

f. Proceeds or profits from the rendering utilities such as electricity, telephone or gas; 

g. 50% of income which local movie distributors receive from theatres when films are shown within 

Panama; 

h. Business activities of parties operating established within free zones; 

i. Any increase in personal wealth not justified within the relevant year. 

 
Under applicable provisions, those expenses incurred in the generation of income and the protection of its 

source are deductible from the income tax. 

 
Also, the following are deemed deductible expenses or distributions: 

 
a. Donations to officially-designated local educational or non-profit charities up to US$50,000 (for natural 

persons) or 1% of the donor’s taxable income (for legal persons); 

b. Dues paid to local non-profit bodies, associations or  local  guilds; 
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c. The difference between interest paid and interest taken on deposits securing loans (“back to 

back”); and 

d. Employer’s distribution on earnings to its workers. 

 
The following expenses or distributions are not deductible: 

a. Personal living expenses for the taxpayer and his family; 

b. Disbursements for construction or improvements to augment the value of any chattel or real estate 

which are liable to depreciation or amortization; 

c. Travel, fees or entertainment expenses or donations that are not advertisements; 

d. Expenses of local distributors with bearing on film producing companies; 

e. Remittances on account of royalties by companies in the Colon Free Zone and the Tocumen Airport 

Free Zone to persons abroad; and 

f. Any other deductible expense that may not be satisfactorily verified by the tax authorities. 

 
Legal entities with taxable annual income over $1,500,000.00, have to calculate their income tax under an 

alternative formula, that is, 1) a rate of 25% from the year 2011 of their net income or 2) 4.67% of their gross 

taxable income; and have to use the formula which gives the highest amount. 

 
Legal entities with taxable annual income under $1,500,000.00 may only apply the first alternative. Natural 

persons pay against net taxable income for a fiscal year on a progressive schedule: 

Taxable Income Tax Payable 

 
Up to US$11,000.00 0 

 
Over US$11,000.01 to US$50,000.00 15% of the excess from US$11,000 to US$50,000.00. 

 
Over US$50,000.00 US$5,850.00 for the initial US$50,000.00, plus 25% of the 

excess over US$50,000.00. 

 
Income tax in Panama is levied only upon Net Income derived from operations within the territory of the Republic 

of Panama. Income obtained from corporations consummated abroad is not income obtained from sources 

within Panama and, therefore, is not taxable under our laws. 

 
Even if a Panamanian corporation has an office in Panama, employees in Panama and a license to engage 

in business in Panama, it still does not pay Panama income tax, if the transactions out of which the income arose 

were consummated outside of the Republic of Panama. No tax liabilities arise even though payment of the 

merchandise is made from the Republic of Panama, or payment therefore is 
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received in the Republic of Panama or if the sale or purchase corporations are directed from an office situated in 

the Republic of Panama. 

 
Remittances to non-resident entities are subject to an income tax withholding rate of 12.5%. 

 
Public entities shall withhold the income tax over the income of remittances abroad, resulting from services 

provided abroad or Panama by a person located abroad. In these cases, public entities shall not consider 

whether the received services impinge over the production of Panamanian income source or the conservation 

of these with relation to the person that receives the service or whether the expenditure has been considered 

as deductible expenses by the person that received them. 

 

B. Annual Franchise Tax 
 

Panamanian corporations pay an annual franchise tax of US$300.00, payable as follows: 

 
a. Until 15 July of each year for corporations incorporated during the months of January to June inclusive. 

b. Until 15 January of each year for corporations which have been incorporated during the months of 

July to December inclusive. 

 
Failure to pay the aforementioned tax will result in a penalty of US$50.00 for each year, or fraction thereof, for 

which payment is overdue and the non-registration of documents or issuance of certification by the Public 

Registry other than those ordered by authorities or requested by third parties seeking protection of their rights. 

Failure to pay franchise tax for more than one period will cause an additional penalty of US$300.00 and an 

annotation of being in arrears. 
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A default of 3 consecutives years may entail the suspension of all company’s rights of the corporation up to 

2 years. During this period, reactivation of the corporation may be requested. The Public Registry will proceed 

with the cancellation of the corporation if 2 years have elapsed without its reactivation. 

 

C. Dividends and Complimentary Tax 
 
Companies executing commercial activities in the Republic of Panama shall obtain a Notice of Operation.  

Any legal entity that requires a Notice of Operation regulated by Law 5 of 2007 (equivalent to a license for 

doing business in Panama) is obligated to withhold the dividend or participation quota tax of ten percent (10%) of 

the sums distributed to its shareholders or partners when these sums are from a Panamanian source and of 

five percent (5%) when the income originates from: 

 
1. Foreign source 

2. Exterior or export operations 

3. Local income exempted from income tax as per sections e, f, l and n of article 708 of the Tax Code. 

 
The legal person that distributes the dividends or participation quotas must always distribute first the 

Panamanian source-income before distributing dividends from foreign source income, export or exterior 

operations and local income. 

 
In case of companies established or to be established in any free zone in the Republic of Panama, they shall 

pay the dividend or participation quota tax at a fixed rate of five percent (5%) of the sums distributed to 

shareholders or partners, regardless of the source of the income. 

 
The companies that do not distribute dividends or if the total amount distributed as dividends or participation 

quota is less than forty percent (40%) of the total net income for the corresponding fiscal period, after deducting 

the taxes, the company must cover ten percent (10%) of the difference, or in other words, at a 4% rate of the 

total net income after taxes. This 4% rate is the Complimentary Dividend Tax. The other 6% will be paid when 

the dividends are actually paid or distributed. 

 
Companies established or to be established in any free zone of the Republic that to do not distribute dividends 

or if the total amount distributed as dividends or participation quota is less than twenty percent (20%) of the total 

net income for the corresponding fiscal period, after deducting the taxes, the company must cover ten percent 

(10%) of the difference. Withheld sums shall be sent to the tax authorities within ten (10) days following the 

date of withholding. Such deductions and withholdings are definitive. 

 
Legal entities shall not be obligated to make the withholding referred to in this article on the part of their income 

derived from dividends, provided that the legal entities that distributed such dividends have paid the applicable 

tax and have made the withholding required in this article. 
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Legal entities shall neither be obligated to make the withholding referred to in this article on the part of their 

income derived from dividends, provided that the legal entities that distributed such dividends were also 

exempt from the obligation of making such withholding. 

The company that distributes the dividends shall do the withholding which shall be of a definitive nature. In 

case the company distributing dividends has different classes of shares, the tax shall be paid pursuant to the 

rated established herein and according to the class of shares. 

When the distribution is less than forty percent (40%) of net earnings, or if no distribution is made, the 

provisions on complimentary tax shall apply, regardless of the classes of shares issued by the company. 

There are special dividend tax rules for companies that may obtain tax exemptions in their home countries, 

as well as for publicly traded companies listed in Panama that invest in real estate property. 

Executive Decree No. 62 of May 28, 2018 excludes the disposal of the following securities in connection 

with dividends and complementary taxes: 

(i) Securities issued by the State;

(ii) Securities issued by issuers registered with the Superintendency of Securities Market, as

long as the disposals of these securities are made through stock exchange;

(iii) Securities issued by issuers registered with the Securities Market Superintendency, as

well as securities of the subsidiaries and/or affiliates of said registered issuers, provided

that the disposals of said securities occur as a result of a merger, spin-off, consolidation

or corporate reorganization or distribution of dividends, swap or any other modality that

involves transfer of securities. The subsisting or reorganized entity may pay up to 1% of

the value of the shares received by the shareholders with the purpose of avoiding the

fractionation of shares.

D. Real Estate Taxes

All land located within Panamanian territory as well as improvements to them are subject to this tax, save 

the following realty intended for: 

• The State, municipalities or association of municipalities;

• Autonomous or semi-autonomous entities, subject to its own regulations;

• State-sanctioned worship or churches;

• Public or social welfare programs;

• Family Homesteads;

• Treaty exemptions or State contracts;

• Labor unions, provided the real estate is not used for profitable activities;
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• Those with taxable base (including improvements) not exceeding US$30,000.00.  

• Agriculture or cattle farming, if the registered value (cadastral value) does not exceed 

US$150,000.00. 

 
Private educational institutions undertaking to offer scholarships to needy students and private hospitals undertaking 

to assist needy patients may deduct these sums from the tax amount to be paid. 

 

Law 66 of 2017 exempts from paying property taxes, those whose taxable base, including property 

improvements, do not exceed a cadastral value of US $ 120,000.00 and, thus, constitute a “Tax Family Estate” 

or a “Main Dwelling”. Likewise, properties that constitute the Main Dwelling, where a person with a disability lives 

or whose owner is a person with a disability, or that having a reduced mobility cannot work on a regular basis, 

as long as the cadastral value of the property does not exceed US $ 250,000.00, are exempted. 

 

The Law defines Family Tax Property as any real estate intended for permanent use by the owner of the 

property, for housing purposes with his family, who lives under the same roof. On the other hand, Main Dwelling 

is as the real estate for permanent use by its owner, natural person, for housing purposes, but that does not 

constitute the family patrimony. 

 

In the case of legal persons, the final beneficiaries must be identified as members of the family that constitutes 

a Tax Family Estate, as well as the holders of one hundred percent of the shares of the company. An authorized 

public accountant must certify the ownership of the shares. If a Main Dwelling is constituted, the final beneficiaries 

must be identified and be the owner of one hundred percent of the shares. As in the case of the Tax Family 

Estate, the ownership of the shares must be certified by an authorized public accountant. In both cases, all 

shareholders must submit an Affidavit, identifying the property as a Tax Family Estate or Main Dwelling. 

 

If the real estate exceeds the cadastral value of US $ 120,000.00, the surplus will be taxed, as described in the 

following table: 

 

• 0.50% on the taxable surplus of US $ 120,000.00 up to US $ 700,000.00; 

• 0.70% on the taxable surplus of US $ 700,000.00. 

 

Real estate that is not under the special condition of Tax Family Estate or Main Dwelling will be taxed as follows: 

 

• 0.60% on the taxable surplus of US $ 30,000.00 up to US $ 250,000.00; 

• 0.80% on the taxable surplus of US $ 250,000.00 up to US $ 500,000.00; 

• 1% on the taxable surplus of US $ 500,000.00. 

 

 
Those properties with assessed registered values of less than US$30,000.00 are exempt from payment of 

real estate taxes.  

 

The taxable base will depend upon the total value of the land plus all improvements. Real estate transactions 

at prices of more than the appraisal value will automatically increase the value of said properties for tax 

purposes. Certain properties and improvements thereon are exempt or can obtain exemptions from real 

estate taxes according to special incentive tax laws. Law 66 maintain the exemptions already in fore or for  
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constructions already in progress. Exempted Real Estate in connection with new residential or commercial 

improvements, under special laws, will keep the exemption in force up to the period of time granted by the 

corresponding law. In this sense, exemptions in force as of December 31, 2018 in connection to 

improvements of projects, were the construction permit has been issued prior to January 1, 2019, will be 

recognized. 

 
Real Estate Transfer Tax 

 
Transfer tax must be paid by the seller at the moment of transfer of the property. This tax is 2% of either (i) the sale 

price stated in the Purchase and Sale Contract, or (ii) the registered property value, whichever is higher. 

 
New residential properties bought for the purpose of using them as a personal residence are exempt from 

the payment of the Real Estate Transfer Tax. 

 
 
 
 

E. Capital Gains Tax 
 

By means of Law No.18 of June 19, 2006, certain provisions of the Tax Code were amended, including article 

701, which establishes new rules for the application of capital gains tax derived from the sale of bonds, 

shares, participation quotas and other securities issued by legal persons, as well as capital gains arising from 

the transfer of other movable properties and real estate. 



| 39  

 

 

 

 

 

 

 

 

 

 

 

 

Except for shares registered with the National Securities Commission and if transfer (i) is made through a stock 

exchange or other organized market, or (ii) results from a merger or corporate reorganization or consolidation, 

and shareholder only receives other shares in surviving entity or its affiliate, which are exempt from capital 

gains tax, the following events are now subject to income tax, at a fixed rate of 10%: 

 
1. Capital gains resulting from the transfer of bonds, shares, participation quotas and other securities 

issued by Panamanian companies. 

2. Capital gains derived from the transfer or sale of other movable assets. 

3. Capital gains derived from the transfer of securities resulting from the acceptance of a public offer 

for the purchase of shares, pursuant to the Securities Law. 

 
Income produced by capitals or securities that are economically invested in the territory of Panama, 

regardless if the sale is executed in or outside of Panama is considered Panamanian-source income and thus, 

taxable. 

 
The buyer of the shares has the obligation to withhold from payment to seller, 5% of the total amount of the 

transfer, on account of income tax payable on seller’s capital gains. Buyer has the obligation to send payment 

to the Tax Authorities the sum withheld within 10 days following the date the obligation to pay arose.  

 

If there is  a  breach of this obligation, the issuer company is jointly liable for the payment of the unpaid tax. Seller 

has the option to consider the sum withheld by buyer (5%) as the definitive income tax to pay for the capital gains.  

 

If the sum withheld exceeds the amount resulting from the application of the 10% rate to the gain obtained from the 

sale, seller may file a special tax return to credit the sum retained and claim the excess resulting as a credit in his 

favor applicable to the income tax levied in the same fiscal period in which the transaction was completed. The 

sums obtained from the transfer are not cumulated to the taxpayer’s taxable income. 

Capital gain on sale of real estate is subject to a different capital gain tax treatment, if the transaction is not 

within the common business of the taxpayer. In this case, the income tax will be calculated over a fee of 10% of 

taxable income. 

The taxpayer will be bound to pay a sum equivalent to 3% of the total value of the transfer or of the registered 

value of the real estate property, whichever has a higher value, in concept of advanced income tax, and it may 

opt to consider the 3% of the total value of the transfer as the definitive tax to pay in concept of capital gain. 

When the 3% of the advanced income tax is higher than the resulting amount of the 10% over the income from 
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the transfer, the taxpayer can present a sworn declaration crediting the payment made. The excess, as an  

 

option of the taxpayer, may be returned in cash or as a fiscal credit for the payment of taxes administrated by the 

General Directory of Income, this credit may be conceded to other taxpayers. 

Note however, that if the sales of real estate properties or any other transfer capital gain on sale of real estate at 

onerous title the capital gain on the sale of real estate is within the ordinary business of the taxpayer, the income 

tax rules are different.  

F. Movable Assets and Services Transfer Tax (ITBMS) 

Our Fiscal Code establishes that a specific tax for transfer of mobile assets and services (in Spanish, Impuesto 

de Transferencia de Bienes Muebles y Servicios, commonly referred to as ITBMS, its Spanish acronym) will 

be applied to those assets transferred or provision of services effected in the territory of Panama. This to be 

irrespective of the place where the contract has been celebrated or the place where payment is made, 

therefore, a 7% value added tax is levied on the transfer of movable assets in the Republic of Panama and the 

rendering of services by merchants, manufacturers, professionals, lessor and other service providers. 
 

 

Some goods and services may have a higher tax than 7%; for example: (i) alcoholic beverages (10%); (ii) 

retail or wholesale of tobacco derivate products, such as cigarettes and cigars; or (iii) the hospitality service 

(10%). 

 

Small producers, traders or service providers that in the prior year have had an annual gross income inferior 

of thirty six thousand American dollars (US$36,000.00), will not be considered taxpayers of ITBMS.  
 

The transfer of assets of basic consumption, as the payments, including the interests paid for banking and 

financial services are exempt of the tax for transfer of mobile assets and services (ITBMS). The commissions 

generated from these activities are not exempt. 

 

The Law establishes who is considered an ITBMS collection agent, and thus, having the duty of withholding 

50% of ITBMS included in the invoice or equivalent document submitted by the provider to the collection 

agent. Services provided to the State will have a retention of the 100% of the ITBMS included in the invoice 

or equivalent document. 

 

G. Stamp Tax 
 

The stamp tax is generated over all the checks and other negotiable documents that do not have another 

taxes, for a value of $0.10, it will be effective by a monthly sworn declaration of the person who provides the 

service. The person in charge of providing the service will proceed to collect the tax from the respective customer 

account or at the moment that the service is provided. 

 
This tax affects all document in which an act, contract or obligation over ten thousand dollars (US. $10.00) is 

recorded, and where there is no special tax, and relies over a matter or business subject to the jurisdiction of 

the Republic of Panama, with a value of ten cents (US $0.10) for each hundred dollars (US$100.00) expressed 

in the document. The taxable facts will not generate the tax for transfer of mobile assets and services (ITBMS). 
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Some documents may have other values fixed by the Law. For instance, concessions for the operation of 

any type of national property, unless a specific amount is expressed in the document, will pay fifty American 

dollars (US$50.00) in concept of stamp tax. 

This tax may be fulfilled by printing the stamps using a franking machine (“máquina franqueadora”) or sworn 

declaration of stamps that represents the sum of the value that shall be paid in concept of stamp tax. Public 

deeds and other documents that shall be issued in notarial paper have a cost of US$8.00 in concept of stamp 

tax. Any application to the Administration (except before the Tax Authorities), and official certifications and 

documents for notarization bear affixed the appropriate revenue stamps. 

H. Notice of Operation Tax

As per the Fiscal Code the tax rate applicable to Notices of Operations (commercial or industrial licenses) is 

2% per annum on the company’s capital, with a minimum of US$100.00 to a maximum of US$60,000.00. The 

first year’s tax must be paid to the Ministry of Commerce and Industries upon application for the Notice of 

Operation. Subsequent payments must be effected together with a sworn statement within the first three 

months following the closing of the relevant fiscal period. 

The persons or companies established in areas of free international commerce operating in any of the Free 

Zones, are not required to have a Notice of Operation, unless they are required by a special law. Nevertheless, 

these companies are bound to make the annual payment of one percent (1%) over the company’s capital, with a 

minimum of hundred dollars (US$100.00) and a maximum of fifty thousand dollars (US$50,000). 

I. Municipal Taxation

Municipalities of the Republic of Panama are legally empowered for the collection of taxes and rates set at the 

District level. Pursuant to Law No. 106 of 1973, an extensive range of profitable activities are taxable by 

Municipalities. 

Companies must be registered in the Municipality where they develop their commercial activity. 

I. Accounting and Auditing Standards

In 2005, Panama  adopted as accounting standards the International Financial Information Reporting Standards 

(IFRS) issued by the International Accounting Standards Board (IASB), an independent body established to 

develop enforceable and globally accepted standards. Likewise, Panama has adopted the International Auditing 

Standards and Guidelines issued by the International Federation of Accountants (IFAC) for the audit of 

financial statements. Furthermore, the Financial Accounting Standards Advisory Council is authorized to 

recommend regulatory actions as required, applicable to International Accounting Standards, and 

International Auditing Standards or Guidelines issued by international organizations.
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K. Depreciation Rules

Annual depreciation permitted by reason of wear and tear or exhaustion is that effected on fixed assets 

employed by the taxpayer in his business, industry or profession and in activities linked with the production of 

taxable income. In the case of fixed assets devoted indeterminately to the production of taxable income, 

exempt income and foreign source income, the deductions for depreciation shall be made in the respective 

proportion, taking into consideration criteria such as the amount of time that said assets are engaged in the 

production of each income, the units produced or the taxable income, exempt income and the foreign source 

income. 

L. Double Taxation and Information Exchange Agreements

To date, the Republic of Panama has signed seventeen (17) double-taxation treaties with the following 

countries: Mexico, Italy, Barbados, Qatar, Portugal, the Netherlands, Luxembourg, Spain, South Korea, 

Singapore, France, Ireland, Czech Republic, United Arab Emirates, Israel, Vietnam, and the United Kingdom. 

Panama has also signed ten (10) exchange of information agreements with the United States, Denmark, 
Finland, Greenland, Japan, Greenland, Faroe Islands, Island, Norway and Sweden. 
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