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Preface
We are honored to publish the first edition of the PwC Panama 
Doing Business Guide, a book prepared for the assistance of 
those interested in doing business in Panama. This guide will 
provide you with an overview and insights of the key aspects 
for starting a business or investing in this country. It covers 
economic, legal, fiscal, and statutory aspects that will help you 
understand and evaluate the framework in each particular 
case. However, we will always invite you to refer to concrete 
laws, regulations and also to obtain advice when possible. In 
the last 10 years Central America and the Caribbean have been 
attracting investors due to their location, human and natural 
resources as well as the opportunities that are present. This 
Guide contains materials gathered before March, 2013 and, 
unless otherwise indicated, is based on information available at 
that time of writing.

Our Tax & Legal line of service at PwC Panama serves the main 
corporations and clients in the country. I am proud to introduce 
our Tax & Legal team, which is comprised of highly experienced 
professionals in various fields: accountants, lawyers, economists, 
business managers, among others; with extended degrees 
and masters. This mixture of professionals is what allows us 
to provide a better and value-added service to our clients and 
makes us different from our competitors. PwC Panama has 
been an active participant in comparative studies in the region 
regarding business competition. PwC Panama has a trajectory 
and experience offering a range of services that include internal 
audits, external audits; accounting advisories, tax consulting, 
management advisory, business management, due-diligence, 
information technology and human resources, among others.

ANGEL
DAPENA 

LAMBRIDGE
Territory 

Senior Partner
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Foreword
We are pleased to launch this first edition of the Panamanian 
Doing Business Guide 2013, which offers information to 
investors who wish to carry out business in this country 
regarding the culture, investment climate and taxation system, 
including answers to most frequently asked questions, as a result 
of our cumulative knowledge and experience working with 
leading companies. We know how important and reassuring it is 
to find someone you can trust when you arrive at a new location 
and to receive timely advice on all your issues such as what to 
do, where to go, and how to do things right, while respecting 
and understanding the local culture.

Our extensive expertise in mergers and acquisitions has led us to 
become the preferred advisor for the main business transactions 
taking place in Panama.

At PwC we take great pride in having a team that works hard to 
differentiate our firm from a crowded marketplace and are truly 
"Second to None". We enthusiastically strive to make your tax 
compliance efficient and are genuinely motivated to exceed your 
expectations on each engagement. PwC is a firm you can trust 
and rely upon to help solve complex business problems, always 
acting within our strict code of conduct and independence 
policies.

We look forward to assisting you in your business endeavors and 
to help you prosper and succeed while strengthening mutually 
beneficial relationships.

RAMON 
ORTEGA 

Lead Regional 
Partner
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Panama

Geographic background 

Panama is located in Central America, 
bordered to the North with the Caribbean 
Sea, to the South by the Pacific Ocean, to 
the East by the Republic of Colombia and 
the West with the Republic of Costa Rica. 
The capital is Panama City.
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Overview of the country

Brief history

Since their arrival to the New World, the Spanish conquerors found the sparsely 
populated region of Panama and dominated by independent chiefdoms whose 
culture was similar to the most advanced civilizations of the Andean Colombia. 
The first Europeans to explore the region were Rodrigo de Bastidas, Juan de la 
Cosa and Vasco Núñez de Balboa, who arrived in 1501 and explored the Atlantic 
coastal region. The former Spanish colonies in the region were established in 1510, 
near the Chagres River. However, the new arrivals faced great resistance from the 
indigenous tribes, so they were forced to move their colony to a place to the side of 
the Atrato River.

This colony called Santa María la Antigua del Darién became the first permanent 
colony on the Isthmus. In 1513, Balboa led an expedition across the isthmus 
towards the Pacific Ocean, which he conquered in the name of the King of Spain. 
Spain increased its number of colonies in the region, until the end of the colonial 
era, the passage across the isthmus served as the largest trade route between Spain 
and its colonies in western South America.

In 1519 the town of Panama was established (now Panama City) by ancient 
inhabitants of Santa María. The new town quickly became the center of commercial 
activity in the region and an important part of Spanish mercantile system in the 
New World. Nombre de Dios, a colony at the mouth of the Chagres River, was 
connected by a road with Panama and became famous for its fairs. The colony 
became a village but was destroyed in the late 16th century by the English explorer 
Sir Francis Drake. After the destruction of Nombre de Dios, the great fairs moved to 
Portobelo on the Caribbean coast.

The commercial activity growing in Panama and Portobelo attracted an increasing 
number of English pirates. Panama was destroyed in 1671, but was rebuilt near 
its original location two years later and for the next 120 years it was the largest 
settlement in the isthmus. Portobelo did not fare so well. It was destroyed by 
English pirates in 1739 and rebuilt in 1751, but by then, the Spanish trade routes 
had changed. Instead of anchoring in Portobelo and taking the merchandise by land 
to the western villages, the commercial shipping route from Europe took the South 
Atlantic Ocean, around Cabo de Hornos at the tip of South America and up the 
West Coast of South America, to anchor in commercial ports in the west. The result 
of this change was a large decrease in business income for Portobelo.
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After the attack on Portobelo in 1739, Spain seized Panama under the authority 
of the Viceroyalty of Nueva Granada. However, in 1821 the colony became 
independent from Spain, and was incorporated into the new union of Gran 
Colombia. In 1830, this union was divided into nations we know today as 
Venezuela, Ecuador, and Colombia, and authority was granted on Panama to 
Colombia. Although Panama was always allowed to choose its own governor after 
independence from Spain, a new constitution adopted in 1843 gave control of the 
territory back to Bogota. Eventually Panama was annexed to Colombia as a state.

In the mid-1800s, Colombia negotiated with private investors in the United States 
to build a railroad that would run on the isthmus, and provide a route that would 
connect the Pacific with the Atlantic Ocean via the Caribbean Sea. The railroad 
was widely used during the gold rush of 1849 and inspired the development of 
plans for the construction of a canal that would cover a similar route, and provide a 
direct connection between the two oceans. After much deliberation, the Colombian 
government granted a French company the rights to build the canal, which started 
work in 1880. However, the project failed prematurely, the hot rain forests were 
breeding mosquito-borne diseases such as malaria and yellow fever, and soon 
workers were sick. 

After that, the Colombian government, saw the United States as a potential 
partner in the construction of the canal, but rejected their proposal in 1902. The 
failure of the government for not having secured the contract further encouraged 
the revolutionary movement that was already hectic with other problems 
with Colombia. On November 3, 1903 a revolutionary meeting proclaimed the 
separation of Panama. Colombia sent armed forces to stop the rebellion, but were 
stopped by a number of U.S. interventions, and the separation of Panama was 
secured. The canal treaty was signed with the United States on November 18, 1903. 
It was agreed to establish a canal zone 10 miles (16 kilometers) wide, extending 
approximately 50 miles (80 kilometers) between Colon and Panama City. Control 
over this region was ceded to the United States, and this was not seen in a good way 
by the Panamanian people. Construction began the following year, and in 1914 the 
Panama Canal was opened.

Following the success of the revolutionary movement in achieving separation 
of Panama, the new forces in the power instituted a new government. The first 
constitution, adopted in 1904, instituted a centralized government headed by a 
president, with the authority to appoint and dismiss provincial governors. It also 
gave permission to the United States to use its military force to intervene in any 
disturbance that occured in the new nation, a situation that often came up during 
the first quarter of the century.
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The first president of the new republic was Manuel Amador Guerrero, who was 
appointed by a constitutional convention in 1904. During his term as president, 
Guerrero focused on organizing the new branches of government, the Executive, 
Legislative, and Judicial, and made important changes in the structure of the 
presidential cabinet.

During the first three quarters of the 20th century, in Panama there were many 
political and military coups. Much of the civil dissatisfaction and political 
destabilization originated from the presence of the U.S. in Panama and other 
matters related to the Canal Zone. The original treaty was modified in 1936 by the 
Hull-Alfaro Treaty, which among other things requested the U.S. to give up its right 
to intervene militarily in Panama.

In 1940, the newly elected President Arnulfo Arias changed the constitution of 
Panama to extend the presidential term. Arias was a populist who led a violent coup 
in 1931 that overthrew the government of then President Florencio Arosemena. The 
presidential term of Arias was also relatively short.

In 1941 he was ousted from the presidency by the national police and replaced by 
Ricardo Adolfo De la Guardia, who gave permission to the United States to establish 
military protection of the canal and the Canal Zone.

Panama's political situation became very unstable after WWII. De La Guardia was 
removed from office in 1945 by the Legislature and appointed the diplomat Enrique 
A. Jiménez as interim president. Arnulfo Arias returned to run for president in 
1948 but was defeated in the elections by Domingo Díaz who died in office the 
following year. After the death of Díaz, his two vice-presidents refused to replace 
him. Afterwards, there was some unusual handling of the 1948 election to claim the 
National Election Board, the body responsible for overseeing the electoral process 
in Panama. Arias won the presidency  again.

Col. José Antonio Remon, head of  the Panamanian National Guard, was 
responsible for the postwar policies. In 1951, Remon led a coup that overthrew 
Arias, whom he had previously supported. The following year he was elected 
President, to be murdered in 1955. The following year, Ernesto De la Guardia was 
elected president.

De la Guardia's presidential term of had virtually no outstanding event, although 
the social dissatisfaction led to a wave of protests in 1958 that resulted in the 
imposition of martial law. In 1960 Roberto Chiari was elected President, he 
instituted a program of ambitious social reform regardless of the huge budget 
deficit and the national debt. 
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Government control was taken over by a military meeting led by General Omar 
Torrijos who made a change in the constitution that granted more powers. Despite 
the serious financial problems of the country, Torrijos authorized large public 
works programs, gaining the approval of the people but leaving the country with 
a large debt. In 1977, Panama suffered economic decline and the following year 
began negotiations for new contracts for the control of the Panama Canal. In 1979 
a new treaty became effective authorizing the transfer of control of the canal to 
Panama in December 31, 1999.

After Torrijos' death in a plane crash in 1981, the control was passed over to several 
military commanders before it was taken by General Manuel Antonio Noriega, who 
took control of the National Guard (called the National Defense Force) in 1982. In 
1988 the United States accused Noriega of drug trafficking charges and imposed 
severe economic sanctions on the country in an effort to force his resignation. As a 
result there was an increase in the unemployment rate and decline in productivity 
and sales.

At the end of the 20th century, the political problems continued to plague the 
Panamanian government. In the fall of 1989, Noriega survived an attempted coup 
by Panamanian soldiers, and on December 15, 1989 was elected to the new post 
created by the head of state legislature to handle the "state of war" with the United 
States.

The next day, soldiers in Panama killed an unarmed U.S. soldier dressed in civilian 
clothes. Within 24 hours, U.S. president George Bush authorized the dispatch of 
troops to invade Panama in an attempt to capture Noriega. Guillermo Endara, won 
the spring elections but was prevented from assuming the presidency by Noriega, 
who was sworn in as president, on December 20, while U.S. soldiers invaded his 
headquarters of Noriega in Panama City. He took refuge in the Vatican embassy in 
the capital, surrendered on January 3, 1990, and was brought to the United States 
to stand trial on charges of drug trafficking and organized crime. He was convicted 
in 1992 and sentenced to 40 years in Florida. 

In March 1990 the United States put together an aid package to help rebuild the 
economy of Panama. The Democratic Revolutionary Party candidate, Ernesto 
Pérez Balladares, won the 1994 elections. Balladares administration worked to 
heal relations with the United States and to make economic reforms, including 
the privatization of several companies. In September 1999, Perez Balladares was 
replaced as president by the first woman president in Panama, Mireya Moscoso, 
the widow of Arnulfo Arias. Moscoso promised that once the canal passed to the 
Panamanians it would not belong to any party. 
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She also promised to restore the economy and ensure the needs of the poor, 
particularly in the rural areas. On December 31, 1999, control of the canal passed to 
Panama and all U.S. military personnel was withdrawn. 

Since then, the Panamanians have managed the Panama Canal efficiently. There 
have been three elections (2001, 2004 and 2009) and during the global economic 
crisis, Panama has maintained a healthy growth of 3.9% to 10.6%, reported for the 
years 2009 to 2011, and will continue grow strong during 2013.

Climate

The climate is tropical maritime hot, humid and cloudy weather with a prolonged 
rainy season (May to December), short dry season (January to May). The average 
humidity is 70%.

Population, form of government, language, currency:

Area 78,200 km2

Population 3, 723,821 (2011)

Population per km2 147.5 inhabitants/km²

Population growth 1.41% (est. 2011)

Political system Representative democracy

Form of government Presidential

Language Spanish

Currency US Dollar (US$)*

Administrative division 9 provinces and 5 indian reserves

Religion Roman Catholic

Capital city Panama City 
* The balboa (B/.) is the monetary unit of the Republic of Panama, which is at par with the U.S. dollar (US$), monetary unit of the 

United States of America. The U. S. dollar circulates and is freely exchangeable in the Republic of Panama.

Education

The illiteracy in the last three years has decreased significantly from 7.6% to 5.5%. 
Education is free and mandatory for children ages 6 to 15 years. At high levels, 
vocational and university, citizens may be taxed for the construction of libraries 
and laboratories. Primary education lasts for six years. In 2004 there were 429.837 
primary schools students; the pupil-teacher ratio was an estimated 24 to 1 in 2004. 
Secondary education has two levels, each with a three years duration.
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The leading higher education institution, the University of Panama, is a state 
university and was founded in Panama City in 1935.

Political and legal system

Legal framework

The political and legal structure of Panama is composed of three main branches – 
Legislative, Executive and Judicial – organized as follows:

Political and legal framework
Executive Legislative Judicial

Exercised  
by the:

The President Legislative Assembly Supreme Court of 
Justice 

Composed of: The President and the 
Cabinet Council

71 deputies 9 magistrates and 9 
alternates

Elected or  
appointed by:

The President and Vice-
President are elected by 
direct popular vote for a 
five-year period.

The Deputies are 
elected by direct vote 
every 5 years. 

Are appointed by the 
president (subject to ap-
proval by the Legislative 
Assembly) for a period 
of 10 years. 

The legal system is based on Napoleonic Code.

Main political parties

•	 Democratic Revolutionary Party – Partido Revolucionario Democrático (PRD).
•	 Democratic Change – Cambio Democrático (CD).
•	 Liberal Party – Partido Popular (PP).
•	 Nationalist Republican Liberal Movement  – Partido Liberal Republicano   
 Nacionalista. 
•	 Panameñista Party – Partido Panameñista. 

Elections take place every five years. The next presidential elections will be held in 
2014. 
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The economy

Panama's economy generated an annual growth of over 6% during the period 
between 1950 and 1981. However, economic growth stagnated at 1.9% per year 
during 1977-1987, caused by the result of the second oil crisis and debt. During the 
early 1990s, Panama bounced into a new recession caused by the U.S. seizure and a 
subsequent military invasion.

In May 1994, the economy continued to grow but at a slower rate during the first 
half of the 1990s. Panama's main economic drivers (the Panama Canal, the Colon 
Free Zone and the International Banking Center) continued to lose competitiveness 
in the context of an open economy to the world. Balladares Administration 
responded to this in 1996 with a strong program of economic reforms including 
the privatization of two ports (Cristobal and Balboa), the enactment of antitrust 
law, the renegotiation of the foreign debt with commercial banks, privatization of 
electricity and telephone companies, and banking law reforms. In addition to these 
economic changes came the recovery of most traditional sectors, with the exception 
of the construction sector.

Between 1988 and 1998, the economy grew by 5% annually. In December 1999, in 
accordance with the Panama Canal Treaty of 1977, the Panama Canal and all U.S. 
bases were returned to Panamanian government, comprising 364.000 acres, with 
an estimated cost of $ 4 billion. Real growth in gross domestic product (GDP) fell 
to 3.2% in 1999 with the government of Mireya Moscoso (below 4.4% in 1998) 
and then to 2.5% in 2000. In 2001, growth is bent even further, as a decline in 
domestic and export demand and a dramatic drop in tourism that followed the 
terrorist attack on the United States on September 11, 2001 were summed added to 
domestic demand declining. Real growth in gross domestic product fell to 0.3% in 
2001, and at the time was estimated to reach only 1.2% in 2002. Panama has been 
removed from the list of the United States and OECD, and with the new president 
Ricardo Martinelli, Panama has been negotiating double taxation treaties in order 
to continue to meet the objectives of the OECD. The Panamanian economy grew 
5.6% in 2010, 9.0% in 2011, then dropped in 2012 registering 8.8% of GDP.

Panama's economy is based on the operations of the Panama Canal, tourism, banking, 
the Colon Free Zone (which is the second largest free trade zone in the world after 
Hong Kong), insurance and ship registration, medical, health, and other businesses.
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Panama has also obtained substantial income through the pipeline and licensing of 
Panamanian-flagged ships worldwide. Another important, but small sector of the 
economy is agriculture. The main products are: bananas, rice, corn, coffee, sugar, 
vegetables, meat and shrimp.
Clay, limestone, and salt are the main mineral products, and gold, sand ferrous 
and manganese have been small-scale mining. There are significant but untapped 
copper deposits, including the Cerro Colorado located in the province of Chiriquí. 
Some deposits of bauxite, phosphates and minimally carbon have been exploited, as 
well as other various construction materials such as stone and gravel. Oil reserves 
have been found in the Pacific and the Atlantic.

Potential Growth Areas
The expansion project of the Panama Canal contributed to maintain a stable 
economic growth, and the government has announced major projects such as the 
construction of Metro City, which is currently operating with 13 stations along the 
country, the construction of a residential complex for Curundú (an undeveloped 
neighborhood in the center of the city), and jobs that have already been provided, 
among others.

With the decrease of income tax for companies and individuals, the government 
hopes to attract more private investment.

2010 2011 2012
GDP
Nominal GDP (US$ b) 46.51 51.43 55.8

Real GDP growth (%) 7.6 10.6% 8.5%

Prices and financial indicators
Exchange rate Ps:US$ (end-period) 1 1 1

Lending interest rate (avg; %) 8.3% 6.91% 6.6%

Current account (US$ m)
Trade balance 2,523 3,892 4,191

Goods: exports fob 12.5 16.93 17.97

Goods: imports fob 16.1 22.95 24.04

Current-account balance 2,523 3,892 4,191

Unemployment
Unemployment (avg. %) 6.6 4.5% 4.4%

Sources: CIA World Factbook as of February 2013. 
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Inflation

The consumer price index for fiscal year 2011 showed a 5.9% rate increase over the 
previous year, in 2012 the consumer price index for fiscal year 2012 showed a rate 
of 6.1% more than in 2011. 

Doing business in Panama

Government attitude toward foreign investment

Panama is open to foreign investment.The Strategic Plan 2009-2014 recognizes its 
importance and is focused on efforts to attract foreign investment in areas such as 
logistics service providers of value-added hotel developers and exporters of fruits.

Panama has not issued paper currency, and the U.S. dollar is used as the medium of 
circulation. The Balboa is an even value and the U.S. dollar equivalent. Therefore, it is 
not necessary to change control authority.

There are no registration requirements for capital and there is no tax on the transfer 
of funds to the country. There are no controls on the repatriation of capital or retained 
earnings.

The Government is encouraging foreign investment and working to position Panama 
as the primary destination in Latin America for foreign investors. However, the same 
business channels are open to domestic and foreign investors alike. There are no major 
restrictions on foreign investment.

Special trading rules, granting migration, labor, and tax incentives for investment and 
creating the PROINVEX office are among the principle ways Panama has encouraged 
foreign investment. 

PROINVEX is a “one-stop shop” where every investor interested in investing in Panama 
may obtain in a single office all the information required to achieve a successful 
investment. Investors can also obtain updated information on special fiscal regimens 
such as the Multiregional Headquarters (MHQ), Panama Pacifico Special Economic 
Zone (APP), The City of Knowledge, Colon Free Zone (ZLC), Investment Stability Law, 
and other Free Trade Zones, 
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The organization of commercial companies and commercial activities is regulated by 
special laws and by the Commercial Code on issues that have not been regulated.
Price controls over meals, pharmaceuticals and construction materials are given by 
the market interaction.  There is no price control authority in Panama, but rather a 
government authority in charge of surveillance against bad business practices.

To date we have no restriction on mergers and acquisitions, as well as any special 
restrictions on foreign investment in this regard. Our legislation addresses both the 
merger with foreign entities as redomiciliation, and is currently permitted under 
Panamanian law: the Demerger.

One of the incentives provided in the development of industrial laws is the protection 
from foreign competition by establishing tariffs and import quotas on some sensitive 
products. There are imposed tariffs on all foreign goods entering the country, except 
those who are exempted by law or special contracts. Tariffs are taxes on either 
the value or are based on quantity, weight, size or volume. Rates vary from low to 
significant or clearly protectionist (0% protectionist low 33%). 

Panama has considered the advantages and disadvantages of requesting admission to 
the Central American Common Market. An application for admission is not expected in 
the immediate future.

A seven percent (7%) tax is applied on the transfer of goods and services (ITBMS) on 
all imports except food, medicines and several other products.

Documents relating to the payment of import duties and re-export of imported goods 
shall be prepared and signed by a local customs broker.

Free trade agreement and other agreements

Panama has free trade agreements with Honduras, Costa Rica, El Salvador, Taiwan, 
Singapore, Nicaragua, Guatemala, Chile and other trade agreements with the 
Dominican Republic, Mexico and Colombia.

In 2008 Panama concluded negotiations regarding a Trade Promotion Agreement with 
the United States. This agreement will promote economic opportunities by eliminating 
tariffs and other barriers to trade in goods and services. 

The treaty negotiated under the Bush administration is still pending approval by the 
new U.S. Congress and by the Assembly of Deputies of Panama.
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Foreign investment

Since Panama’s incorporation into the World Trade Organization, domestic 
commercial protectionism has decreased. The negotiation of Free Trade Agreements 
(FTA) has greatly contributed to the increase of foreign investment in Panama. 

The government has incorporated the Basel II recommendations into its banking 
legislation, to improve transparency in the Panamanian Banking System and to 
prevent money laundering. 

Migratory legislation has been modified, improving the monitoring of foreign 
individuals in the country. The creation of the Multiregional Headquarters special 
regime has been the most successful initiative to attract the establishment of 
multinationals in Panama. 

Destination of foreign investment 
According to information provided by the General Comptroller of the Republic of 
Panama, as of December 2011, Foreign Direct Investment was USD 23,136,500. 

Establishing business in Panama 

Business structures:

Forms of business entities
The Panamanian law recognizes five different forms of legal entities: 
•	 Corporations or Stock company (Sociedad Anónima).
•	 Limited Liability Company (Sociedad de Responsabilidad Limitada). 
•	 General partnerships (Sociedad en Nombre Colectivo).
•	 Ordinary Limited Partnership (Sociedad en Comandita Simple). 
•	 Joint – stock Company (Sociedad en Comandita por Acciones).

These five types of entities can be used for the operation of any type of commercial 
business. A business can also be operated by a single owner. In practice, most 
businesses operate as corporations, partnerships or sole proprietor. Although some 
foreigners living in Panama conduct business in any of the ways described above, 
foreign businesses, with very few exceptions, exist in the form of corporations.

Branch of a foreign company
Foreign companies may establish branches or agencies in Panama. They must file with 
the Public Registry of Panama the registration documents listed below.
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Branch and/or permanent establishment:

Foreign corporations can establish in Panama branches or agencies for the purpose of 
starting operations in our territory, by presenting the documentation (detailed below) 
for registration with the Panamanian Mercantile Registry. Panama´s Commercial 
Code stipulates that foreign corporations “will not be able to develop operations to 
which they do not have rights in their country of domicile”. 

It is considered that a natural or legal person domiciled abroad has operations in 
Panama through a permanent establishment when they perform business either 
directly or by proxy, holding an employee or representative in Panamanian territory, 
any premises or fixed place of business , whether they develop their activity wholly or 
partially. 

Registration procedure
The registration procedure is established in accordance with the Commerce's Code 
and the special rules governing LLC’s or Corporations. As a general rule, a document 
is drafted by a practicing attorney appointing subscribers and approving the 
incorporation bylaws. This procedure allows a local attorney to get the deed ready 
without the need for the foreign investor to come to Panama to sign it. The board 
and the stockholders can be either nationals or non nationals, individuals or juridical 
entities. Where incorporation takes one day, and the incorporation of branches may 
take longer, but no more than three days on average. 

Joint-Venture (Sociedades de hecho):

Joint Venture is a contract between two or more persons who are classified as partners 
with an interest in one or various specific and transitional business operations, which 
shall be run by one of them in his name alone and under his personal credit, with 
responsibility for tabulating and dividing with stakeholders the gains or losses in the 
proportion agreed upon. 
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Banking system

Central Bank

Panama does not have a Central Bank. 

Decree Law 9 of 1998 as amended by Decree Law 2 of 2008, along with the Cabinet 
Decree No. 238 of July 2, 1970 and Law No. 1, 1999 regulated the banking system 
and created the Superintendent of Banks, which is autonomous from the State. This 
law establishes three different types of banking licenses as described below: 

General: 
For banks organized under the laws of Panama and branches of foreign banks that 
transact in Panama and internationally.

International:
For banks organized under the laws of Panama and with branches that only practice 
business abroad. 

Representation: 
For foreign banks that maintain offices in Panama, but that do not carry out 
banking transactions on their own account. The law provides for various reserve 
and capital requirements and certain other conditions, depending on the type of 
license.

Panama has two national banks: The National Bank of Panama (Banco Nacional de 
Panamá) and The Savings Bank (Caja de Ahorros).  

Commercial banks

The Superintendent of Banks is the government entity responsible for granting 
licenses to all banks with an interest in operating in Panama.

Currently Panama has one of the largest banking and financial centers of the 
region, including large banking institutions worldwide. The banking system in 
Panama is well established, composed of a number of private institutions composed 
of 93 private that are regulated by the Superintendent of Banks. 

There are 93 banks in Panama. 
(Source: www.superbancos.gob.pa)
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Labor and social security

Labor supply

Employment statistics, according to the National Office of Statistics and Surveys, 
are as follows:

Level of employment
Total 2009 2010 2011

785,657 807,293 879,414

Private 579,986 588,975 649,754
Private Companies 571,520 582,082 644,251
Banana Zones 8,466 6,893 5,503
Public 205,671 218,318 229,660
Central Government 115,197 122,108 128,507
Decentralized institutions 29,490 33,078 39,205
Social Security 25,616 26,279 27,336
Municipality 10,792 12,137 8,838
Public Companies 24,576 24,716 25,774
Non financial 18,427 18,692 19,448
Financial 6,149 6,024 6,326

Source: General Comptroller of the Republic of Panama

Panamanian law establishes three different types of employment contracts: 
permanent contracts, agreements and contracts defined by work or services.
Companies in need of employing foreigners must obtain permission from the 
Ministry of Labor and Workforce Development. Work permits issued to foreigners 
are valid for one year and may be extended for up to five years.

It is mandatory by law to grant employees a day of rest per week, preferably on 
Sundays. However, if the type of employment requires Sunday work, another day 
should be given in lieu of it, and Sunday will be paid with an extra charge of 50%.

Each employee is entitled to thirty (30) days paid vacation after eleven (11) months 
of continuous work.

It is mandatory by law for employers to pay their employees a bonus or special pay 
representing a full month's wages which shall be paid in three equal games (April 
15, August 15 and December 15). This bonus is calculated based on the total wages 
received and is subject to the payment of social security contributions.
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Panama has a minimum wage scale depending on location and economic activity, 
which is adjusted periodically. The system of minimum wage scale is applicable in 
practice only to apprentices employed. 

Labor law requirementss
 
Below is a summary of the most important requirements of the Labor Law. 

Wages and salaries
Panama has a minimum wage system by economic activity, which is adjusted 
periodically. The minimum wage system is applicable in practice only to non – 
skilled employees. The effective average wages are substantially higher than the 
minimum wages, especially in metropolitan areas. 

Profit sharing
Companies are not required to share 10% of the company’s profits with the 
employees. 

Christmas bonus
Companies are not required to pay the worker a christmas bonus. 

Fringe benefits
Housing and children's education are among the most common fringe benefits, 
which are treated as salary in kind for calculations: income taxes and social security 
contributions. 

Paid holidays and vacations
Every employee has the right to 30 days remunerated vacation after 11 months of 
continuous work. 

Foreign personnel
Panama recognizes joint investment with no restrictions. The Labor Code is applied 
equally to Panamanian and foreigners. 

Most foreign personnel wishing to work in Panama are required to have a work 
permit and/or resident visa. 

Under the Labor Law, foreign personnel may not exceed 10% of a company’s total 
workforce, and the monthly payroll for foreign employees, may not exceed the 10% 
of the total company payroll. 
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In the case of technicians, up to 15% may be foreign personnel.
Under special regimens, foreigners may work in Panama with a special immigration 
permit, without the need of a work permit and with exemption from income tax 
and social security contributions. 

Social security

The Social Security Fund is an autonomous government agency that provides apid 
leave due to illness or maternity, age or disability pensions to widows and orphans, 
as well as funeral assistance and compensation for occupational injuries and death.

The enactment of the Social Security Law (Act No. 51 of 2005), makes it is 
mandatory for the employer to affiliate its domestic or foreign employees to the 
regime of the Social Security Fund. The current contribution for the employee is 9% 
and 12% for the employer. According to the law, this will increase progressively up 
to a maximum of 9.75% in 2013.

Accounting and audit requirements and practices

Accounting 

The accounting principles normally followed in Panama are the International 
Financial Reporting Standards (IFRS) and the International Financial Reporting 
Standard for Small and Medium-sized Entities (IFRS for SMEs). For the banking 
sector and for entities supervised by the Superintendence of Securities Market 
(formerly the National Securities Commission), IFRS or US GAAP are used upon 
previous notification to the regulatory entity. Although, it has been established that 
the banking sector entities should present their financial statements only under 
IFRS from 2014. In terms of the insurance industry, it has been established that the 
insurance companies in Panama shall present their financial statements prepared 
under IFRS from 2014.

There are three active accounting professional organizations: the Certified Public 
Accountants Association, the Panamanian Association of Women Accountants and 
the Panamanian Certified Public Accountants College. The three organizations 
appointed a Financial Accounting Standard Committe in 1978 to define generally 
accepted accounting principles in Panama. 
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A Panamanian company operating in Panama, companies in free zones and 
qualified foreign companies, may be subject to reporting obligations and / or 
preparation of audited financial statements, even though it did not generate 
Panamanian source income. 

The minimum corporate accounting books required for a company in Panama: 

•	 Book of Share Certificates
•	 Share Record Book
•	 Book of Acts
•	 General Journal

A company doing business in Panama must maintain their accounting records 
required by law, correspondence, and other supporting documentation in the 
country. It is possible to request the authorities the cancellation of the use of 
manual accounting records and establish the use of magnetic systems instead.  
According to the law, these certificates must be issued by a Panamanian CPA.

Statutory audit requirements

There are no requirements for filing statutory audits in Panama. However, the 
companies regulated by the Superintendence of Securities Market, banks with 
general and international licenses, thrifts companies operating in Panama, 
companies regulated by the Public Services Authority, and the insurance and 
reinsurance companies are required to have an annual financial statement audited 
by independent auditors to be submitted to the authorities. Whether listed or not, 
if the capital of the taxpayer exceeds US$100,000 or annual sales or gross income 
exceeds US$50,000, an annual income tax return must be prepared and signed by 
a Panamanian certified public accountant and financial statements shall be duly 
audited by CPAs.

Accounting profession 

Licenses to practice as Authorized Public Accountant (CPA) are issued by the 
executive branch. Candidates must have obtained a degree in accounting. 
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Tax system

The Panamanian tax system is regulated by the Tax Code and many other different 
laws governing specific matters. The most recent structural reform is Law No. 8 
of 2010. It reduces tax rates, raising the overall rate ITBMS, and sets the new Tax 
Tribunal, among other relevant provisions.

Additionally, the law 33 of 2010, adapts the Panamanian tax system, for the 
application of treaties to avoid double taxation.

The main taxes in Panama are: 
•	 Income Tax
•	 ITBMS - Tax on Transfer of Goods and Service
•	 ISC - Excise Tax
•	 Tax and other fuel products
•	 Stamp Duty 
•	 Tax on dividends and supplementary
•	 Operation Tax Notice

Tax on corporate income

The tax rate is 25%. Companies performing the following activities: generation 
or distribution of energy, telecommunications, insurance, reinsurance, financial 
institutions regulated by Law No 42 of 2011, cement industries, the operation 
and management of gambling activities, and mining in general, are subject to the 
corporate income tax rate of 27.5% and as of January 2014 the referred tax rate will 
be reduced to 25%.

For companies in which the State owns more than 40% of the stock, the tax rate 
will remain at 30%. The tax base (amount to which the tax rate will apply) for 
companies whose taxable income is greater than US$1,500,000, will be the greater 
of one of the followings:

•	 Net	Taxable	income	calculated	on	the	normal	basis,	or	
•	 4.67%	of	the	gross	taxable	income	(excludes	exemptions	and	non	taxable		 	
 income and foreign source income) – this is called the Alternate Calculation of  
 Income Tax (“Cálculo Alterno del Impuesto sobre la Renta” or CAIR). 
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If the entity’s fiscal year results in a loss due to the alternative calculation, the 
taxpayer may request from the Tax Administration (the General Directorate of 
Revenues, i.e., DGI or “Dirección General de Ingresos”) to not be subject to the 
CAIR. The DGI has a six- month period in which to reach a decision on the request, 
otherwise the petition will be considered granted. 

The taxpayer may also ask not to apply the CAIR if its effective income tax rate is 
higher than the applicable income tax rate. 

Franchise tax
Franchise income tax must be paid by all corporations on an annual basis. The 
deadline for payment depends on the date of the company’s incorporation. If the 
company was incorporated on any date in the first six months of the year, the due 
date for payment will be July 15 of each year. If it was incorporated in the last six 
months, the due date will be January 15 of each year. 

Non profit organizations, cooperatives and civil partnerships are not subject to 
franchise tax. 

Tax on branch income 
Branch profits are taxed at the same rate as corporate profits 25%. There is an 
additional withholding tax 10% on domestic – source income on branch profit 
remittances to the company’s headquarters payable with the annual income tax 
return. 

Excise tax 
Is applied to goods (jewelry, automobiles, guns, tobacco, alcoholic beverages, etc) 
and services that are considered as non essential (mobile or Cable TV). The tax base 
is the cost, insurance and freight (CIF) price plus import duties for imported items 
and sales prices for all the other activities. The tax is levied at only one stage: on the 
importation of tax product or the sale of taxed goods produced in Panama; and for 
services, it may be levied at the same time when the service is involved, the service 
is invoiced, the service is completely rendered or upon receipt of advance payments, 
whichever first occurs. 

•	 Movable goods and services transfer tax (ITBMS); is the Panamanian value add 
tax (VAT). 

•	 Tax rate is 7% effective June 30, 2010, according to Law 8, of 2010.
•	 Alcoholic beverages are taxed at 10% and tobacco – derived products are taxed 

at 15%. 
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•	 ITBMS is calculated on the value added through a method of tax credits (ITBMS 
paid on taxable transactions) and tax debits (ITBMS collected on transactions.)

•	 Exports are not taxed and the ITBMS paid to generate the exports may be 
refunded. The sale of goods such as medicines, foods, and certain products for 
infants are not taxed, and may not allow the supplier to recover the ITBMS as 
an exporter if certain criteria’s are met.

Real estate transfer tax
The sale of real estate has a special tax treatment related to the regularity of the 
activity by the seller. 

Panama refers to the three regimes of capital gains as follow:

1. If the taxpayer's ordinary business is not the sale of real estate: 
The vendor must make an advance payment in respect of income tax of 3% on 
the gross value of the transaction of the assessed value, whichever is higher. 
The taxpayer may consider this as final payment and not pay on net capital 
gain, or can calculate the tax based on the net capital gain (10% gain) and 
request the return of the advance payment and the tax calculated. 

2. If the taxpayer’s ordinary business is the sale of real estate:  
If the construction permit is issued after January 1, 2011 and the property was 
valued at least two years prior to the date of sale, the following table applies: 

Value Rate %
New house from B/.35,000 0.50
New house from B/.35,000 to B/. 80,000 1.50
New house of more than B/.80,000 2.50
New commercial construction 4.50

 
3. Unless one of the previous requirements is not met, the general income tax 

regimen would apply. 

A special 2% Real Estate Transfer Tax applies on the transfer of real estate, except in 
cases where the new construction is being transferred for the first time. 
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In the case of the sale of shares, the following income tax applies:

•	 The buyer must make a deduction of 5% of the total value of the transaction and 
remit it to the tax authorities on behalf of the seller. 

•	 The vendor may choose to accept it as the final withholding applicable to income 
tax on the capital gain or file a tax return, calculate the income tax at a rate of 
10% on capital gains and then deduce the retention performed. 

In the case of the sale of personal property and fixed assets, a 10% on the capital 
gain,with no withholding will  apply. 

Corporate deduction

Allowed deductions

Business expenses
With some minor limitations, all expenses necessary to generate income or to 
preserve the income – generating source are deductible. 

Intercompany and other charges from abroad
Companies can claim deductions for royalties, fees for technical services 
and maintenance and interest charges paid to foreign affiliates, provided a 
deduction applied to the implementation of the respective tax rate on 50% of 
the consignment. The need for transfer pricing studies is linked to the validity of 
treaties to avoid double taxation. 

Exchange gains or losses
These will be taxable or deductible depending on the taxpayer’s business activities. 

Ordinary repairs and improvements 
These are deductible provided that they don't increase useful life of assets. 
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Depreciation 
The straight line and sum of the years digits methods of depreciation are allowed. 
 
 % Straight -Line
Category Minimum %

Buildings 3 1/3
Machinery and equipment 33
Furniture and fixtures 33
Vehicles 33

Investment credit or allowance 
Some special investment credits are in effect for electricity generating activities only. 

Depletion
Depletion is deductible over the useful life of mine, depending on State Contract 
methodology. 

Set – up expenses 
Expenses arising from initial operations can be amortized over 5 years or charged 
against profits and losses in the first year. 

Interest, service fees and royalties 
Interest, service fees and royalties are subject to withholding tax based on 50% of 
remittance (tax rate 25%) and will be deductible as long as necessary to generate 
profits preserve the income – generating source. 

Insurance premiums
Insurance premiums related with risks associated with taxable activities are 
deductible. In special cases, it is possible to contract insurance (special risk) for entities 
located abroad. 

Bad debts
The balance sheet allows establishing reserves for bad debts with a limit of 1% of 
credit sales and a minimum of 10% of accounts receivable at the end of the fiscal year, 
or direct charge against earnings and losses when an account is declared bad. 

Charitable donations 
Deductions are limited to 1% of taxable income for corporations, and to US$ 50,000, a 
year for individuals. 
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Net operating losses
Carry forwards losses incurred by common taxpayers may be deducted from the 
taxable profits for the next five years, 20% each year but limited to 50% of taxable 
income each year. Loss carry backs are not allowed. 

Withholding tax (WHT)
The WHT on payments to foreign corporations are as follows: 

Royalties paid to foreign entities are taxed at 25% on 50% of withholding tax 
remittance (effective tax rate 12.5%).

Commissions and professional services in general are subject to a withholding at 25% 
over 50% of remittance.
Domestic corporations paying certain types of income must withhold taxes in the 
following way:

Recipient Dividends % (1) Interest % (2) Royalties % (3)

Foreign entities 5, 10, 20 12.5 12.5

Group taxation

Group taxation is not permitted in Panama.

Withholding tax (WHT)

The WHT on payments to foreign corporations are as follows:

Royalties paid to foreign entities are taxed at 25% on 50% of withholding tax 
remittance (effective tax rate 12.5%).

Commissions and professional services in general are subject to a withholding at 
25% over 50% of remittance.

 
Tax incentives

Inward investment
Investment in industries, agro- industrial, marine resource transformation, 
industries dedicated to extracting and transforming raw agricultural and forestry 
materials may get industrial promotion certificates which allow crediting the 
investment against taxes such as income tax. 
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Accelerated depreciation 
According to tax law, a taxpayer can opt to apply accelerated depreciation 
depending on the use of assets without any authorization from the Tax Authorities 
but will be limited to the minimum useful life period described by law. 

Tourism, industry and agriculture allowances
Tourism development: The incentive Law for Tourism Development grants several 
tax benefits, such as exemption from import duties on certain tourism service- 
related goods and from property tax for companies dedicated to tourism, but only 
for those corporations with a signed tourism agreement with the government. In 
some special cases, income tax exemptions apply. 

Agricultural general rule: Income of individuals or corporations pursuing 
agricultural activities will receive a 90% income tax exemption if annual gross 
income is under US$250,000. 

Forestry proceeds are totally exempt from income tax up to 2018, if final disposition 
of plantation derived from property duly inscribed with the Forestry Registry of 
Environmental National Authority. 
Transfer pricing ruling

The Republic of Panama, through fiscal reforms undertaken recently, has adopted 
the transfer pricing rules and according to law 52 of 2012, it will apply to all 
transactions with related parties.

Corporate tax compliance

Returns 
Tax returns must be filed no later than 90 days after the end of the fiscal year. It is 
possible to request an extension for the filing, which rarely is denied. The extension 
for filing is two additional months. Tax authorities can perform audits under two 
timetables: 

•	 If the taxpayer filed the return on time, it can be audited for up to 3 years for 
income tax and 5 years for VAT. 

•	 If the tax return was not filed on time, it can be audited for up to seven years. 

Payment of Tax
Tax is paid via income tax return, and must be made no longer than 3 months after 
closing of the corresponding accounting period. 
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Individual taxation summary 

Taxable income produced from any source within the territory of Panama, 
regardless of where it is received, is subject to income tax. Income tax is levied 
only upon net income derived from operations within Panama, by individuals and 
corporations, except those considered non taxable or exempt by law, in accordance 
with the corporate and personal income tax rates. 

In this sense, income derived from activities performed outside Panama is not 
considered taxable, although it may be subject to dividend tax. 

The term “resident” refers to a person physically located and generating income in 
Panama for more than 183 days, continuous or cumulative in the same fiscal year. 
While, “non resident” refers to a person located in Panama and generating income 
for less than 183 continuous days or cumulative in the same fiscal year. 

Gross income
Broadly, the entire remuneration for personal services rendered in Panama is 
subject to income tax. There are two different ways to calculate the income tax. 
When the person is an employee, the employer is responsible for withholding 
the corresponding taxes according to progressive rates. When the person is an 
independent contractor, a person with more than one job or an employee who has 
another kind of income, other than from this employment, an annual income tax 
return must be filed. 

Panamanian law establishes that when the taxpayer has only Panamanian source of 
income related to his employment; he/she must file an annual income tax return. 

On the annual income tax return, the taxpayer may deduct any expenses incurred 
within the fiscal year that are directly related to the generation or preservation of 
income. The amount after applicable deductions will constitute the annual tax base. 

Progressive tax rates are then applicable to the annual income obtained, to 
determine the taxes the employee must pay. 
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Individual deduction

Current deductions/credits
Resident taxpayers will be subject to the normal tax rates on their net income 
arising from Panamanian sources. Panamanian legislation allows the following 
personal allowances and deductions to be deducted from resident taxpayer’s 
taxable income:

•	 Married couples filing a jointly tax return are entitled to an annual deduction of 
US$800. 

•	 Interest paid on mortgage loans for home improvements on residents located in 
Panama up to US$15,000 per year. 

•	 Interest paid on loans for education. 
•	 Medical expenses incurred on the taxpayer’s behalf or for his/her dependents 

within the Republic of Panama. It will be necessary to prove the expenses 
incurred, including the hospitalization and medical attention insurance 
premium, through invoices or other documentation. 

•	 Donations to local educational and charitable institutions of these institutions 
have been duly authorized by the tax administration to receive such donations 
up to an amount of US$50,000 per year. 

Individual tax compliance

Returns 
If a taxpayer receives income only from foreign source employment, he may choose 
whether or not to file an annual income tax return. 
A foreign individual will be required to submit a tax return if he/she stays in the 
Republic of Panama for more than 183 days in the fiscal year, if the employee 
receives in kind benefits as part of the compensation benefits or if he/she is 
employed by a foreign firm which has a permanent establishment in the Republic of 
Panama. The tax returns must be filed by March 15th following the end of the fiscal 
year in which the income is earned. 

Tax payment 
If tax payment is required, it must be made by March 31st at the latest, in order to 
avoid interest charges. These payments must be submitted to a specific bank with 
a special slip indicating that payment of taxes was made. If taxpayers request an 
extension, it will be granted only for filing and not for payment. Overdue payment 
will trigger interest charges (11% annual average rate). 



Doing Business - 2013|37

Current tax rates

If taxable income is: Taxes payable will be:

Up to B/. 11,000 0%

More than B/. 11,000 up to 
B/.50,000 15% rate on amounts exceeding B/.11,000 up to B/.50,000. 

More than B/.50,000
B/. 5,850 for the first B/.50,000 and an applicable rate of 
25% on amounts exceeding B/.50,000.

Special tax rates for representation allowances

If taxable income is: Taxes payable will be:

Up to B/.25,000 10%

More than B/.25,000
B/.2,500 for the first B/.25,000 and a rate of 15% on 
amounts exceeding B/.25,000. 
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