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CENTRAL LAW Panama

The office of CENTRAL LAW in Panamá counts with a prominent and effective legal and 
administrative staff. This excellent team of lawyers is a reference for international clients which 
need legal services in Panama.

The knowledge of its lawyers regarding the Panamanian legal framework ensures a high quality 
service to its customers, both local and international, in any legal area in which they need advice.

Also, Chambers and Partners has distinguished them in among the most prominent lawyers in Latin 
America for their excellent job in Intellectual property.

The firm continues to expand and giving customers the best resources to achieve their business 
objectives.

Lawyers at CENTRAL LAW Panamá speak Spanish, French, Italian, English and Portuguese.
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Doing Business in Panama 
 

ECONOMIC HIGHLIGHTS 
 

Population: Approximately 3,400,000 people as per the latest census (2010).  

Government: Constitutional Democracy. A President elected by popular vote for a 5 single year 
term. There are three branches of government, the executive, legislative and judicial branches.  

Economy: The economy is service-based as service companies account for over 70% of GDP. The 
services sector is comprised of the banking industry (represented by almost 100 local and 
international banks), the Colon Free Zone, various ports and a robust tourism industry. The 
services sector further benefits from the fact that Panama has been dollarized economy for more 
than 100 years, a significant business advantage.  

In the public sector, the reversion of the Panama Canal to the Republic of Panama, as well as that 
of the land and infrastructure formerly occupied by the United States government and military, has 
resulted in various significant benefits for the Panamanian economy. For instance, during the 
effective term of the Torrijos-Carter treaty (1977), which expired in the year 2000 when the Canal 
was transferred to Panama, the United States paid an annual fee of approximately $10 million per 
year, plus a very small percentage of all utilities. Under the Panamanian administration, Panama 
currently receives an average of $800 million per year from the Canal operation, most of which 
are used for social projects implemented by the government.  

Furthermore, a referendum for the approval of the construction of a third set of locks for the 
Panama Canal was approved on the 22nd of October of 2006. The official estimate of the building 
of the third set of locks is US$5.25 billion. The Panama Canal has already signed a credit 
agreement with 5 multinational organizations for up to US$2.3 billion.  

Construction on the third Set of Locks of the Panama Canal has already begun, as well as other 
significant public infrastructure projects, including the construction of the first subway line in the 
Republic of Panama.  

Panama is very attractive to investors given its fully dollarized economy with no exchange risk; an 
absence of barriers to the repatriation of funds, low inflation, and it’s stable and sophisticated 
banking sector.  
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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. 

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%).  
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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. 

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.  
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CORPORATE STRUCTURE 
 

Incorporation: The two most commonly used legal entities for conducting business in Panama, 
either on-shore or off-shore are the “Sociedad Anónima” (Panamanian Corporation) and the 
“Sociedad de Responsabilidad Limitada” (LLC).  

The Panamanian Corporation has traditionally been the corporate entity of choice for conducting 
business in Panama, although limited liability companies (LLC) are also recognized by law.  

Incorporation may take approximately 7 business days.  

Articles of incorporation must have at least:  

ü The name and domicile of each subscriber to the articles of incorporation; 
ü The domicile of the company and of the resident agent, who must be a lawyer or law 

firm in Panama;  
ü The names and addresses of the directors and the officers (who may also be foreigners);  
ü The name of the corporation;  
ü The company purpose or general objectives;  
ü Reference to the capital and the type and number of shares into which it is divided;  
ü Duration, which may be perpetual.  

 Tax contribution number: Registration of the company before the Tax Authorities to obtain a tax 
contribution number (RUC) takes only 1 day.  

In general terms, Panamanian companies operating off-shore are only obliged to pay an annual tax 
fee of US$300. However, companies conducting business in the territory of the Republic of 
Panama are subject to general tax rules, such as Panamanian source income tax, VAT and 
Commercial Operations tax.  

Commercial Operations Permit (Aviso de Operación Comercial): This process is now completed 
online, through an official website (www.panamaemprende.gob.pa) and takes only 1 day.  

Restrictions: It is important to bear in mind that foreigners are restricted from engaging in any type 
of retail business in Panama (i.e. restaurants, supermarkets, etc.) or to render professional services 
that are restricted to Panamanians by law (i.e. law, medicine, architecture and engineering).  

Municipality Registration: Registration before the municipality office for the purpose of paying 
local taxes to the respective district. This process may take 1 day.  
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Registration in the Social Security Office: When hiring a Panamanian employee, it is mandatory to 
register the company in the Social Security Office, which is the public institution in charge of the 
administration of national insurance programs for pension, health, unemployment, and labour 
accidents and injuries. This process may take 7 days.   

CORPORATE TAX SYSTEM.  
Companies are subject to corporate income tax on their Panamanian-source income. The 
Panamanian corporate income tax regime requires profits to be taxed at the corporate level per the 
corporate income tax rate applicable in the year earned.  

A 10% final withholding tax is imposed on the amount of the distribution for nominative shares 
and a 20% final withholding tax for bearer shares. Foreign source income can also be subject to a 
5% withholding tax under certain circumstances. Dividends are not subject to further taxation at 
the shareholder level.  

Companies are taxed at the greater of (1) a 30% flat rate on taxable net income or (2) an 
alternative calculation of taxable income (calculo alterno del impuesto sobre la renta or CAIR), 
whereby total taxable income is reduced by 95.33% and taxed at the 25% statutory flat rate. Total 
taxable income is defined as gross income (taxpayer's total general income), minus exempted, 
non-taxable and foreign income. Total taxable income is then reduced by 95.33%, resulting in 
taxable net income that is taxed at the 25% statutory flat rate  

In addition to corporate income tax, foreign registered companies are subject to 10% profits surtax 
or deemed dividend tax. The withholding tax is final and must be remitted upon the filing of the 
annual tax return.  

 General tax rates overview.  

a. On Property: Transfer tax of 2% of property value and 10% Capital Gains tax.  
b. Immovable property tax: General rate of 1% up to 2.10%  
c. Corporate income tax: 25%  
d. Commercial licence: 2% of patrimony.  
e. Value added tax: 7%  
f. Dividend tax: 10% or 20% (local) or 5% (foreign).  
g. General withholding tax rate on payments to non-domiciled persons: 12.5%  

International Trade Agreements and Double Tax Conventions.  

Panama has recently signed Conventions for the Avoidance of Double Taxation with the following 
countries:  

1. México (*)  
2. United States of America 
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3. Barbados  
4. South Korea 
5. Spain 
6. Luxembourg  
7. The Netherlands  
8. Portugal  
9. Qatar 
10. Singapore  
11. Italy  
12. France 
13. Ireland 
14. United Arab Emirates 
15. Israel 
16. Czech Republic 

In addition, a Treaty for the Exchange of Information has been signed with the United States of 
America.  

Also, as a step forward after its membership in the World Trade Organization, Panama has 
successfully negotiated Free Trade Agreements with the following countries:  

1. Salvador (*)  
2. Guatemala (*)  
3. Nicaragua (*)  
4. Costa Rica (*)  
5. Honduras (*)  
6. Chile (*)  
7. Singapore (*)  
8. Taiwan (*)  
9. Dominican Republic (**)  
10. Cuba (**)  
11. México (**)  

Still pending for formal approval are the treaties with Canada, United States of America and the 
European Union.  

(*) In force;  
(**) partial agreements  
 
FOREIGN INVESTMENTS.  
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.  
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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.  

LABOR REGULATION  
It is important for a foreign investor to understand the basic labour principles in Panamanian Law. 
Employees are considered by labour authorities the weakest link in the labour relationship and, as 
such, it is generally suggested to clearly and expressly establish the basic elements of the labour 
contract.  

Important facts:  

1. Minimum wage as established in 2007, roughly US$1.81 to US$2.00 per hour.  
2. Contract: Employment contracts, whenever possible, should include a probation period. 

Contracts can be (a) for indefinite period of time, or (b) for a predetermined, definitive 
period of time. The later, however, may only be agreed upon for a term not exceeding a 
year, unless the vacancy in question relates to a permanent and substantial work position 
or, the employee is hired for a special project (i.e. for the length of the specific project).  

3. Vacations: 30 calendar days paid after 11 months rendering services to the employer.  
4. Hours: maximum of 8 hours on a daily basis and 48 per week. For work performed in 

excess of 8 hours per day the employee is allowed to claim a surcharge of at least 25% of 
the regular payment per hour.  

5. Weekly holiday: It is mandatory for all employers to grant employees no less than 1 free 
day per week. As a result, the maximum number of work days per week is 6.  

6. Unemployment benefits: Panamanian Labour Law protects employees and gives labour 
stability to those who have worked for the same employer for more than 2 years. Prior to 
the 2 year period, if the employer opts to dismiss an employee it can do so by notifying the 
employee and paying all accrued benefits (i.e. proportional vacations, proportional bonus 
by law, seniority, 1 month salary prior notice, indemnity of 6.54% of the total amount of 
salaries earned).  

7. Labour stability: An employer can only dismiss an employee with just cause. Just causes to 
terminate labour relationships are listed in the Labour Code. Notwithstanding the 
foregoing, the employer has the option by law to terminate any labour relationship by 
mutual agreement.  
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Social Security contributions: percentage of the gross salary.  

Year 2008 2009 2010 2011 2012 2013 
Employee 8% 8% 8% 9% 9% 9.75% 
Employer 12.25% 12.25% 11.75% 12% 12% 12.25% 
  

In addition, there is an education tax of 1.5% of gross salary for the employer and 1.25% for the 
employee and a Professional Risk contribution depending on the business.  
 


