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Panama issues
requlations on
Panama-Pacifico
regime

On 27 December 2018, Panama published, in Official Gazette No. 28684-B,
Resolution No. 010-18, which contains regulations outlining the requirements
with which companies must comply if they want to qualify for benefits under
the Panama-Pacifico (PP) regime as companies that provide office management
services. The Resolution became effective on 28 December 2018.

Background

Tax regime

On 12 December 2018, Panama published in Official Gazette No. 28675-B,
Law 66 of 2018 (the Law), which amended the PP regime. Law 66 became
effective on 14 December 2018.

The PP regime grants income tax benefits to companies that engage in certain
activities. Law 66 limited eligibility for those benefits by removing the following
activities from the list of activities eligible for preferential tax treatment under
the PP regime: (1) rendering services to individuals or legal entities located
abroad; (2) rendering high-added value services protected by intellectual or
industrial property provisions; and (3) re-invoicing of goods that do not enter
Panamanian territory.
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The Law defined office administrative services as: (1) the
direction, administration or support of operations;

(2) strategic planning services and business development;
and (3) technical assistance, technical support, logistics,

and marketing. Companies rendering office administrative
services to beneficiaries abroad must pay a 5% income tax
on the related net taxable income. Panamanian recipients
benefitting from these services must withhold 5% on the total
service payment if: (1) the services related to the generation
of local income or the conservation of its source (i.e., the
maintenance of income considered as income produced in
Panama); and (2) the payment is considered a deductible
expense by the recipient.

The PP regime, as amended by the Law, also allows
companies providing office administrative services to claim

a tax credit for the amounts withheld by the Panamanian
taxpayers, as well as for amounts effectively paid abroad for
services rendered by nonresidents. However, the company will
have to pay at least 2% of the net taxable income generated in
Panama as a minimum income tax.

New requirements for certain activities

The PP regime requires companies that engage in certain
activities to meet the following requirements to claim income
tax benefits: (1) incurring an adequate amount of operating
expenses in Panama related to the activity; and (2) having
an adequate number of full-time qualified employees
engaged in the activity. The activities listed in the Law
include: (1) radio, television, audio, video and data signal
linking; (2) office administrative services; (3) call centers;
(4) capturing, processing, storage, switching, transmitting
and retransmitting data and digital information; (5) logistic
and multimodal services; and (6) research and development
of resources and digital applications for use in networks. For
companies that conduct these activities and were registered
under the PP regime before the enactment of the Law, the
requirements apply as follows:

» From 1 July 2021, for companies that registered under the
regime before 17 October 2017

» From tax year 2019, for companies that registered under
the regime on or after 17 October 2017

Additionally, companies must submit an affidavit to the PP
Agency. The affidavit must contain information on: (1) the
activities carried out to generate the income received during
the previous tax year; (2) the operating expenses incurred

in the execution of those activities; and (3) the number
of employees that worked on those activities during the
previous tax year.

Transitional provisions for services rendered
abroad and office administrative services

The Law established transition rules for companies that are
currently registered in the PP regime as entities providing:
(1) services to individuals or legal entities located abroad;
or (2) office administrative services to users within the

PP area or established outside Panama's territory.

Under the transition rules, companies that have been
registered under the PP regime for more than 10 years

and provide services to persons located abroad, as well as
companies that provide office administration services to
companies in the PP area or abroad, may submit a request
to the PP Agency to be qualified as a company that provides
office administrative services as provided in numeral 21 of
Article 3 of Law 41 of 2004 and in accordance with literal k
of Article 60 of Law 41.

For a company that does not qualify as a company that
provides office administrative services, the following taxes
apply: (1) income tax on the taxable net income earned from
activities, businesses or operations conducted within the

PP area; (2) dividends tax withheld from profits or dividends
paid to shareholders or partners, and the complementary
tax; and (3) tax withheld on commissions, royalties, and
payments for technical assistance services.

Also, under the transition rules, companies that are
registered under the PP regime for less than 10 years may
submit a request to the PP Agency to: (1) eliminate the
activities removed from the PP regime by Law 66 from
their registries; or (2) qualify as a company that provides
office administrative services as provided in numeral 21 of
Article 3 of Law 41 of 2004 and in accordance with literal k
of Article 60 of Law 41.

Companies that do not select either option, or whose request
to qualify as a company that provides office administrative
services is denied by the PP Agency, will still maintain their
income tax exemptions for 10 years, beginning on the date
they were registered in the PP Registry. The tax exemption
will apply to the income generated from rendering services
to the foreign market and the Panamanian market. However,
the Law imposes value-added tax (VAT) on services provided



to beneficiaries in Panama. Furthermore, the companies
must comply with the new requirements as follows to claim
the income tax exemption:

» From 1 July 2021, for companies that registered under the
PP regime before 17 October 2017

» From fiscal year 2019, for companies that registered under
the PP regime on or after 17 October 2017

Other provisions

Companies registered under the PP regime are subject to
transfer pricing rules because of amendments introduced to
the Fiscal Code through Law 69 of 2018. These amendments
subject companies operating under any preferential tax
regime (including the PP regime) to transfer pricing rules

on their operations with related parties located in Panama,
abroad or in any other preferential tax regime.
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Additionally, the Law clarifies the VAT exemption that was
already provided under the regime (i.e., on services rendered
by companies registered under the regime to individuals or
legal entities established abroad or within Panama and to
companies registered under the PP regime).

Resolution No. 010-18

Resolution No. 010-18 sets forth the rules for a company
to qualify as a company that provides office administrative
services. To be eligible as a company that provides office
administrative services under the PP regime, an applicant
must (1) be part of a business group with assets equal to
or greater than US$200 million; or (2) be a company that
provides office management services to at least seven
affiliates, subsidiaries or associated companies.

For additional information with respect to this Alert, please contact the following:

Ernst & Young Limited Corp., Panama City
Luis Eduardo Ocando luis.ocando@pa.ey.com
Isabel Chiri isabel.chiri@pa.ey.com

Ernst & Young, S.A., San José

Rafael Sayagues rafael.sayagues@cr.ey.com

Ernst & Young, LLP, Latin American Business Center, New York

Ana Mingramm
Enrique Perez Grovas
Pablo Wejcman

ana.mingramm®ey.com

pablo.wejcman®@ey.com

enrique.perezgrovas@ey.com

Ernst & Young LLP (United Kingdom), Latin American Business Center, London

Jose Padilla jpadilla@uk.ey.com

Ernst & Young Tax Co., Latin American Tax Desk, Japan & Asia Pacific

Raul Moreno, Tokyo
Luis Coronado, Singapore

raul.moreno@jp.ey.com
luis.coronado@sg.ey.com



EY | Assurance | Tax | Transactions | Advisory

About EY

EY is a global leader in assurance, tax, transaction
and advisory services. The insights and quality
services we deliver help build trust and confidence
in the capital markets and in economies the world
over. We develop outstanding leaders who team to
deliver on our promises to all of our stakeholders.

In so doing, we play a critical role in building a better
working world for our people, for our clients and for
our communities.

EY refers to the global organization, and may refer to
one or more, of the member firms of Ernst & Young
Global Limited, each of which is a separate legal entity.
Ernst & Young Global Limited, a UK company limited
by guarantee, does not provide services to clients.

For more information about our organization, please
visit ey.com.

Americas Tax Center

© 2019 EYGM Limited.
All Rights Reserved.

EYG no. 000321-19Gbl

1508-1600216 NY
ED None

This material has been prepared for general informational
purposes only and is not intended to be relied upon as
accounting, tax, or other professional advice. Please refer
to your advisors for specific advice.

ey.com



