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LAWS DISCUSSED

Multinational Headquarters Law - Law No. 41, August 24th, 2007, Which creates the special Regime for the
Establishment and Operation of Multinational Headquarters and the Licensing Commission for Multinational
Headquarters and Issues other Provisions — Ley No. 41 del 24 de agosto de 2007, Que crea el Régimen
Especial para el Establecimiento y la Operacién de Sedes de Empresas Multinacionales y la Comisién de
Licencias de Sedes de Empresas Multinacionales y dicta otras disposiciones

Law No. 45, August 10th, 2012, Which Amends Law No. 41 of 2007, Which creates the special Regime for the
Establishment and Operation of Multinational Headquarters and the Licensing Commission for Multinational
Headquarters — Ley No. 45 del 10 de agosto de 2012, Que reforma la Ley 41 de 2007, Que crea el Régimen
Especial para el Establecimiento y la Operaciéon de Sedes de Empresas Multinacionales y la Comisién de
Licencias de Sedes de Empresas Multinacionales

Law No. 57, October 24th, 2018, Which Amends Law No. 41 of 2007, Which creates the special Regime for
the Establishment and Operation of Multinational Headquarters and the Licensing Commission for
Multinational Headquarters and Issues other Provisions — Ley No. 57, de 24 de octubre de 2018, Que reforma
la Ley 41 de 2007, Que crea el Régimen Especial para el Establecimiento y la Operacion de Sedes de
Empresas Multinacionales y la Comision de Licencias de Sedes de Empresas Multinacionales, y dicta otras
disposicién

Executive Decree No. 28, March 27th of 2009, which regulates Multinational Headquarters legislation, as
amended by Executive Decree No.241 September 16 th of 2020 / Decreto Ejecutivo No. 28 del 27 de marzo
de 2009 por el cual se reglamenta la Ley 41 de 24 de agosto de 2007, que crea el Régimen Especial para el
Establecimiento y la Operacion de Sedes de Empresas Multinacionales y la Comision de Licencias de Sedes
de Empresas Multinacionales dicta otras disposiciones.

Multinational Headquarters Incentives

Background and Obijectives

The EMMA Regime was created through Law 159 of
August 31st, 2020, with the objective of attracting and
promoting investments in productive processes in the
Republic of Panama, generating jobs and promoting
technology transfer, as well as to make the country
more competitive in the global economy.

Panama seeks to attract manufacturing companies
that are reconsidering approaching the Latin American
market, establishing new distribution or manufacturing
centers, carrying out storage known as "stockpiling" or
ensuring cuts in product delivery times for this specific
area. All this for the sake of promoting investment;
minimizing risks; maintaining profitability and above all
satisfying their customers. Therefore, making
“Nearshoring” a solution to create new opportunities
for our economy, will continue to be a goal for 2022.
The global health crisis accelerated in Panama the
implementation of the automation of logistics
processes, such as the online launch of cargo, which
reduces delivery times and allows greater efficiency.
The new EMMA law was developed specifically to
attract manufacturing companies to Panama or those
local manufacturers that wish to regionalize.

For the businessman or entrepreneur, EMMAs
companies open new business opportunities since the
law allows the outsourcing of the main activities in the
national territory. We envision suppliers opening the
sale of raw materials, logistics services, manufacturing
services in general, increased exports with
value-added products, among other.

Special Regime for the Establishment and Operation of Multinational Companies

Special Regime for the Establishment and Operation
of Multinational Companies for the Provision of Services
Related to Manufacturing (EMMA)

Therefore, the main objectives of this regime are to
capitalize on the transfer of technology and knowledge
with the aim of promoting new capacities and to
achieve a more diversified economy.

The EMMA Law also promotes the growth of other
special economic areas such as the Colon Free Zone,
Panama Pacific, and Free Zones, as well as any area in
the national territory, including the interior of the
Republic. The EMMA Law must be seen as an
attractive alternative that adapts to a special niche of
companies that strengthens the competitiveness of
Panama.

Authorized Services

The EMMA license allows the multinational company to
provide its same Business Group with the following
services related to  manufacturing:  product
manufacturing, assembly, maintenance and repair,
remanufacturing, conditioning, product development,
research or innovation, analysis, laboratories, tests,
logistics, storage, deployment and distribution center
of components or parts and any other analogous
service previously approved by the Cabinet Council
through a corresponding resolution, provided that it
complies with the provisions set forth in this Law.
Within the services, product labeling, assembly,
re-manufacturing, ordering, packaging, maintenance,
repair and logistics are contemplated.
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The Benefits of the EMMA Regime

Below is a summary of the benefits and obligations of the EMMA Law:

EMMA REGIME
DESCRIPTION (Law 159 of 2020)
1. Tax Regime
1) 5% Corporate Income tax (CIT) rate in the Republic of Panama N
(CIT applies to the regime, but at a reduced rate)
2) Exempt from dividend tax, complementary tax and branches tax. V
3) Not subject to the use of fiscal printers \
4) ITBMS (VAT) exemption for services provided to companies abroad \V
5) Capital gain (2% rate) (applies to the regime, but at a reduced rate) V
6) Exempt from tax payment regarding the Notice of Operation V
7) Transfer Pricing (applies to the regime) \
8) ITBMS (VAT) exemption for the purchase and import of goods and provision or services
in the Republic of Panama v
2. Immigration Regime
1) Immigration flexibility (permanent, temporary staff and dependents) V
Types of Visas, Immigration Permits
a) Permanent staff visa V
b) Foreign worker dependent visa V
c) Permanent residence V
d) Temporary staff visa \
e) Temporary staff dependent visa V
2) Exempt from paying income tax, and social security and educational insurance
contributions for wages v
3. Labor Regime
1) Subject to the Labor Code, except for the exceptions established in the Law \V
2) It may be agreed with the worker that the mandatory rest day is not necessarily Sunday.
When Sunday is a regular work day, there will be no surcharge. Work on weekly rest V
days will be remunerated with a surcharge of 50%.
3) Overtime surcharge (25%) N
4) Technical Education Centers \
4. Customs Regime
1) Exempt from any '_cax, fees, levy or imp_ort duties on all types or classes of merchandise, N
products and equipment that are required for the execution of EMMA services.
2) Exempt from payment of import tax for household items \V
3) Total duty exemption for the importation of a motor vehicle v
4) Payment, by the company of the Business Group that acts as the importer, of customs
duties or taxes only on the value of the raw materials incorporated into the finished V
product, subject to international trade agreements
5. Other benefits
Legal Stability \
The operating license is granted for an indefinite term, and without the payment of its fee. v
The EMMA may be established in a Special Economic Zone or in any other part
of the national territory. vV
6. Environment and other requirements
1) Environmental impact study \
2) Recyclable waste vV

Special Regime for the Establishment and Operation of Multinational Companies

Business Models

The EMMA law operates under the "service" model for its own business group; where it operates and executes the
activities permitted under the mandate of its Headquarters or subsidiaries or affiliates. Below are diagrams detailing
the “modus operandi”:

1. Basic Concept of the EMMA Regime
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Case #1: EMMA service mechanism for its business group.

The EMMA company by order of its Headquarters,

Cana Marrir & fllal por massats

subsidiaries or affiliates can carry out any of the permitted salicita produccitn yin distriburide
service activities:

Manufacturing, remanufacturing, assembly,
conditioning, packaging, etc.

o Product deployment, distribution center and storage

Q Praduct research and development, innowvation

e Laboratory analysis and tests

The EMMA company charges for the services offered to
its Headquarters, subsidiaries or affiliates.

Multinational companies that avail themselves of this regime must operate as a foreign company registered in Panama
or as a Panamanian company owned by the multinational company, its subsidiaries, or affiliates.

2. EMMA Business Model - Export
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Case #2: Mechanism for the Sale of Products Abroad by mandate of the
Headquarters, affiliates or subsidiaries.

* The EMMA company by order of its Headquarters
subsidiaries or atfiliates can atfer logisti
to send products to a final customer cutside the
national territory.

= The EMMA charges for its provided logistics services

1o its Headguarters, affiliates or subsidiaries,

EMBAA

Under this model, the application of the Free Trade Agreements that Panama has is considered.
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3. EMMA Business Model - Local Market (Panama)

E Panama’s Film and Audiovisual Industry Incentives
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Case #3: Mechanism for the Sale of Products in the National Territory by
mandate of the Headquarters, affiliates or subsidiaries.

» The EMMA company, by order of its
Headquarters, affil subsidiaries, ca

final customer in the national territory.

= The EMMA charges for its provided
logistics services to its Headguarters,
aftiliates or subsidiaries.

» The Headquarters will need to establish a
trading company and it, in turn, will be able
to introduce the products into the country
paying customs taxes, only on the value of
the raw materials and nat on the final
product.

Hesdgusrtess sells
a proshuct marubaiured

a Trading Company.

Rl '

EMMA charges for

EMMA

This business model requires establishing a Marketing Company, part of the business group that will be responsible
for introducing the products to the national territory, but with the considerations detailed in the diagram.

Business Models

License Requirements

The Multinational Company Headquarters License
Commission, through Resolution No0.039-20 of
December 23rd, 2020, approved the requirements for
granting the EMMA License and the Directorate of
Headquarters of Multinational Companies of the
Ministry of Commerce and Industries is the Single
Window where the applications are processed and
acts as the administrative and supervisory body of the
regime.

To apply for the EMMA license, the Business Group
must have total assets equal to or greater than
seventy-five million US dollars (US$75,000,000), or the
applicant company must provide services to at least
three (3) affiliates, subsidiaries, or associated
companies.

Economic Substance Requirements

To maintain the 5% income tax rate, SEM EMMA
Licensed companies must comply with Economic
Substance Requirements, encompassing:

e Executing the main activities from the Republic of
Panama;

e Having an adequate number of full-time employees
appropriate to the nature business of the SEM Entity;

e Having adequate operating expenses appropriate to
the nature business of the SEM Entity; and

e Fulfill annual reporting requirements, including: (i)
Annual Substance Affidavit endorsed by a local
Certified Public Accountant; and (ii) Audited Financial
Statements.

Special Regime for the Establishment and Operation of Multinational Companies

The government created stimulus for the film and
audiovisual industry by enacting Law No. 16 of 2012.
The Law:

¢ Creates the Panama Film Commission and its
Technical Secretariat.

¢ Creates the National Movie Register for foreigners.

¢ Regulates the film and audiovisual industry
throughout the national territory.

e Grants fiscal, customs, labor and migratory
incentives for foreign productions in national territory,
with special areas being assigned for the
development of the film and audiovisual industry.

e Eliminates of bureaucracy and guarantees efficient
process for productions.

The benefits for foreign productions, granted by the
Technical Secretariat of the Panama Film Commission,
are:

e A “One-Stop-Shop” for all paperwork.

¢ Expeditious processing of Migratory Permits for
foreign personnel.

e | abor Permits for foreign personnel.

e Temporary customs custody of equipment without
bonded guarantee.

¢ Fiscal incentives for special assigned areas, as part of
the development of the film and audiovisual industry.

e Permits for public locations throughout the entire
national territory.

e Assistance with paperwork required by the public
services.

e Associating with national producers, technicians,
casting agencies and personnel.

LAW DISCUSSED

Law No. 16, April 27th, 2012, Whereby the Film
and Audiovisual Industry Special Regime is
Established — Ley No. 16 del 27 de abril de 2012,
Que establece el régimen especial de la industria
cinematografica y audiovisual — modified by Ley
No. 175 de 2020.

Panama’s Film and Audiovisual Industry Incentives

81



82

kX9 Call Centers

Since Panama has become a digital hub with the
installation of six sub-maritime optical fiber cables,
fully compatible with the US and the UK, with minimal
risk of interruption by natural disasters, it is becoming
the place of choice for telecommunication companies
and data centers. Law No. 52 of 2018 provides fiscal,
migratory and laboral zone benefits to call centers
established in Panama for commercial operations.

The application for a concession to provide call center
services must be delivered to and approved by the
Public Services National Authority (ASEP, by its
Spanish acronym). In addition to the following
incentives, special labor provisions are more flexible
than those for other types of businesses that operate in
the rest of the Panamanian territory.

FISCAL INCENTIVES

Exemption from direct and indirect taxes, fees,
contributions, and charges, (with the exception of
those established in this Law and the fees charged
the ASEP) relating to the services covered by the
concession.

Exemption from income tax for the provided
services (subject to the compliance of certain
conditions).

A 5% dividend tax rate decreased to a 2%
complementary tax in case there is no distribution
of profits.

A yearly tax equal to 0.5% of the company’s
capital (up to a maximum of US$50,000).

LAW DISCUSSED

Law No. 52, October 17th, 2018, Which Regulates
Call Centers and Dictates Other Provisions — Ley
No. 52, de 17 de octubre de 2018, Que regula la
actividad de centro de llamadas para uso
comercial (call centers) y dicta oftras
disposiciones.

Call Centers

‘ MIGRATORY INCENTIVES

Permanent Resident Permit for a Call Center
Investor - issued to individuals who have invested
a minimum of US$250,000 into a call center. Valid
for 2 years (subject to the investment conditions),
after which the investor may apply for a permanent
stay.

Temporal Resident Permit - foreign personnel
hired in trust, executive, expert and/or technical
positions will have the right to request such
permit. Valid for the duration of the work contract.

Short Stay Visa for Businesspeople and Investors
by Special Laws - issued to foreigners who wish to
come to evaluate the possibilities of investments
or to carry out transactions or business related to
call centers. Valid for 9 months (subject to the
requirements established by the migratory
regulations).

BEZ) Tourism Incentives

Law No. 80 of 2012 dictates various incentive policies
for the promotion of tourism in Panama. The
Panamanian Tourism Authority (ATP, by its acronym in
Spanish) offer fiscal, land and customs tax incentives
and exemptions to:

e builders of hotels and hostels outside Panama City.

e existing hotels with less than 50 rooms that obtain a
quality certificate.

e enterprises that offer touristic products like
conventions, exhibitions, travel promotions, cruises,
ecotourism, among other (each activity requires a
minimum number of foreign attendants or
passengers).

e enterprises that offer nautical tourism and own
cruises, yachts, marinas and/or docks.

e enterprises that offer nature, adventure, and beach
tourism.

e enterprises that offer special touristic products
approved by the National Tourism Council.

The requirements and the application expiration dates
vary according to the tourist activities. All permits are
granted by the ATP and all necessary documentation
must be delivered to them. Law 82 of 2019 amended
the deadline to apply for the incentives to December
2025, while Law 122 of 2019 extended the incentive
period until the end of 2025 to all applicable existing
enterprises.

Law No. 2 of 2006 governs all concession related to
touristic investment. This framework dictates all the
requirements and obligations needed to invest in large
tourist projects that require an extensive portion of
land. To qualify for this type of investment, all
necessary documents must be submitted to the
Ministry of Economy and Finances (MEF, by its Spanish
acronym). Subsequently, the MEF will analyze the
project and either accept or decline it.

LAWS DISCUSSED

Law No. 80, November 8th, 2012, Whereby the Rules for Panamanian Tourism Promotion Incentives are
Issued — Ley No. 80 del 8 de noviembre de 2012, Que dicta normas de incentivos para el fomento de la

actividad turistica en Panama.

Law No. 2, January 7th, 2006, Which Regulates the Concessions for Touristic Investment and the Disposition
of Island Territory for its Touristic Development, and Issues Other Provisions — Ley No. 2 del 07 de enero de
2006, Que regula las concesiones para la inversion turistica y la enajenacion de territorio insular para fines de

su aprovechamiento turistico y dicta otras disposiciones.

Law No. 82, April 18th, 2019, Which Amends Law No. 80 of 2012, Whereby the Rules for Panamanian Tourism
Promotion Incentives are Issued — Ley No. 82 del 18 de abril de 2019, Que modifica la Ley 80 de 2012, que
dicta normas de incentivos para el fomento de la actividad turistica.

Law No. 122, December 31st, 2019, Which Amends Law No. 80 of 2012, Whereby the Rules for Panamanian
Tourism Promotion Incentives are Issued — Ley No. 122 del 31 de diciembre de 2019, Que modifica la Ley 80
de 2012, que dicta normas de incentivos para el fomento de la actividad turistica.

Tourism Incentives 83
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Also, in December 2019 it was published the Law No.
122 of 2019, which amends Article No. 09 of Law No.
80 of 2012. The purpose of this amendment is to favor
investment and financing of new tourism projects or
new stages and extensions of those projects already
existing outside the district of Panama, for which the
sums invested by individuals or corporations in the
acquisition of bonds, shares and other financial
instruments issued by tourism companies, will be
considered 100% tax credit for income tax purposes.

The most relevant points of this amendment are:

e The tax credit may be used annually as from the
second year of the investment made, up to a
maximum amount equivalent to 50% of the resulting
income tax, as long as this does not exceed 15% of
the initial amount of the tax credit up to 100% of the
tax credit can be consumed during a maximum
period of ten years from the date it was granted.

e The incentive will be granted until December 31,
2025, to those investors not directly or indirectly
related to the tourism companies that issue the
financial instruments, and that are not part of the
reorganization of a company into several legal
entities, nor affiliates or subsidiaries of tourism
companies.

Tourism Incentives

e The bonds, shares and other financial instruments
may be issued by companies registered in the
National Tourism Registry, including real estate
investment companies duly registered with the
Superintendency of Securities, in a stock exchange
in Panama and in the National Tourism Registry.

e The bonds or financial instruments must have a
minimum validity period of five years, and may not
be paid in advance, nor may they be acquired by the
tourism companies themselves.

e The validity of the National Tourism Registry will be
enabled for those companies or hotels that have
expired between January 1, 2014, and December 31,
2019, to maintain the incentives established in their
records until December 31, 2025. For those whose
registration expires after December 31, 2019, the
validity is extended until December 31, 2025.
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L) Cruise Line Incentives

Through the Executive Decree No. 35 of 2019, and later
its amendment, Executive Decree No. 274 of 2020, a
tourism promotion incentive will be granted to the
cruise lines that establish their base port in one of the
ports of the Republic of Panama, relative to assuming
the payment of the toll corresponding to one (1) transit
through the Panama Canal. Base port is defined as the
port of embarkation and disembarkation of passengers,
where the cruise begins or ends. This incentive will be
payable as a refund to the cruise line, according to the
amount billed by the Panama Canal Authority
corresponding to one (1) transit through the Canal.

Year | Condition Refund Value

2022 Proof that 80% 90% of the paid toll
of the embarked

2023 | passengers are 80% of the paid toll
non-national

2024 | individuals 70% of the paid toll

The current incentive is available for all applicable
transits until December 31st, 2024.

LAWS DISCUSSED

Executive Decree No. 35, June 12th, 2019, Which establishes tourism promotion incentives for passenger
transport vessels (cruise ships) whose base port is in the territory of the Republic of Panama — Decreto
Ejecutivo No. 35 del 12 de junio de 2019, Que establece incentivos de promocion turistica a los buques de
transporte de pasajeros (cruceros) cuyo Puerto Base sea en el territorio de la Republica de Panama.

Executive Decree No. 73, February 6th, 2020, that modifies and adds provisions to the Executive Decree No.
35, June 12th, 2019, which establishes tourism promotion incentives for passenger transport vessels (cruise
ships) whose base port is in the territory of the Republic of Panama — Decreto Ejecutivo No. 73 del 6 de
febrero de 2020, Que modifica y adiciona disposiciones al Decreto Ejecutivo No. 35 del 12 de junio de 2019,
que establece incentivos de promocion turistica a los buques de transporte de pasajeros (cruceros) cuyo
Puerto Base sea en el territorio de la Republica de Panama.

Executive Decree No. 274, November 11th, 2020, that modifies and adds provisions to the Executive Decree
No. 35, June 12th, 2019, which establishes tourism promotion incentives for passenger transport vessels
(cruise ships) whose base port is in the territory of the Republic of Panama — Decreto Ejecutivo No. 274 del
11 de noviembre de 2020, Que modifica y adiciona disposiciones al Decreto Ejecutivo No. 35 del 12 de junio
de 2019, que establece incentivos de promocion turistica a los buques de transporte de pasajeros (cruceros)

cuyo Puerto Base sea en el territorio de la Republica de Panama.

Cruise Line Incentives
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K19 Light Manufacturing Incentives

Law No. 76 of 2009 was implemented to encourage the
development of industry in Panama. It was further
amended by Law No. 25 of 2017, which creates a new
institutional framework and a normative body that
encourages the competitive development of the
national industrial and agro-industrial sector. The Laws
are applicable to the agricultural, manufacturing,
aquaculture transformation, forestry, and fisheries
industries, including micro, small, medium, and other
industrial enterprises.

As part of the Laws, the Certificate of Industrial
Development has been established. This Certificate
offers investors refunds of up to 40% (subject to
specific  industrial, research and development
activities) on the total value invested, profit
reinvestment, workforce training and hiring costs of
any new production-related staff. This non-transferable
document is valid for a maximum of 8 years and can be
used when the company fulfills their tax, fee, and
contribution obligations.

Light Manufacturing Incentives

I LAW DISCUSSED I

Law No. 76, November 23rd, 2009, Which dictates
measures for the promotion and development of
the industry — Ley No. 76 del 23 de noviembre de
2009, Que dicta medidas para el fomento y
desarrollo de la industria.

Law No. 25, May 23rd, 2017, Which modifies and
adds articles to Law 76 of 2009, Which dictates
measures for the promotion and development of
the industry, and dictates other provisions, and
Issues Other Provisions — Ley No. 25 del 23 de
mayo de 2017, Que modifica y adiciona articulos a
la Ley 76 del 2009, Que dicta medidas para el
fomento y desarrollo de la industria, y dicta otras
disposiciones.

Executive Decree No. 37 of 2018 that regulates the
Law No. 76 of 2009 and its modifications.

Renewable Energy Incentives

Since the 2000s, Panama has been seeking to promote
the diversification of its energy matrix to ensure the
supply of the demanded energy, to mitigate the effects
of climate change and to reduce dependence on
hydrocarbon imports for the generation of electricity.
As such, Law No. 45 of 2004 was passed to stimulate
the creation of hydroelectric generation systems an
incentive scheme. In 2011, 2012 and 2013, new laws
were enacted that incentivized the construction and
operation of biomass, wind, natural gas, and solar
power plants.

Fiscal benefits that apply to energy generation using
biomass include income tax exemption, VAT
exemption for imports, and commercial and industrial
license taxes exemption. Wind-, solar- and natural
gas-based power generation facilities benefit from:

¢ A tax credit of up to 5% of the total direct investment
value (applicable on income tax, for civil works that
become public infrastructure).

e Custom duties exemption for equipment, machinery,
materials, spare parts and others imports necessary
for the plants' proper functioning.

e The possibility to use an accelerated amortization
method to depreciate tangible assets.

Additionally, natural gas generation equipment
manufacturers within Panama are exempted from
paying all national taxes for 20 years, while wind power
generation equipment manufacturers and installers are
exempted for 15 years.

. LAWS DISCUSSED

Law No. 45, August 4th, 2004, Which establishes an incentive regime for the promotion of hydroelectric
generation systems and other new, renewable and clean sources, and issues other provisions — Ley No. 45,
de 4 de agosto de 2004, Que establece un régimen de incentivos para el fomento de sistemas de generacion
hidroeléctrica y de otras fuentes nuevas, renovables y limpias, y dicta otras disposiciones — Ley 57/2009.

Law No. 42, April 20th, 2011, Which establishes guidelines for the national policy on biofuels, and electricity
from biomass, in the national territory — Ley No. 42, de 20 de abril de 2011, Que establece lineamientos para
la politica nacional sobre biocombustibles y energia eléctrica a partir de biomasa en el territorio nacional —

Ley 21/2013 y Ley 47/2015.

Law No. 44, April 25th, 2011, Which establishes the incentive regime for the promotion of the construction
and operation of wind power stations for the provision of the electricity public service — Ley No. 44, de 25 de
abril de 2011, Que establece el régimen de incentivos para el fomento de la construccion y explotacién de
centrales edlicas destinadas a la prestacion del servicio publico de electricidad — Ley 18/2013.

Law No. 41, August 2nd, 2012, Which establishes the incentive regime for the promotion of the construction
and operation of generating plants, based on natural gas, for the provision of the electricity public service —
Ley No. 41, de 2 de agosto de 2012, Que establece el régimen de incentivos para el fomento de la
construccion y explotacion de centrales de generacion a base de gas natural destinadas a la prestacién del

servicio publico de electricidad

Law No. 37, June 10th, 2013, Which establishes the incentive regime for the promotion of the construction,
operation and maintenance of solar power plants and/or installations — Ley No. 37, de 10 de junio de 2013,
Que establece el régimen de incentivos para el fomento de la construccion, operacion y mantenimiento de

centrales y/o instalaciones solares — Ley 38/2016.

Renewable Energy Incentives 87
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K1:3 Agropark Incentives

An agropark is a physical space where different
agri-food or related activities are grouped, to minimize
production costs and maximize the creation of value of
national production through investments in technology.
According to Law No. 196 of February 8th, 2021,
agroparks must focus on the development of
productive value chains linked to the Panamanian
agribusiness sector, and delve into activities such as:

¢ Production through agrotechnology.

e Services related to the manufacture of products,
machinery and equipment related to agribusiness.

¢ Research and development related to agricultural or
agro-industrial activities.

¢ L aboratory analysis, testing or other services related
to the manufacture and transformation of raw
materials or semi-finished products.

e Logistics services that include processing,
transportation, collection, storage, marketing,
distribution, packaging and repackaging of national
products.

e Processing and transformation of Panamanian
products.

e Environmental services related to agricultural or
agro-industrial activities.

e Construction of buildings for offices, factories,
warehouses, services, complementary activities, and
any technical and convenient infrastructure for the
development of the agropark.

¢ Training services and technical qualification for the
benefit of users, workers, registered companies,
producers, and value chain representatives in an
agropark.

e Any other analogous activity approved by the
competent authority if it complies with this law.

FISCAL INCENTIVES

Custom duties exemption for construction
materials, equipment, machinery, vehicles, or
furniture necessary for the performance of their
activities, for a period of five years from the
moment the License is approved.

Custom duty of 3% on some raw materials,
semi-finished or intermediate products, and other
supplies are part of the composition or
manufacturing process of their products.

Property tax exemption on new commercial and
industrial improvements for twenty years, from the
moment the occupancy permit is approved.

Losses suffered during the first two fiscal periods
from the start of activities are deductible in the
following five fiscal periods, at a 20% rate per year.

Income tax, dividend tax and complementary tax
rates of 50% (applicable to both the agroparks
Operating and Developing Companies, and any
business duly authorized to settle within the
agropark) for the first five years of operation.

LAW DISCUSSED

Law No. 196, February 8th, 2021, Which creates
the Special Regime for the Establishment of
Agroparks Operating and Developing Companies
and dictates provisions for their operation — Ley
No. 196 del 8 de febrero de 2021, que crea el
Régimen Especial para el Establecimiento de
Empresas Operadoras y Desarrolladoras de
Agroparques y dicta disposiciones para su
funcionamiento.

Agropark Incentives

E Reforestation Incentives

Under Law No. 24 of 1992, all direct and indirect
forestry investments will be considered in their entirety
as deductible expenses for income tax purposes if the
amounts invested come from a source other than this
sector. Moreover, some migratory and fiscal incentives
are offered for reforestation activities. Panamanian law
grants reforestation visas based on ownership of a
minimum of 5 hectares (about 12.4 acres) of timber
land under the investor’s own name or the name of a
corporation in which the investor has at least a 51%
share. A type of reforestation visa has been previously
discussed in the "Investor Permits and Visas" section.

Additionally, Law 69 of 2017 created the Forestry
Incentive Program of the Million Hectares Alliance,
which grants non-repayable direct financing and
exemptions from the income, property, value added,
and import taxes, to beneficiaries of the Program, for a

period of 20 years from the validity of this law.
Beneficiaries are defined as being natural and legal
persons who are the owners, lessees, concessionaires,
or beneficiaries of land titles that are involved in the
following activities:

e Protection and conservation of natural forests.

e Assisted natural regeneration.

® Restoration of natural forests.

e Agroforestry systems.

e Sustainable forest management.

e Commercial forest plantations.

e Processing of timber and non-timber forestry
products.

® Plant nurseries.

e Forestry research, development, and innovation.

e Sustainable export of forestry products.

LAWS DISCUSSED

Law No. 24, November 23rd, 1992, Which Establishes Incentives and Regulates the Reforestation Activity in
the Republic of Panama - Ley No. 24 del 23 de noviembre de 1992, Por la cual se establecen incentivos y
reglamenta la actividad de reforestacion en la Republica de Panama.

Law No. 69, October 30th, 2017, Which Creates an Incentive Program for Forest Cover, and the Conservation
of Natural Forests, and Dictates Other Provisions — Ley No. 69 del 30 de octubre de 2017, Que crea un
programa de incentivos para la cobertura forestal, y la conservacion de bosques naturales, y dicta otras
disposiciones.
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Foreign Source Income Tax Consideration for some
Import & Export Tax Activities

considered to create a Permanent Establishment in
Panama, provided that said merchandise is sent
abroad or to other zones, areas or enclosures with
import tax suspension treatment.

Executive Decree No. 354 of July 9th, 2020, amended
Article 10 of the Executive Decree No. 170 of October
27, 1993, which regulates Income Tax and which
establishes those activities whose income s
considered to be foreign source income.

It should be noted that the foregoing shall apply
without prejudice to the fact that such goods or
products have been subject to operations of
introduction,  storage, inventory  management,
classification, consolidation, deconsolidation, transfer,
distribution,  packaging, repackaging, labeling,
re-labeling, packing, repackaging, fractioning,
refrigeration,  separation, transport, assembly,
transformation, adaptation, repair, restoration, or
adjustment.

In accordance with this amendment, sales made by
companies not established within the Republic of
Panama, of goods or products that are consigned to a
logistic operator located in a free zone, special
economic area, airports, or national ports, will now be
considered as foreign source income and therefore,
not subject to income Tax in Panama, as long as these
goods do not have as their final destination the
Panamanian customs territory.

Under this new act, companies not established in the
Republic of Panama now have the possibility of
consigning goods or products (without time
restrictions) to a logistic operator located in a special
zone in Panama or an area with import duty
suspension treatment, and that said products or
merchandise are sold while they are physically located
in the Republic of Panama, without said sale being
subject to the payment of income tax or the activity

Likewise, income received by logistics operators from
operations related to goods or products arriving in a
primary zone of a national airport or a port or terminal
area granted in concession by means of a contract law
is added as income exempt from income tax, provided
that such goods are sent abroad or to other zones,
areas or areas under customs regimes that suspend
import duties.

LAW DISCUSSED

Executive Decree No. 354, July 9th, 2020, Which modifies Executive Decree No. 170 of October 27th, 1993,
regulating the provisions of income tax — Decreto Ejecutivo 354, de 9 de julio 2020, Que modifica el Decreto
Ejecutivo No. 170 de 27 de octubre de 1993, que reglamenta las disposiciones del Impuesto sobre la Renta.

Foreign Source Income Tax Consideration for some Import & Export Tax Activities

We Transform Your Business

FROM LOCAL TO INTERNATIONAL

We can assist you with your import

and export processes. Contact us...
.-

LY

{17 gha
Clothes from Franc “

e R Bk
o ST W . ekl
I Meat from Argentina o S B R
i | e - e d . |- 8 e
LT e o o |1 #0517 ER o [ - i A = i
: =1 i e ™

o il .ume | Carfrom United States Aty
- 12 ST - o Rk E
| L] .._ “ T (e . '-Il_w r""”.v; l'.. -.ls. "'_. ::-.._ i & £1
u Rl ;Ei- Clothes from Italy g i8 55 S g i == |
. ; : f = s B TS WA i
TR PR i = 1 ral B =1 e ;
——— R (S i FEiIEE IS =
Meat from United States | e TR RIS E i S
== T -t[ = | R =2 e . E
¢ it ‘ ot — Clothes from Spain 1= B
| [ ! . . . !
- | wiil - | | Pl B B E =
1 E i ! n = I]I 1 ': E = E '
n B s Ir J : -
: ? =i "} " [ b ‘ P i |
HELHIE ™8 i '
F Car from Japan /i1 =t N
: Lo S ’ ji} e N
B = i r‘,,::r:,- -:: . T :.' = T“"&.’."L
v R T e W —— ﬁm N
¢ - - | o "-:lzg g ,’lﬁr ':v: ;"‘1! -

@ www.mitpan.com

o (507)

g o

430-9800 Minfo@mitpan.com fManzaniIIo International Terminal mit_panama




G. SPECIAL
ECONOMIC

Panama has established several free trade
zones and special economic areas that have
specific legislations designed to attract
investors and businesses; hence, all the
infrastructure, operational organization and
administrative = management has been
designed so that companies from around the
world can operate efficiently and viably. Some
of the activities allowed in these territories are
the production of goods and services, the
manufacture and assembly of semi-processed
or finished goods, high technology, scientific
research, higher education, and logistical,
environmental, health and general services.

m Colon Free Trade Zone

The Colon Free Trade Zone (CFZ) is the main
distribution center of the hemisphere and the second
largest in the world after Hong Kong. All routes in the
world lead to the CFZ, which is located at the
Caribbean entrance of the Panama Canal. It was
established in 1948, reorganized by Law No. 8 of 2016,
and currently occupies 1,064.5 hectares of businesses
and warehouses. Some of the advantages it offers are:

¢ Privileged geographical position.

e Political stability.

e Located just steps from the Panama Canal and the
Expanded Panama Canal.

¢ Tourism services.

¢ Three nearby cruise terminals.

e A strong banking center consisting of national and
international banks.

e The US dollar as a circulating currency.

¢ Airport for passengers and cargo close to the Free
Zone.

e Many maritime ports, and more under construction
(as mentioned in the “Logistics” section).

¢ | ess taxes and more opportunities for investors.

e Over 2,500 established companies with an excellent
assortment of products.

e One of the biggest generators of direct jobs
nationwide, around 30,000.

¢ A digital 24/7 surveillance system.

¢ Multinational Companies provide cargo services 24/7.

e Special Prosecutor’'s Office for Violations of
Intellectual Property Rights and Money Laundering
on premises.

e CFZ is an Institution certified under ISO 9001:2015.

The permitted activities in the Colon Free Trade Zone
are:

® Importation

e Exportation

e Re-exportation

e Manufacture

e Sale, commercialization, and distribution

¢ Refining and processing of goods

e Operations, transactions, negotiations, or incidental
activities appropriate to the establishment and
operation of international free trade zones.

e The rendering of services related with aviation and
the airports, including the transport, handling and
warehousing of cargo in general.

e Construction of ports, docks, boatyard, ports or
places of loading and unloading.

e SEM entities, companies incorporated under the City
of Knowledge regime and Call Centers can establish
their offices within the Colon Free Zone.

FISCAL INCENTIVES

Corporate Income Tax exemption on imports to
the CFZ that are re-exported from the CFZ to
foreign countries.

Annual Operation Notice Tax of 0.5% on capital.

Exemption from the need to obtain a Notice of
Operation.
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Here is a table with a summary of fees and charges by the CFZ. Science.

FEES AND CHARGES FOR CFZ COMPANIES Applied to Life.
Operation Permit US$2,400 At 3M, we apply science in collaborative ways to improve lives daily.
Operation Code US$2,500

3M Innovation Improving Every Life
3M Technology Advancing Every Company
3M Products Enhancing Every Home

US$5,560 (for establishing) or the equivalent
of rent for 3 months (for leasing lots)

US$15 - US$100 depending on the m2 area.
US$65 - US$3,195 depending on the m2 area.

Warranty Deposit

Cleaning Charge

Security Charge

Commercial Movement Electronic
Document (DMCE, by its Spanish acronym) US$300 r’-

Storage Contract for a Public Warehouse US$2,500

Source: Colon Free Zone

MIGRATORY INCENTIVES

Special migratory procedures are granted for
foreign executives and investors.

LAW DISCUSSED

Law No. 8, April 4th, 2016, Which Reorganizes the
Colon Free Zone and Dictates Other Provisions —

Ley No. 8 del 4 de abril de 2016, Que reorganiza la
Zona Libre de Colén y dicta otras disposiciones.

For more information, please check the
“Immigration” and “Investor Permits & Visas”
sections of this magazine.

(507) 302 8100
Costa del Este, Business Park Torre V
Piso 10. Panama City, Panama

#LifeWith3M www.3M.com.pa

94 Colon Free Trade Zone
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‘v Panama Pacifico

The Panama Pacifico Special Economic Area
(“Panama Pacifico”) is a mixed-use real estate
development in the former US Howard Air Force Base,
established pursuant to the Law No. 41 of 2004, and
further amended by Law No. 31 of 2009, Law No. 3 of
2015, and Law No. 66 of 2018. It is located 13 km (8.1
miles) away from Panama City, and its internationally
renowned center is the most competitive and stable in
the region.

Since 2007, Panama Pacifico has quickly become a
vital world class business and logistics center for
multinational  enterprises  seeking  competitive
advantages. Currently, there are over 300 companies,
Fortune 500 and Fortune Global 2000 multinationals
already calling Panama-Pacifico their home. Built to
the standards of international development, the
International Business Park and the Pan-American
Corporate Center are known for having next generation
installations.

There are also residential projects that include houses
and apartments, built in a natural environment.
Panama Pacifico is planning to develop 1 million
square meters for commercial space and at the same
time creating 40,000 new jobs. The master plan also
includes the development of luxury and business
hotels, retail and lifestyle centers, hospitals and clinics,
universities and schools, public art centers, cinemas,
and parks, among other.

Panama-Pacifico is designed to encourage the
following activities:

e Main Office corporate operations.

¢ Back Office operations.

e Call Centers.

e Multimodal and logistics services.

¢ High technology products and manufacturing
processes.

¢ Aircraft maintenance, repair, and reconditioning.

* Moviemaking industry.

¢ Data, radio, television, audio, and video transmission.

¢ Inventory transfer between Panama-Pacifico
companies.

¢ Transfer of goods and services to ships, airplanes
and their passengers.

e Sale of merchandise not manufactured in Panama
Pacifico.

Panama Pacifico

FISCAL INCENTIVES

i. General incentives

Exemption from any import tax, levy, rate, fee or
duty on any merchandise, product, equipment,
service, or other general goods that are introduced
into Panama Pacifico.

e Value Added Tax (ITBMS, by its Spanish
acronym) Exemption.

e Exemption from any movement or storage tax,
levy, rate, fee or duty regarding fuel or other
hydrocarbons and their byproducts.

e Stamp duty exemption.

e Export and re-export Tax Exemption on any
merchandise, product, equipment, goods, or
services.

ii. Special incentives

Companies registered under the Panama-Pacifico
regime, authorized to carry out any of the
encouraged activities established in article 60 of
Law No. 41 of 2004, will be granted the additional
tax benefits:

® Exemption on corporate income tax or a reduced
rate of 5%.

e Exemption on dividend and complementary tax or
a reduced rate of 5% and 2%, correspondingly.

e Exemption on withholding tax related to royalties,
commissions, and technical services.

* Reduced rate relative to commercial or industrial
license, applicable to entities registered as of
January 1, 2017.

® Real Estate Tax and Real Estate Transfer Tax
Exemption on land and commercial/industrial
improvements until December 2029.

Economic Substance Requirements:

To maintain the income tax rate, companies engaged in
certain incentivized activities within APP, must comply

with Economic Substance Requirements, encompassing:

¢ Executing the main activities from the Republic of
Panama;

e Having an adequate number of full-time employees
appropriate to the nature business of the Entity;

e Having adequate operating expenses appropriate to
the nature business of the Entity; and

e Fulfill annual reporting requirements, including: (i)
Annual Substance Affidavit endorsed by a local
Certified Public Accountant; and (ii) Audited Financial
Statements.

The activities subject to these Economic Substance
Requirements are:

e Back Office operations.

e Capture, processing, storage, switching, transmission
and retransmission of data and digital information.

¢ Research and development of digital resources and
applications for use in intranet networks and the
Internet.

e Call Centers.

e Multimodal and logistics services.

e Data, radio, television, audio, and video transmission.

LABOR INCENTIVES

Fixed rates for overtime pay at 25%; on Sundays,
holidays, and designated days an increase of 50%
over the regular rates.

Flexibility in assigning employees' holidays.

Companies can be open on Sundays and
holidays.

Hiring foreign employees can exceed the
percentage rule listed in the Panama Labor Code.
Companies can request additional expatriate
employees more than 15% if local labor is
unavailable.

Training Center for College level education.
Justified cause for dismissal due to losses and/or
market fluctuations.

MIGRATORY INCENTIVES

Panama Pacifico’s One Stop Shop is a branch of
the Panama-Pacifico Special Economic Area
Agency (APP, by its Spanish acronym), formed by
the Executive Decree No. 77 of 2006, which
streamlines the procedures for conducting
business in the area, including all procedures
related to visas and work permits for employees.
Among the migratory incentives there are:

Special visas available for investors and Company
personnel (for 3 to 5 years).

Visa benefits extended to immediate relatives:
spouses, dependent children up to 25 years of
age, if they are studying in college, and dependent
parents over 62 years of age.

One-time tax-free import of any personal and
domestic belongings (up to US$100,000).

For more information, please check the
“Immigration” and “Investor Permits & Visas”
sections of this magazine.

OTHER PRIVILEGES

Panama Pacifico’s One Stop Shop helps expedite
the establishment of Companies. This process
centralizes over 17 government entities in one
location allowing the companies to save both time
and money.

Panama Pacifico
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Panama Pacifico Special Economic Area Multimodal Connectivity Map
Source: Panama Pacifico
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LAWS DISCUSSED

Law No. 41, July 20th, 2004, Which creates a Special Regime for the establishment and Operation of the
Panama-Pacifico Special Economic Area, and an Autonomous State Entity, called Panama-Pacifico Special
Economic Area Agency - Ley No. 41 del 20 de julio de 2004, Que crea un régimen Especial para el
establecimiento y operacién del Area Econémica Especial Panaméa-Pacifico, y una Entidad Auténoma del
Estado, denominada Agencia del area Econdmica Especial Panama-Pacifico.

Law No. 31, June 22th, 2009, Which Modifies and Adds Articles to Law No. 41 of 2004, On the Panama
Pacifico Special Economic Area, and Issues Another Provision — Ley No. 31 del 22 de junio de 2009, Que
modifica y adiciona articulos a la Ley 41 del 2004, sobre el Area Econémica Especial Panama-Pacifico, y
dicta otra disposicion.

Executive Decree No. 77, June 1st, 2006, Whereby an Integrated Procedure System in the Panama-Pacifico
Special Economic Area Agency is Established — Decreto Ejecutivo No. 77 del 1 de junio de 206, Por medio
del cual se establece un Sistema integrado de tramites en la Agencia del Area Econémica Especial
Panama-Pacifico.

Law No.3, February 3rd, 2015, Which Modifies and Adds Articles to Law No. 41 of 2004, that creates the
Panama Pacifico Agency — Ley No.3 del 10 de febrero de 2015, Que modifica y adiciona disposiciones a la
Ley 41 del 2004, que crea la Agencia Panama- Pacifico.

Law No. 66, December 13th, 2018, Which Modifies and Adds Articles to Law No. 41 of 2004, Which creates
a Special Regime for the establishment and operation of the Panama-Pacifico Special Economic Area, and
Issues Another Provision — Ley No. 66 del 13 de diciembre de 2018, Que modifica y adiciona articulos a la
Ley 41 del 2004, Que crea un régimen especial para el establecimiento y operaciéon del Area Econémica
Especial Panama-Pacifico, y dicta otras disposiciones.

Panama Pacifico

PanAmerican Highway

The City of Knowledge is a scientific, technological,
and entrepreneurial park located alongside the
Panama Canal. It is in what used to be the United
States Army South Headquarters, Fort Clayton. It has
become an excellent model of how to transform a
military installation into a center dedicated to science,
technology, and education, which pursues the creation
of synergies among international universities, research
institutes and organizations.

This area has an International Technology Park, which
seeks innovative companies that produce or process
high-tech goods. It also functions as a host for data
storage companies, which in turn has allowed Panama
to become a world-class data storage service provider.
The City of Knowledge operates pursuant to the
Decree-Law No. 6 of 1998, as a contract between the
State and the City of Knowledge Foundation. To be
able to operate in this area, the authorization of the
Board of Trustees of the Foundation is required.

The allowed activities must relate to the following
areas:

e Science

e Technology

e Human Development
e Culture

The City of Knowledge has these additional facilities:

e Convention Center

¢ Training and Business Center

e Office Space Centre

¢ VVideo Conference Rooms

e Digital Classrooms

® Hosting Villas

e Kiwanis Sports City

e Schools and kindergartens

¢ Restaurants, bakeries, and clinics
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Establishing in the City of Knowledge provides the
following benefits:

e Tax and immigration incentives by affiliating to the
City of Knowledge Foundation project.

e Telecommunications, IT and educational technology
services, including an intelligent high-tech center
with the required capacity for teleconferences,
distance learning, fast internet connections, and
other services.

e Infrastructure and buildings in well maintained
condition, easily adaptable to various uses.

e Availability of in-house technical, administrative, and
consulting services.

¢ Constant electricity flow with redundant power supply
from the Panama Canal thermal plant, located 300m
(328 yards) away in the Miraflores locks.

e Complementary accommodations and catering
services.

e Sports and recreational facilities.

¢ Access to the major higher learning and scientific
research centers in the country.

¢ Access to the Panama Canal Basin, a living laboratory
for scientific research and technological innovation on
advanced tropical ecosystems management.

e Central location - next to the Panama Canal, 15
minutes from downtown Panama City, 10 minutes
from Amador resort and 45 minutes from Coldn City.

FISCAL INCENTIVES

Which have a duration of 25 renewable
years, include:

For companies affiliated to the City of Knowledge:

¢ Import Tax Exemption on goods necessary for
project development.

e Value Added Tax (ITBMS, by its Spanish
acronym) Exemption on the acquisition of
goods necessary for the project development.

e For specific activities related to high technology:
- Income Tax Exemption and other direct and

national taxes.
- Capital Tax Exemption (Operation Notice Tax).

City of Knowledge

LABOR INCENTIVES

International personnel can be hired, as seen fit by
each entity to fulfill their needs, and special visas
are granted to foreign employees, their spouses,
and dependent children, of affiliated entities. For
more information, please check the “Immigration”
and “Investor Permits & Visas” sections of this
magazine.

As of January 2022, some of the companies and
international organizations operating in the City of
Knowledge are:

e ESRI Panama, S.A.

¢ NRC - Norwegian Refugee Council

e GBM de Panama, S.A.

¢ |ISOC Panama

e SGS

e UN and its entities such as: UNHCR, UNDRR,
UNICEF, FAO, UNDP, UNOPS, among others.

¢ |CC Panama

e Florida State University

e Organization of Ibero-American States (OEl, by its
Spanish acronym)

e |International Federation of Red Cross and Red
Crescent Societies.

e COPA Airlines

e PMI Panama

e WWF — World Wildlife Fund

e GSK - Glaxo Smith Kline

e AIESEC

e OAS - Organization of American States

e AIRFRANCE / KLM

e Save the Children

LAW DISCUSSED

Decree-Law No. 6, February 10th, 1998, Whereby
the Contract between the State and the City of
Knowledge Foundation, for the Establishment and
Development of the City of Knowledge, is
Approved — Decreto Ley No. 6 del 10 de febrero de
1998, Por el cual se aprueba el contrato entre el
Estado y la Fundacién Ciudad del Saber para el
establecimiento y desarrollo de la Ciudad del
Saber.

m Baru Special Economic Area

The Baru Special Economic Area was established
pursuant Law No. 29 of 2010 and its modifications, in
the District of Baru, Chiriqui Province. It was enacted to
encourage and ensure the free movement of goods,
services, and the flow of capital, to attract and promote
investment and generate employment, with emphasis
agro-business industry and the refining of petroleum. It
is applicable to any natural or legal person that is
established in the District of Baru, and in accordance
with the requirements, conditions, and obligations
aforementioned Law.
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District of Baru as part of Chiriqui Province. Lower corner map
shows the location of the Chiriqui Province within Panama.

IMMIGRATION INCENTIVES

Investors who have invested at least
US$500,000.00 in the Special Economic Area will
have the right to apply for an Investor Resident
Visa, which is valid for five years and allows
multiple exits and re-entries to the country.

For more information, please check the
“Immigration” and “Investor Permits & Visas”
sections of this magazine.

FISCAL INCENTIVES THIS AREA PROMOTES

e Import and Re-export Tax Exemption on any
finished products, materials, construction
materials, equipment, furniture, accessories,
appliances, or services that will be used in the
operation of the company, and any other
products related to the agro-industrial activity.
Export and Re-export Tax Exemption of any
merchandise, product, equipment, goods or
services.

Exemption from all taxes on all kind of products
introduced into the area (excluding the vegetable
oils and fats).

Exemption from any movement or storage tax,
levy, rate, fee or duty regarding fuel or other
hydrocarbons and their byproducts.

Operation Notice Tax Exemption.

Stamp Tax Exemption.

Value Added Tax (ITBMS, by its Spanish
acronym) Exemption.

Real Estate Tax and Real Estate Transfer Tax
Exemption on land and commercial/industrial
improvements.

Exemption from any tax, levy, rate, fee, duty or
other charges applied to foreign creditor
payments including interests, commissions,
royalties and other financial charges generated
by the financing or refinancing granted to
companies in the Bart Special Economic Area,
and by the financial lease of the equipment
necessary for the development of activities,
businesses and operations that take place within
this Special Economic Area;

¢ Dividend Tax Rate at 5%.

LAW DISCUSSED

Law No. 29, June 8th, 2010, Which Creates a
Special Regime for the establishment and
Operation of the Baru Special Economic Area -
Ley No. 29 del 8 de junio de 2010, Que crea un
regimen especial para el establecimiento y
operacién del Area Econémica Especial de Baru-
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In the Baru region of Chiriqui, overlooking the Pacific
Ocean and next to the Costa Rican border, the Baru
Free Zone (BFZ) was created pursuant to Law No. 19 of
2001 and its modifications. BFZ is a free enterprise
designed zone focused on manufacturing activities,
assembly, processing of finished or semi-finished
products, logistical services, higher education,
scientific research, high technology, environmental
services, health services and general services.

Law No. 19 of 2001 also established in the Barl Zone
an Export Processing Zone, governed by the Free
Trade Zones Law, and a Petroleum Free Zone,
governed by the Oil Free zones legislation. Both latter
laws are discussed in more detail in the following
sections of this publication.

LAW DISCUSSED

Law No. 19, May 4th, 2001, Which Creates a Fiscal
and Special Customs Regime of a Tourist and
Multimodal Logistics Support Free Zone in Baru —
Ley No. 19, de 4 de mayo de 2001, Que crea un
Régimen Fiscal y Aduanero Especial de Zona
Franca Turistica y de Apoyo Logistico Multimodal
en Baru.

239 Tourist and Multimodal Logistics Support Zone in Baru

FISCAL INCENTIVES THIS AREA PROMOTES

¢ Exemptions granted by Law 32 of 2011, would
be applicable to companies incorporated within
the Baru Free Zone.

e Income Tax Exemption on all national or
international operations, and applicable to
companies offering logistical services, high
technological services, scientific research,
higher education, general utilities, health care
and environmental services.

e Custom Duties and VAT Exemption on the
introduction of merchandise and other goods
within the special zone.

Tourist and Multimodal Logistics Support Zone in Baru

D) Free Trade Zones

Free Trade Zones (FTZ), except the ones previously
discussed, are governed pursuant Law No. 32 of 2011
and its modifications. These zones are exempt from all
direct and indirect taxes, fees, levies, and charges. All
Free Trade Zones must have a minimum of 2 hectares
(with exceptions approved by the FTZ Commission).
Investors can either establish their own FTZ, thus
becoming licensed FTZ Operator or Promoters, or they
can establish their business in a pre-existing FTZ. All
the required documentation must be delivered to the
Ministry of Commerce and Industries (MICI, by its
Spanish acronym).

FISCAL INCENTIVES AVAILABLE FOR ALL
FREE ZONES

¢ Dividend Tax rate of 5%, regardless of the source
of the funds, and a complementary tax of 2% in
cases where there is no distribution of income.
e An Annual Tax of 1% of the business’ capital,
with a minimum payment of US$100 and a
maximum payment of US$50,000. From 2016,
the Operation Notice Tax would be levied at the
reduced 0.5% rate, with a minimum payment of
$100.00 and a maximum payment of
US$50,000.
Custom Duty and Tax Exemption on all raw
materials, semi-finished products, purchases
and imports of equipment and construction
materials, machinery, spare parts, tools,
accessories, consumables, packing materials
and any property or service required for the
business” operations.
Income Tax Exemption on the lease and sublease
for free zone promoters.
Income Tax Exemption on all foreign operations
of service companies, logistics and high
technology businesses, scientific research
center, higher education centers, general and
environmental services enterprises, and
specialized centers for the provision of health.

It is important to emphasize, that income tax is not
levied on certain services and products provided
and/or sold overseas (external operations); however, it
is levied on all services or products provided and/or
sold within Panama (internal operations). Among the
services that are exempted are: storage and
warehouse, high technology, scientific research, higher
education, health, and environmental services that
produce their effects abroad.

Regarding the immigration regime, free zones have the
following advantages:

e Foreigners who have invested at least US$250,000 in
a free trade zone or in one of the Companies
established within it are entitled to apply for a
Permanent Residence Permit.

e Company Personnel in trustworthy, executive,
technical and expert positions, working in
free trade zones, are entitled to apply for a Temporary
Residence Permit, valid for the duration of
their employment contract.

e Teachers, Students and Researchers in Higher
Education and Scientific Research Centers can
apply for Special Temporary Permits.

e All permits will be extended, under equal condition,
to the spouse and dependent children of the main
applicant.

For more information, please check the “Immigration”
and “Investor Permits & Visas” sections of this magazine.

Companies established in free trade zones have a
special labor regime, allowing them to negotiate
special vacation and resting days with employees
based on seasonal industry demands.

As of May 2021, according to MICI's National
Directorate of Free Zones there are 20 Free Zones
registered in Panama. Ten are currently active, with
122 registered companies; these mainly operate in the
Corozal Free Zone / Marpesca, S.A. (36), the Albrook
Processing Zone (24), and Panapark (21). Most of the
companies established in Free Zones are dedicated to
foreign trade services activities.
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N° Free Zones Companies
1 Zona Franca Marpesca/Corozal 36
2 Zona Franca de Albrook 24
3 Zona Franca Panapark 21
4  Zona Franca PANEXPORT 18
5 Zona Franca de Las Américas 6
6 Zona Franca de Chilibre 6
7  Zona Franca Estatal de Davis 4
8 Zona Franca Colén Maritime Investor 4
9 Zona Franca del Istmo 2
10 Zona Franca Eurofusion 1

Source: Ministry of Commerce and Industry of Panama

Panama’s original Petroleum Free Zones legislation
was passed back in 1992. However, the global oil
industry has changed dramatically in the last 30 years
and important national factors have also changed,
forcing the restructuring of the industry, and thus
requiring a revised legislation.

By enacting the Cabinet Decree No. 36 of 2003 and its
modifications, Panama adopted a new National Policy
on Hydrocarbons. This policy was designed to address
those industry changes, develop the ground rules for a
national petroleum policy and drive the development of
the Petroleum Free Zones into the next stage.

The new law amended the previous one, while at the
same time, embraced many prior provisions, creating
the legal framework necessary to advance the market
liberalization of all petroleum derived products and to
offer new investment opportunities for local and foreign
companies, who could now take advantage of the
country's strategic geographical position. Cabinet
Decree No. 36 of 2003 has in turn been amended or
supplemented by many laws. These can be viewed in
the web page of the National Secretariat of Energy:
https://www.energia.gob.pa/archivos/> (click on the
‘Marco Legal’ tab, and then the ‘Hidrocarburos’ folder).
While a full analysis is beyond the scope of this
summary, some general guidelines are detailed below.

Within any Petroleum/Fuel Free Zone, individuals or
Corporations, national or foreign, may perform the
following operations under a special tax-free regime,
including:

Free Trade ZonePetroleum/Fuel Free Zones

LAW DISCUSSED

Law No. 32, April 5th, 2011. Which Establishes a
Special, Integral and Simplified Regime for the
establishment and Operation of Free Trade Zone,
and Issues Other Provisions - Ley No. 32 del 5 de
abril de 2011, Que establece un régimen especial,
integral y simplificado para el establecimiento y
operacion de zonas francas y dicta otras
disposiciones.

a) Introducing, storing, manufacturing, bottling,
refining, purifying, mixing, marketing, transporting,
transferring, pumping, processing, transforming,
selling or in any other way disposing in the domestic
market, exporting, re-exporting, providing and, in
general, operating and managing crude or
semi-processed oil, or any of its by-products.

b) Building, instaling and operating petroleum
refineries and other transformation or processing
means of crude semi-processed oil, storage tanks,
oil pipelines, gas pipelines and poly-pipelines,
pumping installations and pipes; introducing
machinery, equipment, spare parts, containers,
bottles, vehicles, furniture, equipment for fire or spill
prevention; constructing buildings for offices,
warehouses, workshops for the use of the
contractors in order to operate in the Petroleum
Free Zones, for any of the activities mentioned in
subsection (a) hereinbefore;

c) Leasing, acquiring or in any other manner using
lands, easements, rights of way and other real or
personal rights regarding bona mobilia located in
the areas designated as Petroleum Free Zones-

d) Establishing water services, electrical power, gas,
energy, heat, refrigeration, or any other kind of
services, upon previous coordination with and
approval from the respective public entities-

e) Building ports, piers, dry docks, shipping and
unloading places for ship and airplanes, railroad
stations for loading and unloading on land, or
granting contracts for the construction and
exploitation of such works.

f) In general, all kinds of operations or activities proper
or incidental to the establishment and operation of
Petroleum Free Zones for the introduction, storage,
pumping, transference, distribution, marketing and
crude refining of petroleum and its byproducts.

A Petroleum/Fuel Free Zone Contractor is granted the o

following benefits:

* Income tax exemption on profits derived from the °

sale or supply of crude oil, semi-processed oil or oil
products which have entered the Petroleum Free

Zone or leave such area for the activities stated in °

the Law (export and re-export).

e Import Duty Exemption on machinery, equipment, °

parts, and any other items, necessary for the
execution of the activities.

VAT Exemption of the import of machinery,
equipment, parts, and any other items, necessary for
the execution of the activities.

Import Duties and VAT Exemption on the introduction
of fuel and other petroleum derivatives within the
Free Zone-

Special carry-over provisions for income tax
purposes.

Special depreciation schedules for machinery and
equipment.

Name Location(s)

Tocumen International

Aeropuerto Internacional .
Airport — Panama

De Tocumen, S.A

Autoridad Maritima
de Panama - AMP

Cristébal — Coldn
Balboa — Panama

Petroterminal de

Charco Azul — Chiriqui
Panama, S.A. - PTP

Chiriqui Grande
— Bocas del Toro

Petroport, S.A. Telfers Island — Colén

Payardi Terminal Las Minas Bay — Colon
Company, S. De R.L.

Vasco Nunez De Balboa
— Arraijan, Rodman

Petroamérica
Terminal, S.A. - PATSA

Decal Panama, S.A.

Colon Oil and Services, S.A.
— COASSA

Taboguilla Island — Panama

Coco Solo Cristobal — Colén

Melones QOil Terminal, Inc. Melones Island — Panama

Telfers Tank, Inc. Telfers Island — Colén

Costa Norte LNG Terminal
S.DeR.L.,

Telfers Island — Colén

Main Products Storage Capacity

Aviation fuel 35,000 cubic meters

Marine fuels and 3.45 million barrels

marine diesel oil
Oil and crude oll 14.6 million barrels
derivatives

Liquefied natural
gas and marine fuels

85,714 barrels
Oil derivatives 3.35 million barrels

Oil derivatives
and marine fuels

246,155 cubic meters

356,500 cubic meters
120,409 cubic meters

Marine fuels

Marine fuels

Oil derivatives 2.0 million barrels

Oil derivatives 1.18 million barrels
and marine fuels
Liquefied 180,000 cubic meters
natural gas

Source: National Secretariat of Energy

Companies already doing business with the Fuel Free
Zones include Exxon/Mobil, Shell, Alireza/Mobil,

LAW DISCUSSED

Chevron/Texaco, Gencor and others. The Expanded
Panama Canal allows the passage of post-Panamax
ships and larger oil tankers, which in turn gives new
impetus for investment opportunities in the
Petroleum/Fuel Free Zones.

Cabinet Decree No. 36, September 22nd, 20083,
Whereby a National Policy on Hydrocarbons is
Established in the Republic of Panama and Other
Provisions are Issued — Decreto de Gabinete No.
36 del 17 de septiembre de 2003, Por el cual se
establece una politica nacional de hidrocarburos
en la Republica de Panama y se toman otras
medidas.
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B USEFUL WEBSITES & CONTACTS

T

AMCHAM
http://panamcham.com/en

Colon Free Zone
http://www.zolicol.gob.pa/

Customs National Authority
https://www.ana.gob.pa/

National Secretariat of Science, Technology
and Innovation (SENACYT)
http://www.senacyt.gob.pa/

Panama Canal Authority
http://micanaldepanama.com/

Ministry of Commerce and Industries
http://www.mici.gob.pa/

Authority for Investment Attraction and Export
Promotion - ProPanama
https://www.propanama.gob.pa/en/

Ministry of Economy and Finance
http://www.mef.gob.pa/

Ministry of Environment
http://www.miambiente.gob.pa/

Ministry of Foreign Affairs
http://www.mire.gob.pa/

Foreign Agricultural Service
http://www.fas.usda.gov/

U.S. Small Business Administration
https://www.sba.gov/

U.S. Trade and Development Agency
https://www.ustda.gov/

Panama

Office of the Comptroller General of the
Republic of Panama
http://www.contraloria.gob.pa/

Panama Maritime Authority
http://www.amp.gob.pa/

Panama Tourism Authority
http://www.atp.gob.pa/

Secretariat of the Panama Metro
http://www.elmetrodepanama.com/

Social Security Fund
https://w3.css.gob.pa/

National Authority for Government Innovation
https://aig.gob.pa/

Ministry of the Presidency
https://www.presidencia.gob.pa/

Official Gazette
https://www.gacetaoficial.gob.pa/

Ministry of Labor and Workforce Development
http://www.mitradel.gob.pa/

\ United States

Export-Import Bank of the United States
http://www.exim.gov/

International Trade Administration
http://www.trade.gov/

U.S. Commercial Service
https://pa.usembassy.gov/business/
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Panama Pacifico

Todo por vivir

PANAMA PACIFICO: BUSINESS COMMUNITY
CONNECTING THE WORLD BASED ON CLUSTERING

Special Economic Zone with multiple

and unique benefits including: §E@ Headquarters Maritime

- Attractive tax incentives & Business Services ﬁ‘] Q‘J;?:;Ion

+ Wold-class infraestructura

« Exemption on import duties X

+ Labor and migratory solutions for companies and investors. .r® Logistics k'dlggu\{ggtﬁring
Join the hub!

Contact us here

+507 316.3500 &) 6453-9549 panamapacifico.com K w@® @ @panamapacifico



AmCham/
Panama A

¢What is our Trade Center?

[t is an AmCham Panama platform to assist you in
discovering commercial opportunities that will allow
your compay to develop new business ventures in
Panama, United States, Latin America and the
Caribbean.

We connect all our member companies to the The
Association of American Chambers of Commerce in
Latin America and the Caribbean (AACCLA) network
increasing all the potential for business and trade.

¢Who can take advantage

of our services?

All active member companies of AmCham Panama,
as well as other local or international companies and
natural persons who may require them and who are
not active members at the moment.

"AACCLA

We offer a wide
variety of services

EEI Contacts List
Business Agenda

H Commercial Missions
iC:}i Private Meetings

[31 Local and International
Resourses

The American Chamber of Commerce & Industry of Panama
Ocean Business Plaza (Banesco Tower), 17th Floor, Suite 1709, Aquilino de la Guardia Ave. and 47 Street, Marbella ® (507) 301-3881

panamcham.com @c@panamcham 0®Am0ham Panama




