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Law 526 of 2026: New Economic Substance Regulations for Passive

Income in Panama

On May 28, 2026, Law No. 526 was published in Official Gazette No. 30534-B, formally
promulgated on May 29, 2026, which modifies and adds articles to the Fiscal Code regarding
Income Tax and economic substance for certain passive income from foreign sources. This
regulation introduces strict economic substance rules for certain passive income from foreign
sources obtained by entities that are part of multinational groups.

The fundamental aspects and applicability criteria incorporated in Law No. 526 of 2026 are
detailed below:

1. Scope of Application and Affected Entities

o Multinational Groups: The regulations apply on a mandatory basis to all legal entities
incorporated or domiciled in the Republic of Panama that are part of a "multinational
group.”

o Definition of group: A multinational group is defined as a set of two or more entities
linked by ownership or control (direct or indirect) that are tax residents in different
jurisdictions, formally including their parent company, subsidiaries, and permanent
establishments.
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2.

Objective: The regime seeks to verify that foreign-source passive income is not untaxed
exceptionally, aligning Panamanian legislation with international tax transparency
principles without compromising the country's competitiveness.

Targeted Foreign-Source Passive Income

Economic substance requirements must be demonstrated with respect to the following income
streams obtained from abroad:

3.

Dividends or profit distributions.

Interest.

Royalties (defined as income derived from the use of intellectual property assets, such as
patents, inventions, formulas, processes, techniques, and trademarks, among others).
Capital gains.

Income from real estate capital (income derived from the leasing, subleasing, use,
enjoyment, constitution, or assignment of rights of real estate property).

Other income from movable capital (income resulting from the leasing, subleasing,
constitution, or assignment of rights of use or enjoyment of movable property in general).

Parameters for Economic Substance Classification

To maintain the status of a "Qualified Entity" and preserve the benefit of the territoriality regime,
the Panamanian company must report and comply annually with the following concurrent
conditions:

Human Resources and Infrastructure: Have qualified, properly compensated personnel
directly dedicated to the main activities of administration, direction, and/or control of the
income-generating assets, and maintain appropriate offices and facilities within the
territory of the Republic of Panama.

Decision-Making: Adopt the strategic decisions necessary for operations within the
national territory and bear commercial risks within Panama.

Costs y expenses: Incur appropriate operating costs and expenses within the territory of
the Republic of Panama, which must be directly related to the income-generating assets
and distinct from personnel compensation or facilities costs.

Sufficiency Criterion: The sufficiency of human, technical, and financial resources will
not be measured arbitrarily; it will be evaluated proportionally based on the nature, scale,
and complexity of the activity, the volume of income, the number of income-generating
assets, and the degree of risk assumed by the multinational group.

Regulation of Activity Outsourcing

Local Outsourcing: The core activities of the entity may be carried out by third-party
providers, provided they are executed within the territory of Panama and the provider's
resources do not incur an overlap of hours when providing services to multiple recipients.



This modality will play a fundamental role, provided that proper controls and supporting
documentation are maintained.

Internacional Outsourcing: Contracting core activities outside of Panama will not, in
itself, constitute a ground for non-compliance, but such external resources will not be
counted or considered by the authorities when evaluating the entity's economic substance
within the national territory.

Exclusions from the Regime

Asset Holding Companies: Partial exceptions regarding compliance with strategic
decisions and operating expenses are established for entities whose main activity is
exclusively the holding, acquisition, conservation, and non-habitual disposal of equity
participations (Holdings) or real estate, provided they do not engage in substantial
commercial or investment activities. Furthermore, asset holding companies that are not
part of multinational groups fall outside the scope of these regulations.

Maritime Sector (Merchant Marine): Legal entities engaged in the commercial
exploitation, ownership, operation, or administration of vessels or ships registered under
Panamanian registries are excluded.

Sector Financiero Regular: Se excluye a las entidades bancarias, de seguros, de
reaseguros, intermediarios del mercado de valores y gestores de fondos de inversion
colectiva que se encuentren debidamente autorizadas y bajo la supervision prudencial de
sus respectivas Superintendencias en Panama, siempre que las rentas pasivas
provengan de su objeto social regulado y ordinario (esta exclusidon no aplica a las
entidades de seguros o reaseguros cautivos de grupos multinacionales).
Especificamente, se incluyen las entidades supervisadas por la Superintendencia de
Bancos, de Valores y de Seguros y Reaseguros.

Regular Financial Sector: Banking institutions, insurance and reinsurance companies,
securities market intermediaries, and collective investment fund managers that are duly
authorized and under the prudential supervision of their respective Superintendencies in
Panama are excluded, provided that the passive income arises from their regulated and
ordinary corporate purpose (this exclusion does not apply to captive insurance or
reinsurance entities of multinational groups). Specifically, entities supervised by the
Superintendency of Banks, the Superintendency of the Securities Market, and the
Superintendency of Insurance and Reinsurance are included.

Special Tax Regimes: Companies operating under preferential regimes (such as SEM,
Colon Free Zone, or Panama Pacifico) that generate foreign-source passive income must
mandatorily file their annual substance report to maintain their corporate status.

Consequences for Non-Compliance and Sanctions Regime

Non-Qualified Entities: Companies that fail to comply with the reporting requirements or
minimum substance standards will be declared "non-qualified." This classification will not
be made discretionarily, but rather through a formal procedure that respects the
guarantees of the Tax Procedure Code.



¢ 15% Penalty Rate: Non-qualified entities will lose the benefit of the territoriality regime on
their foreign-source passive income and will be exceptionally subject to a single, definitive
rate of fifteen percent (15%) on net taxable income in the respective fiscal period. Such
net income will be determined by deducting from gross income the costs and expenses
necessary to obtain, conserve, and maintain the income, properly documented.

o Anti-Abuse Clause: The Ministry of Economy and Finance (MEF) is fully empowered to
disregard, through a reasoned resolution, corporate structures or mechanisms that lack
valid commercial reality and whose sole purpose is to obtain an undue tax advantage,
consequently applying fines, surcharges, and interest.

7. Final Provisions

o Effectiveness: Law No. 526 of 2026 will formally take effect starting from the fiscal period
of the year 2027.

¢ Regulations: The Executive Branch of Panama will have a period of no more than 90
days to issue the regulations of the law.

e Reporting Method: The submission of tax information will be carried out annually through
the Income Tax Return; therefore, structural changes to the Corporate Income Tax return
forms are anticipated in the coming months.

For further information, you may contact our offices.
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