
he concept of “Transfer Pricing” refers concretely to the prices agreed upon in operations
carried out among persons who are part of the same economic group.
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TRANSFER PRICING IN PANAMA

In accordance with what is established in Chapter IX of Title I of the Fourth Book of the Panama
Fiscal Code, “operations carried out by taxpayers with related parties shall be valued in accordance
with the arm’s length principle”. The application of said principle implies that the pricing for transfers
of goods or provision of services between two persons “when one of the participates directly or
indirectly in the management, control or capital of the other, or when a person or group of persons
participates directly or indirectly in the management, control or capital of said persons” shall be
established by taking into consideration the pricing that would have been agreed upon by persons
who do not have that kind of relation, under free market conditions in similar circumstances.

The purpose of these provisions is to prevent income and/or expenses of different entities of a
multinational economic group from being shifted artificially from one jurisdiction to another,
creating conditions that may harm free competition among the different players in the market.

The Transfer Pricing regime is applicable to those taxpayers who carry out operations with related
parties abroad, as well as with related parties established under a special regime or economic zone. 



The annual Income Tax Declaration form contains fields expressly contemplated for declaring this
type of operations, formally binding the taxpayers to both formal and substance obligations with
respect to Transfer Pricing if they declare, income, costs or expenses which are considered to be
generated from or incurred with (as applicable) with related parties.

Taxpayers who are subject to compliance with these obligations shall support the prices of their
operations with related parties by means of a Transfer Pricing Study, which involves an economic
analysis of the covered operations, in order to determine whether or not they are in fact in line with
market-determined conditions in operations between unrelated third parties.

The study serves as well as support the Annual Report which all taxpayers subject to the Transfer
Pricing provisions shall file before the Directorate General of Revenue, which must be filed within the
first six months following the closing of each fiscal year. Those taxpayers who are being obliged to
file the Report, fail to do so, will be subject to a fine of 1% of the amount of income, costs and
expenses with related parties declared in their Income Tax Declaration. The Study itself, however,
would only have to be filed in case the Directorate General of Revenue formally requests it to the
taxpayer.

In general terms, Panamanian provisions require Transfer Pricing Studies to comply with the
standards set forth in the Base Erosion and Profit Shifting (“BEPS”) initiative of the Organization for
Economic Cooperation and Development (“OECD”), although they do not state so expressly, using
that terminology. The Transfer Pricing Guidelines for Multinational Enterprises and Tax
Administrations approved by the OECD Council, on the other hand, are expressly mentioned by Article
762-D of the Panamanian Fiscal Code as applicable as technical reference, to the extent they are
congruent with the legislation in force.
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