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WHAT IS AN INTERNATIONAL BANKING CENTER AND
WHY DO BANKS GO THERE?*
/

A financial center is a central market place for
financial Services. It is a node or point of concentration
in an internati onal network that provides one or more of
the following:

convenience and low conmunication costs
- a stable jurisdiction in which private property
rights are honored.
"

Because of the benefits of concentration, only a
handful of centers can exist at one time. At the present
time, the three most Iimportant centers are New York,
London, and Tokyo. What is noteworthy is that all three
are centers of large dcmestic financial systems as well as
International centers.

Offshore financial centers, of which Pafama is one,
differ fran these three major centers iIin that international
business far outweighs dcmestic business. In the case of
the Cayman Islands, for example, there are virtually no
dcmestic activities. Switzerland occupies a middle ground,
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with a sizeable danestic sector, but a much larger
internati onal presence.

In many centers, the government establishes separate
regulatory regimes for activities involving danestic
residents and foreigners. Almost by definition, an
offshore banking center provides a free trade zone for
financial transactions with minimal taxes and regulations
for transactions involving non-residents. Generally,
transactions with residents are more highly taxed and
regulated.

These activities that take place in an offshore
banking sector can be characterized along two dimensions:
the market segment (s) that they serve and the nature of
the activities themselves. While several different
definitions of these segments are posible, the banks that
comprise the Panamanian Center opérate in five major market
segments: interbank — the taking and placing of offshore
deposits among banks and the performance of other Services

required by banks operating internationally; offshore
individuais — taking deposits and managing investments of
non-Panamanians; International trade and | corporate — the

financing of International trade and of multinational

firms; public sector — the financing of Latin American
governments; and danestic Panamanian banking — primarily
for individuais and small to médium - sized corporations.

The activities aimed at various segments that take
place iIn an offshore banking center are many and inelude
booking, deposit taking, cross-border lending, regional
headquarters, trade servicing, retail banking, corporate
finance, and money market operations.
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Booking refers to the legal recording of loans and
deposits. Strictly speaking, booking occurs within a
single multi nati onal bank, but 1t forms part of the
interbank segment since it is of valué to banks operating
internationally and often gives rise to true interbank
activities such as funding or deposit trading. This does
not necessarily mean that any econanic activity actually
takes place where the booking is done. Frequently the
loans are made or the deposits are taken elsewhere, but are
placed on the books of an institution daniciled iIn the
center. Even the books themselves may physically be
located elsewhere. All that matters is that for tax and
regulatory purposes they be treated as being iIn the
jurisdicticn of record. Whether actual processing occurs
then depends on the cost of maintaining and supervising

staff there, ccmpared to other locations.

In order to create a "brain center” as well as a
booking center, Panama has tried to insure that all the
banks to whan 1t grants licenses actually maintain staff
there. But this does not mean that the booking activity
extends to loan processing as well. For sane banks it
does, but for others it does not. Furthermore, processing
may involve only clrerical activities. Actual
decision-making may still take place elsewhere.

With deposit taking, individuais or corporations
deposit funds with .banks based in Panama. The typical
purpose will be to take advantage of Panama's favorable tax

laws as well as its secrecy provisions.

Deposit taking leads naturally to the provision of
more sophisticated investment vehicles and Services.



Panama has recently enacted a new Trust law.

Cross-border lending refers to the use of a center
as a base fran which to make loans to governments and firms
throughout the region.

The type of regional management activities a bank
locates in a center depends on the nature of its strategy
and operations in the regién. A bank with branches iIn many
countries Iin the regidbn may choose to I&écate an area
headquarters in a location convenient to its more distant
field operations. A bank without such a network may also
station calling officers In a central location and have
them wvisit clients fran it. Key considerati ons are the
costs of maintaining staff, especially expatriates, and the
quality of the c anmunications facilities, especially
aviation links.

A number of the major U.S. banks with an extensive
branch network of branches in Central and Latin America and
a number of other banks without such a network, including
U.S.-based banks as well as Asian and European ones, Vview
Panama as essentially acceptable in terms of cost.

Banking Services in support of trade inelude trade
finance and processing of documentary credits. Thus the
demand for this Service is related to the establishment iIn
Panama of regional warehouse for distribution, or a
manufacturing or assembly site. A number of Asian
canpanies are using the Colon Free Zone as a regional
distribution center, giving rise to a demand for bank
Services.



Foreign banks engage in local retail activities
depending to a great extent on historical accident. One
source of such activity is the presence of emigrants frcm
the hane country. This is canmonly referred to as ethnic
banking. The banks take advantage of their preferred
access to these canmunities deriving fran canmonalities of
language and culture, and the ability to provide special
Services such as the transfer of remittances. The U.S.
banks operating In the former Canal Zone represent a
particular case of such activity: and there are other

examples involving other nationalities. Frequently such
specialized retail banking leads foreign banks into
beccming one more danestic retail bank as the population

they serve assimilates and as they grow beyond the confines
of the niche.

Banks also go abroad to follow their corporate
clients. Because they already know these clientS/ they can
extend credit to them or Service their cperational needs at
a lower cost than their ccmpetitors. The motivation for
foreign banks to I&écate multinational corporate banking
activities in Panama 1is based on the same factors that
influence the choice of Panama as a regional headquarters
for a bank or its corporate clients.

Panama offers advantages 1In attracting banks! own
regional liaison and management functions iIn those banks
without a network of.branches in Central and Latin America
may chose to maintain at least sane contact fran a central
location/! such as Panama. This appears to be the case for
Asian and European banks which are still in the process of
establishing their internati onal branch networks.
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Finally, if there are may banks operating in a
center, both taking deposits and originating loans, each

will tend to face daily imbalances between the supply of
and demand for funds. This can provide a basis for
interbank trading and eventually a money market in

instruments such as certificates of deposit and bankers
acceptances.

In deciding to Iécate in Panama, a bank will examine
the mend of activities just discussed, and evaludate them in
the light of its own situation, and the behavior of other
banks. For sane banks, one activity by itself, be it
ethnic banking, deposit taking, or regional headquarters
will be sufficient to justify a presence. For others, it
will require the ccmbination of activities and

complementarities between them to warrant a presence.

Panama* s Status as a Banking Center

Panama is widely known as one of the most important

financial centers of the Americas. More than 100 Ilarge
banks fran all over the world opérate there, of which at
least 25 are fran Latin America. U.S. banks established

themselves Iin the area at an early date. The International
Banking - Corporation of New York (now Citibank), for
example, opened an office in Panama City in 1904.

Foreign banks did not arrive in any numbers until
the 1960* s. Most carne to take advantage of Panama* s tax
haven status. By 1965 there were 16 proper branches, and
250 "brass piate” banks In the city. The latter simply
represented legal fictions and conducted no banking. The
present banking structure dates fran 1970 when a new law



established strict criteria for obtaining a license. All
but two of the 250 "brass piate'" banks failed the test.

A banking or financial center represents a node iIn
the International financial network. Therefore, the
importance of a center can be judged to a large extent by
the nature and number of its Ilinks with other financial

centers.

In 1970, Panama had connections only with New York
and California. By 1980, Panama had also established
cormections with London, three European centers, Cahada,
and Tokyo, indicating its much greater integration into the
International financial system. This 1is consistent with
the earlier evidence on the increased market share of
European and Japanese banks. The total number of foreign
banks with representation in Panama has increased fivefold.

The financial centers which have moved most
dramatically in the rankings of all centers were located in
the Far East. This points out the importance to a center's
success of the success of the regiéon or market it serves.

Panama*s Ccmpetitiveness as an International Banking Center

As noted above, a banking center must offer certain
conditions including instituti onal stability, freedcm fran
transfer restrictions. and taxes, and, ideally a convenient
location — both geographically and culturally. Further,
since only a few centers can coexist, it must offer sane
distinctive advantage in this regard. Panama's most
important attributes as host for an International banking
center are:



1) the absence of currency risk due to the use of
the U.S. dollar as currency;
2) absence of taxes on offshore transactions;

3) an attractive (unrestricted) regulatory
framework for offshore banking?

4) and locational advantages including an
attractive pool of local labor coupled with

flexibility with respect to the employment of and
absence of restrictions on foreign nationals.

The Dollar Standard

A key factor leading to the emergence of Panama as a
financial center is its use of the dollar and,
consequently, its lack of discretionary monetary policy and
consequent transfer risk. The dollar standard was adopted
in the Monetary Convention of 1904, a treaty between Panama
and the United States to facilitate the operations of the
Canal Commission, and has remained in place since then.
The official currency, the Balboa, is Ilinked to the U.S.
dollar and the dollar is Ilegal tender iIn Panama. For
reasons of economy and practicality, U.S. currency carne to
furnish most of Panama“s circulating médium. This
arrangement has continued to this day, though Panama does

issue fractional coins.
Taxation

Panama follows the territorial principie in its
taxation. Income earned on International activities is
exempt from taxation. Further, interest income on all type
of deposits, including those by foreign banks in banks with
general licenses is also exempt from tax. Nor do there are
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any "backdoorl taxes such as requirements that banks hold
reserves against offshore deposits or lend to the
government at concessionary rates. While most offshore
centers do not tax offshore earnings, sane do.

In térras of annual license fees, Panama is
particularly generous charging US$25,000 and US$15,000 for
a General License and International (Offshore) License,
respectively. No license fee is charged for a
Representative L.icense.

Regulati on

The Banking Canmission. In 1970 the Panamanian government
pranulgated Cabinet Decree No. 238 which reforraed the
banking system and established the National Banking
Canmission. The new law charged the Canmission with
ensuring the soundness and efficiency of the banking system
and fostering conditions favorable to the develcpment of
Panama as an International financial center.

Though originally an agency of the Ministry of
Finance and Treasury, the National Banking Canmission is
now an adjunct of the Ministry of Planning and Econanic
Poli'cy. The Canmission has seven members. Three are fran
the official sector: The Minister of Planning and Econanic
Policy (Chairman), the Minister of Finance and Treasury,
and the General Manager of the National Bank. The
Executive Branch appoints four members, of which three are
fran the private sector and must be bank representatives of
Panamanian nationality selected frcm a list of candidates
proposed by the Banking Association. The fourth is freely
chosen and may not be a bank official. The Canmissi oners
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decide on most matters by a simple majority vote, though
sane decisions by law require a higher majority. The three
appointed Canmissi cners fran the private sector holdoffice

[
for three years.

Licenses. The Canmission issues three types of banking
licenses: general, International, and representative. The
class of license a bank receives determines which legal
provisions will apply to 1it. In this way the Canmission
can pursue its two Objectives. In principie, banks which

wish to do business in Panama and accept danestic deposits
are subject to stricter provisions. Those which wish to
opérate only in the International market are permitted a
wider latitude iIn order to enable Panama to canpete with

other centers for the banks presence.

One should not, however, construe the bifurcation of
the law as necessarily protecting the danestic market while
being open with respect to internati onal operations. The
number of danestic banks with general licenses, that can
also conduct internaticnal operations, has quintupled since

1970, and the number of foreign banks has almost
quadrupled. Furthermore, a number of foreign banks which
have general licenses in effect opérate almost entirely in
the International market. On the other hand, the
Canmission does not grant a license to any bank that
request one, and has turned down as many  foreing

applications as it has accepted.

Capital Requirements and Required Reserves. Banks are
required to have a minimum paid-up capital of US$1
million. Branches of foreign banks must have an 'assigned
capital" for the branch that is equivalent to the amount
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that a subsidiary would have to maintain. In addition to
the minimum capital, all banks raust also maintain a capital
resérve fund which, together with its capital, must not
fall below four percent of danestic earning assets.

Under the law, the National Banking Canmission is
authorized to vary the required Ilegal reserve on Ilocal
deposits, between 5 and 25 percent of total local deposits,
differentiating if It chooses to do so, between different
categories of deposits. Currently, the requirements are 12
percent on local sight deposits and 6 percent on local time
deposits. Foreign deposits and interbank deposits are not
subject to the requirement. Vault cash must make up at
least 30 percent of the reserves. The remainder may be In
the form of sight ((.e., non-interest bearing) deposits
with the Banco Nacional de Panama, short-term  sight
deposits with other banks up to a fixed maximum, panamanian
government treasury bilis and other assets authorized by
the Canmission. In addition, all banks must hold assets iIn
Panama equivalent to 85 percent of their local deposits.

The required legal reserves on local deposits
assure bank liquidity, protect depositors, and provide the

government with a means for restraining credit expansion.

A Tfinal prudential provision which may be unique to
Panama 1is the requirement that all banks with a general
license (other than. the official banks) have a stand-by
credit in US dollars in an amount of 10 percent of the
bank's local earning assets. The credit must be granted by
a foreign bank, or Iin the case of a branch or subsidiary of
a foreign bank, it may be by its head office, subject to
the National Banking Canmission's approval.
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Banks are to draw on the credit if they experience
liquidity difficulties, or if the Banking Ccmraission
chooses to require them to do so, should more than 10
percent of the local deposits used ¢r invested in Panama be
withdrawn fran the national banking system. In addition,
the Banking Canmission may, by law, organize a special
short-term credit for any bank which is unable to obtain or
renew its stand-by credit, or which has exhausted it.

It does so by requiring that all other banks
contribute to the special credit pro-rata with respect to
their own stand-by credits. The stand-by credit scheme
thus functions as a Ilmited lender of last resort scheme
for individual banks and for the banking system 1In a
situation where the country does not have a central bank.

Interest Rate Ceilings and Credit Allocation. The interest
rate charged on both danestic and internati onal loans and
credit facilities are free of ceilings (with the exception
of certain agricultural loans subject to special
subsidies). However, the National Banking Canmission may
impose regulations on danestic loan rates iIf five members
SO Vvote. There are no ceilings on the interest rates banks
may pay for international and interbank deposits, or
danestic time deposits in excess of US$10,000.

However, the law forbids the payment of interest on
local sight deposits, and requires that Ilocal passbook
saving deposits in savings banks have a 1 percent interest
rate advantage over similar deposits in ccmmercial banks.
Currently the rates on such deposits are set at 5 1/2 and 4
1/2 percent respectively.
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There 1is only one explicit provision to channel
credit: the requirement that banks lend for mortgages Iin
Panama an amount equal to at least 50 percent of the amount
of their local savings deposits.

There is a scheme, the Fondo Especial de
Canpensacion e Intereses (FECI), for the subsidization of
the interest expense of loans for agriculture. The fund
receives its money fran a one percentage point addition to
the interest rate charged on danestic consumer and
canmercial loans. The National Banking Ccmmission
administers the fund.

Bank Secrecy. The National Banking Canmission is
forbidden, by law, fran investigating the personal affairs
of any bank Client. It may not reveal any information it
obtains to any person or authority except under court
order, and it may publish statistical data submitted to it
in reports only in Consolidated forra.

In addition, Law No. 18 of 1959 authorizes banks and
other credit institutions to opérate coded bank or
securities accounts. The iInstitutions must observe secrecy
with respect to the exXxistence and amounts Iin the accounts,
and the identities of the owners. Banks may reveal
information concerning these matters only in connection
with criminal proceedings. Banks may not even report the
amount of Interest .paid each depositor, but only global
amounts.

Although subsidiarles and branches of certain
foreign banks may not, because of their heme country
regulation, offer such accounts, all other banks do, and
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find them a useful marketing tool.
Locational Advantages and Labor Awvailability

Panama's cultural and geographical proximity to
Central and South America, while being In the same time
zone as New York, have made it a convenient location for
custaners and banks. The availability of low cost
bilingual staff, and highly efficient ancillary Services
coupled with an absence of binding restrictions on the
emplcyment of foreigners, have all helped contribute to its
emergence as a banking center.

By law, 90 percent of the emplcyees in each foreign
bank must be Panamanian nationals. This requirement is not
a problem for the banking system iIn general, and offshore
enterprises, such as banks with internati onal licenses and
canpanies in the Colon Free Zone, as well as assembly
plants (maquiladoras) are allowed ampie flexibility and
special arrangements.
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CABINET DECREE NUMBER 238
(July 2, 1970)

Whereby the banking system is amended and the Na-
tional Banking Commission is established.

The Provisional Board oi Government
Decrees:
PRELIMINARY TITLE

CHAPTER |

Scope oi its Application and Definitions.

Article 1) — This Cabinet Decree shall apply to Banks
organized in accordance with Panamanian laws engaged
In banking business in Panama, or abroad and to Banks
organized abroad engaged in banking business in Panama.

Pangraph: Only juridical persona may engage in the banking

buaineaa. 1
“THE PRECEDENT PARAGRAPH WAS DECLARED UNCONSTITU

TIONAL BY SUPREME COURT DECISION DATED DECEMBER 28, j977".

Article 2) — For the purposes of this Cabinet Decree,

the ternas hereinaiter set forth, shall have the iollowing
meaning:

a) “Bank”. Every juridical person engaged in the
banking business, other than the Savings and Loan Asso-
ciations authorized according to the laws;

b) “Banking Business: Primarily the act of obtaining
financial resources from the public through the acceptance
of demand or time deposits of money or through any other
means authorized by the pertinent law; and the use, on
account and risk of the bank, of such resources for loans,
investments, or any other transactions authorized by law
or banking practices.

c) “Estabiishment” Any office, branch or agency of
a Bank conducting. all of any of the banking activities or
businesses;

d) “Commission”: The National Banking Commission;

e) “Commissioners”. The Members of the National
Banking Commission;
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f) “Demand Deposits™. All those payable on demand;

g) “Time Deposits”. All those which are not payable
on demand. They?are divided into two categories: Fixed
Time Deposits and Savings Deposits;

h) “Local Deposits”.

1. Deposits payable to natural persons residing in
Panama, :

2. Deposits payable to juridical persons organized in
accordance with Panamanian laws and which eam taxable
income in Panama, excepting only from this definition
juridical persons whose income is derived from sources
outside of the national territory; and

3. Deposits payable to foreign juridical persons with
branches qualified ito opérate in Panama and whose de-
posits are in fact under the control of the Panamanain
branch;

1) “Foreign Deposits”. All those which are not “local
deposits”;

) “Unsecured Credit Facilities”: Those granted
without real collateral or, if collateral is fumished the
valué thereof is lower than the sum owed,;

k) “Assigned Capital”: That part of the paid-in cap-
ital stock which any bank organized under foreign laws,
attributes, assigns or pledges to its banking business in
Panama, through its Panamanian branch;

[)  “Productiva Assets”. The loans and investments
placed ezonomically in the Republic of Panama;

m) “Capital Reserve”. That which is created from
fufias originating from profits made or from other sources,
which are accumulated in order to strengthen the finan-
cial condition of the Bank;

n) “Representative Office”. Those established to act
as representatives of Banks, but which do not engage in
banking business on their own account;

0) “Mortgage Bank™: A Bank whose portfolio of loans
consists of at least seventy five (75%) percent of mortgage
loans with a term of not less than five (5) years;
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p) “Contingent Credit”: That which is granted to
Banks engaged in banking business in Panama, by another
Bank outside of Panama or in the case of Branches or
Agencies of foreign Banks, by their Home Office. This
credit must be granted in accordance with the terms and
conditions established by the Commission;

q) “Interest”. The sum or sums which in any form
or under any other fiame are collected or paid for the use
of money.

TITLE |
National Banking Commission
CHAPTER 1
General Provisions

Article 3) — The National Banking Commission is
created and assigned to the Ministry of Planning and
Economic Policy.

Article 4) — The Commission shall have the foliow- j
Ing objectives, aside from those assigned by this Cabinet
Decree:

a) To insure that the solidity and efficiency of the
Banking System is maintained so as to promote monetary
and crédit conditions conducive to the stability and sus-
tained growth of the national economy.

b) To strengthen and promote the proper conditions
for the development of Panama as an intemational fi-
nancial center.

CHAPTER 11
Organization

Article 5) — The Commission shall be composed of
seven (7) members with a right to speak and vote, as

follows:
a) The Minister of Planning and Economic Policy

who will preside over it;
b) The Finance and Treasury Minister

5



c) The General Manager of the National Bank of
Panama (Banco'Nacional de Panama).

d) Three (3) representatives of the Banks, who must
be Panamanian citizens, domicled in the Republic and
Bank offlcials.

They shall be appointed by the Executive Body from
a llst of three (3) names to be submitted by the Panama
Banking Association, and

e) One meraber appointed by the Executive Body
who cannot be a Bank director, officer or employee.

Article 6) — The Commission shall have a Tech-
nical Secretariat that shall be headed by a Secretary and
shall be staffed by the personal deemed necesary to dis-
charge its duties. The Secretary shall attend the meet-
ing of the Commission with a right to speak only.

The personnel,. the records, the files and property of
the Technical Secretariat of the National Banking Com-
mission shall be transferred to the Ministry of Planning
and Economic Policy.

Article 7) — The altemates of Minister of Planning
and Economic Policy, the Finance and Treasury Minister
and the General Manager oi the National Bank of Panama
shall be the Economic Planning and Policy Vice Minister,
the Finance and Treasury Vice-Minlster and the General
Manager of the Savings Bank, respectively.

Article 8) —IEach representative of the Banks shall
have an altérnate appointed in the same manner as his
principal.

Article 9) —The Commissioner appointed accord-
ing with paragraph (e) of Article 5 shall have an al-
térnate appointed in the same manner as his principal.

Article 10) — The Commissioners as well as their
respective altemates, shall be appointed for a period of
three (3) years by the Executive Body and with ad-
honorem status. '

Transitory Paragraph: The terms of the first Commis-
sioners proposed by the Banking Association of Panama
and their altemates will be of 1, 2 and 3 years respectively,
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so that the terms of a Commissioner and his altérnate
ends each year. The term which corresponda to each one
of them will be determined by casting lota at the first meet-
ing of the Commission.

Article 11) — The Commissioners may be removed
only by the Executive Body at the request of five (5)
Commissioners, if any of the following circumstances
occur:

a) They are permanently disabled to diacharge their
duties;

b) They are declared bankrupt or are found in an
evident State of insolvency;

c) They are condemned for crime against property or
public faith or;

d) They no longer meet the requirtments which were
established for their appointment. In case of removal of
any of the appointed Commissioners, the vacancy shall
be filled by his altérnate until a new principal be choeen
and appointed for the remainder of the term of the re-
moved Commissioner.

Article 12) — In case of temporary and permanent
absences and until such time as a new appointment is
made, the Commissioners shall be replaced by their re-
spective altérnate».

Article 13) — The Commissioners referred to in Par-
agraph d) of Article 5 shall be disqualfled from acting
when the Bank of which they are Oificers is involved in
the issues to be considered by the Commission.

Article 14) — The functions of the Commission, in
addition to those other specifically assigned in this Cabinet
Decree, are the following:

a) To meet at least every two months and, also when-
ever convened by the President of the Commission or at
the request of at least three commissioners;

b) To decide on such matters as are submitted by

the President, the Secretary or any of the members of the
Commission;



c) To issue the resolutions referred to by this Cabinet

Decree;

d) To assist the Executive Branch in regulating
the provisions of this Cabinet Decree and to establish Its
own intemal by laws, subject to the approval of the Exe-
cutive Body; )

e) To recommend to the Executive Body the ap-
pointment of the subordinate personnel which the Com-
mission may need to properly discharge its functions;
and

f) To determine, within the administrative sphere,
the interpretaron and scope of legal provisions on bank-

ing matters.

Article 15) — The decisions of the Commission shall
be adopted by an absolute majority, except in those cases
especially covered by this Cabinet Decree.

The presence of at least five (5) commissioners shall
be required to constitute quorum.

i TITLE NI
The Banking System
»

' CHAPTER |
*Qualiiication

Article 16) — E;<cept for the Official Banks, no person
shall engage in banl¢ing businesss without previously hav-
ing obtained the proper authorization from the Commis-
sion, through the issuance of the respective license.

Three (3) types of licenses shall be issued, to wit:

General License: Which shall be issued to Banks or-
ganized under Panamanian laws and to authorized
branches of Banks organized under foreign laws to engage
in banking business both within or outside of Panama;

International License: Which shall be issued to Banks
organized in accordance with Panamanian laws and to
authorized branches of banks organized under foreign
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laws to conduct, cxclusively, from an office established in
Panama, transactions which are completed, accomplished
or are intended to take effect outside of Panama.

License of Representation: Which shall be issued to
the Banks organized in accordance to foreign laws to es-
tablish exclusively representative offices in Panama.

Paragraph: The Commission shall extend to every
Bank currently operating in the Republic and which is
duly authorized <by the Commission, the license appro-
priate to its activities according to those mentloned in
the preceding paragraphs.

Artiele 17) — At the time this Cabinet Decree be-
comes into effect, the licenses to engage in banking business
which are in forcé at such time will be considerad valid
for a period of up to one (1) year, a term that may be
extended for an additional year when, in the Judgment
of the Commission, there exist justifiable causes thereior.
Within this period, the holders of the aforementioned li-
censes must comply with the provisions of Article 30
and 31, in order that they be issued a license in aocordance
with the present Cabinet Decree. Notwithstanding the
foregoijig, the banks organized in accordance with Pan-
amani‘an laws, the 75% of the stock or shares of which,
at least, are owned by natural persons who are citizens of
Panama or foreigners with more than five (5) years of
residence in Panama, will have a period of five (5) years,
within which they must comply with the provisions of the
aforementioned Articles 30 and 31 of this Cabinet Decree.

Article 18) — With the exception of national institu-
tions or associations which are exclusively engaged in
humanitarian or charitable activities, no person who is
not an authorized Bank shall use in its flame, corporate
fame, description or denominaron, in invoice headings,
letter paper, notic”s, announcements or in any other form,
the word “bank” or derivatives thereof, in any language,
which may lead to believe that it is engaging in banking
business.



Paragraph: Notafies are forbidden to authorize public
documente or copies! thereof, acte, statements or instru-
mente proper to their office and to authenticate signa-
tures which violate the provisions of this article. The Pu-
blic Registry Office is forbidden likewise, as far as its
recordings are concemed. At the time this Cabinet De-
cree becomes effective, companies already registered, or-
ganized according to Panamanian laws, or qualified to do
business in the Republic, and whose denomination or cor-
porate fiame violates the provision of this Article, shall
have a period of 90 days within which to dissolve volun-
tarily, secure a license from the Commission to engage
in banking business, or amend their charter to change their
denomination or corporated fiame. Once this period has
expired, the Commission shall so notify the Director Gen-
eral of the Public Registry so that he will proceed to add
a marginal note in the registration of any company which
may have not complied with what has been hereinabove
provided, to the effect that the said company has been
dissolved as a matter of law, or its authorization to con-
duct business in Panama has been revoked, depending on
whether it is a Panamanian or a foreign company.

- Article 19) — Whenever it is known or there are rea-
sonable grounds to believe that a nktural or juridical
person is engaging in banking business in violation of the
provisions of this Cabinet Decree, the Commission shall
be empowered to examine their books, accounts and do-
cumente in order to determine whether it has violated or
Is violating any provision of this Cabinet Decree. Refusal
to exhibit these books, accounts and documente, shall
lead to presume that it is engaging in banking business
without the required license, in which case the Commis-
sion shall be empowered to so inform the Public Registry
Office in order that the marginal notation referred to in
the previous Article may be entered and the appropriate
penalty is imposed. -

Article 20) — Iri the case of new banks which are to
be organized in accordance with Panamanian laws, the
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Commission will issue a temporary Dcrniit, for a term oi
ninety (90) days for the solé purpose that the organization
of the company using the word “bank”, or any of its deri-
vatives might be recorded in the Public Registry Office
while the issuance of the respective license is being pro-
cessed. If the period expires, and all the requirements for
the issuance of the license have not been.met, the Com-
mission shall so inform the Director General of the Pu-
blic Registry so that the marginal note referred to in Ar-
ticle 18 may be made.

Article 21) — The license to engage in banking bu-
siness must be requested in writing from the Commission,
enclosing:

a) An authenticated copy of the Charter and By-
Laws with their respective amendments if there are any.
If these documents are written in a foreign language, the
corresponding translation made by a legally authorized
translator must also be enclosed.

b) A copy of the Financial Statement, with a closingj
date within the ninety (90) days prior to the date of the
request, duly certified by a firm of certified public ac-
countants.

c) A certified check to cover the costs of the inves-
tigation referred to in Article 23 of this Cabinet Decree in
favor of the National Treasury for the sum of B/.500.00
in the case of a bank organized according to the laws of
Panama, and for the sum of B/.1,CO0.00 in the case of
a bank organized under a foreign laws.

d) Any other requirement established by the law or
the Commission.

Article 22) — In any case in which the Commission
notifies the Director General of the Public Registry to
make the marginal note mentioned in Articles 18, 19 and
20, the Commission shall publish such notification for
three (3) consecutive days in one daily newspaper with
wide circulation throughout the Republic, and once in
the Official Gazette.
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Article 23) — V/hen an application for a lacense is
under consideration by the Commission, the Commission,
will conduct or orden to be conducted the investigation it
may deem neeessary, so as to ascertain the authenticity of
the documents filed, the financial status and the back-
ground of the applicant, the reputation and experience of
its officers, the adequacy of its capital, and any other da-
ta which may be necessary for the proper enforcement of
this Cabinet Decree.

Article 24) — Within ninety (90) days aiter receiving
the application, the Commission by means of a resolution,
must issue or refuse to issue the license, serving notice
of said resolution on the applicant.

Article 25) —In order that they may never be without
representation, the 'banks organized under foreign laws
must appoint at least two (2) general attomeys-in-iact,
both of whom must be natural persons with residence in
Panama and one of whom. at least. must be a Citizen of
Panama.

Article 26) — The Commission shall revoke the li-
cense of any bank for any of the iollowing reasons:

1) It has ceased to engage in banking business; or

2) It does not,begin operations within the six (6)
months iollowing the issuance oi the.license. The Com-
mission may also, by a resolution adopted by a majority
vote of five (5) commissioners, revoke said license when
a bank does not comply with any of the provisions of this
Cabinet Decree. Before revoking the license, the Com-
mission shall serve notice on the Bank advising it its in-
tention to revoke, giving it the pertinent reasons to do
so, and the Bank shall have a term of twenty-one (21)
calendar, days, beginning on the day it was served notice,
to explain the reasons why it considers that its license
should not be revoked, attaching to such explanation the
evidence available before the action, which it deems ap-
plicable. Once said term expires, the pertinent decision
shall be issued by Ihe Commission by means of a reso-
lution.
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Article 27) — Once the resolution whereby & license
Is revoked becomes final, the Commission shall imme-
diately proceed as follows:

1) Communicate the measure to the Director Gen-
eral of the Public Registry, so that the corresponding
marginal note may be made, and

2) Publish the resolution in a newspaper of wide cir-
culation for three (3) consecutive days and once In the
Official Gazette.

Article 28) — No bank may open a new establishment
without previous notice to the Commission. When a bank
deems that it is necessary to cidse or to transfer an exist-
ing establishment, it must obtain previous authorization
from the Commission, merely to enable the Commission to
be able to oversee that the closing is performed in an
orderly fashion and in a such manner that interests of
the depositors of said establishment are protected.

Article 29) — No bank engaging in banking business
in Panama may merge or consolidate, fior sell all or part
of the assets it possesses in Panama, when such ah
action is equivalent to a merger or a consolidation, with-
out prior authorization from the Commission.

CHAPTER I
Capital

Article 30) — Every bank engaging in banking busi-
ness in Panama must have a paid-m capital or an as-
signed capital, as the case may be of not less than one
million Balboas (B/.1,000,000.00). The paid in or assign-
ed capital must consist of assets free from encumbrances,
kept at all moments within the Republic of Panama.

Paragraph 1. Every bank organized according to Pan-
amanian laws and Which engages exclusively in banking
business outside of Panama, must maintain at all time
in Panama, in assets free from encumbrances, of such
types as the Commission authorizes, a sum of not less
than Two-Hundred and Fifty Thousand Balboas (B/.250,-
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000.00), in order; to guarantee that its obligations will
be fully met.

Paragraph 2. Every bank organized according to Pan-
amanian laws, a seventy-five percent (75%) at least, of
its shares is owned by natural persona who are citizens of
Panama, or foreigners with more than five (5) years of
continuous residence in Panama, may start operations
with a paid-in capital of Two-Hundred and Fifty Thou-
sand Balboas (B/.250,000.00). This capital must be in-
creased periodically up to the minimura capital required
referred to in this Article, within a maximum period of
ten (10) years.

a) Forty Thousand balboas (B/.40,000.00) per year
during the first five (5) years; and

b) Seventy-five thousand balboas (B/.75.000.00) per
year during the last five (5) years.

The balance, if there is any, must be capitalized be-
fore the above mentioned term expires.

Article 31) — Every bank engaging in banking busi-
ness in Panama must maintain a capital reserve, so that
its paid-in or assigned capital, as the case may be, plus
said capital reserve, is at no time less than the percentage
that from its productive assets is <set forth by the Na-
tional Banking Commission.

The paid in or assigned capital plus the capital shall
not be at any time, less than four percent (4%) of the
productive assets.

No bank shall declare, credit or pay dividends fior dis-
tribute or transfer any part of its profits without first

accumulating the reserves referred to in this article.
Article 32) — Every bank shall maintain assets

within Panama equivalent to a percentage of its local
deposits. Said Fercentage shall be determined by the
Commission, according to the national economic and fi-
nancial conditions. It shall be the same for all banks,
and must not exceed one hundred percent (100%) of
such deposits.
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Paragraph: Upon this Cabinet Decree becoming ef-
fective and until the Commission determines otherwise,
the percentage referred to in this Article shall be eighty
five percent (85%).

Article 33) — Banks, other than Mortgage Banks,
operating within the country, which recelve local savings
deposits, shall be bound to invest within a term oi not leas
than ten (10) years, in housing mortgage loans, in the
Republic of Panama, a minimum of 50% of such deposits;
or to invest in interest eaming mortgage, warrants, cer-
titilicates or bonds issued by the National Mortgage Bank
of the Republic of Panama.

The Commission shall determine periodically, in con-
sultaron with the Ministry of Housing, the pbrtion of the
50% which will be invested in housing loans for social
interest, or in warrants, certificates or bonds eaming in—
terest, issued by the National Mortgage Bank.

The Commission shall establish the terms and con-
ditions under which the non-mortgage banks shall adjust
their operations to the provisions of this article.

Paragraph: Banks are forbidden to invest their sav-

ings deposits in their own mortgage certificates, bonds
or securities.

CHAPTER III
Contingent Credits

Article 34) — Every bank, in order to maintain its
license, must be the beneficiary of a contingent credit in
dollars of the United States of America, granted by a
foreign bank, or by its own Head Office abroad in the
case of branches of foreign banks (approved by the Com-
mission), for an amount of not less than ten (10%) per-
cent of the total of its productive assets as of December
31st or the previous 30 June, as the case may be. The
Commission may, nevertheless, demand a revision at any
other date. The terms and conditions of this credit shall
be established by the Commission.
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When for any reason, any bank of the system cannot
obtain or renew the stand-by credit referred to in Articles
34 and 35, the Commission shall be empowered to enter
into negotiations with the bank in question and the other
banks of the National Banking System regarding the
granting of a special short-term credit by the latter in
favor of the former, this credit shall be distributed propor-
tionally among The other banks of the system according
to the minimum amount of the contingent credit to which
each of them is bound. Before receiving such a special
credit, the bank in question must prove that it has not
been at.e to obtain or renew the aforementioned ccntin-

gent credit. !

Article 35) — The contingent credit shall be utilized
by the beneficiary bank upon wdthdrawal from the na-
tional banking system within a period of six (6) months,
of sums in excess of ten percent (10%) of the total of
its deposits employed or invested in Panama. In such a
case, the Commission may require the banks to use such
credits, total or partially, and to maintain the proceeds
thereof within Panama. Each bank, at its free discretion,
shall determine the use of the furyis thus obstained.

When any bank of the system encounters itself with li-
quidity difficulties due to a decrease in its deposits, the Com-
mission shall be empowered to enter into negotiations with
the bank in question and the other banks of the national
banking system regarding the granting of a special short-
term credit by the latter in favor of the former. This
credit shall be distributed proportionally among all the
other banks of the system. according to the minimum
amount of the contingent credit to which each one of

them is bound.

Before being able to recelve such a special credit, the
bank in question must exhaust its own contingent cre-

dit.
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CHAPTER IV
Legal Reserve

Article 36) — Every bank must maintain a legal re-
serve consisting of cash assets, of not less than five (5)
and not more than twenty-five (25) per cent of the total
amount of its local deposits. Within such minimum and
maximum, the legal reserve shall be fixed periodically by
the Commission, by written notice thereof shall be given
to each bank.

Article 37) — Not less than 30% of the legal reserve
must consist of currency of legal tender in Panama, main-
tained by each bank in its own possession.

The excess may consist in demand deposits in Banco
Nacional de Panama or in National Treasury Bills, which
shall not eam more then three percent (3%) interest per
year with maturity of not more than minety (90) days.
Such deposits shall be subject to verification by the Com-
mission. 1

Paragraph 1. At the time this Cabinet Decree becomes
into effect and until the Commission determines otherwise,
the legal reserve shall be twelve per cent (12%) for de-
mand, deposits and six per cent (6%) for time deposits
and the minimum percentage of this legal reserve which
must consist of currency of legal tender in Panama shall
be thirty (30%) per cent.

Paragraph 2: The banks shall have thirty (30) days,
beginning on the effective date of this Cabinet Decree, to
comply with the provisions of this article.

Paragraph 3: The Commission may authorize that
the excess up to seventy percent (70%) may consist of
other assets, provided that said authorization is adopted
by the affirmative vote of five (5) of its members. Said
assets must have sufficient liquidity so as to serve the pur-
poses of the legal reserve.

Article 38) — The legal reserve shall be uniform for
all banks, but the Commission may fix different legal re-
serve for the different types of deposits.
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Article 39) — The banks must file a report with the
Commission, promptly in the form and as periodically as
the Commission may prescribe, in order to assure proper
compliance with the provisions of this Chapter.

Article 40) — The Commission shall give any bank
which ceases to comply with the provisions of this Chap-
ter, three (3) working days notice to correct this deficiency.
Once said term has expired, if the deficiency has not been
corrected the Commission shall impose a fine equivalent
to two percent (2%) of the amount of the deficiency in the
legal reserve, and shall grant the bank fifteen (15) calen-
dar days to correct such deficiency.

Article 41) — Non-compliance after the expiration of
the fifteen (15) days referred to in the previous article, or
repeated violations of the provisions of this Chapter shall
give the Commission the power to revoke the license or to
follow the procedure established in Chapter Xl, in so far
as it is applicable.

CHAPTER V
Banking Liquidﬂty

Article 42) — Every bank which engages in banking
business in Panama must always maintain a minimum
balance of liquid assets, equivalent to the percentage of
the gross total of its deposits as may be determined from
time to time by'the Commission. Said percentage shall
not exceed thirty-five percent (35%), except in the case
of mortgage banks for which it shall not exceed twelve
percent (12%). With this exception, the percentage shall
be the same for all banks.

Paragraph: If a bank which operates within Panama
receives credits or deposits from its Head Office, Branch,
Subsidiary or Affiliated Company outside of Panama, such
credits or deposits shall be excluded from the gross total
of its deposits for. the purpose of figuring the percentage
of liquidity.
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Article 43) — The changes in the percentage oi liqui-
dity must be complied with within the term indicated by
the Commission, which shall not be less than thirty (30)
calendar days. Upon this Cabinet Decree becoming ef-
iective and until the Commission determines otherwise, the
percentage of iiquidity applicable shall be of ten percent
(10%) for mortgage banks and thirty percent (30%) for
all other banks. Banks presently authorized to opérate
shall have a period of ninety (90) days, as of the date this
Cabinet Decree becomes effective, to comply with said
percentages of liquidity.

Article 44) — For the purposes of the previous articles,
the assets hereinaiter specified shall be considered liquid,
provided they are free from all liens or encumbrances and
are freely transferable:

a) Gold or currency of legal tender in Panama;

b) Net balances in the Clearing House in the Repub-
lic of Panama,; *

c) Net balance in any bank in Panama, payable oh
demand or within a term of not more than 186 days and
obligations payable in Panama on demand or within a
term of not more than 186 days;

$) National Treasury Bills or other securities issued
by the State with a maturity of not more than one year;

e) Net balances in any banks abroad approved by
the Commission payable on demand or within a term of
not more than 186 days and in currencies which, in the
judgment of the Commission, are freely convertible and
transferable, up to a maximum of 30% of the required
percentage of liquidity.

f)  Unmatured bilis of exchange bearing at least the
signatures of two substantially solvent persons, as dmwer
and acceptor, and payable within 186 days in any place
and currency approved by the Commission, in accordance
with the requirements of paragraph e);

g) Treasury bonds issued by a foreign government
or international financial organizations in accordance with
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the requirements established in paragraph e) of this ar-
ticle, up to a maximum of 5% of the required percentage
of liquidity.

h) Other assets which this Commission may au-
thorize by a majority vote of five (5) of its members.

Paragraph: Subject to the above mentioned percentage
limitations and to the other requirements provided for by
this Cabinet Decree, the distribution among the different
types of liquid assets referred to in this article, shall re-
main at the discretion of each bank.

Article 45) — Violations of the provisions of this chap-
ter, shall be sanctioned by the Commission. with a fine of
not less than B/.1,000.00 and not more than B/.10,000.00.

Article 46) — Tt shall be assumed that a bank has
violated the provisions of this chapter and the previous
chapter if it has not fumished within the required period
the documents and reports requested by the Commission
in order to ascertain compliance with the provisions of
Articles 36, 37, 42 and 43.

CHAPTER VI
Banking Interest,

Article 47) — The provisions of Law No. 4 of 1935
shall not be applicable to banks authorized in accordance
to the present Cabinet Decree. Whenever it may be nec-
essary to accomplish the objectives mentioned in Article
4, the Commission may by means of a resolution adopted
by a favorable vote of five (5) of its members, fix the max-
imum rate of interest which, directly or indirectly, may
be charged by the bank on the local loans or credits they
grant, that is to say, those economically invested or utiliz-
ed within the Republic of Panama. Interest shall be com-
puted on balances owed.

Article 48) — Any bank may pay whatever interest
it deems fit on its foreign deposits and on the local time
deposits. Nevertheless, in order to establish a difference
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in the rate of interest which may be paid on local “savings
deposits” by mortgage banks in comparison to the other
banks, the Commission shall, by means of a resolution
adopted by an affirmative vote of five (5) of its members,
fix the maximum rate of interest payable by the former
and the latter, with a minimum differential of not less
than one percent (1%) in favor of the mortgage banks, in
connection with the aforementioned “local savings depos-
its”. No interests may be paid on local demand deposits.

Paragraph: For the purposes of this article, the Com-
mission shall determine the maximum amount, below
which a time deposit shall be considered a “savings de-
posit”.

Article 49) — The violations of the provisions of this
chapter shall be sanctioned by the Commission with a
fine of not less than B/.1,000.00 and not more than B/.10,
000.00, without affecting the obligation to return the in-
terest charged in excess.

CHAPTER VII
Documents and Reports

Article 50) — Within the three (3) months following
the ciése of each fiscal year, banks organized in Panama
with regards to all of their operations, and organized abroad
with regards to the operations of their Panamanian estab-
lishments, must file with the Commission the corresponding
balance sheet and profit-and-loss statements, signed by
the Legal Representative or by one of the Bank’s General
Attomey-in-fact. The Financial Statements mentioned in
this article shall be filed and audited in the manner pres-
cribed by the Commission.

Article 51) — The banks shall exhibit throughout the
year, in a prominent place of each one of their establish-
ments in Panama, a copy of their last audited Balance
Sheet, and shall publish it in a newspaper of wide circu-
lation in the Republic within three (3) months following
the cidse of each fiscal year.
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CHAPTER VIH
Prohibitions and Limitations

Article 52) — No bank shall declare, credit or pay any
dividends, nor distribute or transfer all or part of its pro-
fits, until having totally amortized or created sufficient
reserves to amortize all deferred expenses, including their
preliminary expenses organization expenses, commissions
paid on the sale of shares, brokerage fees, losses incurred
and any other expenses not represented in the Bank’s
tangible assets, or while there exists a loss of capital.

Article 53) — Banks are forbidden to grant loans or
credits, to any one, natural or juridical person, or to grant
any collateral or incur in any other obligation in favor of
such a person, the total of which exceeds at any given mo
ment five percent (5%) of the bank’s deposits, capital and
reserves. The limitation provided for in this article shall
not be applicable to transactions which:

1) Consist in the negotiation of:

a) Bills of exchange drawn or promissory notes is-
sued in good faith as a consecuence of an underlying trans-
action having a collateral security, or secured bankers ac-
ceptances or by t

- b) Other commercial paper, which the Commission
may authorize and which are owned by the person who
negotiates same with the bank, by means or a blank en-
dorsement without recourse.

2) Are secured either by bank “avals” or collateral
deposits or by colateral fully secured for its total value
which has ascertainable market valué or otherwise has
a valué as collateral according to a bona fide determina-
tion made by an officer of such bank, of at least fifteen
percent (15%) over the amount of the obligations secured
thereby.

3) Represent loans to the State, its autonomous or
semi-autonomous mstitutlons or Municipalitfes or are
guaranteed by the Nation or any foreign State approved
by the Commission.
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Article 54) — Banks are forbidden to:
1) Grant or obtain loans or credits with their own
shares as collateral.

2) Grant loans or credits without collateral, in ex-
cess of fifteen percent (15%) of their capital and capital
reserves in favor of:

a) One or more of its directors, whether these are
granted to them jointy or severally;

b) Any juridical person of which one or more of its
directors is a director or officer or a guarantor of the loan
or credit facility;

c) Any juridical person, or association of individuais
in which the bank, or one or more of its directors or of-
ficers have individually or jointly a majority interest.

3) Grant loans or credits without collateral or with-
out having a third party as guarantor, to any of its em-
ployees, for an amount in excess of the salaries, wages and
other yearly emolumenta eamed by the said employeé.

Article 55) — When applying the prohibitions speci-
fied in Articles 53 and 54, the Commission may determine
if the interests oi a -group of natural or juridical persons
are interrelated in such manner that they should be con-

sidered as a single person. Nevertheless, it shall not be
deemed that the bank has violated the provisions of these
articles even though the debts of the group does exceed
applicable limits at the moment of their computation, pro-
vided that the bank adopts the necessary measures
to correct the excess wihin the period of time fixed by the
Commission.

Article 56) — Banks are forbidden to acquire or poe-
sess shares or interest in any other types of enterprises,
except in trust, for more than twenty five percent (25%)
of the bank’s paicL-in or assigned capital plus its capital
reserve. Exception is made of the interest or shares which
the bank acquires in payment of sums owed thereto, in
which case they must be liquidated at the earliest oppor-
tunity consistent with the economic interests of the bank,
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as iudged by the ICommission, which may set a term for
this purpose. ’

Article 57) — The provision of the previous article
does not forbid the purchase or sale of shares at the re-
quest and for the account of a Client.

It neither forbids, upon the previous authorization
obtained from thetCommission, the acquisition or sale of
shares of any Corporation organized for the purpose of
Insuring bank deposits, promoting the development of a
money or securities market in Panama, or improving the
financing facilities for economic development.

Article 58) — Banks are forbidden to buy, acquire or
rent for themselves, real estate properties, except in the
following cases: *

a) When it'is necessary for their operational re-
quirements or for housing or recreational needs of their
personnel:

b) When acquiring land in order to promote land
or housing developments for sale, provided that the sale
Is effected in accordance with the provisions of Article 56;

¢) Under exceptional circumstances and with the
prior authorization from the Commission.

- Paragraph: Nevertheless the banks that have accepted
real estate properties as collateral, may however in case of
default, acquire such properties in order to sell them at the
earliest opportunity, consistent with the economic interests
of the bank, in the.judgment of the Commission.

Article 59) —;Any bank that, prior to the date this
Cabinet Decree become effective, has participated in any
transaction incompatible with the provisions of this Chap-
ter, shall, within three (3) months following said date, file
with the Commission a report of such transactions and
within the three (3) following years liquidate them totally,
unless the Commission grants extensions due to exceptional
circumstances.

Article 60) — Banks are forbidden to receive de-
posits while they are in a State of insolvency, they are
forbidden likewise- to receive any other type of assets
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from any person who has not been previously advised by
the bank of said State of bankruptcy. No official, di-
rector or officer who has, or should have knowledge* of said
bankruptcy, shall accept or authorize receipt of deposits
or any other assets in violation of the provisions of this
Article.

Article 61) — The violations or the provisions of this
chapter shall be punished by the Commission with fines
of not less than one thousand balboas (B/.1,000.00), and
not more than ten thousand balboas (B/.10,000.00).

CHAPTER IX

Banking Inspection

Article 62) — All banks must file with the Commission
in the manner prescribed thereby:

1) At the latest on the twentieth (20th) day of each
month, a statement showing the assets and liabilities of
their establishments in Panama at the cidse of their oper-
ations on the last working day of the previous month
and

2) Before the last working day of the month follow-
ing the quarters which end on March 31, June 30, Sep-
tember 30 and December 31, a statement containing an
analysis of the credit facilities and other assets at the dis-
posal of their establishments in Panama at the cidse of
operations of each quarter.

Paragraph: Notwithstanding the above the Commis-
sion is authorized to request any bank or any enterprise
operating in Panama in which the bank has a majority
interest or effective control, any documents and reports
concerning the operations and activities of its establish-
ments.

Article 63) — When the reports fumished pursuant to
the previous article, are of a confidential nature in accord-
ance with Article 74, the Commission may only publish
Consolidated data with overall figures.
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Article 64) At least every two (2) years, the Com-
mission must cofiduct one or more inspections of each bank,
to determine if its financial situation is solvent and if in
the course of its operation it has ccmplied with the pro-
visions of this Cabinet Decree. Such inspections will in-
clude all establishments and enterprises in Panama in
which the banks have a majority interest or effective con-
trol. The total,’cost of the inspection and its incidental
expenses shall be paid by the bank.

Article 65) — When requested in writing, every bank
shall be obliged to show the inspector, authorized by the
Commission for such a purpose, the accounting books, min-
utes, cash currpncy securities owned by the bank, docu-
ments and vouchers, as well as the reports and documents
relative to its Operations.

Nevertheless, in order to protect the interests of
the bank’s clients and the confidentiality that its cpera-
tions require, the examination by the Commission’s In-
spectors may not inelude any type of deposit accounts,
nor the securitips in custody, fior the safe-deposit boxes,
for the documents derived from credit transactions which
clients maintain with the bank, unless there is a judicial
order issued in accordance with Atticle 89 of the Code of
Commerce. 1

Arnclc 66),—Every refusal of a bank to submit to
the inspection provided for in the previous article, shall be
punished by the Commission with a fine not to exceed
one thousand balboas (B/.1,000.00), without prejudice to
the applicationjof the provisions of Article 26 of this Ca-
binet Decree. If any of the documents or reports furnish-
ed turn out to be false in any respect, the bank shall be
punished by the Commission with a fine of not less than
one thousand balboas (B/.1,000.00) and not more than ten
thousand balboas (B .10,000.00), without prejudice of the
applicable penal sanctions.

Article 67) If in the judgment of the Commission,
the inspection proves that the operations of the bank are
conducted in an illegal or negligent manner, or that its
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capital has suffered loss, or that it lacks solvency, the Ccm-
mission shall require the bank to immediately adopt the
necessary measure indicated to that effect, to correct the
dificiencies, and may designate a person oi proper training
and experience to advise the bank conceming the measure
that it should take to correct the deiiciency determining
the compensation the bank shall pay him.

Article 68) — Each bank shall designate annually, at
its own expenses, certified public accountants who. in the
judgment oi the Commission are professionally qualiiied,
whose duty shall be to render a report conceming the fiscal
year, to the shareholders or partners of each bank organ-
ized under the laws of Panama, and to the Head Office,
in case of banks organized under foreign laws; and in the
report said accountants shall certify if, in their opinién
the Balance Sheet and the Profit-and-Loss Statement are
complete, accurate, and show the true and correct State
of the bank’s operations. The reports of the certified
public accountants shall be read, together with the bank’s
board of directors report, at the annual meeting of the
shareholders or partners of each bank organized under
the laws of Panama, and shall be forwarded to the Head
Office of each bank organized under foreign laws. A
copy df the report shall be filed with the Commission.

Article 69) — If the bank does not make the appoint-
ment referred to in the previous article, the Commission
shall make it, determining therefor the compensation to
which the certified public accountants thus designated,
shall be entitled. Said compensation shall be paid by the
bank.

Article 70) — No certified public accountant or firm
of certified public accountants may act as auditor of a
bank, if said public accountant or any member or employee
of the firm is or has been an employee, director or officer,
or is or becomes a shareholder or partner of said bank.

Article 71) — Without prejudice to the provisions of
the Commercial Code or any other laws in forcé, every
person who is a director or officer of a bank, and all other
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persons to whomuts administration is entrusted, shall cease
in their functions:

1) Tf they are declared in bankruptcy or find them-
selves in insolvency proceedings; or

2) If they are condemned for any offense against
property or pubjic faith.

Said persons may never again hold such offices or
functions in any bank, without the Commission’s express
authorization.

Article 72) — No person who has been a director or
officer, or who has participated in the administration of
a bank which has been compulsorily liquidated may, with-
Jut the Commission’s express authorization, act as direc-
tor or officer or participate in the Administration of an-
other bank.

Article 73) — The Commission shall be immediately
notified of any civil or criminal action filed, because of a
violation of any provision cf this Cabinet Decree, commit-
ted by a bank or any other person.

Article 74) 4- The Commission is forbidden to conduct
or order investigations concerning the private affairs of
any bank’s clients. The informatign obtained by the Com-
mission in the exercise of its functions may not be revealed
to any person or authority, except if judicially request-
ed in accordanie with the legal provisions in forcé or
if they were Consolidated data in terms of global fig-
ures. The violation of this stipulation shall be sanc-
tioned in accordance with the provisions of Article 101
0i this Cabinet Decree.

Paragraph: The Commission may not publish any In-
formation acquired pursuant to this Cabinet Decree, unless
it has previously obtained the consent in writing of the
bank or Client concerned.

Article 75) — The Official Banks remain in every in-
stance subject to the inspection and supervision of the of-
fice of the Comptroller General of the Republic, in ac-
cordance with the provisions of the Constitution and the
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law. Therefore, the provisions of Articles 64 and 68 of
the present Cabinet Decree shall not be applicable to the
Official Banks.

CHAPTER X
Voluntary Liquidation

Article 76) — In order to proceed to its liquidation or
dissolution, every bank must obtain previous authorization
from the Commission, which shall grant it when the bank
Is solvent, that is to say, when the bank possesses suf-
ficient liquid assets to reimburse its depositors and to pay
its creditors.

Article 77) — Once the authorization is granted, the
bank will immediately cease operations and its powers
are limited to those which are necessary to carry out its
liquidation, collect its credits, reimburse its depositors,
pay its creditors and to settle its businesses.

Article 78) — Within thirty (30) days following the-
authorization, the bank must mail to each depositor, cred-'
itor, interested party in funds held by the Bank as trastee,
leaseholder of safe-deposit box, or depositor of assets in
custody, a notice of liquidation which shall inelude what-
ever Information the Commission may specify. Said no-
tice shall also be posted in a visible place of each of the
bank’s establishments and shall be published in the man-
ner indicated by the Commission.

Article 79) — The authorization to liquidate will not
prejudice the rights of the depositors or creditors to receive
the total amount of their credits. fior the rights of the
owners of funds or other assets to have them totally reim-
bursed. All legitimate credits of the bank’s creditors and
depositors must be paid, and all funds and other assets
which the bank holds in any othor capacity, shall be reim-
bursed to their owners within the period of time fixed by
the Commission upon authorizing the liquidation.

Article 80) — No distribution of assets can be
made to the shareholders or partners, until having pre-
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viously satisfied all the-depositors and credltors, according
to the liguidatlon plaii approved by the Commission.
In connection with? credits under litigation, the Bank

jhall deliver to whomever may be appolnted therefore by
he Commission, an amount sufficien;, to cover such cred-

ts; and he shall hold it in his possession until thereon
iecided by law.

Article 81) — Upon completion of the liquidatlon, if
here remains unclaimed funds or credits, the bank shall
leliver to whom the Commission designates, the neeessary
sum to satisfy them. The unclaimed assets and securities
hall similarly be delivered to whom the Commission des-
ignates, along with the corresponding certified inventory.
rhe funds thus deposited will be transferred to the State
it the end of five (5) years. Furthermore, the assets and
jecurities may be sold by its depoeitary, with the prior
luthorization of the Commission, at the end of the first
year, and the proceeds of their sale shall be transferred to
;he State at the end of the fifth year, if they remain
inclaimed by their proprietors.

Paragraph: The provisions of this article will be in-
erpreted without prejudice to the right granted by Ar-
lele 103.

Artiile 82) — During the cause of t;he voluntary li-
luidation, the receivers must:

1) Fumish the « Commission as regularly as it
nay determine, the reports it may request concerning the
jrocess of liquidatlon; and.

2) Inform the Commission immediately should they
become aware that the marketable assets shall be insuf-
ficient to reimburse the depositors and to pay the creditors.

CHAPTER XI

Intervention, Reorganization and
Compulsory Liquidatlon

Article 83) — The Commission, by means of a moti-
rated resolution approved by the vote of five (5) of its
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members, may intervene a bank, taking possession oi its
assets and assuming its administration in accordance with
the provisions of Article 85, in any of the following cases:

a) If its capital or capital reserve has suffered loas
or lacks solidity;

b) If it condacts its operation in a illegal, negligent
or fraudulent manner;

c) If it, can not continué its operations soundly;

d) If once requested, it refuses to show the account-
ing records for operations carried out, or has in some
way hindered the inspection of the bank;

e) If the assets of the bank are not sufficient to sat-
isfy the total of its llabilities;

f) If the Commission deems it convenient, because
the voluntary liquidation has been unduly delayed.

Article 84) — Upon intervening, the Commission will
ortier a notice stating so to be placed in the bank’s offices,
indicating the hour in which the intervention became ef-
fective, which in no case may be prior to the posting of
the notice

Article 85) — When the Commission resolves to in-
tervene'a bank, it shall appoint the interventor or inter-
ventor it deems necessary, in order to exercise exclusively,
the administration and control of the bank, with the pow-
ers the Commission may determine, and which shall in-
clude the following:

a) Suspend or limit the payment of its obligations;
b) Employ the necessary auxiliary personnel;
c) Execute any document on behalf of the bank;

d) File, defend or prosecute on its behalf, any action
or proceeding to which it might be a party.

Once the intervention has been cartied out, the inter-
ventor or interventor shall make an inventory of the
assets and liabilities and file a copy thereof with the Com-
mission, which will make it available to the interested
parties who may so request it.
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Article 86) —5The resolution by which the interven-
tion of a bank is ordered implies the authority to order
Its reorganization,” request its compulsory liquidation
or to desist from the intervention, for which purpose the
Commission shall have sixty (60) calendar days from the
date on which the notices mentioned in Article 84 are
posted, or if the appeal referred to in the following ar-
ticle is filed, than sixty (60) days after judgment thereon
Is rendered. f

Article 87) — The resolution by which the interven-
tion of the Bank is ordered, may be proceeded against
only by means of a contentious-administrative veccurse
of full jurisdiction. (“recurso contencioso administrativo
de plena jurisdiccion”). The term within which to file
such an appeal shall be a maximum of thirty (30) working
days, from the date on which the notice referred to in
Article 84 is posted.

The Court may not suspend provisionallv, in any
case, the effects of the intervention decreed, but in order
for the Commission to order the reorganization or to re-
quest the compulsory liquidation of the bank in question
it shall be necessary for the Court to have decided on the
pending appeal. ' :

Article 88) —I When the Commission intervenes a
bank, all prescription of limitations relative to any of the
bank’s rights or causes of action, and the terms relative
to lawsuit and proceedings to which the bank is a party,
shall be suspended for up to six (6) months.

Article 89) —"if within the term specified in Article
86, the Commission should decide that the reorganization
of the bank is in order, after hearing the opinion of the
bank in question, it shall draw up a reorganization
and shall publish it during three (3) consecutive days in
a daily newspaper jof general circulation in the Republic.

Article 90) — No bank asset shall be subject to attach-
meni, embargo or withholding while the bank is interven-
ed or in process of reorganization.
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Article 91) — If so authorized thereior by the Com-
mission the interventors may be able to obtain loans in
the fiame of the Bank and offer the properties thereof as
a guarantee for such loans.

Article 92) — All necessary expenses cau¢ed by the
intervention, the reorganization or the liquidation, shall
be paid from the bank’s assets.

Article 93) — No reorganization plan shall be drawn
up unless it meets the following requirements:

a) That it be feasible and equitable to all the de-
positors, creditors, shareholders or partners, as the case
may be;

b) That it provides for the dismissal of any director,
official or employee responsible for the situation which
make the reorganization necessary, because of his negli-
gent, fraudulent or illegal actions;

c) That any anticipated merger or consolidation
meet the requirements oi this Cabinet Decree and other
legal provisions in force.

Article 94) — Whenever circumstances arise during
the process of the reorganization, which make the plan
unfair or its evecution inconvenient, the Commission may
modify it, or request the liquidatlon of the bank as herein-
after provided.

Article 95) — If the Commission decides that the 11-
quidation of a bank is in order, it shall serve personal
notice thereof upon its legal representative and notify its
shareholders or partners, depositors and creditors, by pu-
blishing the resolution to said effect during three (3) con-
secutive days in a newspaper of general drculation, and
will request the dissolution and liquidation of the bank to
the competent court according to the legal provisions in
force.

Article 96) — Once the liquidation is requested, the
Commission shall see that a notice of the petition for liqui-
dation is sent by mail to each depositar, creditar, leasehold-
er of safe-deposit box or bailor of assets, to the address
which appears in the books of the bank. A copy of this no-
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tice shall be posted in a visible place oi the establishments
oi the bank. This notice should inelude a statement indi-
cating the sum which, according to the books oi the
banks, appears as a credit balance oi the depositors or
creditor.

Article 97) — The safe-deposit boxes the contents of
which have not been withdrawn thirty (30) days after the
date of the judicial resolutions by which the liquidation is
decreed, shall’be opened by the competent Court and its
contenta as vell as the unclaimed assets which are held
by the bank shall be subject to the procedure provided
for in Article 81.

CHAPTER XII
Various Provisions

Article 98) — The classification of each bank provided
for in Article 1010 of the Fiscal Code, shall be made by the
Commission according to the criteria that it will estab-
lish therefor.

Article 99) — By priorly informing the public to such
effect, the Commission shall establish the days on which
the Bank cannot carry out business for the public; such
aays do not have to coincide necessarily with the holidays.

Article 100) — The Commission shall determine the
days of the week and hours during which the banks shall
be open to the public. The Commission, for causes it
deems justifiable, may authorize exceptions to the general
rule. *

Article 101) — Any person who fumishes Information
in violation of this Cabinet Decree, or who violates any
of the prohibitions established in it for which no specific
punishment is provided for shall be subject to a fine irom
B/.500.00 to B/.1,000.00, imposed by the Commission, with-
out prejudice to the applicable criminal and civil liabilities.

Article 102) — Every bank must advise the Commis-
sion with regards to any assets, funds and securities held
by it which remain inactive for flve (5) years and which
belong to persons whose whereabouts are unknown. The
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Commission, after ascertaining this fact, shall order its
net valué to be transferred to the National Treasury.

Article 103) — The State will be obliged to return
to its owner the funds mentioned in the previous article,
if they are claimed within ten (10) years after the date on
which they have been transferred to the State, but the
restitution will be made without charging interest.

Article 104) — Without prejudice to the provisions of
the Fiscal Code, all the establishments oi a bank in Pan-
ama, shall be considered as one bank, for the purposes
of this Cabinet Decree.

TITLE 11
Final Provisions

Article 105) With the exception provided for in
Article 87, resolutions passed by the Commission shall
only be subject, within the administratlve jurisdiction, to
a petition for reconsideration filed before the commissioh
itself by the interested party within five (5) working days
from the date of notification.

Article 106) — In every case of voluntary or cum-
pulsory liquidation of a bank, the obligations of said bank,
inclu'ding the deposits must be satisfied according to the
order of pnority established by the laws in force.
Notwithstanding, in case the special credit referred
to in article 35 has been granted to the Bank to be liqui-
dated, this credit shall have pnority over any other of
the bank’s obligations.

As far as the deposits are concerned, the priority
among them will be as follows:

a) Local deposits of natural or juridical persons
residents in the territory under the jurisdiction of Pana-
maman authorities will be paid first.

b) Once’ the reimbursement of the local deposits is
completed, the deposits which have physically entered the
territory of the Republic of Panama and the bank’s pa-
trimony belonging to persons domiciled outside of Panama,
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shall then be considered and retumed, as it may be possi-
ble; and

c) If there remains a balance after these reimburse-
ments, it shall be dsitributed among the owners of foreign
deposits that have not physically enterad the territory
of Panama.

Article 107) — The banks already intervened and in
process of. liquidation on the date this Cabinet Decree
becomes effective shall be govemed by Law 101 of july 8,
1941, and other provisions which modify it or comple-

ment it.

Article 108) — The bank wishing to adopt a fiscal
period different from the calendar year and have been so
authorized by the Flnance and Treasury, shall so notify
the Commission.

Acrticle 109) — Only the provisions contained in Chap-
ters V, VII, VIII and IX of Title Il shall be applicable to
the official banks, provided these provisions are not in
conflict with the laws conveming said banks.

Notwithstanding the foregoing, Chapters IV and VI
and Articles 99 and 100 of Chapter XII shall in any case
appljr to the Official Banks.

Article 110) —* This Cabinet Decree completely re-
vokes Law 101 of Jufy 8, 1941 and all other legal provisions
inconsistent therewith.

Article 111) —This Cabinet Decree shall become ef-
fective on the date of its publication in the Official Ga-
zette. Let it be communicated and published.

Given in the city of Panama, on the second day of the
month of July of the year one thousand nine-hundred
and seventy.

36



The President of the Provisional Board of Qovemment
DEMETRIO B. LAXAS

Member of the Provisional Board of Government,
Lie. ARTURO SUCRE P.

The Minister of Foreign Relations,
JUAN ANTONIO TACK

The Minister of Finance and Treasury
(“Ministro de Hacienda y Tesoro”)

JOSE A. DE LA ROSA

The Minister of Education, In Charge,
NIDIA M. DE QUINTERO

The Minister of Public Works, In Charge,
DEMOSTENES VERGARA

The Minister of Agricultura and Livestock,
CARLOS E. LANDAU

The .Minister of Commerce and Industries,
FERNANDO MANFREDO

The Minister of Labor and Social Welfare,
ROMULO ESCOBAR BETHANCOURT

The Minister of Health,
JOSE RENAN ESQUIVEL

The Minister of the Presidency,
JUAN MATERNO VASQUEE
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LAW NUMBER 18
(oi January 28th, 1959)

Whereby regulations are enacted on coded bank accounts.
THE NATIONAL ASSEMBLY OF PANAMA

« Decrees:

Article 1) — Banking enterprises and other credit
institutions legally;j established in the territory of the Re-
public may opérate coded current or deposit accounts,
which shall be govemed by the pertinent provisions of
the Code of Commerce, as amended by the within Law.

Article 2) — The coded banking account is a contract
whereby a person,;whether natural or juridical maintains
on deposit with a bank cash, or securities or a credit, and
such bank agrees to meet the orders of payment of said
depositor up to the amounts of cash delivery of securities
that he may have deposited, or of the credit granted to
him, and to observe strict secrecy as to the existence of
the account, its balance and the identity of the depositor.

The interests which under the provisions of a bank ac-
count contract may be eamed by the depositor are on in-
tegral part of the account for all leMai purposes.

Article 3) — It is not necessary that the fiame of the
drawer appear onthe checks and payment orders drawn
against coded current bank accounts or on orders for de-
livery of securities. The bank shall be required to pay
such checks and ‘orders of payment provided that the
usual signature previously fumished by the committent
and the number assigned to the account appear thereon.

Article 4) — Managers, officers and other employees
of banking institutions, whether national or foreign, who
reveal or disclose to persons alien to the institution and
to the handing of these accounts any information with
reference to the existence, balance or identity of the com-
mittent of a coded. bank account shall be punished with
imprisonment of from thirty (30) days to six (6) months,
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fines of from one thousand (B/.1.000.00) to ten thouaand
balboas (B/.10.000.00), or both.

Article 5) — The Information on coded current bank
aocounts referred to in the preceding article may be re-
vealed by managers and other employees of banking ins-
titutions to investigating officers, judges and magistrales
who hear criminal proceedings, and who shall hold the
Information in strict reserve in the event that such Infor-
mation is no conductive to clarifying the punishable facts
under investigation.

In the cases in which public functionaries, whether
of a judicial or administrative category, other than those
mentioned in this article, request from banking institu-
tions any information or the attachment or embargo of
coded bank accounts, including probate proceedings, the
bank shall not fumish the information, fior withhold the
funds or securities deposited in coded accounts, and
shall reply to the request stating that it is not posaible.
to fumish any information, even in the cases where there'
exist the account or the funds or securities covered by the
request.

Article 6) — The managers, officers and other func-
tionades of banking entreprises handing coded current
bank accounts shall be subject to the penalties provided
for in Article 4 of the within law, even iri the cases in which
they disclose information on said accounts to officials or
employees of the Legislative Organ, the Executive Organ,
the Ministry of Finance and Treasury, the Independent
Agencies of the State, the Office of the Comptroller Gen-
eral of the Republic, or the Judicial Organ, other than
in the exceptions relative to criminal proceedings stipu-
lated in the preceding article.

Article 7) — The provisions of Article 17 of Law 101
of 1941), as amended by Law 47 of 1954, shall not apply
to coded bank aocounts.

Article 8) — Banking institutions which by law are
required to report to the Department of Intemal Revenue
of the Ministry of Finance and Treasusy on the amounts
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oi interest paid to depositors oi coded accounts, shall do
so globally, that is, without specifying the amount paid

to each depositar.
Article 9) — In the event of the demise of one of the

persons authorized to draw against a Jpint account, the
survivors may continué drawing against same.

Paragraph: A joint account is that against which
more than one perscl)n may draw.
Article 10) — The power to withdraw funds from cod-

ed bank accounts does not cease upon the demise of the
grantor of such power.

Article 11) — All provisions contrary to the within
Law hereby repealed.

Article 12) — This Law shall become effective upon
its publication in the Oficial Gazette.

Issued in Panama, on the twenty-sixth day of the
month of January, one thousand nine hundred and fifty

nine. |

The President,
; (Sgd.) ELIGIO CRESPO V.

.The Secretary General
(Sgd.) FRANCISCO BRAVO

REPUBLIC OF PANAMA. NATIONAL EXECUTIVE OR-
GAN. —

Presidential Palace. Panama, January 28th, 1959. Be
it Executed and. Published.
(Sgd.) ERNESTO DE LA GUARDIA Jr.

The Minister ofFinance and Treasury,
(Sgd.) FERNANDO ELETA A.
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AGREEMENT No, 4-81

THE NATIONAL BANKING COMMISSION,
in use of its legal faculties,

CONSIDERING:

That it is function and responsibility of the National Ban-
king Commission to ensure that the establishment of banks in
Panama contributes to the stability and efficiency of the bank-
ing system and to the strengthening and promotion of Panama
as an International Financial Centre, in accordance with the
provisions of Article 4 of Cabinet Decree N0.238 of 2 july
1970.

That in order to fullfill such function and responsibility,
the National Banking Commission must establish the require-
ments and conditions for the granting of bank-licences, ac-
cording to the provisions conforming to Paragraph d, Article
21, of Cabinet Decree No. 238 of 2 july 1970; and, that during
the meetings of the National Banking Commission it has been
observed the need to settle the requirements and conditions
mentioned in the above paragraph.

AGREES:

Article 1) — The establishment of the following BASIC
CRITERIA FOR ANALYSIS AND MINIMUM REQUIRE-
MENTS FOR THE GRANTING OF BANKING LICENSES is
agreed:

|. — Financial Situation:

A. Stability and Soundness. The petitioning bank or its
promoter must not have undergone repeated and severe
financial problems. On the contrary, the bank’s history must
reflect the gradual and constant achievement of new and
better levels of financial capability.

B. Importance and Strength: The petitioning bank must
have a real and well-know prestige and recognition in its field
of origin and development. The total amount of assets shall
be of at least FIVE HUNDRED MILLION U.S. DOLLARS
(U.S. $500,000,000.00) in the case of General or International
Licence applications and of ONE THOUSAND MILLION U.S.
DOLLARS (U.S. 100,000,000,00) in the case of Representa-
tion Licence applications.

41



I1. Experience:

The petitioning bank or ita promoter must be experien-
ced in the operations for which it apphed for license. The ma-
nagement of banking operations must be efficient and/ or in-
novative in comparison with that of other bank in the same
market or those established in Panama. It is important for
Panama’s International Financial Centre to count on banks
whose experience and capacity stimulate™ serious competition
for the offering of improved banking Services.

I1l. Coiitribution to the development of the Banking and
Financial Services of Panama’s International Financial Centre:

The petitioning bank or its promoter must be able to effi-
ciently conduct operations that contribute to the improve-
ment, expansion or diversification of the banking and financial
Services offered by Panama’s International Financial Centre or
to the development of specific areas and goals of the national
economy (housing, agriculture and cattle-raising, fishing, invest-
ment, etc.). The resolution granting the License may consecra-
te the committments acquired by the petitioning bank in this
respect, which committments shall be of mandatory fulfill-
ment.

IV. Administrative Structure and Policy:

A) The establishment of branch offices, to the extent
that they may represent a greater committment and respon-
sibility on the part of the Head Office, will be preferred to
that of subskiiaries.

B) The petitioning bank or its promotor shall try to
maintain its«<Panamanian establishment the greatest amount
possible of decision making power, in order to ensure that
financial operations, both local and foreign are sufficiently
autonomous and agile as to reaffirm and strenghten Panama
as an International Financial Centre.

V. National Composition of Capital:

Participation of Panamanian banks (those which have at
least 75% of national capital) in the development of Panama’s
International Financial Centre, as well as the distribution of
its benefits, is desirable for national economic growth and de-
velopment.. '

Therefore, the application of the criteria for analysis and
the requirments set forth in the above matters shall be en-
forced, in the case of Panamanian banks, in a different and
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more flexible manner, in order to promote and favour the
participation of national capital in Panama’s International
in Paragraph B of Part 1 shall not apply to Panamanian banks.
In any case, the effective participation of Panamanian pro-
moters with solid financial capacity in the bank’s organization
and the considerable banking experience of personnel must be
proven.

V1. Geographical Representaron:

Adequate participation and representaron, through its
banks, from all geographic regions and countries, in Panama’s
International Centre is desirable for the development and
strengthening of such Centre, as well as for its effective inter-
nationalizaticn. Adequate representaron or participation of a
country or geographical region may be extended in relation to
that country or region’s importance within the context of the
world’s economy.

Therefore, under equal conditions as far as adjustment to
the established criteria is concerned, the petitions from banks
of countries or geographical areas not adequately represented
within Panama’s International Financial Centre shall receive
special consideration in relation to petitions from banks whose
countries or geographical regions of origin and development
are already represented in Panama.

VII. Latin American and Caribbean Representaron:

In «order to allow and favour the participation of banks
from Latin American and Caribbean countries in Panamd’s
International Financial Centre, the total assets requirements
established under Paragraph B of Part | shall note be applicable
to petitions for Licenses coming from such countries, provided
that it is the case of such countries’ official banks or one of
their three main banks in terms of total assets.

VIIIl. Reputation:

Any bank presenting a petition to opérate in or from
Panama under any license, must possess and excellent
reputation or integrity, understanding as such, Inter alia, its
good faith in business transactions, the fulfillment of promises
made, the clarity .of its operations, the acceptance of responsi-
bility for its acts and for those of its employees and the offer
of cooperation with Panama’s International Financial Centre.

IX. Licence Compatibility:

Petitions for licenses presented by banks already
established in Panama, to extend or diversify their operations
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through the granting of an additional liceme or a change of the
first one, shall be considered provided that the requirements
for the new license being requested are complied with. Never-
theless, the same juridical person already having a Representa-
tive License may not hold another Banking License at the sa-
me time.

X. Management Personnel and Shareholders:

The criteria established in the above’ points apply not
only to the bank as an institution, but also, and to any perti-
nent extent, to the bank’s shareholders, members, managers
and personnel. ¢

XI. Documents:

In order to prove and ensure the due fulfillment of the
provisions of the above points, the petitioning bank must pre-
sent the following documents:

a) Documents describing:

1. The Bank’s short, middle and long term goals.

2. Economic and financial outlook of the whole institu-
tion, including the Head Office, affiliates, branch offices and
subsidiarles, as well as the other corporations in which the
Bank or its shareholders have major participaron.

3. The experience (of not less than five years), qualifica-
tions and reputation of the persons who will assume the
Bank’s representation and direction. ]

4. Experience in general local, International or represen-
tation banking operations, according to the type of License
being requested.

5. Committments underway for the hiring of Panama-
nian personnel and for the opening of offices in several regions

of the country, in the case of General Licenses; and
6. The type of operations the bank intends to carry out

locally or internationally, as well as its ability and experience
in such operations.

B. Feasibility studies, and

C. Any additional information which may be required
for its purpose.

Article 2: This Agreement shall enter into forces as of its
approval.

Done in the City of Panama, on the twenty day of the month
of January, nineteen hundred and eighty-one.
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The Secretary

(Sgd.) Mano de Diego Jr.
Executive Director
National Banking Commission

The President

(Sgd.) Ernesto Pérez Balladares
President of the N.B.C.
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CUIDES FOR
THE OBTENTION
OF BANKING LICENSES
IN PANAMA



INTRODUCTION

Among the most significant contributions for the orderly develop-
ment of Panama as an important intemational financial center was the
issuance of Cabinet Decree N° 238, also know simply as the Banking
Law. Approximately S0% of all the Banks established in Panama at the
present time carne into the country after its date of issuance (1970).
(Please see list attached at the end of this booklet).

The Law, which was widely consulted with the private Banking
Sector, created a well structured set of rules and regulations that offers
plenty of flexibility and incentives to International Banking Institutions
to come to Panama to carry on part of their operations while at the
same time it offers the necessary protection to the users of the system.
In other words, the Law wich introduces the concepts of Banking Ii-
quidity, Legal Reserves, Contingency Credits, and Banking Inspections
and Interventions, maintains at the same time a very delicate balance
between avoidsystem against irresponsible banking practices.

Even though, there were already some Banks established in
Panama when the new Banking Law was promulgated, the requirements
for the obtainment of Banking Licenses are so strict now that such a
careful screening process is a good guarantee to the system of the
selfpoiicing type of Controls that are normally present in the most
prestigious banking institutions which do not need special legislation
to maintain the most ethical standards of conduct.

Due to the abscence of a Central Bank in Panama, another very
important contribution of Cabinet Decree N? 238 was the creation of
the Banking Commission. The objectives of the Commission as stated
in the Law are:

a. "To insure that the solidity and efficiency of the Banking System
IS maintained so as to promote monetary and credit conditions
conducing to the stability and sustained growth of the national
economy.

b. To strengthen and promote the proper conditions for the develop-
ment of Panama as an intemational financial center”. (Please
see article 4).



The Commision is composed of seven members (The Minister
of Planning and Economic Policy who will preside over it; the Finance
and Treasury Minister; the General Manager of the National Bank of
Panama; Three (3) Representatives from the Private Banking Sector
who must be Panamanian citizens, domiciled in the Republic and Bank
officials; and one member appointed by the Executive Board of the
government, who can not be a Bank director, officer or employee
(Please see Article 3 through 15 of the Law).

The Banking sector of the economy of Panama has become so
important to the Grecss National Product (it employes around 8,000
people) that the Banking Commision has been increasing in its im-
portance accordinglv. It works in cioése collaboration with the Banking
Association (Composed of almost all of the representativos of the
Private Banks established in Panama) and among one of the most
important responsabilices is the prerrogative to approve or deny
application for new Banking Licenses. The Commission is also staffed
with accountants, economists and lawyers and is headed by an Executive
Director appointed by the Executive Body of the Government. The
Commission is also in charge of making inspections, approving certain
transactions and in general terms supervising the smooth functioning
of che whole Banking System.

OTHER IMPORTANT FACTORS THAT HAVE CONTRIBUTED
TO THE GROWTH OF PANAMA AS AN IMPORTANT
BANKING CENTER

It is a well known fact that the Free drculation of the U.S.
Dollar and the corresponding absence of exchange Controls has helped
Panama to develop as an important financial center.

Even though the official currency of Panama is the "Balboa”,
which is at par in valué with the US Dollar, Panama does not print
paper currency. Only a year after it's independence, Panama issued a
Law which declared the U.S. Dollar legal currency within the country.
(Law N? S4 of 1904).



Panama has never imposed Controls for the import or export
of any tvpe of currency. Rcmittance of funds abroad are only subject
to certain withholding taxes when the funds come from operations that
are taxable within the countryl and only the income produced from
operations made within the territory of Panama is subject to income
Tax (Please see section of income tax).

The withholding tax is enforced by assigning the responsibility
of it's payment to the party making the rcmittance abroad but there
are no controles whatscever on the rcmittance itself. For banking
purposes, funds are transferred by "wire” and interest on time deposit,
for clients of the Banks are not subjctc to income tax. Banks holding
an international license do not pay income tax at all. The same applies
to General licensed Banks on that part of their income earned on
loans to residents of other countries.

Commercial, Financial, and Cultural centers feed upon them-
selves to create bctter conditions in which to opérate. Such self-
improvement in turn, transform those places into more attractive locations
for the new-comers. Panama is no exception. The presence of so many
high executive personnei from Banks and other internationally oriented
companies, that are always in need of good housing created a construction
boom that now provides an even wider range of choices of condominiums
and homes for new personnef. New restaurants also offer a diffcrent
variety of foods from Japanese and Chinese to French and Panamanian.

Panamanian professionals are also becoming more competitive
in financial operations, as studc-nts move into the Banking Profession
looking for opportunities for self-iinprovcment. Panamanian accountants,
attorneys, economists and secretarles, most of them bilingual already
represent more than 9770 of the total labor forcé being employed in
the Banking Sector. Panama’s privilcged geographical position is enhanced
by a good Communications system which is constantly imprcving. Within
the last ten years a new and modern airport was finished. Direct dialing
by telephone to almost any country in the world is available and well
known international courier companies have prospered overnight.

The stability which Panama has enjoyed throughout its history
for reasons that might be too complex to attribute to any simple expla-
nation have also helped to attract multinational companies to come to
Panama to conduct their international business. Also the presence of a
major contingency of United States militar)] personnei in the Canal area
whom together with Panamanian Defense Forcé help safeguard the
Panama Canal, give some foregin investors a great sence of sccurity.
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As a last and very important consideraron that | would iike to
present in this introduction is the realization that once a sector of the
economy of any country has become so important within such country
as the Banking Sector has become in Panama, it is fair to assume that
the internal conditions which created the appropriate environment in
whic such sector has flourished will tend to remain the same and perhaps
even improve. Politicians, from major Political Parties, the Military,
the Professionals, the Labor Unions, are all in agreement with fact that
the Banking Sector has to be protected as a golden cup because it
creates or generates so many sources of employment for Panamanians.
Thus, prestigious banks are always welcome.
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A

GUIDE FOR SUBMITTING
BANKING LICENSE APPLICATION

BEFORE THE NATIONAL BANKINKG COMMISION

GUIDE FOR THE OBTENTION OF BANKING LICENSES

The obtention of banking licenses froga the National Banking
Commission is subject to a twostep procedure as follows:

TEMPRORARY PERMIT:

The Banking Commission shall proceed to consider the granting
of a Temporary Permit upon presentaron of the following docu-
mentaron:

1

Application: Submitting of petition on official paper request-
ing authorization by the National Banking Commission to
record in the Public Registry, documents pertaining to tbe
organization of the Corporation or its qualiiication to opérate
in Panama.

Articles of Incorporaron and By-laws: In the case of corpo-
rations to be organized under national legislation, applications
must be accompanied by a copy of the applicant Bank’s articles
of incorporation and bylaws. In the case of banking corpo-
rations organized under foreign legislation, an authenticated
copy of the deed containing the applicant’s articles of incorpo-
ration and by-laws must also be submitted.

Authorization by the Board of Directors: The minutes, extract
of minutes or secretary’s certificate of the Meeting of the Board
of Directors or the financial promoter or promoters attesting
that the applicant has sufficient economic backing, has been
authorized to conduct a banking business outside its country
and has been assigned the necessary capital to conduct banking
activities in Panama.

Certification by Monetary, Taxing or Regulatory Authorities
of the Financial Promoter or Promoters: Temporary Permit
applications must, likewise, be accompanied by certification
issued by the regulatory authority of the financial promoter or
promoters, stating that they are duly recorded and authorized
to conduct a banking business in their midst and that according
to the laws of their respective countries, there is no legal
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10.

impediment whatsoever to their providing the necessary capital
to opérate in Panama.

Name and Address of Financial Promoter or Promoters: Pe-
titions submitted and documentaron provided must contain
detailed and accurate information regarding domicile, address
and nationality of financial promoter or promoters, as well as
Board of Directors and Officers of the Corporation or corpo-
rations interested in obtaining the banking license being
applied for.

Curriculum Vitae of the Board of Directors: Background and
experience of the managing, administrative, officer and ex-
ecutive personnel in charge of the new bank, must be included.
Such document must specify source of commercial and personal
banking references of each member of the Board of Directors,
as well as their present mailing address.

Percentage of Participaron of Financial Promoter or Promoters:
In the event of the applicant being organized under national
legislation, the initial percentage of participaron of the fi-
nancial promoter or promoters in the paid-up capital of the
bank in project, must be specified. In the case of banks to be
organized as branches of foreign banks, tlie amount of capital
assigned to the Bank in Panama, must also be specified.

Legal Representation: In applications from banks organized
under foreign legislation, the flame of the two persons desig-
nated as the Bank’s General Attorneys, must be indicated.
Both such persons must be residents of Panama and at least
one of them must be a Panamanian Citizen. In the case of
banks organized under national legislation, the drafting of their
articles of incorporation must indicate the fiame of the person
to act as legal representative of the bank in project.

Contingency Credit: A certificaron by the Main Office or by
a foreign bank evidencing subject to approvel of the banking
license, its agreement to grant Contingency Credit to the
applicant bank under the terms and conditions in forcé, must
be attached.

Balance Statement Audited by C.P.A.: Balance statements must
reflect the economic situation of the financial promoter or
promoters in periods extending not beyond ninety (90) days
prior to the date of application for Temporary Permit. The
applicant Bank must have a total volume of assets of at least



11.

12.

13.

14.

15.

Five Hundred Miliion United ;cates Dollars..........c...ccveenne.e.
(US$500,000,000.00) in the case of General or International
License applications and cf One Biilion United States Dollars
(US$1,000,000,000.00) in the case of Representative License
applications. This requirement shall not apply to Panamanian
Banks (those in which at least seventy five per cent (75%)
is national capital), or to Banks of Latin American and
Caribbean countries in the case of the official Banks or of
one of the three most important Banks —in terms of total
assets— of such countries. Likewise, a certification of the
corresponding body marking of record that tire firm of Certi-
fied Public Accountants countersigning such Statement as an
acting firm, acknowiedged as satisfactory in its midst.

Annual Publications or Reports: Jointly with the Temporary
Permit appiication, annual reports containing information
the Bank’s history, its organization, changes in corporate fiame
mergers or consolidations made, results of operations through
time, number of banking offices (branches, representative
offices and Agencies in connection with other financial insti-
tutions, number of offices it has and places in which it operates,
both locally and commercially.

Projected Activities tO be Developed: The Temporary Permit
appiication must be accompanied by a description of the plans
which the Bank hopes to develop upon obtaining the License.
(Bank’s objectives on a short, médium and long range basis).

Feasibility Study or Profile: Applicant banks must submit a
study establishing projections of the Bank’s objetives (Profile
Study).

General ' License applications from banks organized under
national legislation, must be accompanied by a much more
profound feasibility study, establishing Bank’s techniques,
organizational duties and future earning power.

Research Expenses: Applicants must provide the amount of
$500.00 or $1.000.00, according to whether they are organized
under national or foreign legislation, respectively, by Certified
Checks in such amount, to cover research expenses.

Translation and Authentications: Documents from abroad
must be duly authenticated; and those written in a foreign
language, must be duly trnnslated into Spanish.
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B. FINAL LICENSE:

Having obtained the Tcmporary Permit for a ninety (90) day period,
for the solé purpose of recording in the Public Registry any documents
pertaining to the corporation’s organizaron or qualification, Final License
applications must be submitted within such period, by petition on official
paper accompanied by the following documentation:

1. Copy of the applicant’s Articles of Incorporation or qualification.

2. Certificaron by Banco Nacional de Panama (National Bank
of Panama), making of record that the applicant maintains an
an amount of Five Hundred Thousand Dollars............cc............
(US$500,000.00) or One Million Dollars (US$1,000,000.00),
in the case of International or General Licenses, respectively,
as restricted deposits at the disposal of the National Bank-
ing Commission.

3. Commitments in process for the hiring of Panamanian personnel,
and the opening of offices in different regions of the country,
in the case of General License applications.

4. Any additional Information requested for such purpose.

A General License having been granted, approved banks are free
to dispose of the deposit consigned as capital for the Bank to begin
operating. Such Banks must opérate in offices located on the ground
floor, open tellers to the public, hire their own qualified personnel, and
indude in the Building’s directorv the Bank’s correct fiame and location.
Likewise, they must display at the Bank’s entrance, in clear and visible
letters, the Bank’s fiame.

International Licensed Banks must maintain, at all times, an amount
of Five Hundred Thousand Dollars (US$500,000.00) as Security Deposit
by way of deposits at sight Banco Nacional de Panama or Banking
Security Bonds, consigned with this institution.

Representative License Banks are only authorized to opérate
"REPRESENTATIVE OFFICES", requiring a representative or manager
in charge. These offices’ activities are iimited to establishing contacts.
In other words, they shall act as a link between the Bank which tliey
represent and third parties aiming at developing the operations of the
Main Office which they represent, including both active (granting of
loans) and passive (accepting of deposits) operations.

The fact of a representative office conducting banking operations
in Panama for the accoufit of third parties, in particular the accepting
of deposits, shall be reason encugh for cancelling their license.

The use of Representative Offices with the corporate fiame of the
Main Office which they represent, must always be accompanied by the
expression “Representativo Office".
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