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I. INTRODUCTION

I.1 GEOGRAPHY

Spain occupies approximately 500,000 square kilometres, and is situated in
the South-West of Europe. It includes most of the Iberian Peninsula, which it
shares with Portugal, and also the Balearic Islands, in the Mediterranean, the
Canary Islands, in the Atlantic Ocean off the coast of North Africa and Ceu-
ta and Melilla on the coast of Africa. Spain has approximately 40 million in-
habitants. The most important Spanish cities are Madrid, Barcelona, Valencia,
Sevilla, Zaragoza, and Bilbao.

I.2 POLITICAL INSTITUTIONS

The form of government of the Spanish State is a parliamentary monarchy.
The King is the Head of the State, and his primary duty is to oversee the
proper functioning of the country’s institutions. He is the chief representative
of the Spanish State with regard to international relations and carries out the
functions expressly assigned to him by the Constitution and law. 

The “Cortes Generales” (Parliament) represent the Spanish people and are
composed of the “Congreso de los Diputados” (House of Representatives)
and the “Senado” (Senate). They are responsible for all legislation.

The Government is responsible for internal and external affairs, civil and
military administration and State defence. The Government is composed of
the “President” (Prime Minister) and Ministers.

The Spanish State is divided territorially into municipalities, provinces that
may include several municipalities, and Autonomous Communities, each of
which covers various neighbouring provinces with similar historical, cultural
and economic characteristics. There are seventeen Autonomous Communi-
ties and two Autonomous Cities within the Spanish State. 

Autonomous Communities control certain matters, such as the organisa-
tion of self-governing institutions, the promotion of economic development



or public health services. The organization of Autonomous Communities is
based on a Legislative Assembly elected by universal suffrage, a Governing
Council with executive and administrative functions, and a President, elected
by the Legislative Assembly from amongst its members and appointed by the
King. The President is the head of the governing council and is the chief rep-
resentative of the community in question. 

I.3 LANGUAGES

Castilian Spanish is the official language of the Spanish State. Other lan-
guages (Catalan, Basque, Valencian and Galician) are also officially recog-
nised in the Autonomous Communities in which the languages are spoken.
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II. INVESTING IN SPAIN

The Maastricht Treaty of the European Union allows for complete free-
dom of capital movements, whilst recognising at the same time the ability of
member states to have administrative requirements relating to such move-
ments.

As a consequence of the above the current legal position in Spain, which
has liberalised foreign investment, requires as a general rule the notification
of foreign investments post facto. However, for certain types of investments
from those territories or countries that under current rules are considered to
be tax havens, notification is also required before the investment is made.

There are however special rules relating to foreign investments in Spain in
certain sectors and in particular in air transport, radio, minerals and raw ma-
terials of strategic value and mining rights, television, gambling, telecommu-
nications, private security, the manufacture distribution or trading in arma-
ments and explosives for civilian use as well as activities connected with
National Defence.

The Government can suspend this liberalised regime in the case of invest-
ments whose nature, form or method of implementation affects or may affect
the exercise of public authority, the maintenance of public order, safety or
public health.

The following are considered to be foreign investors:

— Non-resident individuals, defined as Spaniards or foreigners domiciled
abroad or having their principal residence abroad.

— Legal entities with a foreign domicile and public bodies of a foreign
state.

A change of domicile by a legal entity or the change of principal residence
of an individual will also alter the classification given to a foreign investment.



II.1 FOREIGN INVESTMENTS

For administrative purposes foreign investments in Spain can be carried
out as follows: 

a) Taking shares in Spanish companies, whose value is non-negotiable in
secondary markets. This includes setting up companies, subscribing
and acquiring all or part of companies’ share capital or joining a part-
nership. This heading also includes the acquiring of assets such as op-
tions to subscribe for shares or convertible loan stocks or similar assets,
which, owing to their nature, give rise to rights to acquire share capital
or any voting rights.

b) Investing in shares of Spanish businesses whose capital is fully or par-
tially negotiable in Spanish or foreign markets, as well as in subscrip-
tion rights or similar, whatever the place of emission and acquisition. 

c) The establishment or expansion of branches.

d) The subscription to or acquisition of negotiable instruments relating to
loans issued by residents.

e) Investment in Investment Funds registered with the National Com-
mission for Stock Markets.

f) The acquisition of property situated in Spain whose value exceeds
3,005,060.52 euros or of any value if it derives from a tax haven.

g) Other forms of investments: The establishment of, formalising of or
sharing in joint ventures, foundations, consortia, co-operatives and
partnerships where the total value of the foreign investment exceeds
3,005,060.52 euros, or of any amount if it derives from a tax haven.

II.2 ADMINISTRATIVE PROCEDURES

Foreign Investments in Spain, and their disposal, have to be declared to the
Register of Investments at the Ministry for the Economy. 

Such notifications have to comply with the following rules:

1. Prior notification:

If the investment derives from a tax haven the investor must give notice
before the investment is made. This is without prejudice to the need to
give notice after the investment has been made.

There are exceptions to the above rule: Investments in negotiable in-
struments, contributions to Investment Funds registered with the Na-
tional Commission for Stock Markets and investments which give raise
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to a foreign interest of less than 50% in the Spanish company in ques-
tion, whether prior to the investment or after it.

Prior notification of investment plans must be presented by the main
investor before the General Directorate for Trade and Investment. This
notification will be valid for a six-month period, starting on the day of
notification. If the investment does not take place within that period,
notification of the investment will have to be made again.

The disposal of foreign investments deriving from tax havens will not
require prior notification.

2. Subsequent notification

In general investments have to be notified by the non-resident investor.
In addition, if the transaction has been handled by a Spanish notary,
then the latter will forward information on the transaction.

There are special procedures for certain securities. If the securities are
negotiable instruments then the obligation to declare them rests on the
investment business or credit institution or financial institution re-
sponsible for the transaction. Investments in securities, which are non-
negotiable in secondary markets, have to be declared by the entities
holding or administering the securities or by brokers or credit institu-
tions involved in the transaction. When investments are made in regis-
tered shares of a Spanish company, it is the company’s duty to notify
the authorities. Investments in Spanish investment funds are notified
by the company managing the fund.

As for the form of notification and period within which the declaration
of investment has to be made, the declaration relating to investments in
non-negotiable companies, branches and properties must be made
within a month to the Register for Investments at the Ministry of
Economy.

The declaration of investment regarding negotiable assets must be done
by the depositary and administering institution of the assets or by those
who carry out buying and selling transactions, instructed by non-resi-
dents.

Finally, under certain circumstances or by requirement, Spanish compa-
nies with foreign shareholders and the Spanish branches of non-residents
must report annually on the development of the investment to the General
Directorate for trade and Investments, within a month after the closing date
of their business year.

Failure to comply with obligations relating to the notification of foreign
investment can be a punishable offence.
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II.3 TRANSFERS ABROAD

Holders of foreign investments have the right to repatriate the proceeds of
sale of such investments and any legally obtained profits.

This right is not incompatible with the administration procedures outlined
above, or with the specific regulations of exchange control, which has now
been completely liberalised.

II.4 INVESTMENT INCENTIVES

a) Regional Incentives

These are regulated, in certain aspects, by European Union directives.
They are applicable to companies intending to establish themselves in
underdeveloped zones, with high unemployment rates, or with indus-
tries in crisis.

The central Government, through various Ministries, offers assistance
in specific areas. In addition, the Autonomous Communities are devel-
oping their own programmes of incentives that are carried out by vari-
ous Councils and Departments. 

Amongst the incentives available, the granting of loans on substantially
more favourable conditions than those available on the market should
be highlighted. Loans may be made to finance fixed assets, the creation
of companies, and investments in research and development. Incentives
are also available for the international development of companies.

b) European Union Incentives

European Structural Funds are one of the main instruments at the dis-
posal of the European Union to strengthen economic and social cohe-
sion and reduce disparity between the regions, funding, in cooperation
with EU members, plans for regional development.

II.5 FOREIGN EXCHANGE CONTROL

Spanish exchange control legislation has been progressively liberalised
and today exchange control is not an obstacle to doing business in Spain. In-
deed, the basic principle on which the new exchange control regime is estab-
lished is the total freedom of transactions with foreign countries as well as all
receipts, payments and transfers from and to a foreign country deriving
from it. 

The basis for this liberalisation is Directive 88/361/C.E.E., but the Go-
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vernment has gone further by extending its application to transactions with
all countries, whether EU members or not. 

It can be said that the requirement of prior authorisation for transactions
with a foreign country has disappeared. 

However, the following transactions have to be declared:

— The taking out of Spain of amounts in euros or in foreign currency in
excess of 6,010.12 euros per person per trip in coins, bank notes or bank
cheques to the bearer.

— The bringing into Spain by non-residents of amounts in euros or in for-
eign currency in excess of 6,010.12 euros per person per trip in coins,
bank notes or bank cheques to the bearer in order to carry out with
these funds any transaction which, under the rules governing foreign
investments in Spain or dealings with other countries, requires the
source of the funds used to be recorded.

Notwithstanding the above, cash transactions between residents and non-
residents, as well as transfers to or from abroad, in euros or in foreign curren-
cy, made through banks are not subject to any exchange control. A resident
only has to give the bank, through which a receipt, payment or transfer is ef-
fected, the information necessary for the transaction. No further documents,
DUAS or contracts are necessary. This declaration is not required, if the
amount of all receipts, payments and transfers does not exceed 12,500.00 eu-
ros. 

Payments and transfers to a foreign country are not subject to prior inves-
tigation of compliance with taxation regulations.

As far as loans and credits from abroad are concerned, it is necessary to de-
clare the following to the Bank of Spain: 

— The financing and deferment of receipts and payments due in over one
year, derived from commercial operations or services, for a total
amount of 600,000.00 euros or above or its equivalent in foreign cur-
rency. 

— The netting of credits and debits between residents and non-residents
for transactions of any nature, for a total amount of 600,000.00 euros or
above or its equivalent in foreign currency. 

— The netting of credits and debits derived from broking operations on
the financial markets, by entities that carry out the said operations. 

— Financial loans received from non-residents or granted to non-resi-
dents, for a total amount of 600,000.00 euros or above or its equivalent
in foreign currency. 

Residents may open bank accounts abroad, with foreign registered Entities
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as well as with banking and credit Entities. Holders of these accounts are
obliged to declare their opening and closure and supply information on
movements to the Bank of Spain. This duty to supply information does not
exist when the total amount of receipts and payments per month is less than
3,000.00 euros or its equivalent value in foreign currency. For accounts in for-
eign currencies held by residents with registered Entities operating in Spain,
this duty does not exist either. 

For non-residents, the opening and maintenance of accounts in foreign
currencies or in euros with offices inside Spain of registered Entities is free
from control. 

II.6 SOURCES OF FINANCE

Spain has a diversified and modern financial system, which is completely
integrated within international financial markets. The system includes credit,
stock and money markets, as well as specific markets for derivatives (options
and future contracts based on different assets).

Only the money market is subject to direct public-sector control, and even
so it is open both to banks and investment companies as well as to broking
companies. As a result a large number of dealers are engaged in this market.

As far as the credit and stock markets are concerned, government involve-
ment is confined almost exclusively to regulating the conditions of access, to
maintaining a permanent presence by regular dealers and to monitoring the
operations of financial enterprises, all of it conforming to the practices nor-
mally used in economically developed countries. Regulation is in the hands of
the National Stock Market Commission. 

Classification of operators in the Spanish financial system: 

1. The central bank: The Bank of Spain

2. Lending Institutions
• Banks:

— Spanish
— Foreign

• Savings Banks
• Credit cooperatives – Rural savings banks

3. Other lending institutions
• Finance leasing companies
• Spanish Official Institute for Credit

14 DOING BUSINESS IN SPAIN



II.7 ECONOMIC AND MONETARY UNION

Economic and monetary union is a basic part of the process of European
economic integration which has two main objectives: a common monetary
policy for participating countries and an irrevocable fixing of exchange rates
between the currencies of those countries with the introduction of a single
currency known as the Euro.

The Council of the European Union agreed on 2nd May 1998 that eleven
countries, including Spain, met the conditions necessary to adopt the single
currency from 1st January 1999. Of the countries that make up the EU, three
did not join the single currency, Denmark, United Kingdom and Sweden,
whilst Greece joined it on the 1st of January 2001,as it now meets the econom-
ic convergence tests necessary to join the Euro.

4. Investment Institutions:
• Collective Investment Institutions

— Investing Companies:
Securities
Real Estate

— Mutual Investment Funds:
Securities
Real Estate

• Money Market Assets
— Mortgage Bonds
— Pension Plans and Funds
— Others

• Venture Capital Funds and Companies
• Other investment institutions

5. Brokers
• Stock Exchange Market

— Stock exchange companies and agencies
• General

— Banks
— Companies managing securities and deposits

6. Insurance companies, underwriting companies and insurance brokers.
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III. EMPLOYMENT REGULATIONS
AND SOCIAL SECURITY
CONTRIBUTIONS

In Spain, employment is regulated by the Workers’ Statute (“Estatuto de
los Trabajadores”).

The fundamental points of Spanish labour legislation can be summarised as
follows: 

III.1 WAGES

There are certain limits: 

— There is a minimum wage, fixed yearly by the Government, which at
the present time amounts to 451.20 euros per month. 

— Annual collective wage agreements by sector are agreed, setting wages
levels in accordance with professional categories.

Wages, which are agreed as an annual gross amount, are normally paid in
fourteen instalments per year. There are also collective agreements that pro-
vide for pro rata payment of these extra payments over the year.

III.2 WORKING HOURS

— The maximum legal working week is 40 hours and the working day
cannot exceed 9 hours, except when, by a collective agreement or by
agreement between the employer and representatives of the employees,
another way for allocating the daily hours of work is agreed; however
there must be a rest period of at least 12 hours between working days.

— Overtime may not exceed 80 hours per year.

— The annual holiday entitlement is 4 weeks and 2 days for a full year
worked. 

There are also 14 local, autonomous and national public holidays every year.



III.3 EMPLOYMENT RIGHTS

These are recognised by the Constitution and set out in the “Workers’
Statute”; the main points are: 

— The right to belong to trade unions, including the right to set-up trade
unions and to join the union of choice.

— Workers have the right to go on strike to defend their interests. 

III.4 CONTRACTS OF EMPLOYMENT 

Contracts of employment can be established for definite or indefinite
periods. In the case of the latter the employer cannot terminate them uni-
laterally, unless one of the situations provided for in the Workers’ Statute
arises. 

If the dismissal is declared unfair, the employer has to pay compensation
equivalent to 45-days-pay, per year of service, up to a maximum of 42
months’ salary.

The dismissal of an employee will be declared void in the following in-
stances:

— If the reason for it is one of the types of discrimination forbidden by
the Constitution or by law.

— If the basic rights and civil liberties of the employee are infringed.

In a similar way, the dismissal of staff for taking leave or enjoying other
benefits which are allowed by law to promote family or employee well-being
(maternity leave, a shorter working day for taking care of family members,
etc.) will either be legal or void.

The consequence of a dismissal being declared void is the compulsory re-
employment of the employee.

The Law permits the termination of a contract of employment, in the ob-
jective circumstances set out in the statute. In addition, the following require-
ments must be complied with:

a) Written notice to the employee, stating the reasons for the dismissal. 

b) Compensation of 20-days pay, per year of service, payable upon deliv-
ery of the written notice, with a maximum of one-year’s pay.

c) Thirty days notice of the termination of the contract, to commence
from the moment of the official notification to the employee, until the
end of the work contract. 
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An employee may also be dismissed for disciplinary reasons where the em-
ployee has committed a serious breach of contract. 

There are several other forms of contract that make the system more flexi-
ble:

• A programme to reduce unemployment in the year 2003: businesses
can obtain reductions in their social security contributions if they em-
ploy for indefinite periods unemployed people who meet one of the
following criteria:

— Unemployed women under 45

— People who have been registered as unemployed and have been
seeking work for six months.

— People aged over 45.

— Unemployed women to work in sectors of the economy with a low
level of female employment.

— Those receiving an unemployment subsidy.

— Workers affected by “social exclusion”.

— The disabled.

• Part-time contracts: This allows the rendering of services for a specified
number of hours per day, per week, per month or per year provided
that the number of hours worked is less than the full-time equivalent.

• Fixed duration contracts: these contracts may be used for particular
pieces of work or services. They are of a temporary nature and are used
where additional labour is needed for a specific reason, e.g. to meet pro-
duction requirements, or for the temporary replacement of an employ-
ee or for occasional intermittent work.

• “Practice” contracts: these can be agreed with holders of one of the fol-
lowing qualifications: a university degree or a certificate of professional
training at medium or higher level or an officially recognised equivalent
certificate. These contracts can be entered into during the four years
immediately following the completion of the relevant studies. 

• Apprenticeship contracts: their purpose is to impart the theoretical and
practical training necessary for the proper performance of a trade or a
profession. 

All the above contracts must be put in writing and registered with the Na-
tional Employment Office. An oral contract is taken to be of an indefinite du-
ration.
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III.5 SPECIAL LABOUR SYSTEMS

There are special regulations governing employment contracts for groups
of people whose work is of an unusual or special nature such as senior man-
agement, commercial travellers and professional sportsmen.

The law governing agency contracts (“Ley de contrato de Agencias”) may
apply to personnel engaged in trading as agents or brokers, and defines a
trade relation and agrees with Community Law in relation to Trade Agents.

III.6 SOCIAL SECURITY

Social Security contributions are paid partly by the employer and partly by
the employee. Personnel are classified into a series of professional and labour
categories for the purpose of determining their Social Security contributions.
Each category has a maximum and a minimum contribution rate, which are
usually revised every year. 

At present, the professional and labour categories and the maximum and
minimum rates are as follows:
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These rates may be increased in proportion to the risk of industrial acci-
dents from the type of activities carried out by a business. 

The main benefits provided by the Social Security system are: retirement
pensions, disability pay, family allowances, health services, unemployment
pay, training and treatment of employment related illness.

CATEGORY Min. Rate Max. Rate
Euros/month Euros/month

1. Engineers and graduates 784.20 2,652.00
2. Qualified technicians and assistants 650.70 2,652.00
3. Clerical and workshop supervisors 565.50 2,652.00
4. Unqualified assistants 526.50 2,652.00
5. Clerical officers 526.50 2,652.00
6. Subordinates 526.50 2,652.00
7. Clerical assistants 526.50 2,652.00

Euros/day Euros/day

8. Foremen classes 1 and 2 17.55 88.40
9. Foremen class 3 and craftsmen 17.55 88.40

10. Unskilled workmen 17.55 88.40
11. Workers under 18 years of age 17.55 88.40

The contribution rates applicable for employers and employees are as fol-
lows:

Employer Employee Total
(%) (%) (%)

General contingency 23.6 4.7 28.3
Unemployment 6.0 1.55 7.55
Professional training 0.6 0.1 0.7
Salary guarantee fund 0.4 — 0.4

30.6 6.35 36.95
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III.7 EMPLOYEES REPRESENTATION

Employees are represented by company committees or by employee dele-
gates, depending on whether or not the number of employees’ exceeds 50.
These representatives have a right to information on the employer’s financial
situation and to copies of its annual report.

The members of committees are elected directly by the employees.

Where multinational companies are obliged to set up a European Compa-
ny Committee the (Spanish) member of it will be elected from amongst the
members of the Spanish Committee.

III.8 STATUS OF FOREIGNERS

There are two different regimes: 

1. Citizens of member states of the EU: As from the 1 January 1992 and in
accordance with community regulations any EU citizens may work in
Spain under the same conditions as a Spanish citizen. They do not need
to obtain work permits and residence permits to do so.

Notwithstanding the above, and without its being a requirement for
being able to work in Spain, any citizen of the EU intending to reside in
Spain for more than three months has to obtain a residence permit. 

2. The rules governing the residence of Foreigners from countries outside
the EU are as follows:

— Short term: In general a period of ninety days is allowed unless an
extension or a residence permit is obtained.

— Temporary residence permits for up to 5 years. In general this is
granted when the applicant has sufficient financial resources or the
offer of a contract of employment.

— Permanent residence: This is for people who have had temporary
residence for 5 years. It allows the holder to work under the same
conditions as Spaniards.

The current law on the rights and civil liberties of foreigners in Spain and
their integration into society regulates their rights, including access to educa-
tion, Social Security, health care and the right of assembly on the same condi-
tions as Spaniards. Other rights conceded are votes in local elections, access as
workers to government services and the right to family reunion.
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III.9 MANAGEMENT RESPONSIBILITIES

Company’s Board of Directors and management team can incur personal
liability (civil, administrative or criminal) for the actions of the company un-
der certain circumstances such as failing to pay social security contributions,
breaches of health and safety at work regulations, the fraudulent use of sub-
contractors etc., and, in consequence, specialist advice is necessary in this
area. 
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IV. MAIN FORMS OF BUSINESS

IV.1 FORMATION OF COMPANIES

There have been many changes over the last few years. On 1st Ja-
nuary 1990, Law 19/1989 of 25 July came into force, revising and adapting
Spanish commercial legislation to Community law in respect of compa-
nies. 

On 1 June 1995 a new law for Limited Liability Companies came into
force, amending the legal regime for limited companies. On the 2nd of June
2003, the Limited Company New Company Act came into force. 

— Corporation/Public Limited Company
("Sociedad Anónima"," S.A.")

— Limited liability company ("Sociedad de
Responsabilidad Limitada", "S.L.")

Companies  — Cooperative
and Firms — Employee owned companies

— General partnership
— "Commandite" (mixed partnership)

DIRECT
FORMS

Branches
Main 
forms

INDIRECT Representation or agency contracts
FORMS Contracts for technology transfer



In 1996 new Regulations for the Commercial Register (“Registro Mercan-
til”) were approved.

There are three main types of companies:

IV.1.1 Companies with a Share Capital

IV.1.1.1 Public Limited Company or Corporation 
(“Sociedad Anónima” or “S.A.”)

This is the most common form of company, used for investments in major
projects. Their main characteristics are: 

1. The capital of an S.A. is divided into shares. Each share gives its holder
the right to vote, priority subscription rights, participation in the distri-
bution of the company’s profits, the right to vote on company agree-
ments and to information. Shares may be registered in the name of the
holder or bearer. Restrictions on the transfer of shares exist only in re-
spect of the former and whilst shares are not fully paid, they have to be
registered in the name of the holder. The issue of non-voting shares is
also allowed; such shares are entitled to receive the annual minimum
dividends, whether fixed or variable, as established by the company’s
Articles of Association.

2. The liability of the shareholders is limited to the nominal value of the
issued shares. In the case of companies/corporations with a sole share-
holder, who does not declare this fact in the prescribed manner, the sole
shareholder has unlimited liability for the corporate debts incurred
during this period.

3. Only one shareholder is needed in order to set up an S.A. The mini-
mum share capital is 60,101.21 euros, which has to be issued and paid in
up to at least a quarter of the nominal value of each share. The remain-
ing capital must be paid in within the period established in the compa-
ny’s articles or within the period agreed by the Board of Directors of
the company if the articles are silent on this point. If the remaining ca-
pital is to be paid up by way of non-cash investments, the maximum
period allowed is five years. 

4. Incorporation requires a notarial certificate, which has to be recorded
in the Commercial Register in order to create a legal entity. In the case
of companies/corporations with a sole shareholder, this fact has to be
specifically stated in the certificate. 

5. Each company must have a Board of Directors (“Consejo de Adminis-
tracion”), and must hold a Shareholders’ General Meeting (“Junta Gen-
eral de Accionistas”).
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The shareholders have ultimate control; General Meeting decisions are
taken by majority. A meeting must be held within the first six months of the
financial year to review the management’s conduct of the business, approve
the financial statements of the previous financial year and decide upon the
distribution of profits. The Board of Directors may call a General Meeting
whenever they consider it convenient, or when requested by shareholders
representing at least 5% of the share capital.

Directors represent the company and may number one or more adminis-
trators, who acting together form the Board of Directors. The Board of Di-
rectors may be held responsible if its actions are taken without due care. 

IV.1.1.2 Limited Liability Company (“Sociedad de Responsabilidad
Limitada” or “S.L.”)

This is the most convenient legal form for a small or medium sized busi-
ness.

The minimum share capital is 3,005.06 euros, which has to be fully sub-
scribed and paid-up at the moment when it is set-up. There is no maximum
limit on the amount of share capital. 

Only one shareholder is needed, but there is no limit on the number of
shareholders.

A new form of company has been created of this type: the “Limited Com-
pany New Business”, whose aim is to promote the creation of small and
medium sized businesses. It simplifies and makes procedures, accounting and
corporate governance more flexible, as well as incorporating electronic and
on-line techniques. 

The minimum share capital is 3,012.00 euros and it cannot exceed
120,202.00 euros. There can be a maximum of five shareholders at the time of
the formation of the company and only individuals can be shareholders.

IV.1.1.3 Employee owned companies 

Apart from the option open to any company to distribute its shares
amongst its employees, there are two kinds of companies whose share capital
is owned by its employees: Co-operatives (“Cooperativas”) and Labour Cor-
porations (“Sociedades Laborales”).
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IV.1.2 Partnerships

Their main characteristics are the personal and unlimited liability of each
partner and the fact that a partnership may not be offered to third parties
without the agreement of all partners. The so-called “Regular General Part-
nership” (“Sociedad Regular Colectiva”) is a partnership of this type.

IV.1.3 Mixed companies: “Commandites”

This is a “mixed” form of company, which incorporates certain aspects of
partnerships and of “share capital” companies. Two kinds of partners co-exist
in it: those personally responsible, with unlimited liability, and the “comman-
dite” partners, whose liability is limited to their interest in the company.

IV.2 FORMATION OF BRANCHES

Non-resident entities in Spain may carry out transactions through a
branch.

A branch is an organisation depending on its head office situated abroad.
This organisation is not a legal entity of its own and is submitted to the legis-
lation in force of the country of origin when referring to its relations with
third parties.

As far as the legal regime for such investments is concerned, you are re-
ferred to what is set out in the chapter on “Foreign Investments”.

A branch has to be set up through a public deed and entered in the Com-
mercial Register. It has to operate within its “declared objects” i.e. the pur-
poses for which the branch has been set up. Furthermore, it has to submit an
annual report on the development of the investment to the General Direc-
torate for Commerce and Investment. The branch must also have a perma-
nent address and a fiscal representative resident in Spain. 

Generally speaking, the requirements, procedural formalities, accounting
and initial costs for a branch are very similar to those for the constitution of a
subsidiary. 

The tax position of a branch is the same as for a Spanish company (see “tax-
ation” chapter) and it has the same rights and duties, with the following dif-
ferences:

— The parent company may invoice the branch for specific costs incurred
in respect of the branch (cost of management, general administration
and of management support). These costs are deductible from the
branch’s income.
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– There is a tax on non-resident companies with permanent establish-
ment (Branch Profits Tax) which taxes the income earned by the estab-
lishment that is transferred abroad at an additional rate of 15%. 

This latter tax does not apply, by virtue of the non-discrimination clause
in the model O.E.C.D. Treaty, to those countries with which Spain has
signed Double Tax Treaties on Income and Wealth. The treaty with the
United States is an exception, as the possibility of the introduction of this
tax is specifically allowed for. The tax does not apply to companies resi-
dent in an EU member state.

IV.3 PROCEDURES FOR THE ESTABLISHMENT OF
A COMPANY

— Certificate issued by the Central Commercial Register, confirming that
there is no other company with a name identical to the one intended to
be used.

— Positive clearance of the projected investment by General Directorate
for Commerce and Investment, for those cases where this is necessary
by virtue of the legislation on direct investment (see INVESTING IN
SPAIN).

— Execution of a notarised public constitution deed.

— Reporting any foreign investment to the General Directorate men-
tioned above within one month of the recording of the company’s
“constitution” as referred to above.

— Obtaining a fiscal identification number (“N.I.F. or número de identifi-
cación fiscal”).

— Registration with the appropriate tax office for its fiscal domicile.

— Payment of the “constitution tax” (1% of the share capital).

— Inscription in the Commercial Register.

— Payment of the relevant municipal taxes. 

— Compliance with labour formalities. 

IV.4 STATUTORY BOOKS

Companies must keep the following books:

1. Minute Book, to record the minutes of general meetings of the compa-
ny and of the Board of Directors.
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2. Register of Members, which is obligatory for limited liability compa-
nies and in which must be shown the names of the first shareholders
and details of subsequent transfers of shares together with a note of any
rights of others over the shares and of any charges secured on them.
This book is also compulsory for Corporations where shares are regis-
tered in the name of the holder. Companies that fall into the category of
Limited Company New Business are not obliged to keep this book.

3. Register of registered shares, which is equivalent to the Register of
Members, but is for corporations whose shares are registered.

4. Register of contracts between the company and its shareholder where
the company only has one shareholder. 

The statutory books of a company have to be “legalised” (i.e. stamped) at
the Commercial Register.

IV.5 LEGAL, ACCOUNTING AND AUDIT REQUIREMENTS

As previously mentioned, Spanish legislation has been subject to major
changes in order to comply with the directives of the EU. The main points re-
lating to legal, accounting and audit requirements are discussed below.

IV.5.1 Legal requirements

All companies have to be inscribed in a public register, the Commercial
Register. Inscription is optional for the individual entrepreneur, with the ex-
ception of ship owners.

The legal approval required for the books of companies and individual en-
trepreneurs, and the deposit and publication of accounting documents are
carried out via the Commercial Register. The Register is public. The contents
of registered documents can be made available in various ways: 

— By a certificate issued by the Registrar.

— By an informative memorandum.

— Copies of the entries made or of the documents deposited.

The issue of a certificate is the only way to disclose in full the contents of
documents incorporated in the Register. Companies and individual entre-
preneurs are obliged to state their inscription data on their invoices, letters,
etc.
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IV.5.2 Accounting requirements

All entrepreneurs, individuals as well as companies, must keep accounting
records, which allow their transactions to be followed in chronological order
as well as the periodical listing and valuation of inventories and preparation
of Balance Sheets. They must keep two books: a book recording trial balances
and the annual accounts and a journal.

Accounting records have to be “legalised” within a four month period
from the end of the financial year by means of one of two procedures: legali-
sation prior to the utilization of bound books or legalisation after their uti-
lization. In the latter case, if the accounting is done by computer, it can be le-
galised at the Commercial Register in one of the following ways: printed in
paper and bound, on software or on-line. 

Accounting records and supporting documentation must be retained for a
period of six years from the date of the last entry in them. 

Annual accounts, including a balance sheet, profit and loss account and
notes, must be produced by a company within a maximum of three months
from the end of its financial year.

Annual accounts together with the directors’ report must be deposited
with the Commercial Register during the month following their approval by
the General Meeting. 

Annual accounts have to be prepared in accordance with the following
principles, which follow the Fourth Directive of the EU: 

— Prudence

— Going concern

– Proper and immediate recording of transactions

— Assets to be accounted for at purchase price

— Accruals

— Matching of income and expenses

— Prohibition of netting off of amounts

— Consistency

— Materiality

Finally, it should be pointed out that the “General Spanish Accounting
Plan”, applies to all businesses, whatever their legal, individual or corporation
form.
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IV.5.3 Audit requirements for the annual accounts

The audit of annual accounts consists of the review and verification of the
accounting records and documents, in order to determine whether they give a
true and fair view of the enterprise’s assets and of its financial position. 

Individuals or firms which audit annual accounts must be appointed for an
initial period, which cannot be less than three years or more than nine, start-
ing from the beginning of the first audited accounting period. After this initial
period they can be re-elected indefinitely. 

Auditors are directly liable for damages and prejudicial consequences de-
rived from failure to comply with their duty to the company or entity and
third parties.

The auditor is obliged to keep confidential information received during the
performance of his duties, and may not disclose this for any purpose other
than one relating to the audit. 

Without prejudice to what is included in the auditor’s engagement con-
tract, the following are allowed to have access to the documents relating to
audits of accounts, being subject to the obligation to keep confidential infor-
mation:

a) The Institute of Accountancy and Audit (“Instituto de Contabilidad y
Auditoría de Cuentas”) for regulatory purposes only.

b) Persons appointed by a judge. 

c) Those persons authorised by law. 

The Institute of Accountancy and Audit is responsible for the control and
discipline of auditing; the Official Register of Auditors (“Registro Oficial de
Auditores de Cuentas”) is also under its control.

Accounts of the following enterprises are subject to audit, whatever their
legal form:

a) Those listed on any of the official stock exchanges.

b) Those that issue debentures or loan stock to the public.

c) Those that act as financial intermediaries.

d) Those whose business includes any sort of insurance.

e) Those receiving subsidies, assistance or which carry out works, provide
services or supply goods to the State and other public entities.

In addition, the annual accounts and the management report of enterprises,
including partnerships, have to be reviewed by auditors. Companies that are
permitted to issue an abbreviated balance sheet are exempt from this require-
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ment. Such companies are those in which for two consecutive years the ac-
counts comply with at least two of the following criteria:

1. Total assets not exceeding 2,373,997.81 euros at the balance sheet date.

2. Annual turnover less than 4,747,995.62 euros.

3. Average number of workers employed during the financial year not ex-
ceeding 50.

Auditors have a period of at least one month to issue their report from the
date on which signed accounts are supplied to them by the officers of a com-
pany. 

The important role of auditors in financial and legal transactions such as
mergers, divisions, share issue, capital increase by the conversion of debt,
capital reductions to compensate for losses, share valuations, etc. is clearly
outlined in the Company Audit Law.
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V. TAXATION

V.1 GENERAL STRUCTURE

V.2 CORPORATION TAX

V.2.1 Introduction: basic aspects

Corporation Tax is applied throughout the whole of Spain without preju-
dice to special regimes for individual areas and to International Treaties and
Conventions.

Direct taxes: 
— On the income of residents

▪ tax on corporations’ (companies’) income
▪ personal income tax

— On the income of non-residents

— On capital (affecting individuals only)
▪ tax on net wealth
▪ Inheritance and gift tax

— Local taxes

Indirect taxes:
— Value added tax (VAT, “I.V.A.”)
— Tax on capital transfers and legal documents
— Taxes on international trade: customs duties
— Special Taxes on certain consumable items (hydrocarbon, alcohol,

etc.)



The event giving rise to a liability to tax is the obtaining by the taxpayer of
income whatever its source or origin.

The tax is payable by ENTITIES RESIDENT in Spain.

Entities that fulfil any of the following conditions are considered to be res-
ident in Spain: 

a) Those that have been established in accordance with Spanish law,

b) Those that have their registered office in Spanish territory,

c) Those whose management and head-office are located in Spain. 

Resident entities are liable to tax on the total income and capital gains made
irrespective of the place where they were obtained and of the taxpayer’s resi-
dence.

In order to prevent companies from deferring the payment of corporation
tax by using non-resident companies taxed at a low rate abroad, companies
resident in Spain under certain circumstances have to include in their own
taxable profit, profits earned by a non-resident entity of which the resident
company owns 50% or more. The intention is to tax foreign investment that
is made for tax reasons rather than business purposes.

Taxable profit for a tax period, which is the same as the financial year of a
company, is the accounting profit or loss adjusted by the application of tax
rules and reduced by the deduction of losses brought forward from previous
periods. The normal tax rate is 35%.

The taxable profits of “small” companies are taxed at 30% on profits up to
90,151.81 euros; profits in excess of this amount are taxed at 35%. “Small” is
defined as having net annual sales of less than 5 million euros.

If losses are made they can be carried forward for the 15 years following the
period in which the losses arose; the company can decide how much of the losses
it uses in any given period. For new companies the period of 15 years in which to
use losses starts from the first period in which it makes a profit.

Finally, it is important to note that certain entities, namely foundations and
associations considered and declared to be of public benefit, which comply
with the requirements of the Law of Foundations, are subject to a tax rate of
10%, to be applied to non-exempt income. If they do not comply with the re-
quirements, the tax rate is 25%.

V.2.2 Temporal allocation of income and expenses

Income and expenses are allocated to the taxation period in which they ac-
crue, taking account of the real flow of goods and services from which they
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are derived, irrespective of the period in which the cash or other financial
flow takes place. 

In exceptional cases, provided that it can be justified and that the Authori-
ties agree to it, other allocation criteria may be used.

V.2.3 Computation of income and expenses

Income and expenses are computed by using accounting figures, provided
that the accounts give a true view of the company’s financial position. How-
ever, when operations between connected individuals or entities are involved,
there are rules which enable the tax authorities to value transactions at their
normal market price when the values used for accounting purposes would
give rise to lower taxable profits in Spain or to a delay in the payment of tax in
Spain as compared to using market values; in addition the deductibility of
contributions towards research and development expenditure and manage-
ment support services carried out by a connected entity is conditional on,
amongst other things, the existence of a written contract.

It is possible to submit to the Tax Authorities a proposal on the values to be
considered in transactions between connected entities before they take place
and similarly on the amounts eligible for deduction in respect of research and
development and technological innovation costs.

For connected entities there is an “undercapitalisation” rule that applies to
cases where the level of interest bearing debt owed to a connected non-resi-
dent entity (e.g. from a parent company to a subsidiary) is over three times
the shareholders’ funds (excluding current year profits or losses) of the Span-
ish entity. In such cases the interest payable on the excess of loans over the
three times figure mentioned above is treated as a dividend with all the conse-
quent tax effects. It is possible to suggest a different multiplier to the Tax Au-
thorities for their approval.

The legislation tries to prevent the usage by two entities belonging to the
same multinational group of prices (i.e. transfer pricing) differing from mar-
ket prices.

The net value of an asset for accounts purposes is deemed to be its cost of
acquisition less accumulated depreciation and provisions against it.

V.2.4 Depreciation

Depreciation has to comply with two basic requirements: to be “effective”
(i.e. necessary) and to be entered in the books.

The “necessity” of the depreciation has to be “demonstrated” by the tax-
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payer. To avoid difficulties, depreciation is considered to be “demonstrated”
when provision is made according to one of the following methods: 

a) Method of straight-line depreciation according to official rates:

Tables of depreciation rates, included as an appendix to the Royal De-
cree 537/1997, on 14 April, give maximum rates and maximum period
of time, to be chosen at the option of the taxable entity. There is a mini-
mum “straight line” rate of depreciation that is necessary to cover the
value of the asset to be depreciated in the maximum period of deprecia-
tion allowed. Some examples are set out below:

However, where productive assets are used in more than one normal
working shift or are second hand an increase in the rate is applied.

b) Reducing balance depreciation

Buildings, furniture and fittings cannot be depreciated in this way.
There are two methods of calculating the amount of depreciations: a
constant percentage of the brought forward net value or the so-called
sum-of-the-digits method.

c) Other depreciation systems

Those companies which for technical and economic reasons wish to de-
preciate their assets at rates different to those fixed by the official tables,
and which also wish to avoid the uncertainties involved in proving “ef-
fective” depreciation, may seek prior approval from the tax authorities
for special depreciation programmes. 

d) Free depreciation

The following amongst others, are entitled to free depreciation:

— Tangible and intangible assets (except buildings) used for research
and development activities (R&D). Buildings, related to R&D Ac-
tivities, will be depreciated in equal parts in a period of 10 years.

— Research and development costs that have been accounted for as in-
tangible assets.

Maximum Minimum Maximum
Rate Rate period

Industrial buildings 3 1.47 68
Commercial buildings 2 1.00 100
Office furniture 10 5.00 20
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V.2.5 Provisions

Provisions are considered deductible when they are properly recorded in
the accounts and comply with tax legislation. Deductible provisions include,
amongst others, the following:

– Provisions for bad and doubtful debts

— Provisions against the value of portfolios of investment

— Provisions for extraordinary repairs but only for certain sectors of in-
dustry or with the prior agreement of a proposal by the tax authorities

— Provisions for various legal obligations and duties

— Provisions for the depreciation of capitalised “editorial” costs for
recording and audio-visual businesses

— Provisions for the costs of inspection and repairs under warranties and
for costs relating to returns of goods.

V.2.6 Deductions on the reinvestment of capital gains

Profits made on the disposal of both tangible and intangible fixed assets
and of investments, provided that they have been owned for at least one year
and amount to at least 5% of the capital of the company concerned, will have
a tax deduction of 20% of the total tax liability, provided the proceeds of the
sale are reinvested within the permitted period and the type of assets estab-
lished by law.

The assets in which the reinvestment has been made must remain within
the property of the taxpayer for five years or for three if it is a moveable asset,
unless its economic life is inferior.

This deduction will not apply if the assets in which the reinvestment has
been made are transferred before this period.

V.2.7 Deductions for setting up new companies abroad

The taxable profit for Corporation Tax will be reduced in the case of in-
vestments involving the acquisition of non-resident shareholding stake.

In order for this deduction to be applicable, a company will have to acquire
the majority of the voting rights and the non-resident company will have to
be a trading company, not involved in financial, real estate or insurance acti-
vities, or provide services to resident companies. It will also have to reside
outside the EU or any tax haven. 
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Deductions will not exceed 30,050,605.22 euros and will not comprehend
more than 25%, of the taxable income for that fiscal year.

The amount deducted must be added to taxable income, in equal parts,
during the next four years.

V.2.8. Tax incentives for small companies

A special tax regime with incentives exists for small companies (“PYMES,
Pequeñas y Medianas Empresas”), defined as all those whose net turnover is
less than 5 million euros annually in the immediately previous taxable period.

The incentives, apart from the lower rate tax band of 30% for the first
90,151.81 euros, referred to above are:

1. Free depreciation provided it is accompanied by the creation of employ-
ment or is in respect of tangible fixed assets whose individual value does
not exceed 601.01 euros up to a limit of 12,020.24 euros per tax period.

2. Accelerated depreciation increasing by 50% the maximum straight-line
percentage allowed by the official tables of depreciation rates.

3. An increase in the provision for doubtful debts of up to 1% of the total
debtor balances at the balance sheet date.

4. The assets in which is reinvested the whole amount derived from the
disposal of tangible fixed assets can be written down promptly, by mul-
tiplying the maximum rate allowed by the official tables by 3.

5. Deduction of 10% for the promotion of information and communica-
tion technologies in the investment and the expenses from the period
relating to those activities.

V.2.9 Tax regime for Investment Holding Entities

Entities, whose main purpose is the management and administration of in-
vestments in non-resident entities, whether held directly or indirectly, can
opt for the Investment Holding Entities Scheme.

The representative capital share of the holding must be nominative.

The main benefit of this regime is, that the profit distributed by the Hold-
ing Entity to non residents, even if resident of a non EU member state, are not
considered as generated in Spain, provided it is distributed in respect of ex-
empt income, more specifically as dividends and income derived from invest-
ments owned in a non resident entity that complies with the following re-
quirements:
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— The percentage of the capital owned, whether direct or indirect, is at
least 5% and has been owned uninterruptedly for at least one year.

If the value of the capital owned exceeds 6 million euros, the require-
ment outlined above becomes redundant.

— The non-resident entity in question is subject to a tax similar to Spanish
Corporation Tax and is not resident in a tax haven.

— The profits out of which the dividends are paid derive from trading ac-
tivities abroad.

No previous approval from the Tax Authorities is required to benefit from
this regime. Entities opting for this regime need only notify the Treasury
(“Hacienda”).

V.2.10 Tax credits for 2003

a) Relief for double taxation within Spain: dividends and capital gains

Double taxation arises when the income of a company, included in its
taxable income and later distributed as dividends, suffers Corporation
Tax in the first company (payer) and in turn the company receiving the
dividends includes the dividends as income in its taxable income. To
avoid double taxation, certain companies are allowed a general deduc-
tion of 50% of the income deriving from such dividends. In other cases,
this deduction may be extended up to 100%. 

Similarly when a taxable profit is made on the sale of an interest in an-
other resident company then, provided certain conditions as to the size
of the interest are met, relief is available to the vendor company to pre-
vent double taxation of profits within Spain since the taxable profit will
include the value of the undistributed profits made by the other compa-
ny whilst the interest in its shares was held and these undistributed
profits will have already been taxed.

b) Relief for international double taxation

This deduction attempts to avoid both “legal” and “economic” double
taxation. “Legal” double taxation is defined as a taxpayer being taxed in
two countries on the same income. “Economic” double taxation is de-
fined as a source of income being taxed in two countries on two differ-
ent taxpayers.

1. Deduction for taxes paid abroad: “legal” double taxation.

Corporation tax legislation allows the deduction of the lower of the
following amounts:
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— Tax of a similar nature paid abroad.

— Tax that would be payable in Spain if the income were obtained
in this country.

2. Deduction in respect of income earned through permanent estab-
lishments abroad: “legal” double taxation.

Income obtained from permanent establishments abroad is tax free
in Spain, provided the permanent establishment’s income is subject
to a tax similar to corporation tax, is not exempt from tax, is derived
from business activities and is not located in a tax haven.

3. Deduction for dividends and shares of profits or capital gains: “eco-
nomic” double taxation.

3.1 Imputation Method

Where income received is made up of dividends paid by a non-
resident company it is possible for the company receiving the di-
vidends to deduct the tax actually paid by the non-resident com-
pany corresponding to those dividends. It also takes into
consideration, the tax paid by companies where the non-resident
company has a share interest, and that paid by those subsidiaries
of the latter, so far as it can be attributed to profits from which di-
vidends are paid. This system applies to subsidiaries owned di-
rectly or indirectly by a parent company. However, it is only
available to the subsidiary of another company if its interests in a
subsidiary company are held directly by it. The system is not
available if there are more than two intermediate holding compa-
nies between a parent company and the “subsidiary” in ques-
tion. This relief has a joint limit with that described at the begin-
ning of this section: the sum of both may not exceed the amount
that would have to be paid, if the income had been obtained in
Spain.

3.2 Exemption method

In some cases, dividends and capital gains from abroad are ex-
empt from Corporation Tax. This is an alternative method to
that in 3.1 above.

c) Tax incentives

— Deduction for research, development and technological innovation
of 10% – 60%, the exact percentage depending on various factors.

— Deduction for export activities: 25%.

— Deduction for investments in connection with World and Spanish
Heritage: 15%; film production: 5% – 20%; book production: 5%.
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— Deduction for investments in assets used for the protection of the
environment: 10%.

— Deductions for costs of professional training: 5% – 10%.

— Deduction for the creation of employment for disabled persons:
6,000.00 euros per person per year for the increase in the average
number of disabled persons employed.

— Deductions for payments to company pension schemes or plans
and to employee welfare schemes: 10%

— Deduction for investments in navigation and satellite localisation
systems: 10%

— Deduction for investments in systems for disabled persons access to
public transport: 10% 

The deductions described above cannot exceed a percentage of the total tax
liability, usually 35% but reaching up to 45% in certain cases.

Spain’s annual budget may introduce other tax incentives to encourage in-
vestments.

V.2.11 Withholding tax and pre-payments of tax

Some types of income receivable by entities liable to corporation tax are
subject to a withholding tax that is a payment on account of corporation tax.
The normal percentage withheld is 15%, but it can vary depending on the
type of income.

In addition, during the first twenty days of the months of April, October
and December, companies have to make a payment on account of corporation
tax payable for the current financial year. Each payment is of 18% of the total
figure for the previous financial year, after deducting any withholding tax
suffered and any other allowable deductions.

Alternatively there is an option to make payments on account based on the
taxable income of the first three, nine or eleven months of each natural year.
The payment on account is at 5/7ths of the normal rate of corporation tax e.g.
companies whose tax rate is 35% use 25% to calculate the payment on ac-
count. This method is obligatory for entities with a turnover in excess of
6,010,121.04 euros during the twelve months preceding the date at which the
taxable period begins in 2003.

Withholding taxes and payments on account of taxes may be deducted
from the corporation tax for the corresponding year and, if they exceed the fi-
nal amount payable, the company has the right to ask for a repayment of any
excess payments. 
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V.2.12 Consolidated tax return

When a corporation resident in Spain owns during the relevant period di-
rectly or indirectly 75% or more of the capital, and exercises control over an-
other company or over other companies that are also resident, the whole
group may present one tax return, (with the prior approval of the Tax Au-
thorities). 

V.3 PERSONAL INCOME TAX

V.3.1 Introduction: basic aspects

Tax on the income of individuals, like Corporation Tax, applies through-
out Spanish territory without prejudice to special local regimes and to inter-
national agreements and treaties.

Tax liability arises on the obtaining of income by the taxpayer.

INDIVIDUALS HABITUALLY RESIDENTS in Spanish territory are
liable to this tax.

A stay of more than 183 days of the year on Spanish territory is deemed to
be customary residence. For the calculation of the numbers of days, tempo-
rary absences are taken into account, except when fiscal residence in another
country is proved. 

In addition it is assumed that a taxable individual has “customary” resi-
dence in Spain when the main source of his or her business or economic inter-
ests is situated in Spain. 

“Customary” residence is presumed, unless it is proved that this is not cor-
rect, when an individual’s spouse and children of minor age reside customari-
ly in Spain. 

Individuals with Spanish nationality who transfer their residence to a tax
haven remain liable to pay this tax in the year in which they move and for the
next four years.

Taxpayers are taxable on the whole of the net income and capital gains ob-
tained, irrespective of the place where they arise and the residence of the pay-
er.

The tax is on the taxpayer’s disposable income that is after deducting from
total income personal and family allowances.

As for Corporation Tax, resident individuals have to include in their tax-
able income, income received from non-resident entities in which they own
an interest of at least 50% and comply with certain rules. 
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Families may opt either for joint taxation or for separate taxation for each
of their members. 

V.3.2 Tax deductions for 2003

a) Deduction for the cost of acquiring or restoring the taxpayer’s normal
residence: 15% – 20% – 25%.

b) Deductions for the rent of the taxpayer’s normal residence: 10% pro-
vided certain conditions are complied with.

c) Deduction for business activities: taxpayers who are in business are eli-
gible for the incentives and aids to investment available under Corpora-
tion Tax rules, excepts deductions for reinvestments of excess profit.

d) Deductions for donations: donations made to certain bodies give rise to
an Income Tax deduction.

e) Income obtained in Ceuta and Melilla: 50% of the income is de-
ductible.

f) Investments and expenditure connected with World and Spanish Her-
itage: 15%.

The Deductions set out in d) and f) above are limited to 10% of the tax
payable.

g) Deduction for double taxation of dividends: 40% in general applied to
the full amount of the dividend.

h) Deduction for international double taxation: if a tax similar to Spanish
Income Tax has been paid abroad on earnings received abroad then a
deduction from Spanish tax is available at the lower of the following
amounts:

— the actual amount paid abroad

— the amount arising from applying the average rate to the foreign in-
come.

V.3.3 Tax rates for the financial year 2003

There are two sets of tax rates; there is a national rate applicable to all Span-
ish territory and an additional set of rates payable in every Autonomous
Community. 

The sum of both rates for 2003 is as follows:
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V.3.4 Withholding Taxes 

Legal entities, non-residents operating in Spain through a permanent es-
tablishment, entrepreneurs and professionals who are in business must
deduct and pay to the revenue authorities as a payment on account the fol-
lowing amounts when paying interest, dividends and other forms of return
on investments.

— Salaries: depends on the amount involved and other circumstances.

— Income derived from giving courses, lectures ...: 15%.

— Income from investments: 15% of the total amount, be it interest, divi-
dends or other income derived from investment. 

— Fees for professional work: 15%, except in the first two years of prac-
tice: 7%.

— Payment to Members of the Board of Directors: 35%

— Prizes received as a result of taking part in games, quizzes etc. (except
those below 300 euros): 15%.

— Income from letting property: 15%.

— Income from intellectual property or industrial know-how, technical
assistance and leasing of “non-property” assets: 15%.

Where some of the income mentioned above is not paid in cash but in kind,
there is still a requirement to make a payment on account. 

Non-residents without a permanent establishment have to withhold tax
only on payments for work done.

Taxable Total Rest of taxable Rate
income payable income applicable

up to Euros in euros up to euros %

0 0 4,000.00 15,00
4,000.00 600.00 9,800.00 24,00

13,800.00 2,952.00 12,000.00 28,00
25,800.00 6,312.00 19,200.00 37,00
45,000.00 13,416.00 remainder 45,00
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V.4 TAX ON THE INCOME OF NON-RESIDENTS

Tax on the income of non-residents is payable on income obtained in Spain
by individuals and entities which are not resident in Spain. The tax distin-
guishes between:

V.4.1 Income obtained by means of a permanent establishment 

The taxable income of a company’s permanent establishment is computed
according to the normal rules of Corporation Tax with the following pecu-
liarities:

— Payments made to its parent company or any other of its permanent es-
tablishments of royalties, interest, commission, for technical assistance
or for the use of any assets or rights are not deductible.

— Management and general administration costs payable in respect of the
permanent establishment are deductible provided that they are reason-
able and consistent and are properly documented.

Taxable income is charged at the general Corporation Tax rate, at 35%.

The foreign entities’ permanent establishments are subject to the same for-
mal registry and accounting obligations as entities resident in Spain.

The most striking feature of the use of a permanent establishment to oper-
ate in Spain is the fact that profits may be transferred abroad. However, as al-
ready mentioned, an additional 15% is payable on the transferred income
(except where a Treaty on Double Taxation exists, other than the Treaty with
the United States, or when the non-resident entity is resident in a member
state of the EU), without having to prove payment of Corporation Tax before
the income is transferred. 

Special rules are used to compute the taxable income of permanent estab-
lishments in the following cases:

a) Establishments having occasional or intermittent business activities:
construction, installation or assembly contracts which last over six
months, seasonal businesses or prospecting for natural resources.

The normal rules for profits earned in Spain without permanent estab-
lishment are followed, the tax rate being 25%. Such businesses are exempt
from the normal accounting and registration requirements but must keep
supporting documents for their income and expenses and, of course, for
any tax paid, withholding tax deducted and prepayments made.

Such businesses may, if they so choose, be taxed on the same basis as
other permanent establishments with a tax rate of 35%. This is only
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possible if the business in question maintains separate accounting
records for its Spanish operations.

b) Establishments with an incomplete business cycle: 

These include businesses that have premises where work is carried out
in Spain, but use the goods produced or services performed therein for
their own purposes. Consequently they do not receive income but sim-
ply reimbursements of costs incurred. The taxable income of such enti-
ties can be arrived at by applying a percentage given by the Treasury
Ministry to the costs incurred by the entity in the period; other income
such as rent and interest receivable and capital gains or losses has to be
added to this figure. The resulting figure is taxed at 35%, tax relief and
allowances available under the usual rules are not applicable in this case.

V.4.2 Income obtained without the existence of a permanent
establishment

The taxable income is the gross income amount received by the non-resi-
dent, in other words expenses and costs cannot be deducted except in the case
of certain businesses (technical assistance, installation or assembly work, the
provision of services, and in general economic activities in Spain) where per-
sonnel costs and the cost of materials and supplies can be deducted.

As far as capital gains are concerned the taxable amount is the difference
between the value on disposal of the asset in question and its acquisition cost.

Each source of income or capital gain is taxed separately.

Tax rates are as follows:

— The normal rate is 25%.

— 15% for dividends, interest and transfer of shares in institutions for
collective investment.

— Income from work by virtue of a contract of fixed duration for season-
al foreign workers: 2%.

— Capital gains are taxed at 35%.

— Payments to non-resident staff working in Spanish embassies and con-
sulates abroad: 8%.

— Pensions: the rate depends on the level of income.

— Re-insurance operations at 1.5 %.

— Sea and air transport businesses, which are resident abroad and whose
ships or planes enter Spanish territory, are taxed at 4%.
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Lastly, in case of the transfer of real estate located in Spain by Companies
without a permanent establishment, the buyer will be obliged to withhold
and pay 5% of the agreed price as a payment on account of tax. If the pay-
ment of the tax withheld is not made, the transferred real estate will be subject
to the payment of the tax. This deduction is not obligatory when the trans-
feror is an individual and at 31st December 1996 the individual in question
had owned the property for over 10 years and had not improved it.

The trustee, agent or manager of the assets or rights of non-residents with-
out a permanent establishment, or the payer of the income obtained, are
jointly responsible for the payment of any taxes attributable thereto. 

V.4.3 Exempt income

The following sources of income are exempt:

a) Income and capital gains deriving from investments owned by non-
resident entities which have no permanent establishment in Spain and
are resident in other member states of the E.U. 

This very beneficial arrangement is not available for capital gains aris-
ing from the disposal of shares or other interests in companies in the
following cases:

a´) the assets of the company in question consist mainly of real estate in
Spain.

b´) the year preceding the date of disposal the tax paying entity had an 
interest of at least 25% in the share capital or assets of the company
in question.

b) Income and capital gains obtained by non-resident entities without a
permanent establishment in Spain from Spanish Government Debt.

c) Income arising on accounts held in Spain by non-residents and paid to
non-resident entities unless the payment is made to a permanent estab-
lishment located in Spain by a Spanish financial entity, like the Bank of
Spain, Banks, Savings banks...

d) Income derived from securities issued in Spain by non-residents with-
out a permanent establishment whatever the residence of the financial
institutions that act as paying agents or are involved in the issue or
transfer of the securities.

e) Income derived in Spanish territories, without permanent establish-
ment, from finance leases, disposal or transfer of containers or of an
unequipped ship or plane used in international shipping or aviation ser-
vices.
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f) Profits distributed by subsidiary companies resident in Spain to their
parent companies resident in other EU member states, provided the
conditions outlined in the current law are met.

g) Income derived by non-residents without a permanent establishment
in Spain from the transfer of securities carried out in officially recog-
nised secondary markets for Spanish securities or the reimbursement of
the participations of investment funds, provided that they are resident
in a country which has an agreement for the exchange of information
with Spain.

The exemptions set out in a) and b) and g) above are not available where
income is received via a tax haven.

V.4.4 Fiscal representative

Taxable non-resident entities in Spanish territories are required in some
cases, to appoint an individual or a legal entity residing in Spain to represent
them before the tax authorities. 

The fiscal representatives of companies operating in Spain by means of a
permanent establishment are considered to be the person or legal entity
named as such in the Commercial Register and, if no name is given, then
those people stated as empowered to contract in the name of these establish-
ments. 

The failure to comply with this requirement is considered a punishable of-
fence.

V.4.5 “Special” tax on real estate

Non-resident entities that are owners of or possess real estate or rights to
the possession or use of it in Spain, are subject to a special tax on real estate
that accrues on 31st December of each year and has to be paid during the fol-
lowing month of January. 

The tax rate at present is 3% and it is applied to the official value of the real
estate. This special tax is not applicable to: 

a) Foreign States and Public Institutions and International Organisations. 

b) Entities with the right to benefit from a Double Tax Treaty which in-
cludes a clause allowing the exchange of information provided that the
ultimate owners of the property are people who are either resident in
Spain or entitled to benefit from a Double Tax Treaty with a clause al-
lowing the exchange of information.
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c) Entities that carry on businesses in Spain other than the simple owner-
ship or renting of property. 

d) Companies listed in officially recognised secondary stock markets.

e) Charitable or cultural organisations which are non-profit making and
are recognised as such by the laws of a state with which Spain has a
Double Tax Treaty with a clause allowing the exchange of information
provided that, of course, the property is used for the stated purposes of
the organisation.

V.4.6 Place and time of the tax return

Normally, within a month of the accrual date of any individual, which usu-
ally coincides with the due date of its payment, a declaration for each type of
operation has to be made to the Tax office of the fiscal domicile of the tax rep-
resentative. Capital gains deriving from the assignment of real estate are ex-
cluded; return of such gains has to be made to the Tax office of the place
where the said real estate is located. 

In a general way the legislation allows the payer of income to a non-resi-
dent to make quarterly declarations covering all income paid in the previous
quarter.

V.4.7 International Treaties and Agreements

Taxation of income obtained by non-resident companies in Spain may be
modified by the application of International Treaties and Agreements. The
treaties over-ride Spanish internal law. If the income obtained in Spain was
acquired by a company resident in a country with a Double Tax Treaty, it
would be necessary to consult the text of the treaty in order to establish the
correct treatment.
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V.5 WEALTH TAX

This tax is applied to the ownership of all types of assets and goods and of
economic rights by an individual at 31st December of every year. 

Residents have to lodge a tax return when the amount of their net wealth

SUMMARY OF TAX TREATIES

(2)
Dividends

(1) Capital
Dividends (Parent Co. (3)

COUNTRY (General) Subsidiaries) Tax Interest
% % % %

AUSTRIA 15 50 10 5
BELGIUM 15 — 15 15
BRAZIL 15 — 15 15/10
CANADA 15 — 15 15
DENMARK 15 50 15 10
FINLAND 15 25 10 10
FRANCE 15 10 — 10
GERMANY 15 25 10 10
ITALY 15 — 15 12
JAPAN 15 25 10 10
NETHERLANDS 15 50 10 10
NORWAY 15 25 10 10
POLAND 15 25 5 —
PORTUGAL 15 25 10 15
RUMANIA 15 25 10 10
SWEDEN 15 50 10 15
SWITZERLAND 15 25 10 10
UNITED KINGDOM 15 10 10 12
UNITED STATES 15 25 10 10

(1) Maximum rate of tax to be charged in the State in which the dividends arise.
(2) Maximum rate of taxes to be charged in the State from which the dividends arise; the tax

rate given in the table is appropriate where the parent company controls at least the per-
centage of the subsidiaries capital shown. It is important to bear in mind the incorporation
into Spanish law of EU Directive 90/435 on the common fiscal regime applicable to the
parent companies and subsidiaries of Member States. The Directive establishes that, if its
requirements are fulfilled, dividends distributed by a subsidiary to its parent company are
not taxed and that the withholding tax system does not apply (see V.4.3). 

(3) Maximum rate of taxes to be levied in the State in which the interest arises. Interest re-
ceived by residents of other member states of the E.U. is exempt from taxation (see V.4.3).
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exceeds 108,182.18 euros, or when the value of their assets or rights is over
601,012.10 euros.

In case of real obligation, non customary residents holding assets or rights
in Spain, have to lodge a tax return on the whole of their wealth in Spain
whatever the amount. 

The assets and rights of individuals are exempt if they are necessary for an
individual’s business or professional activity, provided the legal requirements
are met.

V.6 INHERITANCE AND GIFT TAX

This tax applies to the acquisition of goods and rights by inheritance and by
gift, as well as the receipt of amounts by the beneficiaries of life insurance poli-
cies, when the person paying the insurance is different from the beneficiary. 

If the assets or rights are acquired by a legal entity rather than an individual,
then they are subject to corporation tax and not to inheritance and gifts tax.

Taxpayers with “customary” residence in Spain are taxable irrespective of
the place where the acquired assets or rights are situated. 

Non-residents will be taxed on assets located in Spain or rights that may be
exercised in Spain.

When an unincorporated business or certain shares in a company or nor-
mal dwelling place are acquired by close relations, then the taxable amount is
reduced by 95%.

V.7 LOCAL TAXES

The following local or municipal taxes are worthy of special mention: 

a) Tax on real estate

Liability to tax derives from the ownership of real estate, from the
ownership of a licence or a right to occupy or enjoy the use of property
and from the holding of an administrative concession. The tax payable
is based on the value of the real estate and accrues on an annual basis.

b) Tax on economic activities

This arises on the exercise of a business, professional or artistic activity.
It also accrues on an annual basis. This tax is not applicable during the
first two years of the trade or if the turn over of the individuals or com-
panies does not exceed 1,000,000.00 euros.
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c) Tax on the increase in value of land

This tax is levied on the increase in value of land and arises as a conse-
quence of its transfer or the constitution of any legal rights of enjoy-
ment of this land (usufruct, area...) 

V.8 VALUE ADDED TAX

Value Added Tax (IVA) is a tax on consumption in general which applies to
the following: the supply of goods and services, imports and the acquisition
of goods from other EU members.

The standard tax rate is 16%.

A reduced rate of 7% is applied to the supply of certain goods and services,
for example: 

— Certain foodstuffs, except alcohol and tobacco.

— Water

— Spectacles with graduated lens and medical material

— Housing in general 

— Medical and dental attendance

A “super-reduced” rate of 4% is applied, amongst other things, to the fol-
lowing products: 

— Bread, cereals, milk, cheese, eggs

— Medicines and other pharmaceutical products

— Books, newspapers and magazines. 

V.9 TAX ON ASSET TRANSFERS AND LEGAL DOCUMENTS
(STAMP DUTY)

This tax applies to “inter vivos” transfers of all classes of goods and rights,
and the granting of rights and concessions as well as company transactions:
the setting up of companies, increases and decreases of share capital, mergers,
divisions and liquidations of companies, in certain cases transfers of domicile
to Spain, and contributions made by shareholders to restore fund losses.

Transfers of real estate are taxed at a rate of 6%, on the value of the real es-
tate transferred, except where an Autonomous Community has fixed its own
rate, e.g. Catalonia 7%. Movable assets are taxed at 4%.

Company transactions are taxed at the rate of 1%. 
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In general this tax does not apply where VAT is payable; however there are
some exceptions to this rule.

This tax in its modality of legal documents is levied on stamped legal docu-
ments; it applies to notarised documents both of commercial and administra-
tive character.

V.10 CUSTOMS DUTIES

Standard customs duties are generally payable when goods are cleared by
customs. With very few exceptions, the duties are “ad valorem”, i.e. calculat-
ed on the CIF value or on a similar invoice value. 

As a result of Spain joining the EU from 1st January 1986, a programme of
gradual decreases of the customs duties between Spain and the EU was estab-
lished, resulting in their elimination on 1st January 1993. From this date, transac-
tions between EU members are not treated as imports. What before 1993 were
imports are now “intercommunitarian acquisitions of goods”, which are subject
to VAT when the goods are owned by the purchaser in the EU state of destination.

V.11 ECONOMIC AND TAX SYSTEM OF THE CANARY
ISLANDS

The Canary Islands have a special tax system established in order to boost
economic activity and job creation, as well as to attract entrepreneurial initia-
tive and external investment. 

The most important aspects of the tax regime are as follows: 

1. Measures applicable to all of the Canary Islands: 

• Tax on Asset Transfers and Stamped Legal Documents: exemption
from this tax for those entities which have their domicile in the Ca-
nary Islands (or permanent establishments of companies with their
domicile in Spain or of non-resident entities) for recently created
companies during incorporation or, in the case of those already in-
corporated, where a capital increase, expansion, modernisation or re-
location is being undertaken for a period of 3 years after they were
first registered or last increased their capital. The exemption applies
to the incorporation of a company, increases in its share capital and
the acquisition of investment goods. 

With regards to “company transactions” for that part of the share
capital of a new company or of the increase in a company’s share cap-
ital that is not intended for investments there will be a 50% exemp-
tion for 2003.
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• Canary Islands General Indirect Tax: A complete exemption from
this tax is available for telecommunication services provided in the
Canary Islands and for investment goods acquired by companies
which meet the requirements for the exemption from the tax on
wealth transfers discussed above.

• Corporation Tax: a 50% reduction is granted on profits arising from
the sale of goods produced in the Canary Islands.

This credit is also applicable to companies domiciled outside the Ca-
nary Islands, trading in them through permanent establishments. 

Individuals subject to Personal Income Tax carrying out the above
mentioned activities, fulfilling the relevant criteria, and taxed on their
actual income, may also take advantage of this credit.

As far as deductions for investment are concerned, a more favourable
regime is established than the one in force in other parts of Spain. 

An “investments reserve” is available in the Canary Islands, with the
result that the companies have the right to deduct from their taxable
income part of their profits made in the Canary Islands provided that
the amounts are transferred to this “investment reserve”.

The tax regime described above is not applicable to certain indus-
tries, shipbuilding, motor vehicles, steel making and coal.

2. Measures applicable to entities of the ZEC (“Zona Especial Canaria”,
Special Canary Islands Zone):

The EU has now agreed to the establishment of the ZEC, which will exist
until 2008, which will be renewable with the previous approval of the Euro-
pean Commission. 

Thus, an area of reduced taxation is created within the EU, which gives
companies, among other fiscal advantages, the possibility to apply reduced
rates of corporation tax of between 5% and 1%.
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