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WHY THE CANARY ISLANDS?

I. UNIQUE NATURAL
CONDITIONS

VI. PRIORITY DESTINATION
FOR COMMUNITARIAN AND
NATIONAL FUNDING

IV. EXTENSIVELY EQUIPPED
WITH HIGH QUALITY
PRODUCTION FACTORS

- Growing human resources
- Infrastructure Plan 2000 – 2006

V. DYNAMIC SETTING, DRIVING
FORCE FOR NEW INVESTMENTS

- Economic acceleration process.
- Consolidated tourist industry that continues to
generate new opportunities.

III. A LOCAL MARKET IN CONSTANT
EXPANSION AND A POPULATION THAT
ENJOYS HIGH STANDARDS OF LIVING

- Extensive potential market.
- Local population younger than the
national average.

II. A STABLE POLITICAL FRAMEWORK

I Why the Canary Islands?

Investment
Incentives in the
Canary Islands

- An Autonomous Region with a high ceiling
of jurisdiction.
- Decentralized Administrative Structure.
- Extensive Institutional Development for
creating the corporate system.
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1.1 Unique natural conditions

The Canary Island archipelago is made up of seven main
islands of volcanic origin. The islands are off the West African
coast, about 1,000 km. from the Iberian Peninsula. Administratively
the Canary Islands are divided into two provinces; Las Palmas,
covering Gran Canaria, Lanzarote and Fuerteventura, and Santa
Cruz covering Tenerife, La Palma, La Gomera, and El Hierro. The
archipelago has two province capitols, Las Palmas de Gran Canaria
and Santa Cruz de Tenerife.

The strategic location of the Archipelago allows the residents
to enjoy an enviable quality of life within a unique natural setting
and a privileged climate with average annual temperatures ranging
from a maximum of 24ºC/ 75ºF to a minimum of 15ºC/ 60ºF.
The rich and varied vegetation of the Islands and the beauty of
its landscapes constitutes the main attractions that have not only
made the Canary Islands a favorite tourist destination for residents
from the European Union, but also a luxurious environment for
residents of the Islands, allowing them to combine perfectly
business activities with pleasure. Additionally, investment incentives
that are promoted in the Canary Islands are benefited by the
Islands’ situation as a bridge between Europe, Africa, and America
as it facilitates trade and broadens the horizons of traditional
destinations for European exports.

The possible opportunity costs that could arise from the
island factor and geographical location have historically been

1.2 A stable political framework for investing

The Autonomous Community of the Canary Islands was
officially created on August 16, 1982, when its Autonomous
Statute came into force. Jurisdiction in the areas of health and
educational services within the region gives the Canary Islands
a higher level of responsibility than most regions making it
comparable to Catalunya, the Basque Country, Galicia, the
Community of Valencia, Andalucia or Navarra.

Another factor that must be taken into consideration is the
continual process of transferring and delegating responsibilities
of the Autonomous Community to the Islands’ Municipal Councils.
These two levels of government share exclusive responsibilities
in many areas, such as, roads, water and the environment.

The development of a high level of jurisdiction in Canary
Island Autonomous Community is guaranteed by the Autonomous
Community funding system in article 151 of the Constitution.
In the case of the Canary Islands, financial autonomy is reinforced
by a special tax system and by being considered an Objective I
region, which makes it eligible for Inter Territorial Compensation
Funds at a national level.

compensated for, as we will subsequently see, by the special fiscal
and economic regimen and treatment that differs in the system
of autonomous financing and with a network of regional aid and
incentives from all the different authorities.

An Autonomous
Community
responsible
for health,
education, and
social services

Source of funding
that guarantees
effective
implementation of
jurisdiction

5

Favorable
geographical
situation



6

The budget dynamics of the Government of the Canary
Islands is characterized by its remarkable capacity to generate
current savings that enables it to undertake an active investment
policy without causing financial strain. International financial agents
endorse its healthy state of public finances. In this regard, it should
be pointed out that the most prestigious international ranking
agencies have given the same credit ranking for currency debt to
Canary Island Autonomy as was given to the Kingdom of Spain
(the highest rating obtainable by an Autonomous Community).

The population census for the Canary Island Autonomous
Community registers a population of 1,894,868 inhabitants, living in
a total area of 7,447 km2. Therefore, this is one of the most densely
populated regions of Spain. If we add to this the high, year round,
tourist occupancy rate, the market potential for established businesses
in the Canary Islands is far greater than that of other Autonomous
Communities. The population is highly concentrated in the urban
centers of the islands, particularly in the province capitols of Santa
Cruz de Tenerife and Las Palmas de Gran Canaria.

Another factor that must be taken into account along with the
high population density of the Islands is the fact that it is a relatively
young population compared to the other Autonomous Communities.
This is explained by a high birth rate, leading to a high growth rate.
Whereas on a national level, the population under the age of 30
accounts for 36.80 % of the total population, in the Canary Islands

Densely populated
territory,
a large
potential market.

Population
younger than
the national
average.

Extensive variety of
leisure and cultural
activities available to
Island residents.

1.3 A local market in continual expansion
and a population that enjoys an excellent
quality of life

1.4 Extensively equipped with high quality
production factors

it represents 41.04 %. On the other hand the mortality rate is also
inferior to the rest of Spain. These circumstances together with the
high birth rate are indicators of a quality of life comparably superior
to the national average.

An extensive variety of leisure and cultural activities in the
unsurpassable natural surroundings found in the Canary Islands
enhance the quality of life of the Island residents.

Two main theaters, two auditoriums, two fair and exhibit
centers, forty hypermarkets, five casinos, twenty theme parks, thirty
two cinemas eleven of which are multiple cinemas, consolidate the
intense cultural and entertainment infrastructure. The large number
of national parks and the existence of two biosphere reserves in the
Canary Islands also contribute to raise the indicators of the quality
of life on the islands.

GROWING HUMAN CAPITAL

The Canary Islands offer considerable training potential to
its working population through two universities, centers for applied
research and public training programs designed specifically to
match companies needs. The human resource makes up a pro-
ductive factor of a highly qualified workforce that is expanding
rapidly in the industry sector and advanced service sector parti-
cularly in areas with great future potential such as biotechnology,
robotics, and telematics, nutritional and marine technology, and
environmental management.

The Canary Islands
offer specialist in
booming economic
sectors such as
robotics, new
technologies, and
the environment.

Investment
Incentives in the
Canary Islands

Budget dynamics
that allows for self-
financing of high
investment efforts.
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AN EXCELLENT INFRASTRUCTURE AND COMMUNICATIONS
NETWORK AT REDUCED PRICES

A modern infrastructures and communications network
compensates for the relative distance of the Canary Islands from
mainland Europe. This consists of eight airports, ten commercial
ports, and twelve yachting ports with projects to build four more.
The Islands also have an extensive network of roads covering
0.6% of the total surface of the archipelago, 0.32% above the
national average.

Airfare for passengers who are residents of the Canary Islands
is reduced 30% on flights between the islands and the peninsula.

An excellent network
of communications and
transportation.

A 30% reduction in
the price of flights for
residents.

1.5 A dynamic economic setting that generates
new investments

The economic boom the Canary Islands has experienced in
recent years is far greater than the expansion process experienced
in other regions of the European Union as stated in the main
macroeconomic variables of 2002.

The Canary Islands is
in a stable economic
growth situation,
greater than the
Spanish and
European average.

A basic issue is to analyze which sector is responsible for the
economic growth of the Canary Islands. In this case, data illustrates
the source of wealth and the driving force behind the economy
in the Canary Islands is the service sector, which is closely tied
to the construction sector, which ultimately establishes the tourist
industry of the islands.

The service sector
and especially the
tourist sector are
the driving forces
behind the Canary
Island economy.

GROWTH BY SECTOR IN THE CANARY ISLANDS 2002 (%)

% T.V.  Real of GDP
Primary Sector
Industrial Sector
Construction Sector
Service Sector

Source: INE

Geographic and climatic factors in the Canary Islands deter-
mine the concentration of the productive structure of the Com-
munity in the service sector, 78 % in 2003, and particularly in
the tourism sector. This sector in the Canary Islands, in contrasts
to what characterizes other regions in Spain, has demonstrated
a strong resistance to the economic crisis and possible fluctuation
of the flow of tourist during the year.

The high hotel occupancy rate in the Canary Islands, twenty
points above the Spanish rate, and an average stay of four days
more in the Islands than the average stay of tourist in the rest of
Spain are the best indicators to confirm the structural nature of
tourism in the Canary Islands.

Hotel occupancy is
nearly to full
capacity year round
with visitors whose
average stay is
longer than any
other tourist region
in Spain.

MAIN MACRO – ECONOMIC INDICATOR 2002 (%)

EU
Canaries
Spain

7,6
11,2
11,4

Exports
1,0
1,9
2,0

Sources: INE, ISTAC, Dirección General de Aduanas

GDP Price Unemployment
1,8

15,4
0,0

2,3
3,2
3,6

-1,7
1,4
3,4
1,8



The Communitarian Initiatives (1) are specific instruments
of the European Union political structure that the Commission
proposes, of its own initiative, to the states that are members,
to provide support for proceedings that contribute to the
resolution of problems that arise of particular dimension.
Therefore, the Communitarian Initiative REGIS, approved in
1992, objective is to encourage the integration of the most
remote regions of the European Community, as is the case of
the Canary Islands. The new REGIS II (1995-99) initiative also
includes certain measures of the program POSEICAN subsidized
by the Structural Funds and the measures of the remaining
Communitarian Initiatives that are implemented in ultra-peripheral
regions of the European Union. In the case of the Canary Islands,
the communitarian initiative program PYME and actions from
the URBAN program are implemented.

All of these proceedings are evidence of the importance of
the involvement of the European Union within the framework
of the Regional Development Program, making the Canary Islands
the Autonomous Community to have received the most financial
aid from the EU for the reduction of internal differences.

As an
Objective I Region
and Ultra-Peripheral
Region, the Canary
Islands have
privileged
access to European
Structural
Funds.

1.6 Priority Destination for Communitarian
and National Aids

If we add the important development of hotel and leisure
service related infrastructure in the Islands to the important role
new information technologies will play in the near future, the
Canary Islands will find itself facing a wide range of opportunities
that will lead to continual economic growth. The Canary Islands
offers business people and professionals the opportunity to
combine the benefits derived from its unrivalled geographic
location and enviable climate and surroundings with the
advantageous cost savings made possible by taking full advantage
of the new information systems.

OCCUPANCY RATE
Canary Islands     Spain

2002
2003

74.8
76.8

AVERAGE RATE (days)
Canary Islands     Spain

59.48
54.50

8.1
8.3

3.72
3.65

Sources: INE, ISTAC
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Canary Islands, as
the best future
option for business
investments.

The source of communitarian funding received by the Canary
Island Autonomous Community is composed of the Structural
Funds and Cohesion Fund, main instruments of the regional policy
and the cohesion of the European Union.

The Canary Island archipelago, classified as an Objective I
Region, as per capita income is less than 75% of the average per
capita income in Europe, is benefited by privileged access to the
Communitarian Structural Funds. The particular characteristics
of ultra-peripheral regions, which include the Canary Islands, have
generated a specific communitarian incentive, REGIS, of which
contributions benefit the Canary Islands at the present time.

(1) In section 2.2.2. of this guide you will find some of the most important types of
subsidies and aids in the Canary Islands.

Investment
Incentives in the
Canary Islands
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Canary Special
Zone (ZEC)

Reserve for Investment
in the Canary Islands

Allowances for Production
of Tangible Goods

Deduction for Investment
in the Canary Islands

Indirect Tax Fiscal
Advantages

Special
Register of Ships

Other Incentives



2.1 Fiscal Incentives

What is the
Canary Special
Zone?

Duration
of the ZEC

Who is eligible for
the ZEC?

10

2.1.1 Canary Special Zone (ZEC)
The Canary Special Zone is an economic instrument created

for the purpose of promoting the economical and social development
of the archipelago and for the diversification of its productive structure.

The ZEC will be in force until December 31, 2008 with the
possibility of an extension prior to authorization by the European
Commission.

Companies will have until December 31, 2006 to register in
the Official Register of Entities of the ZEC.

All businesses that wish to develop, through the Canary Special
Zone, an industrial or service activity within the Canary Islands
territory.

In the Canary Special Zone, companies will be able to establish
entities dedicated to commercial, industrial, and service activities
,with the exception of services of a financial nature (fishing, food,
beverages and tobacco, clothing and furs, leather and footwear, paper,
printing, graphic arts and reproduction, chemicals, prefabricated
materials for construction, mechanical machinery and equipment,
electrical material and electrical, electronic and optical equipment,
furniture and other manufactured goods, recycling, wholesale trading
and intermediaries, packing and packaging, transport and associated
activities, information technology, electronic commerce,
telecommunications, training, consulting, counselling, advertising, call
centres, natural resources and waste elimination, publicity, R+D).

To be a ZEC company, the following requisites must be met:

1. It must be a newly constituted entity with domicile and
effective office within the ZEC territory.

What requisites
must be met in
order to be a ZEC
company?

Investment
Incentives in the
Canary Islands

What Tax Benefits
do ZEC companies
have?

2. One of the managers must be resident in the Canary
Islands.

3. It must make an investment of at least 100,000 Euros in
fixed assets related to the activity within the first two years
subsequent to registration in the ROEZEC.

4. It must create at least 5 jobs within six months from its
registration in the ROEZEC, and maintain an average of 5 jobs
during the time it is registered as a ZEC Entity.

5. It must carry out activities authorized by the ZEC.

6.  It must present a Report describing the activity to be
carried aut with regard to its solvency, viability, competitiveness
and contribution to the economic and social development of the
Canary Islands.

The tax benefits of the ZEC are as follows:
• Corporation Tax or non-resident income tax.

ZEC companies will be subject to payment of,
depending on the nature of their business, either
corporate tax or non-resident income tax.

A reduced tax rate has been established, between 1
and 5%, that varies depending upon the net creation
of employment, period of registration, whether the
activity is new or preexisting, and the type of activity.

• Capital Transfer Tax and Stamp Duty.
 ZEC companies are exempted from payment of tax
for the following:
• The acquiring of assets and rights that are designated
to the development of the activities of the ZEC
company within the territorial scope of the ZEC.
• Operations performed by the company except for
its dissolution.
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From the XV century to modern times, the Canary Islands have
had a different tax and trading system due to the island factor and
geographical remoteness. These historic rights have manifested
themselves in the form of an almost free-trade regimen within the
context of protectionism that have varied in degree from one period
to another.

During the XIX century this special status took the form of a
free port system that lasted up until the Spanish civil war. Since then
the system has gradually evolved through the introduction of
interventionist elements that finally lead to the Canary Islands Economic
and Fiscal Regimen Act (REF) Law 30/1972 which was passed to
establish a series of measures designed to lay down the foundation
for promoting economical and social development of the Islands.

The need for designing a special fiscal status for the Canary
Islands that would be compatible with the European regulations in
matters of competitive business and interior market and the changes
that have occurred in the world economic situation in the past twenty
years, has lead the Canary Islands fiscal regimen to adjust to the new
demands of their surroundings, while maintaining its objective to
develop the region.

For this reason the Canary Islands Economic and Fiscal Regimen
Modification Act, Law 19/1994 was passed to establish the fiscal
policies of direct incidence of the REF, and also the regulation of the
“Canary Special Zone” (ZEC), an instrument for future promotion
of economic and social development of the archipelago.

•  Stamp Duty based on operations performed by the
company within the territorial scope of the ZEC.

• Canary Island Indirect General Tax  (IGIC).
The delivery of goods and services provided between
one ZEC company to another as well as importing of
goods by ZEC companies.

Reimbursements and Deductions:
ZEC companies will be entitled to deduce and be reimbursed

for the contributions made for direct repercussion on the acqui-
sition of assets and in the services received by these companies,
and on the implicit tax rate on these assets and services, as well
as for the contributions made to the Public Tax Authorities,
provided that said assets and services are used by the company
in the course of the mentioned operations.

Companies may receive the fiscal benefits of the Special
Canary Island Zone at the same time as they receive other
investment and job creation grants or incentives within the limits
and under the conditions established in Community regulations.

ZEC Territory.
The ZEC reaches across all the Canary Island territory with

certain designated areas:

a) Service oriented companies are eligible to establish
themselves anywhere within the Canary Island territory.
b) Companies that deal with production, transforma-
tion, handling, and commercialization of merchandise
will be restricted to zones designated to this type of
operation.

How long has there
been a special fiscal
regimen in the
Canary Islands?

How has the REF
adapted to Spain
joining the
European
Community?

What regulations
govern the
present REF?

2.1.2 Economic and Fiscal Regimen
of the Canary Islands
2.1.2.1 Past, present and future of the REF:
A Special Stable Fiscal Regimen

Compatibility
with other
incentives.



The question of compatibility of the Canary Fiscal Regimen with
Communitarian regulations arises because certain direct or indirect aids,
granted by the states or from state funds, may misrepresent or threaten
free competition, favoring certain companies or productions.

  Any uncertainty in this regard has been dissipated by the of the
European Commission Decision on December 16, 1997, confirming
the fiscal incentives established in the REF are “aids that can be considered
compatible with the Common Market in accordance with the European
Union Treaty and the EEC Agreement.”

The Decision considers the fiscal incentives included in the REF to
constitute indirect aids for investment and operation of companies in
the Canary Islands and their existence is justified provided they subject
themselves to the limits established by the communitarian regulation
and to the conditions established in the Decision.

The R.D. Law 3/1996 of January 26, the Law 13/1996 of December
30, the R.D. Law 7/1998 of June 19 and the R.D. Law 2/2000 of July 6
(Approval of the Canary Special Zone), have introduced all of the
necessary modifications to adapt to the fiscal incentives of the REF of
the established conditions in the Communitarian Decision, obtaining
full compliance with communitarian regulations.

In conclusion, the ultra-peripheral status of the Canary Islands and
the need to compensate for costs arising from the island factor and
geographical remoteness, recognition has been received successively
by Spain’s Treaty of Cohesion to the European Community (Protocol
II), the REGIS II Community Initiative [in article 299 of the Treaty of
Amsterdam], the POSEICAN programs and in all the Community
Decisions that have been passed since then. All of this guarantees the
stability of the special fiscal status of the Canary Islands, although it is
subject to the conditions and controls of the European Commission,
the institute in charge of ensuring compliance with communitarian law.

Are the REF’s
fiscal incentives
compatible
with the
Communitarian
regulations?
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2.1.2.2 Fiscal Incentives in the REF:
The Reserve for Investment
in the Canary Islands

What is the Reserve
for Investment in
the Canary Islands?

DEFINITION OF THE RESERVE FOR INVESTMENT
IN THE CANARY ISLANDS

The Reserve for Investment in the Canary Islands, hereinafter
RIC, was devised for the purpose of stimulating equity capital
financed investment efforts, i.e. self-financing of the investment
by companies operating in the Canary Islands.

Who can benefit
from the RIC?

QUALIFICATIONS NECESSARY FOR THE CANARY ISLANDS
INVESTMENT RESERVE

The RIC fund represents a fiscal advantage related to the
activity carried out by establishments located in the Canary
Islands. The following can benefit:

• All companies and other legal entities subject to paying
Corporation Tax.

• Individuals subject to paying Income Tax, only if their net
income comes from business activities or professional and is
determined by the direct evaluation method.

Royal Decree Law 7/1998, however, establishes that no
fiscal incentives may be applied to productive activities in sensitive
sectors (shipbuilding, synthetic fibres, car industry, steel and coal
industries).

Investment
Incentives in the
Canary Islands

Is the continuity
of the Canary
Islands’ special
fiscal status
guaranteed?



What fiscal
advantages
does the RIC
offer?

The essential prerequisite for benefiting from the RIC, is that
the company, regardless of where it has its head offices, maintains
a permanent establishment in the Canary Islands. A permanent
establishment is understood to mean all the facilities or places of
work in which the company continually or usually carries out all or
part of its activity, with authority to enter into contract, in name, or
on behalf of the non-resident person or entity. What are

considered to be
undistributed
profits for
calculating the
limits of fiscal
advantage?BAI= Pre Tax Profits

Distribution of Profits

Legal Reserve

Voluntary Reserve
Base for RIC
calculation

CORPORATION TAX

BOOK PROFIT

UNDISTRIBUTED PROFITS
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What does
"permanent
establishment in
the Canary
Islands" mean?

APPLICATION AND CALCULATION OF THE RIC
The RIC enables a company to reduce its tax base, for

Corporation Tax, by up to 90% of its Undistributed Profits (BND).
This is applicable to whatever amount of profits the establishments
located in the Canary Islands decides to allocate to the Canary
Island Investment Reserve.

Undistributed Profits are understood to be those that are
ploughed back into the company's reserves. It is calculated by
subtracting the Legal Reserve(RL) and dividends to be distributed
(D) from the Gross Book Profit (BCB) for the tax year.

The RIC can be applied in the same way to Income Tax. In
that case,  it would mean a deduction in the full value of Income
Tax payable on net operating income assigned to the RIC. The
calculation is made by applying the average tax rate (t) to the
amount allotted to the RIC(1).

(1) In the latter case, the deduction may not exceed 80% of the percentage of the full
amount of tax that would be payable on the net operating income derived from company
establishments located in the Canary Islands.

Canary Island
Investment Reserve



REQUISITES OF THE RIC.
 The requisites that must be met for an
individual or company to fully and
effectively enjoy the fiscal benefits of the
RIC are as follows:

1. Materialise the reserve
Sums allotted to the RIC must be

invested in one of the following ways:
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What requisites
have to be met to
enjoy the fiscal
benefits of the RIC?

Acquiring

new

or

used

fixed

assets

- Be located or received in the Canary Islands.
- Be used in the Canary Islands.
- Be necessary for carrying out business activity or
contribute to improving and protecting the
environment in the Canary Islands.
- Investments made by lessees in property and those
made in restoring a fixed asset restoring.
and those made oin restoring.

- They may not have previously benefited from
the RIC.

- Thay must represent a technological impro-
vement for the company.

The Law expressly considers the following as possible materialisations of the RIC in this section:
- Aircraft based in the Canary Islands.
- Ships sailing under the Spanish flag, registered in the Canary Islands, including those 
inscribed in the Special Register of Ships and Shipping Companies.

The following will be understood to be located or received in the Canary Islands:
- Lease payments for usage of property in the public domain.
- Payments for services rendered by public entities.
- Software and Intellectual Property right that apply exclusively  in production processes or 
commercial activities in the Archipelago.

Personnel expenses for qualified researchers who are dedicated exclusively to R&D activities carried
out within the Canary Islands, to the extent these personnel expenses are incurred in research projects
or innovation and technology centres that are officially recognised, registered and located in the
Canary Islands.

- Companies invested in must operate in the Canary Islands.
- All monies invested in stocks and shares must be used for financing investments in new or used
fixed assets in the above mentioned conditions. These investments may not receive any other
fiscal benefit.

Conditions for New
and Used Fixed Assets

TYPE OF INVESTMENT

Investment in
company stocks or
share capital

Additional conditions
for Used Fixed Assets

CONDITIONS TO BE MET FOR OBTAINING FISCAL BENEFIT

Investment
Incentives in the
Canary Islands
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4. Accounting the reserve.
The RIC must appear on balance sheets  as completely separate

account, under a suitable heading. The account may not be used
during the compulsory period for keeping RIC assets.

5. Paying for RIC assets.
 The purchaser of RIC assets may use whatever form of payment

he wishes: cash, external financing or leasing, provided that, in the
latter case, there is no doubt about exercising the purchase option.

COMPATIBILITY BETWEEN THE RIC AND OTHER FISCAL
INSTRUMENTS

The RIC is compatible with fiscal benefits deriving from specific
incentives of the Canary Islands Economic and Fiscal Regime and
the General Corporation Tax Regime:

• Tax Allowance for Producing Tangible Goods.

•  Freedom of depreciation for job-creating investments (Royal
Decree Law 7/1994, 20th June).

•  Estate Tax and Stamp Duties exemptions for acquiring assets.

The Special Regimen of Deduction for Investment in the Canary
Islands, though in the physical sense, i.e., the individual cannot apply
simultaneously for both tax benefits on the same investment but, if
the investment good exceeds the sum contributed to the RIC (Canary
Island Investment Reserve), the excess may be covered by the
category of Investment Deduction. This restriction is removed if it
is feasible to divide the investment into fractions.

Does a company
have keep
RIC assets?

Can the RIC
be used for
a used asset
that has
previously
received
other fiscal
benefits?

How long have
you got to invest
RIC funds?

The following points concerning the enclosed table must, however,
be clarified:

a) The regulations only expressly prohibit RIC funds from being
used for acquiring used fixed assets that have previously received RIC
benefits, it does not matter if they have previously benefited from
investment deductions.

b) Technological improvements are understood to be those
investments that have one of the following effects:

• A reduction of unit production costs of the goods or
services in question.

• An improvement in the quality of goods or services.

c) Regarding the share option, current regulations do not require
the company invested in to be domiciled in the Canary Islands. It only
requires that this company operates in the Canaries. This relaxation
of the rules increases the opportunities offered by the RIC and widens
the range of options for financing investments in the Canary Islands.

2. Deadlines for investing RIC funds.
The fiscal advantages of ploughing profits into the RIC require

that funds assigned to it must be used within three years of the date
the tax for the year in question is due.

3. Minimum ownership of RIC assets.
The minimum period during which assets acquired with RIC funds

must remain in operation depends on the investment option chosen:
•  Investments in Fixed Assets: 5 years or the useful life of the

asset in question, if this is less. For this purpose, useful life is considered
to be the maximum depreciation instalment listed in officially approved
amortisation tables.

•  Other Investments: 5 years.

Are there any
specific accounting
rules for the RIC?

Do RIC assets
have to be paid
for in cash?

Are RIC tax
benefits
compatible
with other
fiscal
incentives?
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• They work directly in the production of tangible
goods in the archipelago within the following sectors:
agriculture, livestock, manufacturing and fishing,
provided that it is deep sea fishing, in Spanish fishing
boats, and the catch is landed, handled, and processed
in the Canary Islands.

However, R.D. Law 7/1998 establishes that the productive
activities within the sectors considered sensitive by the European
Union, shipbuilding, synthetic fibers, automobile industry, steel
and coal industry, are not eligible for production allowance tax
benefits.

APPLICATION OF THE ALLOWANCE FOR THE
PRODUCTION OF TANGIBLE GOODS

This incentive assumes an allowance of 50% of the total
amount that corresponds proportionately to the income derived
from the sale of the tangible goods produced in the Canary Islands
that meet the requirements mentioned previously.

Allowance = 50% x 35% x Income from the sales of tangible
goods produced in the Canary Islands.

The same allowance is applicable to Income Tax payers (IRPF)
that practice the same activities under the same requirements
that are demanded of the Corporate Tax payer. This allowance
in applied to the entire amount that corresponds proportionately
to the income derived from the activities mentioned.

Allowance = 50% x Average Rate x Income from the sales of
tangible goods produced in the Canary Islands.

What fiscal
benefits are
assumed by the
allowance for
production?

PENALIZATION FOR NON-COMPLIANCE OF REQUIREMENTS
The taxpayer will be penalized for infringement of the

requirement enforced by the regulations of the application of
fiscal benefits. The penalty would be to incorporate the exact
amount of the defaulted sum into the tax base for the accounting
period in which the delinquency took place. A corresponding
interest would be charged on taxes payable on this amount.

What happens
if fulfillment
of the RIC
standards
is not kept?
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DEFINITION OF THE ALLOWANCE FOR PRODUCING TANGIBLE
GOODS IN THE CANARY ISLANDS

 It is a tax incentive that reduces the total contribution of
the Corporation Tax or the IRPF income tax. The objective of
this fiscal instrument is to strengthen the productive activities in
the archipelago.

QUALIFICATIONS NECESSARY FOR THE ALLOWANCE FOR
PRODUCING TANGIBLE GOODS IN THE CANARY ISLANDS

 Individuals, who pay Corporation Taxes and personal income
tax and determine their income using the direct evaluation system
can benefit from the allowance, provided they comply with the
following conditions.

• Possess a permanent establishment or branch in the
Canary Islands, regardless of where the company is
domiciled.

2.1.2.3 Fiscal Incentives of the REF: Allowances for
Tangible Goods Produced in the Canary Islands

What is the
allowance for
the production
of tangible goods
in the Canary
Islands?

Who can
benefit from
the allowance for
the production of
tangible goods?
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COMPATIBLILTY OF THE ALLOWANCE FOR PRODUCTION WITH
OTHER FISCAL INSTRUMENTS

This instrument is compatible with other fiscal incentives.
Particularly, any business that benefits from the Allowance for the
Production of Tangible Goods can simultaneously obtain the
corresponding fiscal advantages derived from funds of the Reserves
for Investment in the Canary Islands and exemption from the
reinvestment for SME (Small and Medium Enterprise).

THE SPECIAL DEDUCTION REGIMEN FOR INVESTMENTS IN THE
CANARY ISLANDS

The deduction for investment in the Canary Islands is a fiscal
incentive equivalent in function to the one that exists in the rest
of the national territory but with a considerable advantage in
regards to the amount of fiscal benefit.

The special deduction regimen for investments in the Canary
Islands is applicable to the following persons and entities:

All corporations and other legal entities subject to Corporation
Tax for investments made and kept in the Canary Islands, provided
that:

•They are domiciled in the Canary Islands
• If not, at least they maintain a permanent establishment
in the Islands.

Can a business
benefit from the
RIC and the rest
of the fiscal
advantages
of the REF at
the same time?

2.1.2.4 Fiscal Incentives in the REF:
Deduction for Investment in the Canary Islands

How is the CT
(Corporation Tax)
deduction similar
to that in the rest
of Spain?

Who is eligible for
deductions for
investments in the
Canary Islands?

Individuals who engage in business or professional
activities in the Canary Islands, provided that they
comply with the conditions imposed by Income Tax
regulations for the application of the investment
incentives established in the Corporation Tax.

APPLICATION OF THE SPECIAL DEDUCTIONS REGIMEN FOR
INVESTMENTS IN THE CANARY ISLANDS

The deductions for investments in the Canary Islands cons-
titute a measure providing fiscal stimulation that operates as an
added reduction in the total sum of tax payable after applying
the deductions for double taxation and possible allowances, as
is the case in the general regimen established in the Corporate
Tax Act in 1995. In general terms, the amount of the deduction
is calculated in each case by applying the legally stipulated deduction
percentage for each category of investment to the total sum of
the investment made.

The Canary Regimen presents considerable advantages over
the general regimen:

• A greater amount of fiscal benefits thanks to a greater
deduction percentage applied and a more extensive limit
on the total sum of the final deductible amount.
• The special Canary regimen has a permanent character
granted by Law 19/94, before the general regimen of
deduction for investments, regulated by Law 43/95 of
Corporation Taxes, which suspends this incentive at the
expense of the Budget Law, which establishes these
deductions annually.

How are the
deductions for
investments in the
Canary Islands
calculated?

Why does this fiscal
incentive make
investing in the
Canary Islands
more attractive
than in the rest of
the Peninsula?



Investment
Incentives in the
Canary Islands
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Canary Special Regimen’s greatest amount of fiscal benefits
for investment deductions is concentrated in the following
characteristics, which differentiate it from the general regimen:

1.  The rates applicable to investments made
will be greater than 80% of those of the
general regimen, with a minimum differential
of 20 percentage points. The following table
indicates the deduction percentages for invest-
ment undertaken that can apply to business
activities during the year 2004.

2. The deduction applied for investments has as a
limited maximum a coefficient, that operates upon
the net quota of Corporate Tax, that should always
be greater than 80% of that for each model of

What deduction
rates are applicable
to investments in
the Canary Islands?

deduction in order to determine the general regimen
for investments, with a minimum differential of 35
percentage points. The year 2000 concrete is as
follows:

APPLICABLE RATES

Fixed assets
Book publication
Film production
Co producer financer  (2)

Environmental protection
Exporting companies
Investigation and development  (3)

Technological investigation (5)

Assets of cultural interest
Professional formation  (6)

MODEL OF
INVESTMENT 2000

Special Canary
Regimen

General
Regimen

25 (1)

25
40
25
30
45
54/90 (4)

35/30
30
25/30

(1) As of 1997, given that the deduction for investments in new fixed assets has been omitted from the general
regimen of Corporation Tax, in agreement with the established Law 19/1994 disp. trans. 4ª said deduction continues
to be applicable in the Canary Islands in compliance with the gideline in force as of 1996.
(2) This model of investment is applicable as of 1/1/1999.
(3) Since 1996, the deduction percentage is the same for all the expenses in I + D effective during the tax period
for this concept. However the general regimen 30% is applied for expenses in I + D, 50% for excess expenses
and additional deduction of 10% exists for certain expenses.
(4) Furthermore, an additional 30% deduction is established on the following:

I. Expenses incurred by qualified investigative personnel; and
II. Expenses incurred by I + D projects for persons in charge of institutional investigations.

(5) 35% for institutional investigators expenses, 30% for the rest.
(6) 25% up to the average value of the expenses incurred during the last two years, 30% on the excess.
(7)  As of 1/1/2000 the limit for the deduction is situated, as it has been until now, at 70% of the net profit of that
period, this limit elevates to 81% when the deduction for the profit for activities of the I + D and innovative
technology exceeds the 10% of the entire profit, lowering the deductions in order to avoid double taxation and
allowances. This new limit will be at an over all level of general effect, which means, it will benefit all the deductions
that the taxpayer has a right to.
(8) Co producer financial limit is 40%.
(9) This model of investment deduction has only been in effect since 1997.
(10) This practice has been in force since 1/1/1997.

-
5
20
5
10
25
30/50   [10]
15/10
10
5/10

COEFFICIENTE LIMIT

Fixed assets
Book publication
Film production (8)

I+D (Investigation and Development)
Cultural interest assets
Environmental protection (9)

Creation of employment for the disabled (10)

Exporting companies
Professional formation

MODEL OF
INVESTMENT 2000

Special Canary
Regimen

General
Regimen

50% -
70/81% (7)

“     “
“     “
“     “
“     “
“     “
“     “
“     “

35/45%
“     “
“     “
“     “
“     “
“     “
“     “
“     “



 3. The deduction for investment in the Canary Islands
can also be applied to factors of used fixed assets,
provided that: they have not previously benefited from
the deduction for investments from the general regimen
and that they represent a technological improvement
for the company.

There is also an added advantage: the deduction for investment
in the Canary Islands can be applied to those factors of used fixed
assets that had previously benefited from the RIC.

COMPATIBILITY OF THE SPECIAL DEDUCTION REGIMEN FOR
INVESTMENTS IN THE CANARY ISLANDS WITH OTHER FISCAL
INCENTIVES

 The entities that are capacitated to benefit from the
special deduction regimen for investments in the Canary Islands
can simultaneously enjoy the following fiscal advantages:

• Exemption from Capital Transfer Tax and Stamp
Duty for acquired capital assets.
• Deduction for investments made in the Peninsula
(General Regimen).
• Allowances for Production of Tangible Goods.
• Reserve for Investment in the Canary Islands,
including for the same assets, provided that the
application of the fiscal tax benefit for the deduction
for investments in the Canary Islands affects the
economic difference between the total value of the
investment undertaken and that assigned to the
materialization of the fund of the RIC.

The deduction for investments in the Canary Islands can

Can a
company benefit
simultaneously
from other fiscal
advantages?
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apply to the acquiring of used fixed assets that would have
previously benefited from the RIC and for the same deduction
for investment (general and special regimen).

2.1.2.5 Fiscal Incentives of the REF:
Fiscal Advantage of the Indirect Taxation

What is the IGIC?

DEFINITION OF THE CANARY ISLAND GENERAL INDIRECT TAX
(IGIC)

The Canary Island General Indirect Tax, hereinafter IGIC,
is an indirect tax, for the purpose of taxing final consumption,
which substitutes the VAT (Value Added Tax), communitarian
tax on consumption. Its regulation and applied mechanics are
similar to the VAT, without discriminating against the specifics
and peculiarities of the regimen of the IGIC, that respect the
consumer tax exemption that is explicitly regulated in the
Canary Islands Statute of Autonomy.

The specific territorial scope of the IGIC consists of the
Canary Islands land territory, territorial waters up to a 12
nautical mile limit and the corresponding air space.

THE ADVANTAGES OF THE IGIC OVER THE VAT
The additional advantages offered by the IGIC regulation over
the VAT are as follows:

• Lower tax rate.
• Application of a 0 % rate on certain goods and
services.
• Exemption for telecommunication services

Where is the IGIC
applied?

What are the
advantages of the
IGIC compared to
the VAT?
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provided in the Canary Islands, with the right to
the deduction of applied rates.
• Exemption for acquired capital assets, provided
that a company that is domiciled in the Canary
Islands, or maintains at least one permanent
establishment in the Islands, acquires these assets.
• Exemption for the delivery of goods and services
provided in the Canary Special Zone (ZEC). These
operations undertaken by one ZEC entities with
another ZEC entity will be exempt from paying this
tax, as well as the importation of goods by these
entities, generating however, rights to the deduction
and the return of paid quotas.
• Exemption for volume of limited operations.  The
delivery of goods and services provided by actual
persons whose total volume of operations
undertaken in the previous year has not exceeded
a determined amount (year 2004: 25.000 Euros in
2003) are exempt.

EXEMPTION FROM THE CAPITAL TRANSFER TAX AND STAMP
DUTY

The incentives for investment as stated in article 25 of
Law 19/1994, consists of fiscal advantages on indirect taxation.
 Concisely, the law regulates exemptions from Capital Gains
Tax and Stamp Duty for the acquisition of assets.

QUALIFICATIONS FOR EXEMPTION

Companies domiciled or at least have a permanent
establishment in the Canary Islands are eligible for exemption
from the Capital Transfer Tax and Stamp Duty.

What are the fiscal
incentives for
investment in the
Canary Islands?

The exemption is applicable to the founding company, capital
expansion and the acquiring of capital assets in the form of goods
or rights that are located in the Canary Islands, that can be
exercised or must be complied with in the Canary Islands, which
are intended for the expansion, modernization, or transfer of
the installations.

Only the exemption of the Capital Transfer Tax and Stamp
Duty for method of company operations is temporarily in force
and fiscal benefits are reduced progressively, as it is considered
a company operational aid. Therefore, in the assumed company
or capital expansion, and for the part of the share to be paid
that corresponds to the capital not intended for planned
investments, the exemption would be applied 100% until
December 31, 2001, 75% during the year 2002, and then reduced
to 50% for the year 2003.

Nevertheless, in order to receive this exemption no
more than three years can elapse from the time of
the granting of the public binding of the company or
the expansion of the corporation capital.  At the same
time, a minimum of five years, during which the company
in question may not change its tax domicile or transfer its
permanent establishment outside of the Canary Islands.
Should the company fail to comply with this rule, it must pay
the taxes it did not pay under the exemption, with all due
interest.

What
operations are
exempt?

Is there a time limit
on the exemption?

Who is
eligible?



THE SPECIAL REGISTER FOR SHIPS AND SHIPPING COMPANIES
(REB)

The purpose of this register is to better the competitiveness
of the shipping companies and ports in the Canary Islands through
a series of measures consisting of different exemptions and fiscal
allowances that can be applied to companies as well as registered
ships.

CONDITIONS FOR REGISTRATION
IN THE SPECIAL SHIP AND SHIPPING
COMPANY REGISTER (REB)

The following can register:

• All commercial merchant ships that navigate
on coastal trading routes as well as exterior
or extra national routes. The ships applying for
registration must meet certain requirements con-
cerning minimum size, nationality of the ship’s captain
and crew, and other general matters.

• All shipping companies that have the effective
control center for their operation in the Autonomous
Community of the Canary Islands, in national territory
or overseas, provided that in the latter two cases the
company has a permanent establishment or legal
representative in the Canary Islands accredited by
Public Deed.
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2.1.2.6 Fiscal Incentives of the REF:
Special Register for Ships and Shipping Companies

What is the purpose
of the Special
Register for Ships and
Shipping Companies?

Who is eligible for
the Special
Registration?

FISCAL BENEFITS FOR REGISTRATION IN THE REB
The beneficiaries of the fiscal and economic advantages for
registration in the Special Ship and Shipping Company Register
are the crew and the shipping companies assigned to regular
services between the islands and also between the islands and
the rest of Spain, otherwise they are not eligible for registration
in the Special Register.

The fiscal advantages of registration in the REB are as follows::
• Personal Income Tax.

Crews of registered ships subject to paying Income
Tax for personal as well as real obligation can consider
50% of their personal earned income from navigating
in registered ships exempt from taxation under this
concept.
• Capital Transfer Tax and Stamp Duty.
All deeds and contracts fulfilled by registered ships or
assigned to regular services aforementioned, are
exempt from these taxes.
• Corporation Tax.
The ships and shipping companies will be able to
benefit from an allowance of 90% of the tax rate
portion that after applying the deduction for double
taxation, corresponding to the tax base from the
proceeds from operation of the shipping company’s
registered ships, in this case, relative to the regular
services provided by them.
• National Insurance Contribution.
Ship crews will be entitled to a 90% discount of the
company ’s share of the National Insurance
Contribution.

Can one have access
to the REB fiscal
benefits without
being registered?

What are the fiscal
advantages of
registering?



The Free Zone is an area within boundary lines which goods
can be stored, transformed, and distributed without paying duties
or indirect taxes. The objective of establishing Free Zones in the
Canary Islands is to strengthen the traditional exterior commercial
activities.

The basic advantages offered by a free zone:
• Any type of merchandise can enter the free zone
regardless of where it came from, and can work
with third countries whatever the transformation process
may be.
• Any operation that takes place inside the free zone is
exempt from all indirect taxes.

Companies installed in the Canary Island Free Zone can also
be eligible for the benefits the REF has to offer. Additionally, in
1992 the European Commission granted a series of advantages to
some, but not all EU free zones, the Canary Islands free zones were
included.

In addition to greater flexibility on merchandise entering from
a third country, the main advantage is that active improvement
operations will not be subject to economic type conditions as there
is no economic obligation to explicitly demonstrate the financial
possibility of the operations that are going to be carried out.

Active improvement generates added value through production
activities or transformation. The justification of this practice would
allow companies to be exempt from paying the entrance duty on
raw materials and imported components. Furthermore, companies
are freed from paying indirect taxes on operations of this kind as
they generate added value.  Only if the goods are exported to EU
common territory, including the Canary Islands, the finished product
will have to pay these taxes, which is not the case if they are sent
to a third country.
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The Regulation (EEC) N.1911/91, in force, regarding the application
of the Communitarian Rights in the Canary Islands, and the Ruling
91/314/EEC, in which the Program of Specific Options for the Canary
Island Remoteness and Island factor (POSEICAN), represent the full
application of all common policies in the Islands and their integration in
the common customs area, with specific singularities arising from the
remoteness and island factor of the Canary Islands.

The Canary Island position regarding customs matters is summed
up in the following characteristics:

a. The archipelago has formed part of the common customs
territory since July 1, 1991, with the gradual application until
the year 2001 of the Common Customs Duty (CCD) on
imports from third countries.

The Specific Supply Regimen (REA) allows the continued import
of certain essential products for production and consumption in the
Canary Islands at prices similar to those in the international market by
applying a series of economic measures and fiscal advantages:

b. As the 31 of December 2001, the two import duties in the
Canary Islands, the Duty on Production and Import (APIC)
and the Special Tariff for Insular Duty on the Entry of
Merchandise, were replaced by a single import duty called
AIEM.

Finally, the approval of the Free Zone in the Canary Islands, the
Free Zone of Gran Canaria, and the possibility of performing active
improvement together determine interesting economic advantages for
the development of business activities established in this area of influence.

2.2 Other Incentives
2.2.1 Customs Specialties, Free Zones
and Active Improvement

 Is there any specific
application of
Common Customs
Duty (CCD) in the
Canary Islands?

Is the Canary Island
Custom Regimen
different from that
which is applied to
the rest of the EU?

What is the Specific
Supply Regimen
(REA)?

What is a
Free Zone?

What is active
improvement?

What additional
advantages does
the Canary Islands
Free Zone offer
compared to
those offered
in Vigo,  Cadiz
and Barcelona?

What are the
APIC and the
Special Tariff?
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2.2.2 Subsidies and Aids. Areas Eligible for Subsidies

TYPE OF
SUBSIDY

ORIGIN AND/OR
PROGRAM

MAXIMUM LEVEL
OF SUBSIDY

ACTIVITIES AND AREA
OF SUBSIDY

CAPITAL
SUBSIDIES

REGIONAL
INCENTIVES

Creation, expansion,
modernization and transfer

GOVERNMENT
OF THE CANARY

ISLANDS

Creation, expansion, modernization and
transfer of companies, energy saving,

importation of basic products, Inter island
transportation, quality, alternative energy, new

technologies, textile manufacturing, trade,
exterior promotion, informations equipment,

communications, tourism, agriculture,  and
livestock

Up to 40%-60% depending on the
company activity undertaken, number of
jobs created, and new technology applied

Up to 50% of the total
investment eligible for subsidy

TRAINING
Training for the unemployed

and the employed
100% of the expenses eligible through

authorized entities

EMPLOYMENT
Doctors, reorganization of work time,

unemployed handicapped, hotel industry,
tourism, construction, corporatist with special
insertion difficulties, substitution of overtime,

autonomous and indefinite contracts

From 2.404 
to 27.046

per contract
Allowance for the National Insurance

Contribution quota between 20%
and 90% the 1st year and between

20% and 85% the 2nd year

INVESTIGATION AND
DEVELOPMENT

PROFIT
(Technical Research

Promotion Programme)

Investigation and development: industrial,
development, pre competitive, technological
demonstration, international programs, and

applied investigation

Up to 50% of the investment
and expenses eligible for subsidies

There are many
different grants and
subsidies in the Canary
Islands, which are divided
into different categories:
trade, consumption,
courses and training,
employment, enterprise,
energy, research studies,
industry, environment,
te lecommunicat ions,
transport and tourism. The
table below gives you a
general overview of the
different activities eligible
for subsidies in each of
these categories.

GOVERNMENT
OF THE CANARY

ISLANDS

GOVERNMENT
OF THE CANARY

ISLANDS


