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COLOMBIA: A PRIMER FOR THOSE DOING
BUSINESS WITH OR IN THE LOCAL MARKET

INTRODUCTION

Colombia is a beautiful country, known for its unique biodiversity, natural land-
scapes, and cultural richness. With a population of approximately 52 million, it is a
major economic and demographic presence in the region. Its location on the north-
ern edge of South America, its access to two coastlines, and its proximity to North
America create strong advantages for trade and connectivity.

Colombia is the fourth largest economy in Latin America, surpassed only by Bra-
zil, Mexico, and Argentina. It offers highly competitive conditions for the domestic
market while serving as a regional operations platform for South America, Central
America, and the Caribbean.

With the advancement of the digital economy, Colombia’s relatively low cost of living
and high quality of life attract foreign entrepreneurs and executives, for both local
business activities and remote work, many of whom choose to establish a primary
or secondary residence in the country.

However, when Colombia is considered as a destination for frequent visits, extend-
ed stays, or permanent relocation, the implications of its tax system — particularly
with respect to income tax and wealth tax — require careful planning. To that end,
this article discusses several key points for effective tax planning.

TAXATION OF NONRESIDENT INDIVIDUALS AND
FOREIGN CORPORATIONS

In General

For nonresidents whose stay in the country is short or temporary, tax is imposed
only on domestic income generated in Colombia. This includes common situations
such as salaries paid by a Colombian company or a local branch and rental income
from apartments owned by nonresidents. Entrepreneurs providing consulting, tech-
nical, management, or administration services to local residents or businesses are
subject to withholding tax at rates between 20% and 33%, Here, withholding tax is
imposed if the client is based in Colombia, meaning that it does not matter whether
the service is performed in Colombia or abroad.

Significant Economic Presence

Colombia applies the concept of significant economic presence (“S.E.P.”) to tax
foreign companies selling digital services or goods to Colombians above certain
thresholds.
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. Covered services or goods include streaming, online ads, subscriptions, data
management, and the transfer of digital goods. Not covered by the S.E.P.
concept are specific services such as consulting or technical assistance,
even when the advice is delivered in digital format.

. Two separate thresholds must be met for the S.E.P. to be met.

o The first is that the foreign company must maintain systematic and de-
liberate interactions with the Colombian market. This threshold is pre-
sumed to be met if (i) interactions are maintained with at least 300,000
customers or users in Colombia, or (ii) prices are displayed in local
currency or payment in local currency is accepted.

o The second threshold is that Colombian source gross revenue exceeds
31,300 Tax Value Units. The Tax Value Unit is an index the tax author-
ities use to calculate tax obligations, penalties, income tax brackets,
and various tax-related thresholds. The value is adjusted annually to
reflect cost of living increases and serves as a hidden form of “escala-
tor.” As of January 1, 2026, one Tax Value Unit was worth 52,374 Co-
lombian Pesos amounting to approximately U.S.$14.15. This results in
the second threshold being approximately U.S.$ 442,895.

All thresholds are computed on an aggregate basis among foreign related parties.

Tax under the S.E.P. regime may be assessed either by (i) paying a 3% tax imposed
on gross income, which requires the preparation of tax returns or (ii) the imposition
of a 10% withholding tax collected by the Colombian client and remitted to the tax
authorities.

When the service provider resides in a country that has a double taxation agreement
(“D.T.A.”) in effect with Colombia, S.E.P. withholding tax may be waived entirely. As
a result, the nonresident is taxed only in its country of residence. Regrettably, Co-
lombia has a limited network of D.T.A.’s covering all types of income, despite taxing
worldwide income and being an O.E.C.D. member country. Although the United
States remains Colombia’s main trading partner, no income tax treaty exists be-
tween the two countries.

Place of Effective Management

In addition to potential tax exposure under the S.E.P. regime, foreign companies
may trip into exposure to worldwide tax if Colombia is viewed to be the place of
effective management of the company. The threshold is low and the risk potentially
exists from short-term presence in Colombia by executives, directors, or sharehold-
ers of foreign corporations or other structures such as investment funds. The Co-
lombian Tax Code incorporated this concept in 2013, with wording closely aligned
to the Place of Effective Management developed in the O.E.C.D. Model Tax Treaty.
In 2023, the government lowered the standard, to the extent that even non-strategic
administrative tasks performed in Colombian territory by executives other than se-
nior management or C-level executives may trigger a tax risk.
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Permanent Establishment

Finally, an executive may temporarily operate in Colombia through a fixed place of
business or by contractually binding the foreign entity to local transactions. These
are situations that would result in the creation of a permanent establishment. In
those facts, a foreign company must comply with its Colombian income tax obliga-
tions. These begin by calculating its Colombian taxable profits based on a transfer
pricing study in order to identify the profits attributable to the permanent establish-
ment, as if each was independent of the other and both entity operated on an arm’s
length basis. The permanent establishment would be taxed at the rate applicable to
a domestic Colombian company and applied to the same worldwide tax base.

TAX RESIDENCE FOR INDIVIDUALS

In General

In general, tax residence for individual is determined based on physical presence
in Colombian territory for at least 184 days within a 365-day period, as verified
through records of entries and exits by the Immigration Office. The 365-day period
is not limited to the calendar year. Rather, it is a rolling, 365-day lookback period.
Accordingly, as of January 1st of a given year, it must be verified whether the 184-
day threshold was met within the 365-day period counted retroactively from that
date to January 1st of the preceding year. If, at any point during the current year, this
rolling 365-day period reaches or exceeds 184 days of presence, tax residence for
Colombian Income Tax purposed is deemed to be established.

This is certainly a simpler counting method than that used for determining U.S. tax
residence, which can span up to three years, but because it operates as a rolling
count throughout the year, close and continuous monitoring is required.

It is not an exaggeration to state that in Colombia, cases of accidental tax resi-
dents frequently arise each tax period, both among foreigners who maintain second
homes in the country and among some executives of multinational companies.

Colombian Nationals

Colombian nationals who reside abroad but retain certain ties to Colombia may find
that they have retained tax residence in Colombia even if the standard 184-day
threshold is not met. Individuals who hold the Colombian nationality and fall within
one or more of the following traits in the corresponding fiscal year may be deemed
to be tax resident in Colombia:

. The individual’'s significant other or the individual’s underage children are
deemed as tax residents in the corresponding fiscal year.

. 50% or more of the individual’s income is deemed to be Colombian sourced
income unless 50% or more of the individual's income is derived from the
country where the individual’s is domiciled.

. 50% or more of the individual’s assets are administered in Colombia, unless
50% or more of the individual’s assets were held in the country where the
individual’s is domiciled.
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. The individual fails to provide evidence that of tax residence in another coun-
try in response to an inquiry from the Colombian tax authorities.

. The individual is a tax resident of a jurisdiction deemed to be a tax haven by
the Colombian tax authorities.

In practical terms, holding a Colombian passport increases the likelihood of trigger-
ing Colombian tax residency.

EFFECTS OF TAX RESIDENCE

In General

Once tax residency for income tax purposes is established, an individual is subject
to Colombian tax on worldwide income. The resident schedular income tax regime
applies, providing a top marginal rate of 39% through the 2025 tax year.

In addition to income tax, a resident individual is subject to capital gains tax, which in
Colombia also applies to inheritances and gifts. The rate of capital gains tax is 15%,
a rate that may be considered preferential by Latin American standards. The 15%
rate for capital gains tax applies to residents and nonresidents.

C.F.C. Taxation

Colombia has a particularly expansive controlled foreign corporation (“C.F.C.”) tax
regime. It applies when at least 50% of the voting power, value, or the right to
receive profits of foreign legal entity is controlled by one or more Colombian tax
residents each of whom holds shares representing 10% or more of the voting power,
value, or the right to receive profits of the foreign corporation.

In general, the C.F.C. regime taxes the 10% shareholders on a pro rata share of the
C.F.C.’s passive income such as interest or rental income generated by the C.F.C.
Income of a C.F.C. is considered to be active if it has its origin in real economic
activities carried by the C.F.C., its subsidiaries, or permanent establishments. Those
activities have to be carried out in the jurisdiction where the C.F.C., subsidiaries, or
permanent establishments have their tax residence or where they are located.

While investment dividends derived by a C.F.C. are generally viewed to be passive
income, dividends received by a C.F.C. from a subsidiary or any other form of profit
distribution received by the C.F.C. are exempt from C.F.C. taxation as long as the
profits are produced by real economic activities carried out by the C.F.C., its sub-
sidiaries, or its permanent establishments in the jurisdiction where they are located,
and in the case of subsidiaries or permanent establishments they are directly or
indirectly controlled by one or more Colombian tax residents.

Other forms of passive income of a C.F.C. include the following:

. Interest or financial yields, unless derived by a C.F.C. that is a regulated entity
. Intellectual property income

. Gains arising from the sale of assets that produce passive income

. Income and gains related to real property
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. Gains derived by a C.F.C. from transactions with related parties when the
transaction in issue has no economic connection with country of residence
of the C.F.C.

. Income derived from the provision of technical services, technical assistance,
administrative, engineering, architecture, scientific, industrial and commer-
cial, or other “qualified services” in a transaction involving a related party
based in a different country

Wealth Tax

Colombia imposes a wealth tax on individuals who are tax residents for income tax
purposes. For individuals that are nonresident, only assets located within Colombi-
an territory are subject to wealth tax, such as an apartment in a trendy destination
such as Medellin or Cartagena.

INTERNATIONAL DOUBLE TAXATION

Where a nonresident individual is subject to income tax and wealth tax in Colombia
on income and assets in the country, taxation may arise simultaneously in another
country where permanent residence is maintained. Potential double taxation of in-
come and wealth may be addressed through an applicable D.T.A., if any.

Where no D.T.A. exists, a taxpayer must rely on domestic rules governing relief
from international double taxation, which generally focus on the Foreign Tax Credit
mechanism.

When reliance is placed on the Foreign Tax Credit, a significant issue may arise
where both Colombia and the other country consider the income to arise from sourc-
es in that respective country. In this scenario, neither country would allow a foreign
tax credit to be claimed. In these circumstances, it may be possible to claim taxes
imposed by one of the countries as a deduction in computing income in the other
country. At best, this allows a solution that partially mitigates double taxation. If the
U.S. is involved, a deduction may not be possible if the individual wishes to claim
foreign tax credits offsetting U.S. income tax on other items of foreign source in-
come.

VOLATILITY IN TAX LEGISLATION

One distinctive feature of the Colombian tax system is the high frequency of tax
reforms, which in the current decade has followed a pattern of nearly one tax reform
every two years. This pattern has increased uncertainty and reduced the stability of
the tax rules, making long-term tax planning a volatile and constantly shifting target.

The current Petro Administration has further intensified this volatility. On December
29, 2025, Legislative Decree 1474 was published that establish tax reform mea-
sures for the 2026 tax year without congressional approval. The legal basis for the
Legislative Decree was an earlier decree dated December 22, 2025, which declared
an economic state of emergency and justified by a current fiscal deficit and the level
of national public debt. According to certain constitutional legal experts, the proper
approach before the Constitutional Court would be to annul both Decree. Nonethe-
less, the ultimate outcome remains uncertain.
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“Those who move

to Colombia on a
temporary basis and
those wishing to
engage in business

in or with the country
are cautioned to plan
in advance for the
unique tax laws and
tax culture of the
country.”

The timing of these Decrees was clearly tax-driven, aimed at expediting the collec-
tion of additional tax revenue. As an example, wealth tax rates entered into force as
of January 1.

CONCLUSION

Itis not unusual for an uninformed individual arriving in a new country on a temporary
or permanent basis to believe that tax laws across the globe more or less contain
the same provisions. The unique tax rules in Colombia demonstrate that similarity
in the details of tax laws is the exception rather than the rule, notwithstanding the
O.E.C.D. B.E.P.S. project and the common reporting framework applicable to large
multinational enterprises. Those who move to Colombia on a temporary basis and
those wishing to engage in business in or with the country are cautioned to plan in
advance for the unique tax laws and tax culture of the country.

Disclaimer: This article has been prepared for informational purposes only and is not intended to constitute advertising or solicitation and should not
be relied upon, used, or taken as legal advice. Reading these materials does not create an attorney-client relationship.
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