
	

Mexico: The Latin MIKT
Some few years ago the MIKT acronym was coined 
referring to the increasingly important economies of 
Mexico, Indonesia, South Korea and Turkey, which 
would overcome in their development and success to 
those of the BRIC (Brazil, China, India and South 
Africa) group.

Recently published reports provide solid information 
inviting to consider that Mexico is called to be an 
economic rising star of the Latin American countries, 
and even of the American continent. Of course, as in 
any and all endeavors, such likely possibility is not 
exempted of challenges, both within and outside of 
Mexico.

Some Economic Facts
✦ In 2011 and 2012, Mexico surpassed Brazil by two 

times in economic growth.
✦ The monetary reserves have hit historic records1. 
✦ Inflation under control for the last 12 years2.
✦ Labor cost has turned cheaper than China:

Minimum wage in Mexico (2012)
MXN per day USD per day

Mexico City                         	 62.33   5.02

Monterrey, Nuevo León              60.57   4.88

State of Michoacán                     59.08   4.76

Minimum Wage in China (2012)
RMB per month USD per day

Shanghai City                        	 1450    7.48

Qingdao, Shandong               	 1240   6.40

Xian, Shaanxi                         	 1000   5.16

Note: assuming a 30-day month, we use average 2012 MXN 
exchange rate of 12.4233 and RMB exchange rate of 6.4611 
to make the conversion.

Source: Haver Analytics, Nomura research

Mexican Fiscal Update 2013

1   As of December 2012, equivalent to $170 billion USD.
2   4.5% for 2012 

Dear Clients and Friends, 

Even though most of the world has been struggling with the economic crisis ignited back in 2008, Mexico’s conservative public 
finances have led to enjoy a period of outstanding economic stability since the end of the 1990’s.

A new federal administration began in December 1st, 2012 with very high expectations for our country. 

Three are the guidelines expressed by the new administration as orientation for its immediate implementation:

✦Ensuring social rights, by reforming the public educational system and combating crime.
✦Economic development for which the overhaul of the energy and tax legal environment has been expressly recognized as a priority.
✦Regaining Mexico’s leadership in the world stage as the largest Spanish-speaking country in the world.

The present document expresses (i) salient economic facts of our country, and (ii) a brief description of the Mexican tax system.

Expecting you find this information useful, please receive our best wishes for this 2013.
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Announced Investment 
(in $MXN)

Location Operational 
by

Jobs Productivity

Audi April, 2012 2,520 Puebla 2016 N/A 150k vehicles/yr

Nissan Jan, 2012 2,000 Aguascalientes 2013 3000 175k vehicles/yr

Honda July, 2011 800 Guanajuato 2014 3,200 200k vehicles/yr

Mazda June, 2011 500 Guanajuato 2013 3000 140k vehicles/yr

Source: Reuters
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Social 
Universal free health care services, is starting to become 
a reality.

Maritime and terrestrial transportation
Mexico’s location next to the US market is extremely 
convenient; effectively, hauling goods from the Asian 
producers to the US is costlier rather than contracting 
with Mexican suppliers.

Automotive Industry
The efficiency of assembly plants in Mexico has reached 
the highest level in the worldwide industry; not only as 
regards with mass market cars but also for the high end 
marks.

The following chart depicts the basic information of the 
new automotive assembly plants:

Financial / Banking system
The banking sector shows an interesting paradigm: it 
remains small relative to peers across Latin America, 
and overall enjoys a very good health. The likely result 
of this, is an expected increase of lending in relation to 
the GDP, which currently is 26% while 61% in Brazil 
and 71% in Chile.

Mexican subsidiaries of large foreign financial groups 
have remained as one of the most profitable ones since 
2008, even to the point that the first mentioned have 
nourished the balance of their headquarters due to 
important dividend payments3.

Oil Industry
As of 2008, Pemex (the State ran oil monopoly) is 
allowed to execute incentive contracts under which 
private companies obtain income depending on the 
level and efficiency of oil extraction.

However, the present regime is deemed by the industry 
as to rigid and more openness is expected to take place 
in the near future. 

The new federal government claimed, during the 
electoral campaign, its willingness to open to the private 
sector its involvement in several steps of the oil and gas 
exploration, extraction and transpor t of such 
commodities.

A major legal overhaul is expected to take place during 
2013.

3 Between 2007 and 2011 Mexican banks paid as dividends to their 
foreign holdings, $167, 721’000, 000 Mexican pesos, according to the 
General Direction of Economic Studies of the Mexican Banking and 
Securities Commission (“Comisión Nacional Bancaria y de Valores”).

-  Investment (in million MXN)
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There are three levels of taxation in Mexico: (i) Federal 
Government, (ii) States, and (iii) Municipal authorities

Federal Government Taxes

At present, federal taxes in Mexico can be classified as 
follows:

1. Direct taxes on income

✦ Income tax / individuals and legal entities
✦ Business flat tax (sort of a minimum alternative 

tax) / individuals and legal entities

2. Indirect taxes include:

✦ Value added tax (IVA or VAT)
✦ Taxes on foreign trade: import duties
✦ Special excise taxes

State and Local Taxes

The real estate transfer tax and land tax are the main 
state taxes; however, there are also state and local 
taxes such as property, employee payroll or lodging 
taxes.

Income Tax 

There are three types of taxpayers:

✦ Mexican resident individuals and legal entities
✦ Non-residents having a permanent establishment 

in Mexico
✦ Non-residents having taxable income with source 

of wealth located in Mexico

Corporate taxation (Mexican resident entities)

An entity is deemed as a tax resident when it has 
established in Mexico its principal administration or its 
effective place of management. In some cases, joint 
venture contracts or "asociación en participación", are 
treated as corporations for tax purposes.

Resident corporations of Mexico are subject to Mexican 
corporate income tax on their worldwide revenue, with 
a 30% tax rate.

As a general rule, the tax year of all entities must 
correspond to the calendar year and they are bound to 
make monthly provisional (or advanced) tax payments. 
The annual tax return should be filed no later than 
March of the year after. 

Taxable profit is obtained by diminishing authorized 
deductions from the taxable income. Carry forward tax 
losses can diminish taxable profits of the following 10 
fiscal years.

Taxable income includes all types of income, whether 
received in cash, in kind, in services or in credit, 
regardless of the source. This includes profits from 
operations, income from investments, not relating to the 
regular business of the corporation and capital gains. 

Ordinary business expenses are deductible if they are 
properly recorded and supported. Typically, deductions 
are fully taken on an annual basis; however, investments 
(fixed assets, most intangibles, pre-operative expenses, 
among others) are depreciated in several tax years. 

Other salient features of the Mexican corporate 
taxation are the following:

Interest regime

Interest tax treatment is regulated by the following 
elements:

✦ Inflationary annual adjustment
✦ Accruable interest and deductible interest 
✦ Foreign exchange gains and losses

A comparison of the annual average balance of debts 
and the annual average balance of credits has to be 
made, if the former is higher than the latter, the 
difference is multiplied by the inflation factor of such 
year, and the result is the accruable inflationary annual 
adjustment.

Mexican Fiscal Update 2013

Overview of the Mexican Tax System



 4

Loss from inflation is deductible (deductible inflationary 
annual   adjustment).   In   accordance   with  the  
above-mentioned procedure, if the annual average 
balance of credits is higher than the annual average 
balance of debts, the difference is multiplied by the 
inflation factor of such year and the result is the 
deducible inflationary annual adjustment. 

Interest income is included in the taxpayer’s taxable 
income on accrual basis.

Accrued interest is deductible (at its nominal value, 
without any adjustment, since it will be subject to the 
inflationary annual adjustment) provided that the funds 
obtained from the loan are invested in the business’ 
corporate purposes. There are thin capitalization rules 
addressed herein below.

As mentioned, foreign exchange gains and losses 
resulting from financial assets and liabilities are deemed 
as interest for income tax purposes. If a Mexican 
company has foreign currency liabilities, a devaluation 
of the peso will result in an exchange loss. The 
exchange loss is recognized on an accrual basis and is 
added to the interest expense for the month.

If a company has an exchange gain resulting from a 
financial asset denominated in a foreign currency (i.e., a 
Mexican company with accounts receivable in U.S. 
dollars), then the gain is added to interest income.

Capital Gains

An inflation adjustment is made to the acquisition cost of 
(i) shares of stock or (ii) fixed assets to compute the gain 
on their sale. Capital gains are treated as ordinary 
income. There are limitations to apply some capital 
losses.

Cost of Sales 

Mexican corporate income tax follows a cost of sales 
system treating the purchase of inventory as deductible 
when sold. As such, it is necessary to compute the cost 
of goods sold for tax purposes.

Employee Profit Sharing

Profit sharing contributions to employees have a 
deductible effect. Generally, the employees’ profit 
sharing is 10% of the income tax base4.

Specific Deductible and Non-deductible Expenses

Provisions

Provisions to create or increase asset or liability reserves 
are not deductible.

Contributions for retirement plans

These are only deductible when companies comply with 
the following requirements:

✦ Contributions should be funded through a trust
✦ Contributions must be computed based on an 

actuarial study
✦ 30% of said reserves should be invested in 

government securities or in a bank trust

Other Non-deductible Items

✦ Goodwill
✦ Expenses  incurred  abroad and allocated on a  

pro-rata basis
✦ Payments to members of the board of directors, 

bondholders or other parties where the payments 
represent shares of profits or are contingent upon 
the taxpayer’s profits

✦ Sanctions, indemnities for damages and contract 
penalties unless imposed by the Law

✦ Foreign tax credit

Dividends

It is established that when corporations distribute 
dividends, they must calculate the related tax by 
applying the 30% tax rate to the amount resulting from 
multiplying said dividends by a factor of 1.4286; which 
derives in an actual (or economic) effect of taxation at a 
42.86% rate. 

This tax results in a tax credit that can be taken against 
the income tax of the year of dividend distribution and 
carried forward for the 2 subsequent tax periods. 

Dividends paid from the net taxable income account 
(CUFIN), which is defined as the income for which 
corporate tax has already been paid in past years, are 
not subject to the corporate tax on dividends as 
previously referred.

4 The labor law provides certain exceptions, such as: companies in their 
first year of operation, employers having only revenues interest and 
rental revenues, and those which income derives only from rendering 
professional services.
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Tax Consolidation

Mexican law allows corporate groups to be taxed on a 
consolidated basis. The filing of a consolidated return 
has significant advantages, most notably the fact that 
the losses of some group companies can be offset 
against the profits of others. 

Also, dividends paid among companies of the group are 
not subject to any tax, notwithstanding that dividends do 
not originate from the after taxed profits account. For 
tax purposes, a consolidated group consists of the 
Mexican holding company and the subsidiaries in which 
it has effective direct or indirect ownership interests in 
excess of 50% of the voting shares. It is important to 
note that the consolidation is on a proportional basis, 
based on the percentage owned directly or indirectly by 
the controlling company.

Only companies resident in Mexico can be part of the 
consolidation regime.

Tax Losses 

Tax losses can be carried forward 10 years; which 
amount may be inflationary updated. Losses carry 
backs are not allowed.

Permanent Establishments

A permanent establishment of non-residents can be 
created due to the following circumstances:

(i) By conducting business activities in whole 
or in part, within Mexico.

(ii) By performing construction or installation 
projects, maintenance or assembly 
activities on real property or supervisory 
activities in connection therewith, should 
such activities last more than six months 
(including working days of subcontractors). 

(iii) When performing business activities in 
Mexico through a “fideicomiso” (Mexican 
trust).

(iv) When conducting business activities 
through a dependent agent.

(v) When acting through an independent 
agent that does not act within the ordinary 
course of its own activities; considering that 
such occurs when the agent:

✦ Exercises the authority to enter into contracts on 
behalf of the non-resident

✦ Assumes risks of the resident abroad 

✦ Acts under instructions or general control of the 
resident abroad

✦ Performs activities that economically correspond 
to the foreign resident, not to its own activity

✦ Obtains guaranteed remuneration, regardless of 
the results of its activities

✦ Has inventories with which deliveries are made on 
behalf of a foreign resident

✦ Carries out operations with the resident abroad, 
establishing prices or considerations different from 
those that would be used between independent 
parties in comparable transactions 

(vi) Insurance companies that obtain insurance 
payments from within Mexico

In general terms, permanent establishments of foreign 
entities are subject to the same taxing rules as Mexican 
resident companies.

Double Taxation Conventions (“DTC”) that Mexico has 
in force ordinarily establish narrower criterions under 
which a permanent establishment is deemed to exist.

Non-residents having taxable source of wealth located 
in Mexico

Non-residents, either legal entities or individuals that do 
not have a permanent establishment located in Mexico, 
may be taxed on certain specific sorts of revenues.
Generally, the Mexican payer must withhold on the 
gross payment made to a foreign resident, i.e., without 
any deduction. 

Mexico’s DTC’s with other countries reduce the 
withholding tax rates on certain Mexican source 
payments made to non-residents.

A Mexican payer that is subject to withholding must 
deliver the income tax when (i) the payment becomes 
due or (ii) when the payment is actually made, whatever 
occurs first. 

Under specific cases, non-residents may be subject to 
taxation under a “net” basis, and not on a “gross” 
which is the general rule. This occurs in such specific 
cases provided that certain requirements are met, 
including the appointment of a tax representative in 
Mexico, who becomes jointly liable of the tax so 
triggered.

Some of the relevant tax rates levied on gross income 
are as follows:

✦ Services on real estate projects, 25%
✦ Rental of property and assets, 25%
✦ Sale of real estate and shares of stock, 25%
✦ Technical assistance, 25%
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✦ Royalties for the use of patents, trademarks, and 
commercial names, 25%

✦ Advertising 30%
✦ Interest paid to foreign banks registered before 

the tax authorities, 10%. 
✦ Interest from certain securities, 4.9% or 10%
✦ Interest paid to suppliers of machinery and 

equipment is 21%. 
✦ Interest paid to other creditors - the maximum tax 

rate for resident individuals applies (i.e. 30%)
✦ Certain payments received by  non-residents 

whose income is subject to preferential tax 
regimes (tax havens), 40% 

It is important to stress that non-resident shareholders 
receiving dividends paid by Mexican resident 
companies are not subject to taxation; this, since the 
Mexican company either (i) distributes profits previously 
taxed at the corporate level, or (ii) triggers income tax 
itself upon such dividend distribution.

Transfer Pricing

In interpreting / applying this regime, tax authorities 
and taxpayers use the OECD Transfer Pricing 
Guidelines; this pursuant to domestic Income Tax Law 
(“ITL”).

Throughout the period in which transfer pricing rules 
have been adopted, the Mexican tax authorities have 
been taking a more international approach, rather than 
a local one (Mexican) to audit related parties 
transactions.

Persons and/or entities subject to transfer pricing 

Transfer pricing rules apply to related resident and 
nonresident juridical entities and individuals, permanent 
establishments in Mexico of nonresidents and to 
activities carried out through trusts.

The term juridical entity includes commercial and civil 
entities, governmental agencies developing commercial 
activities, credit institutions, and associations. Neither 
nonprofit organizations nor mutual funds are included in 
this definition.

Mexican joint ventures (“asociación en participación” 
agreements), are treated as taxpayers and, thus, subject 
to transfer pricing rules themselves.

The pricing of transactions is regulated only in the case 
of transactions between related entities.

It should be stressed that Mexican resident companies 
are bound to apply this system not only with respect to 
their transactions with related parties residing abroad, 
but also with other related parties resident of Mexico.5

Two or more parties are related when one party 
participates directly or indirectly in the management, 
control or capital of the other, or when one party or 
group of parties participates directly or indirectly in the 
management, control or capital of others.6

It is our understanding that the Mexican definition is 
broader than the one included in the USA regulations 
and, in principle, could extend the transfer pricing rules 
to companies or individuals that own a small 
participation in other companies, thus exceeding the 
scope of the US definition of controlled taxpayer.

It is worthwhile to mention that when related parties 
enter into transactions, they are compelled to determine 
their taxable revenues and/or deductible items 
considering the prices and/or considerations that would 
have been agreed upon unrelated par ties in 
comparable transactions. 

Transactions subject to transfer pricing

Transfer pricing rules are applied to any import or 
export or goods, services and rights entered into 
between related parties. 

Methods

The arm’s length nature of a transaction between 
related parties (i.e., a controlled transaction) is tested 
by compar ing the pr icing, terms, and other 
characteristics of the transaction in question with the 
pricing, terms, and other characteristics of comparable 
transactions entered into between unrelated parties (i.e., 
uncontrolled transactions).

The comparable uncontrolled price method preempts 
the applicability of other methods; and only if said is not 
suitable for the taxpayer’s circumstances, the taxpayer 
should elect any other of the five additional methods 
contemplated by the law.

5 Article 86 Section of the ITL specifically establishes that Mexican 
resident companies that carry out transactions with related parties, must 
determine their taxable revenues and deductible items, considering for 
such transactions, the prices and/or considerations that would have be 
agreed between / among independent parties in comparable 
transactions; for these purposes, they should apply the methods 
established under Article 216 of the same ITL.

6  Article 215 of the ITL.  This definition is very similar to the definition 
adopted by the OECD.
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Herein are the acceptable methods for price fixing 
under transfer pricing rules: 

1. Comparable Uncontrolled Price Method. The CUP 
method requires comparison of pricing in the controlled 
transaction to pricing in uncontrolled transactions.

2. Resale Price Method. Under the Resale Price 
Method, the resale price charged by the controlled 
party to unrelated purchasers is reduced by an 
appropriate gross profit amount to arrive at the deemed 
sales price on the sale between the controlled parties.

3. Cost Plus Method. Under the Cost Plus Method, the 
cost of the company selling to the related party is first 
determined and then an appropriate gross profit margin 
is added to this amount, to arrive at the appropriate 
deemed sale price on the sale between the controlled 
parties.

4. Profit Split Method. Under the Profit Split Method, the 
profitability of a related company group is allocated 
among members of the group in accordance with their 
economic contributions to the enterprise.

5. Residual Profit Split Method. Consists in assigning the 
operation profit obtained by the related parties in the 
proportion in which it would have been assigned among 
unrelated parties.

6. Operation Marginal Transactional Method. Consists 
in determining in transactions among related parties, the 
operational profit that would have obtained comparable 
unrelated companies in comparable transactions.

Standards of comparability

The lack of information of comparable transactions in 
Mexico is one of the problems that Mexican taxpayers 
are facing.  

The current sources of comparables used by the 
taxpayers are the following: (i) internal comparables, 
(ii) data from the Mexican Stock Exchange (approx. 
300 companies are publicly trading in the Stock 
Exchange) and (iii) public Mexican company’s data 
basis (information from approx. 90% of companies 
belonging to the public sector).  If no comparables are 
found in these sources of information, Mexican 
taxpayers are using foreign databases (US and Europe) 
and are making price adjustments taking into account 
the specific characteristics of the Mexican market.

Mexican law allows for the use of secret comparables. 
Secret comparables have not yet been used by the 
Mexican Authorities and according to officials of the 
Tax Administration they are viewed as a last resort 
information resource. 

There are rules stating that confidential information 
obtained either by the taxpayers as well as tax officials 

during transfer pricing procedures, should remain 
secret, so their improper use is subject to penalties.

Arm’s length range

In some cases, application of a pricing method will 
produce a single result that is the most reliable measure 
of an arm’s length result. However, in other cases, 
application of a method may produce a number of 
results from which a range of reliable results may be 
derived. A taxpayer will not be subject to adjustment if 
its results fall within such range (the arm’s length range).

Mexico has included in their regulations the concept of 
the arm’s length range and have also provided for 
statistical methods in order to increase the reliability of 
the analysis made (i.e. interquartile range).

The Mexican regulations only make reference to 
adjustments made to the median of the results, in case 
statistical methods are applied; in this respect, it should 
be mentioned that these methods are not always 
applied. Also, the ITL does not include a detailed 
description on how to reach the arm’s length range, and 
does not make any differences between class A and 
class B comparables.

Mexican regime includes the possibility, in certain cases, 
of using multiple year data when analyzing the 
comparability of transactions or entities. 

As it can be perceived, the ITL does not establish a 
specific method with respect to financing transactions as 
loans between / among related parties.

From a practical perspective, it is commonly accepted to 
use as a minimum interest reference, yields deriving 
from Mexican public debt securities (equivalent to US 
treasury bills) in Certificados de la Tesorería (commonly 
known as “CETES”). 

Obviously, in situations in which the lender has obtained 
financing from other party (either related or not), it is 
expected to charge an additional financial margin to the 
borrower so such lender has a profitability derived from 
granting such financing.

Advanced Pricing Agreements (“APA”)

The current APA regulations empower the issuance of 
rulings approving APA for the effective year requested, 
as well as for one prior year and three subsequent 
years. 

Information and documentation requirements

Only with respect to transactions with non-residents, 
Mex ican law prov ides fo r in format ion and 
documentation requirements in order to be able to 
demonstrate if required, that the arm’s length principle 
has been accomplished.
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There is no specific legal provision establishing that this 
information / studies need to be obtained when 
performing transactions with Mexican residents parties; 
however, factually, they are needed in order to prove –
in its case- before the Mexican tax authorities the duly 
compliance with the transfer pricing rules.

Secondary adjustments

Pursuant to transfer pricing principles, when a principal 
adjustment is made by the tax authorities, it is logic / 
reasonable that a secondary adjustment needs to be 
done.

However, under the ITL, the possibility of this secondary 
adjustments are only expressly provided with respect to 
international transactions in which a contracting party is 
a resident of a country with which Mexico has in effect 
a treaty on income tax matters7.

Accordingly, with respect to local adjustments, this 
secondary adjustment is not expressly provided for 
under current law; however, we are of the opinion that 
the related party should be legally empowered to do it 
once its correspondent counterparty has been subject to 
a principal adjustment by the tax authorities.

Effectively, under the ITL transfer pricing rules taxpayers 
are obliged to (i) accrue as taxable income principal 
adjustments pursuant to transfer pricing rules, as well as 
to (ii) deduct the taxable items considering same 
transfer pricing amounts.

Tax Haven Rules

Mexican tax residents are subject to this special tax 
treatment when (i) income is generated indirectly 
through foreign legal entities or legal figures in which 
they participate directly or indirectly, in the proportion 
of their participation in such legal entities or figures, as 
long as said income is subject to preferential tax 
regimes (“PTR”) or (ii) income is obtained through 
fiscally transparent foreign entities or legal figures. 

a) Income subject to PTR

It is deemed that income is subject to PTR if it is 
generated indirectly through foreign entities or legal 
figures in which Mexican tax residents participate 
directly or indirectly, in the proportion of their 
participation in such entities or legal figures, as long as 
said income (i) is not taxed abroad or (ii) the income 
tax triggered and paid abroad results in less than 75% 
of the income tax that would have been triggered and 
paid in Mexico in accordance with the provisions of the 
ITL. 

In order for determining whether or not the income 
should be subject to this tax regime, a comparison 
needs to be done: (i) the effective income tax paid 
abroad, and (ii) the tax that would have been due if 
such income would have been subject to Mexican 
taxation rules.

Although the sole fact of indirectly generating income 
subject to PTR triggers the application of the special tax 
regime, the ITL establishes some exceptions to this 
general rule (e.g. lack of control exception, active 
income exception, royalties’ exception, etc.).

b) Income obtained through tax transparent entities 
or legal figures

Income obtained through foreign entities or legal figures 
fiscally transparent is subject to this tax special 
treatment, even if such income is not subject to PTR (i.e., 
even if it is taxed abroad with more than 75% of the 
Mexican income tax).

Tax transparent legal figures or entities, are those that: 
(i) are not considered as income taxpayers in the 
country in which they are incorporated or where their 
main administration or seat of effective management is, 
and (ii) the revenues generated through such entity or 
legal figure are attributed to its members, partners, 
shareholders or beneficiaries. 

Based on the above, generating income through foreign 
tax transparent vehicles triggers the application of the 
special tax regime. The ITL only establishes two 
extremely narrow exceptions to said general rule (i.e., 
corporate reorganizations exception and financial 
institutions exception), same that require proper 
disclosure to the tax authorities. More exceptions are 
provided for in administrative rules.

c) Tax consequences

In general terms, income under this special tax treatment 
is subject to tax in the fiscal year in which such income is 
generated abroad, even though the income has not yet 
been distributed. The payment of the corresponding 
income tax has to be made together with the annual tax 
return of the fiscal year in which the income is 
generated abroad. 

d) Informative tax return

Taxpayers must file in the month of February of each 
year an informative return before Mexican tax 
authorities regarding: (i) income generated in the 
previous tax year subject to PTR, (ii) income generated 
in jurisdictions of the “Black List”, or (iii) transactions 
carried out through tax transparent foreign legal entities 
or figures. 

8  Pursuant to the Foreign Investments Law, the following industries 
constitute strategic areas: electricity, oil and hydrocarbons, seaports, 
airports, and basic petrochemical industries.
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Thin Capitalization Rules

Companies are required to meet the 3:1 proportion 
(debt / net worth ratio).

The main features of the regime are the following:

✦ Interest derived from debts with foreign related 
parties, which exceeds three times the net worth 
of the company, is not deductible.

✦ Debt contracted (i) by the members of the 
financial system in the performance of their 
activities, (ii) for the construction, operation and 
maintenance of the productive infrastructure 
linked with strategic areas8, and (iii) by taxpayers 
who obtain an advance price agreement, will not 
be considered for thin capitalization purposes.

✦ The regime does not include other exclusions for 
debt contracted with foreign related parties based 
on the loans features as the regime until 2006 
established.

Double Taxation Conventions (“DTC’s”)

Mexico has a wide array of DTC’s in income tax 
matters; such treaties may only provide benefits with 
respect to the regime set forth in the Mexican law. Thus, 
such DTC’s may not impose additional burdens to those 
established in Mexican law.

Income tax is covered by the treaties; however, due to 
the effectiveness of the business flat tax, it has been 
included in newly executed agreements while other 
have been amended to include it.

Examples of treaty benefits are:

✦ Lower rates than those provided in the local law.

✦ Stringent cases (compared with those established 
under the local law) under which a permanent 
establishment are deemed to exist.

✦ Revenues not subject to taxation as the local law 
provides, example: technical assistance services 
payments.

✦ Non-discriminatory principle, which entails that 
the residents of treaty countries may not be taxed 
higher than local tax residents.

Business Flat Tax (“IETU”)

The main purpose of the IETU is to increase the 
taxpayers’ effective payment rate in direct taxation that 
would be obliged to pay the higher amount between the 
IETU and the income tax.

1. Taxpayers. The IETU shall be paid by Mexican 
residents (either certain individuals or all legal entities 
as well  as  by  permanent  establishments  in  Mexico  
of non-residents). 

2. Taxable object. The effectively income obtained (cash 
flow based), regardless the place where such revenues 
are obtained, and derived from the performance of the 
following acts / activities: (i) transfer of ownership of 
goods, (ii) rendering of independent services and (iii) 
granting the temporary use and enjoyment of goods. 

3. Taxable base. The aggregate amount of the income 
obtained (under a cash flow basis) for the performance 
of the aforementioned activities, diminished by the 
authorized deductions. 

Herein below find the most important elements of both 
concepts.

Income. All types of income obtained, even derived 
from operations with no consideration; taking into 
account in this latter case either the market value or the 
appraisal value of the taxable activities.

The following activities are excluded as taxable objects, 
and thus, do not constitute taxable income or deductible 
items: (i) royalty payments between related parties (ii) 
interest that does not constitute part of the price of the 
goods and (iii) financial derivatives where the 
underlying is not subject to IETU.

Deductions. Are less in number than those provided in 
the income tax and for being taken in their aggregate 
paid amount (cash flow basis), and are the following: 

✦ Disbursements either for the acquisition of goods, 
for the payment of independent services or for 
the payment of temporary use and enjoyment of 
goods.

✦ Local and federal taxes in charge of the 
taxpayers (with exception of the IETU, the income 
tax, the cash deposits tax, social security 
contributions and those which should be 
transferred (e.g. value added tax and special 
production and services tax).

✦ Refunds.

✦ Indemnities for damages and certain conventional 
penalties.

✦ For insurance companies: creation or increase of 
the following reserves: mathematic of life 
insurances, retirement pensions, and catastrophic. 
Equally, the amounts paid when the risk occurs 
are deductible items.
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✦ Deductible donations for income tax purposes.

✦ Losses for unrecoverable credits and fortuitous 
cases.

Rate. 17.5%. 

Payment period. The same as established by the ITL.

Particularities. The most relevant are the following:

✦ When the amount of deductions is larger than the 
taxable income, the taxpayer will have a right to 
a tax credit that will be determined by applying 
the applicable tax rate to the surplus. The credit 
can be carried forward against the annual IETU 
or the provisional payments, in the following ten 
fiscal years. 

✦ In the case of tax consolidating entities, the 
taxpayer should adjust the tax over the 
“individual” income that can be credited against 
the IETU, given that the consolidated income tax 
in the majority of the cases is different to the sum 
of the “individual” taxes of the holding and the 
held company.

✦ Regarding trusts, a transparent tax treatment is 
granted to those who perform the activities for 
which the IETU is triggered. 

✦ In the case of occasional operations performed by 
individuals, it is provided that the tax operates 
under a final payment scheme, without having the 
opportunity to apply any deduction; and without 
being obliged to keep accounting records or to 
file the annual tax return. 

Value Added Tax 

Mexico has a federal VAT based in the European value 
added tax (“VAT”) systems.

As it is known, VAT has a keen territorial feature 
whereby taxed acts / activities are those performed 
within the applicable territory (Mexico) and without 
transferring its effect to outbound operations, reason 
why exports of goods and services are taxed with the 
0% tax rate.

Thus, the following acts / activities furnished in Mexico 
will be subject to VAT:

(i) Transfer of goods

(ii) Rendering of independent services

(iii) Granting the use of goods

(iv) Importation of goods / services

Unlike sales tax (as the US has) which is triggered in the 
last phase of the commercialization of goods / services, 
VAT is triggered in each phase of their production / 
sale, with the right of crediting the tax so transferred to 
the acquirer / recipient of the goods / services; thus the 
ultimate person that bears the economic burden of the 
VAT is the final consumer of the goods / services.

The general tax rate is 16%; however, in border regions 
(as the VAT law defines them) the rate lowers to 11%.

Given (i) the right to credit VAT transferred to the 
taxpayer, and (ii) its transfer to the customers, VAT 
basically creates a financial effect and does not imply a 
remarkable economic burden for the taxpayers. 

This is true except for VAT exempted taxpayers that not 
being able to transfer VAT to their customers, need to 
integrate in their cost structures the VAT so transferred to 
them by their suppliers.

As a general rule, VAT is triggered at payment (i.e. on 
cash flow basis); however, there are special rules (e.g. 
in loans from financial institutions VAT is triggered on 
accrual interests.) 

Estate Taxes

Mexican law does not provide estate taxes; moreover, 
revenues obtained mortis causa by Mexican resident 
individuals are income tax exempted.

Special Taxes
Special taxes are levied on the sale of vehicles, alcohol, 
alcohol ic beverages, beer, some beverages, 
manufactured tobacco and certain fuels. 
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