
F irst introduced into Mexican legislation in 2004, real estate
investment trusts were incorporated as an incentive intended
to promote the Mexican real estate market by establishing a

regime for Mexican trusts exclusively engaged in the acquisition or
construction of real estate for sale or lease, as well as the right to
receive income from the lease of such real estate. Tax provisions
have evolved since their incorporation into the Mexican legislation
and there are now FIBRAs certificates that are publicly traded and
FIBRAs certificates that are issued to private investors.
With the first initial public offering of FIBRAs certificates tak-

ing place in 2011, five FIBRAs – Fibra Uno, Fibra Hotel, Fibra
Macquarie, Fibra Inn and Fibra Terrafina – have made successful
offerings through the Mexican Stock Exchange among local and
international investors. This has been largely possible due to
amendments in the corresponding tax provisions, the amendments
to the investment regime applicable to Mexican retirement fund
managers (which allows them to invest in FIBRAs certificates) and
to the response of the Mexican tax authorities to lobbying activi-
ties by issuing administrative rules that have cleared certain areas
that did not provide full legal certainty to investors and which have
even allowed a more flexible investment scheme than originally
envisioned.

General tax regime overview 
FIBRAs are fiscally transparent trusts incorporated under Mexican
legislation that must acquire or construct real estate destined to be
leased. FIBRAs trustees must be authorised credit institutions res-
ident in Mexico. 
The trust’s objective must be the acquisition or construction

of real estate destined to be leased or the acquisition of the right
to receive rental income, and to grant mortgage financing, hav-
ing the obligation of investing at least 70% of the trust’s estate
either in real estate or in the rights to receive rental income; the

remainder must be invested in securities of the Mexican
Government.
Real estate that is acquired or constructed by FIBRAs must be

leased and should not be sold within four years of its acquisition or
end of construction date. The trustee must issue certificates for the
FIBRAs’ estate, which must be placed among the investment pub-
lic or, for the case of private FIBRAs, such certificates must be

acquired by at least 10 non-related investors, none of which must
hold more than 20% of the overall issued certificates on an individ-
ual basis.
Mexican trustees must compute an annual tax result (income

minus certain authorised deductions such as expenses and the
depreciation of the trust’s property). Distributions to the certifi-
cate holders must occur annually for at least 95% of the annual tax
result, and trustees must withhold income tax at a 30% (the corpo-
rate income tax rate for 2013) rate from the distributed amount,
unless the certificate holder is exempt, such as foreign pension
funds. 
Contribution to FIBRAs allows a step-up basis in the value of

the property, as real estate contributed to the trust is acquired at
market value. Income and business flat tax (IETU) derived from
such contribution are deferred until FIBRAs sell the property to a
third party or until the certificates received in exchange for the
property are sold, whichever occurs first; however, specific cases
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may provide for a shorter payment deferral, such as the sale and
lease back of real estate.
Mexican legislation provides that in case real estate is con-

tributed to FIBRAs and such property is immediately leased to the
contributing party, the tax would be deferred until the lease agree-
ment expires provided its maturity is no longer than 10 years, or at
the time FIBRAs sell the real estate, whichever occurs first. 
Following the rationale of being a tax incentive, FIBRAs are

relieved from filing income tax and IETU advance payments,
which has a positive impact on its financials from a cash-flow per-
spective.
A side effect that could be triggered upon contribution of prop-

erty to FIBRAs, depending on the actual location of the real estate,
is the payment of local taxes on property acquisition. Conversely to
the tax deferral that is provided for federal taxes, some local legis-
lation establishes property tax, which ranges between 2% to 5%
computed on the market value of property that must be paid upon
contribution.

FIBRAs as alternative investment 
FIBRAs represent an investment alternative to real estate develop-
ers that are willing to contribute their property in exchange for the
required funding for projects in Mexico and to investors in search
of real estate projects that offer liquidity. 
Even when in recent years these type of investments have

started to become more attractive to local and international
investors, in the early stages FIBRAs were primarily an opportu-
nity for private groups to contribute its properties to a single
vehicle with the advantage of having a step-up tax basis, but as a
downside, with local property taxes being triggered. However, it
was not until recent years that this investment structure has
started to become increasingly attractive as more flexibility has
been granted through administrative rules issued by the Mexican
tax authorities.

Two-tier trust structure
Some of the major concerns for investors upon entering into a
FIBRA structure were the different types of risks associated with
having in a single investment vehicle property destined to different
purposes, such as industrial, commercial, mixed-use, and so on. 
In late 2012, the Mexican tax authorities issued an adminis-

trative rule that allows investors to participate in a two-tier
investment structure in which at the top level, a fiscally transpar-
ent trust could participate in different FIBRAs that would hold
different types of assets.
The referred administrative rule provides that investors holding

certificates of the top-level transparent trust would afford the
FIBRA tax regime treatment on the distributions to investors and
on capital gains obtained from the sale of certificates of the issuing
transparent trust.
Through the above, investors are now able to invest with differ-

ent risk profiles depending on each FIBRA’s assets, through the
acquisition of certificates issued by a fiscally transparent trust.

Lodging real estate 
Jointly with the previously described administrative rule, the
Mexican tax authorities issued an additional miscellaneous rule
which allows FIBRAs to invest in real estate destined to lodging. 
Lodging income does not strictly qualify as rental income; how-

ever, in order to encourage FIBRAs investment, the Mexican tax
authorities have awarded these vehicles the possibility of holding in
their real estate portfolio this type of asset provided certain require-
ments are met.
By year-end 2013, FIBRAs will have completed their first

decade of incorporation into Mexican legislation as an alternative
investment in the real estate market. During the first half of such
period, these vehicles were not attractive to investors due to the
lack of provisions that could diversify associated risks of the real
estate portfolio.
Notwithstanding the above, these investment vehicles have

become a more attractive and feasible opportunity for obtaining
lease income under a scheme that provides liquidity to investors.
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