
 
 
 
 

INFORMATION FLASH 2004-E5 
 

2005 Fiscal Reforms Bill 
 
  This information flash describes, in a general manner, the most 
significant aspects of the bill of the Decree that Reforms, Adds, Deletes and 
Establishes Various Tax Provisions, and Subsidies for Employment and for the 
Equalization of Income submitted by the Mexican Executive Branch of the Federal 
Government to the Mexican Congress on September 8 of the current year. This bill 
is subject to discussion and approval by the Mexican Congress.  
 
  This information flash does not express the Firm’s opinion on the 
previously mentioned bill; however, it provides a general description of the most 
significant aspects thereof  in order to be able to anticipate the consequences of the 
possible reforms and, accordingly, take appropriate measures.  
 
Value Added Tax Law  
 
  It is proposed that the standard rate of this tax be reduced to 12% 
and the rate applicable in the border zone to 7%. Additionally, the proposed reform 
contemplates the possibility of offsetting value added tax credit balances against 
other taxes as provided by the Federal Fiscal Code.   
 
Income Tax Law  
 
Corporate rate 
 
  The proposed reform contemplates the reduction of the  
corporate rate of the tax to 28%. A transitional provision establishes that the rate 
will be reduced to: 30% in 2005, 29% in 2006 and 28% as from 2007. 
 
Employee profit sharing (PTU) 
   
  It is contemplated that PTU paid in the fiscal year be deducted from 
taxable income generated instead of including it as an authorized deduction for 
determining the tax period’s taxable income. 
 
Inventories 
 
  The bill proposes a return to the “cost of goods sold” system in order 
to  recognize the deduction of inventories, instead of  the deduction of the 
acquisition of merchandise. For this purpose a transitional system is contemplated.   
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Thin capitalization 
 
  New rules would be included that would significantly limit the 
deduction of interest on debt deemed to be excessive, when the value of debts is 
higher than twice the sum of the balance of the Contributed Capital Account 
Adjusted for Inflation (CUCA) and the Net-of-Tax-Profits Account (CUFIN). The 
amount of the limitation shall apply regardless whether or not the debt is contracted 
with related parties.   
 
  Certain exceptions are made: financial system entities, taxpayers in an 
expansion period, and parties that have been issued a resolution confirming the 
methodology utilized for determining the prices or amounts of the consideration in 
transactions with related parties (“APA”), in which it is confirmed that interest on 
such debt has been determined in accordance with the prices that would have been 
agreed by independent parties in comparable transactions.   
 
  Should these proposed amendments take effect, a five-year-term 
would be established so that taxpayers will cease to have a debt-capital ratio that 
would trigger the non-deductibility of interest, in which case the non-deductibility of 
the interest will be retroactive to January 1, 2005.   
 
Investments 
 
  A change in the definition of “deferred expenses” is proposed.  It will 
now include any intangible property that allows the exploitation of property for a 
limited period, less than the duration of the company’s activity, which will trigger 
the inclusion of a larger number of items in this definition.    
 

Machinery and equipment for the generation of power derived from 
renewable sources (solar, eolian and hydraulic) may be deducted at 100% provided 
that it is in operation during a minimum period of five years following the fiscal 
period in which the deduction is claimed.   

 
Rate for individuals 
   
  The proposed reform contemplates the reduction of the individuals’ 
rate of the tax to 28%. A transitional provision establishes that the rate will be 
reduced to: 30% in 2005, 29% in 2006 and 28% as from 2007. 
 
  The schedule for calculating the tax has been simplified by 
establishing only two rates: i) 25% applicable to annual income of less than 5 
million pesos, and ii) 30% (that will decrease gradually to 28%) for income higher 
than this amount.   
 
Nonresidents 
 
  Additional presumptions are added for considering that nonresidents 
realize Mexican Source income, which is the case of the transfer of rights of the 
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usufructuary on shares of stock or securities that represent title to property, when 
their value derives by more than 50%  from a movable property situated in Mexico.    
 
  Transactions in which a nonresident sells or transfers credit rights on 
debt owed by a resident of Mexico will now be taxed when acquired by a resident of 
Mexico or a nonresident with a permanent establishment therein.   
 
Preferential tax regimes  (Tax Havens) 
 
  The proposed reform intends to modify the definition of income 
subject to preferential tax regimes; it now will establish that, instead of referring to 
a list of countries to be identified (“black list”), reference shall be made to the type 
of income and the tax payable in the country where the investment is made.   
 
  In accordance with the proposed definition, it is considered that 
income is subject to a preferential tax regime when it is subject to income tax 
equivalent to less than 75% of the income tax that would have been generated and 
payable in Mexico, depending on whether received by an individual or a legal entity.  
 
  The above would imply that an annual calculation should be made of 
the theoretical tax payable in Mexico on investments made abroad that generate 
passive income, in order to determine whether the investment should be treated as 
subject to a preferential tax regime or not. In addition to those investments made in 
countries included in the list of tax havens, these investments should be reported 
annually to the tax authorities, regardless of the inclusion of the previously 
mentioned income in gross taxable income. 
 
  In cases in which Mexico has entered into an agreement for the 
exchange of information with a country where the income in question originates in 
respect of which it should be considered that there is an investment in a country 
with a preferential tax regime, that tax shall be paid only on passive income 
obtained through this investment (interest, dividends, royalties, gain on the sale of 
shares, securities, or real property, leasing of property and those received 
gratuitously when obtained as a result of the performance of business activities).  
 

*     *     *     *     * 
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This Tax Flash contains information of a general nature, and thus it does not address any particular 
case or facts. The information contained herein is accurate as of the date of issuance; however, we 
make no representation as to the fact that such information be accurate as of the date it is received, or 
that it will continue to be accurate in the future. Accordingly, we recommend that specific advice 
addressing your particular circumstances be requested. 


