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Thin capitalization rules 
 
 

On October 21, 2005 the Official Daily of the Federation published a 
decree that provides certain benefits with respect to the thin capitalization rules 
incorporated into the Mexican Income Tax Law in 2005. The decree took effect on 
the day following its publication. 

 
The decree makes it possible for taxpayers that have contracted with 

foreign financial institutions loans intended for productive investments to exclude 
such debts for determining compliance with the 3:1 ratio of debt over net 
stockholder equity. In accordance with the decree, these taxpayers may consider 
the net profit or loss incurred during the corresponding year in computing the net 
stockholder equity. 

 
For this purpose, productive investments are those in which at least 

80% of the funds are used for the acquisition of land, the construction of fixed 
assets, or the performance of engineering projects related thereto. 

 
The above benefit will apply to the extent the corresponding loan is 

conditioned to at least six of sixteen requirements listed in the decree, which 
represent terms and conditions usually established in loans granted by financial 
institutions to private parties. 

 
Further, this benefit is also available in respect of loans used for the 

repayment of debts acquired from private parties where at least 80% of the debt 
has been utilized for the acquisition of land, or the construction of fixed assets 
utilized by taxpayers for their main business activities, provided that the new loan 
also complies with any six of sixteen requirements set forth in the decree. 

 
In both cases, taxpayers are required to provide certain information in 

accordance with general regulations to be issued by the tax authorities. 
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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. 


