
 

 
 
 
 

TAX FLASH 2007-E1 
 

Proposed amendments to tax laws for 2008 
 
 

On June 20, 2007 the Federal Executive Branch submitted to 
Congress the bill containing the proposed amendments to various Mexican tax laws, 
including a proposal for the enactment of two new tax laws. 

 
This Tax Flash contains a general description of the issues contained 

in the proposed bill that we consider most relevant. The objective of the summary 
below is to provide our clients with the necessary elements to decide on any 
potential course of action, and it does not express our opinion in respect of the 
contents of the bill submitted to Congress. Please note that this bill is in the first 
stage of the legislative process, and therefore it may be substantially modified prior 
to its approval, or even rejected. 

 
Below you will find a general description of the topics we consider 

most relevant, which we will be glad to expand upon request. We will also provide 
updates in connection with any progress of the bill throughout the legislative 
process. 
 
Flat Tax (CETU) 
 
  The alleged intention of this tax is to create a minimum tax to be 
imposed over the taxable activities undertaken by a business (either through an 
entity or by an individual), imposing the burden of taxation over the production 
agents that are entitled to “tax privileges” or that take advantage of loopholes or 
planning opportunities. The CETU would then replace the asset tax, which is 
considered as the current “minimum tax” for businesses. 
 
  Considering that the CETU would be complementary to the income 
tax, it would only be payable when it exceeds the latter; conversely, if the CETU were 
lower, then income tax would be payable. However, please note that currently no 
carry-back nor any carry-forward provisions against the income tax are provided for. 
It is proposed that the persons subject to the CETU be Mexican-resident entities and 
individuals, as well as non-residents with a permanent establishment, that 
undertake the taxable activities.  
 
  The tax base would be the income arising from: (i) sale of goods, (ii) 
rendering of services, or (iii) lease of assets. The income will be includible based 
upon actual cash collection, and the tax is proposed to be computed at a 16% rate 
during 2008 and at a 19% from 2009 on. The tax would be computed on an annual 
basis, and there would also be an obligation to make monthly advanced payments 
on the same dates as the income tax payment obligations. 
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  The following items that are includible as income, for income tax 
purposes, would not be taxable for the CETU: (i) interest income; (ii) royalties; (iii) 
financial derivative transactions; (iv) capital gains on the sale of shares; (v) salary 
income; (vi) dividend income; (vii) capital gains on the sale of houses exceeding 
approximately $600,000 USD. 
 
  The allowed deductions are: (i) inventories; (ii) purchase of fixed 
assets (deducting the amount paid in a single fiscal year and not through 
depreciation); (iii) expenses with certain restrictions; (iv) rental payments; (v) 
independent services; (vi) and certain taxes (excluding income tax, CETU, ICI, social 
security contributions, VAT and excise tax (IEPS), unless these last two are not 
creditable under their respective laws). 
 
  Based on the above, interest expenses, wages and royalties paid would 
not be considered as deductible items in order to determine the CETU base.   
 
  Regarding wages and other expenses paid, seeking to compensate the 
fact that these are non-deductible, there is the possibility to credit the tax withheld 
to the employees on their salary income against the CETU (with certain restrictions), 
as well as the possibility to reduce the CETU with a direct tax credit identified as 
“Crédito al Empleo” (incentive for employment). These credits do not completely 
compensate the effect of the non-deductibility of wages, due to the difference in the 
income tax rates applied to wages and the CETU rate, as well as the impact of all 
tax-exempt benefits received by the employees, which result in an additional CETU 
tax burden for the employer. 
 
  In cases where deductible items (under CETU law) exceed the taxable 
income for CETU purposes, the difference times the tax rate would result in a 
“deemed loss” credit that may be carried forward against the CETU for the 
subsequent 10 years.  
 
   To determine the CETU the following formula would be applied: 
 
  Taxable income 
Less:   allowed deductions 
  Tax base 
Times rate: 19%1

  CETU tax 
  ------------------------------------------- 
Less:   - “deemed loss” credit (deductions over income for prior years) 
  - Income tax for the year  
  - Income tax withheld to third parties (including employees) 
  - CETU Advanced payments made throughout the year    
  - “Crédito al empleo” (incentive for employment)
  CETU payable  
 
 

                                            
1 Rate applicable starting year 2009 
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 Tax consolidation 
 
  This tax is not determined on a consolidated basis, and the proposed 
legislation tends to eliminate, from a practical perspective, the benefits deriving in 
the future from the consolidation regime under the income tax law.  
 
 Asset tax 
 
  Considering that the asset tax would be repealed, in the event the 
CETU law is approved, taxpayers would no longer be obligated to determine and pay 
asset tax, although they would continue to be able to recover the asset tax paid in 
prior years (up to the amount of the income tax determined for each year). 
 
 Some non-regulated issues  
 
  There are no transitional provisions that may allow taxpayers to 
recognize certain deductions that impact their profitability (i.e. opening balance of 
un-depreciated amount of fixed assets, unutilized NOL´s, cost of land, etc.), when 
such items were generated prior to the date on which the law is enacted (i.e. prior 
to January 2008). This would result in the taxpayers recognizing income for years 
2008 and subsequent years, without the possibility of taking as a deduction certain 
costs that correspond to assets that are being used for purposes of carrying out the 
activity and that allow them to generate profits, and without having the possibility of 
reducing such profits with losses generated prior to January 2008 for the same 
activities. 
 
  The fact that taxable income for income tax purposes is determined on 
an accrued basis (in certain cases), and that for CETU purposes all income is 
determined upon collection/payment, results in certain timing differences that may 
generate double taxation on certain types of income (i.e. income taxed for income 
tax purposes one year, and for CETU purposes in a different year). 
 
  Payment of CETU would not generate CUFIN (pre-taxed earnings 
account), thus limiting the ability to distribute tax-free dividends to shareholders. 
This may again create double taxation since due to timing differences, distributed 
profits may trigger CETU tax and also income tax. 
 
  There are other tax effects that should be considered, such as the 
ability for non-resident investors to credit the CETU paid by their Mexican 
subsidiaries as income tax paid abroad; the increase in the taxation for foreign 
pension funds that as of today are allowed to run businesses on a tax free basis in 
certain investments; the lack of a specific regime applicable for “maquiladoras”, 
which overall tax burden may be increased; and the potential effect that this change 
may trigger for purposes of the tax treaties that Mexico has negotiated with other 
countries.  
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   In addition to the tax consequences that may derive as previously 
described, should this law be enacted, it is also important to note that this new tax 
may have a significant impact on the recognition of “deferred taxes” for most 
companies, which may affect the book value of such entities operating in Mexico.  

 
Tax on cash deposits (ICI) 

 
The Federal Executive Branch has also proposed to establish a new 

tax, which would be imposed on cash deposits made in Mexican banks (within a 
one-month period), for amounts that exceed $20,000 MxPs. 

 
The Mexican banks would be obligated to withhold 2% on such 

deposits. The tax withheld would be creditable against the income tax due by the 
person receiving such deposits, and such credit could be carried forward for up to 
five years. Please note that this withholding tax may not be creditable against the 
CETU determined by such Mexican entity or individual.  
 
Withholding tax on interest paid to banks 

 
As regards the income tax withholding that is applicable to interest 

payments sourced in Mexico that are received by non-resident banks registered 
before the Ministry of Finance and located in a tax treaty country, it should be noted 
that the applicability of the 4.9% withholding tax rate has not been included in the 
proposed amendments for 2008. 

 
As such, in principle a 10% withholding tax rate would be applicable 

to such payments in terms of the Income Tax Law, which could be reduced under 
the provisions of any tax treaty. 

 
Federal Fiscal Code 

 
In addition to the changes previously described, the bill submitted to 

Congress also proposes certain amendments to the Federal Fiscal Code, which in 
general terms aim at providing the tax authorities with greater authority when 
carrying out an audit and when granting tax refunds. 

 
The proposed amendments also restrict the possibility for the 

taxpayer to submit documentation supporting the validity of its tax positions, as 
they will need to produce evidence within a tighter timeframe and during specific 
periods, in order to avoid any adverse implications. 

 
*     *     *     *     * 

 
 
Mexico City 
 June 2007 
 
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. 
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