
 
 
 
 

TAX FLASH 2007-E3 
 

Issuance of the decree that includes transitional rules 
for the enactment of the business flat tax 

 
 
  On November 5, 2007, a decree was published in the Official Daily of the 
Federation, which among others includes several transitional rules related to the 
enactment of the business flat tax. Such decree will enter into force on January 1st, 2008. 
 
  The provisions contained in the decree respond to the recommendation 
stated in the report issued by the Senate, for the President to evaluate the convenience of 
issuing a decree dealing with the transition in respect of inventories as of December 31, 
2007 and the net operating losses generated from 2005 to 2007, when such losses were 
determined as a result of the application of the one-time depreciation deduction, as 
mentioned in our Tax Flash 2007-E2. The decree also includes rules dealing with other 
topics, which mitigate to a certain degree the impact of the enactment of the business 
flat tax, although they do not fully eliminate the adverse impact, for all cases, of the lack 
of a complete set of transitional rules related to such new tax. 
 
  This Tax Flash contains a general description of the rules we consider most 
relevant for non-Mexican persons investing in Mexico. The objective of this summary is to 
provide our clients with information to assist them in identifying whether these rules 
require any specific course of action in connection with their investments in Mexico. 
 
Additional tax credit for inventories 
 
  A system of yearly credits is granted for those Mexican-resident entities who 
as of December 31, 2007 maintained inventories of raw materials, semi-finished or 
finished goods, as well as merchandise. For such purposes, land and buildings may also 
be considered as merchandise when they were acquired for their future resale as part of 
the main course of business of the taxpayer, provided that upon their acquisition the one-
time full deduction option established under the Income Tax Law was not elected (there 
is another incentive for those assets that is described below). 
 
  The amount of the yearly tax credit shall be equal to 6% of the amount 
resulting from multiplying the inventories maintained by the taxpayer as of December 31, 
2007 (valued in accordance with the methods authorized under the Income Tax Law) by 
the business flat tax rate applicable in each year (16.5% in 2008, 17% in 2009 and 
17.5% starting 2010). The tax credit so determined may be applied on a yearly basis for 
a period of up to ten years, starting in 2008, and it should be adjusted for inflation. The 
credit may also be taken pro rata in each of the twelve estimated monthly business flat 
tax payments, and any remaining balance may be considered in the event the Mexican-
resident taxpayer is liquidated before the ten-year period elapses. 
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Additional credit for certain net operating losses  
 generated from 2005 to 2007 
 
  A yearly credit system is also granted in respect of those net operating 
losses determined for income tax purposes from year 2005 to 2007, but only if those 
loses were determined as a result of the one-time depreciation deduction of investments 
allowed by the Mexican income tax law, as well as those determined as a result of the 
one-time full deduction election available for the acquisition of land when acquired, to the 
extent such assets continue to be owned by the taxpayer as of December 2007. The 
additional credit determined as provided by the decree is available for a period of up to 
ten years (starting in year 2008). 
 
  The amount of the yearly credit shall be equal to 5% of the balance of the 
"adjusted net operating losses" generated in 2005, 2006 and 2007, multiplied by the 
business flat tax rate applicable in each year (16.5% in 2008, 17% in 2009 and 17.5% 
starting 2010 and subsequent years). In general terms, the "adjusted net operating 
losses" should be determined by the lesser of (i) the reported loss and (ii) the sum of the 
one-time depreciation deduction applied for investments (net of the theoretical ordinary 
straight-line depreciation of such assets) plus the one-time full deduction applied for the 
acquisition of land, in order to determine the credit only on the amount of the 
aforementioned deductions, and only to the extent such losses continue to be available to 
reduce future income as of December 2007 (losses incurred but already used to reduce 
taxable income for years 2006 and 2007 should also be eliminated).  
 
.  The credit may be determined as per above on a yearly basis for a period of 
up to ten years, starting in 2008, and it may be adjusted for Mexican inflation. The tax 
credit may also be taken pro rata in each of the twelve estimated monthly business flat 
tax payments. In case the asset which acquisition was originally deducted is sold before 
the end of the aforementioned ten-year period, the taxpayer would not be entitled to use 
the remaining portion of the credit related to such asset, except in the case of land. 
 
Credit for “Maquila” entities 
 
  A credit system is also granted for “Maquila” entities that determine their 
income tax payable in accordance with the specific transfer pricing rules established for 
such entities in the Income Tax Law. Such credit will be applicable from 2008 to 2011, 
only against the tax determined on the income from “Maquila” operations. 
 
  In general terms, the application of the tax credit granted as per above is 
aimed at determining a business flat tax that is based on the income that the “Maquila” 
entities would have determined using the specific transfer pricing rules for “Maquila” 
entities, thus eliminating the excess business flat tax derived from not recognizing such 
rules. However, the credit does not take into consideration the further reduction of the 
profit recognized in terms of the decree published on October 30, 2003. 
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  As a condition to utilize the credit, the taxpayers shall file with the tax 
authorities the information specified in the decree that is related to the “Maquila” 
operation. 
 
Credit for sales in installments 
 
  A credit system is granted for those taxpayers who sold goods in 
installments prior to January 1st, 2008, and that for income tax purposes had elected to 
consider as taxable income only the part of the price effectively collected in each year. 
 
  This credit is aimed at eliminating the effect of the excess business flat tax 
that would be triggered upon recognizing the taxable income corresponding to the future 
tax years in which the compensation is partially collected. 
 
Additional deduction for accounts payable 
 
  An additional deduction is granted for those taxpayers who carry out at 
least 80% of their operations are with the general public (i.e. when no invoices but rather 
simplified receipts are issued as a result of their operations). 
 
  The deduction shall be equivalent to the amount of the accounts payable 
derived from the acquisition of finished products that were effectively paid from 
November 1st to December 31, 2007, provided the products are no longer included in 
their inventories as of December 31, 2007. 
 
Payments for public concessions 
 
  The decree provides that the additional deduction provided as a transitional 
rule under the Business Flat Tax Law for "new investments" made from September 1st to 
December 31, 2007, which consists in deducting one third of such investments on a 
yearly basis starting in year 2008, shall also be applicable in respect of the payments 
made for government concessions for the exploitation of public property or for the 
performance of a concessioned public service. 
 
Timing for recognition of income 
 
  An alternative is established for the business flat taxpayers to recognize 
income obtained from their taxable activities in the same date on which such income is 
considered taxable for income tax purposes, when the income should in principle be 
considered taxable in different years for both taxes. Once elected, this option may not be 
modified. 
 

*     *     *     *     * 
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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 in the future. Accordingly, we recommend that specific 
advice addressing your particular circumstances be requested. 


